® o o
0% %"
o ..0.
¢ (]
o °®
[
(|
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* Vision .I

- One day, the public discussion of policy issues will be grounded in an accurate
perception of the underlying economic principles and data.

* Mission

- NEED unites the skills and knowledge of a vast network of professional
economists to promote understanding of the economics of policy issues in the
United States.

* NEED Presentations

- Are nonpartisan and intended to reflect the consensus of the economics
profession.

NATIONAL ECONOMIC

EDUCATION DELEGATION

5/27/23



al

[ )
o Are We? ®

* Honorary Board: 54 members
- 2 Fed Chairs: Janet Yellen, Ben Bernanke
- 6 Chairs Council of Economic Advisers

o Furman (D), Rosen (R), Bernanke (R), Yellen (D), Tyson (D), Goolsbee (D)
- 3 Nobel Prize Winners

o Akerlof, Smith, Maskin
* Delegates: 652+ members
- At all levels of academia and some in government service
- All have a Ph.D. in economics
- Crowdsource slide decks
- Give presentations
* Global Partners: 48 Ph.D. Economists
- Aid in slide deck development
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1-5 Delegates
. 6-10 Delegates
. 11-20 Delegates
B 21+ Delegates
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@llable NEED Topics Include: 'o:.:.:
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* US Economy * Immigration Economics ..
* Healthcare Economics * Housing Policy
* Climate Change * Federal Budgets
* Economic Inequality * Federal Debt
* Economic Mobility * Black-White Wealth Gap
* Trade and Globalization * Autonomous Vehicles
* Minimum Wages * Healthcare Economics
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* Contemporary Economic Policy 0‘

- Week 1 (5/24):

Week 2 (5/31):

Week 3 (6/7):

Week 4 (6/14):
Week 5 (6/21):
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US Economic Update (Geoffrey Woglom, Amherst College)
Federal Debt (Brian Peterson, Lagrange College)
Economics of Immigration (Jon Haveman)

Economic Mobility (Jon Haveman)

The Gender Wage Gap (Jon Haveman, NEED)
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Federal Debt is Becoming A Problem 0%°%
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PETERSON The national debt is on an unsustainable path Y [ )
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migrant Population in 2017 ®e%°%°
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Foreign-born population estimates, 2017 o
e
Unauthorized immigrants Lawfulimmigrants )
10.5 million (23%) 35.2 million (77%) ]
Categories of the total number
. . . . Naturalized
of immigrants in the United States. cltizens
20.7 million
5 (45%)
12.3 million
(27%)
Temporary lawful
residents
2.2 million (5%)
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https://www.pewresearch.org/fact-tank/2019/07/12/how-pew-research-center-counts-unauthorized-immigrants-in-us/
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A The fading American dream? 0.0.0.
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o 9 out of 10 of those born in the early 1940s o °®

s / could expect to earn more than their parents o
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* Please submit questions of clarification in the chat.
- I will try to handle them as they come up.
* We will do a verbal Q&A once the material has been presented.
* Slides will be available from the NEED website shortly after the talk
(https://NEEDEcon.org/delivered_presentations.php)
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US Economic Update

OLLI — University of Pittsburgh

May 25 ) 2023 glllcoq}lglleyank
Geoffrey Woglom, Ph.D.
Amherst College
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@dits and Disclaimer ®

* This slide deck was authored by:
- Jon D. Haveman, NEED
- Scott Baier, Clemson University
- Geoffrey Woglom, Amherst College (Emeritus)
- Brian Dombeck, Lewis & Clark College
- Doris Geide-Stevenson, Weber State

* Disclaimer
- NEED presentations are designed to be nonpartisan.
- Itis, however, inevitable that the presenter will be asked for and will provide their own views.
- Such views are those of the presenter and not necessarily those of the National Economic Education Delegation (NEED).
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@ line for the Talk °

. Summary of the state of the economy.
. The Effect of M&F policies.
. Primer on Monetary Policy.

A W N BB

. What'’s at Stake in Controlling Inflation
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Components of 2022Q4 GDP, $26.5 tr e
Consumption,
20,000 “°"NE
15,000 Consumption 68.4%
Investment 17.2%
10,000
Investment, , Government, Exports 11.4%
4.6 Exports, -
5,000 3.0 :
I “ I Imports -14.5%
0 Corsumption Investmert Expats l Government Government 17.5%
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$100 trillion Global Economy (2022) ° el
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FRED :/ — Real Gross Domestic product

— Real Potential Gross Domestic Product
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Shaded areas indicate U.S. recessions.
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@I GDP and ‘Potential’ during the Recovery ®e
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The “output gap”
is about $250b

Q12023
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Source: Fred, St Louis Fed
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@: Great Resignation? °
FREn ,\/,Vj —— Labor Force Participation Rate - 25-54 Yrs. .
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Source: U.S. Bureau of Labor Statistics
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Employment change from February 2020 ..
10%
5 Memployment
recovered faster.
Non-Black employment
outpaced Black employment
earlier in the pandemic.
-5
-10
-15
_20...........,. ..... e e S T St e S e
Feb. 2020 23 22 ‘23
Source: Labor Department
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* GDP is very close to its potential.
* The labor market as measured by the unemployment rate is fully
recovered.
* There was no apparent Great Resignation
 But there is also a nominal side: inflation and wages.
* News isn’t so good!
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RED 24/ — Personal Consumption Expenditures Excluding Food and Energy (Chain-Type Price Index)
— Personal Consumption Expenditures: Chain-type Price Index

&

Percent Change from Year Ago
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Shaded areas indicate U.S. recessions. Source: U.S. Bureau of Economic Analysis fred.stiouisfed.org
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Transportation .
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Wage Growth Tracker by Wage Level [ ] ®
12-month moving average of median wage growth for each category, hourly data ..
—— Overall — 1st quartile —— 2nd quartile
— 3rd quartile —— 4th quartile
8
g 4
3
1
1968 2000 2002 2004 2006 2008 2010 2012 2014 2016 2018 2020 2022
Sources: Current Population Survey, Bureau of Labor Statistics and author's calculations

Exported on: Tuesday, May 16, 2023
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* 2020-2021: massive stimulus. Cares Act, 3 rounds of stimulus
checks, expanded unemployment benefits, Payroll Protection Loans.

ame2s  US Personal Saving as a % of Disposable Personal Income

35.0
Cumulative excess savings since 2020
2,500
Feb: 4.6% 30.0
2,000
25.0
20.0 T
&
5.0 S 1000 ‘
10.0
5.0
The Daily Shot”
2016 | 2017 | 2018 | 2019 | 2020 2021 2022 Jz023 *° Source: BEA, RSM US LLP
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* 2020-2/2022: policy interest rate at zero, new round of 0.’
guantitative easing. L
* 3/2022-present: most rapid increase in interest rates since
Pa u I Vo I c ke r FRED *"J/ E é};;v:e:zvzie:l(:?:t;?g::z?ggsﬁi?gi%ﬁé%%i gw;e;: é;av:ztsant Maturity, Quoted on an Investment Basis
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1 H v P et PP n~-
NATIONAL ECONOMIC Shaded areas indicate U.S. recessions. Sources: FHLMC; Board of Governors fred.stlouisfed.org
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* Inflation: There is a lot of work still to be done. |

* The ARP was probably too big, but helped many poor families, and
the Fed was aware of the size of the stimulus.

* Monetary policy was too easy for too long, but since March of 2022
years has been much more restrictive.

* Yes, there were supply chain issues that temporarily raised inflation,
but there was (is?) too much total spending.

So, where are we headed?
What will the Fed do?

NATIONAL ECONOMIC
EDUCATION DELEGATION
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@bilizer in Chief: the Fed

* The Fed’s Dual Mandate: Jerome Powell

1. “Stable prices” which means 2% rate of inflation in t} February 2018 on

Expenditure Price Index (which corresponds to about 1ore well-
known CPI).

2. “Maximum employment” which means the highest level of employment (lowest
unemployment rate) consistent with mandate 1.

* Monetary policy is made by the Federal Open Market Committee (FOMC),
comprised of the 7 Fed Governors and 5 of the 12 Presidents of the Regional
Federal Reserve Banks on a rotating basis.

* The FOMC has scheduled meetings 8 times a year, but can hold unscheduled
meetings at a moments notice (e..g., March of 2020)
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FRED ./ — Unemployment Rate [ |
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Shaded areas indicate U.S. recessions. Source: U.S. Bureau of Labor Statistics fred.stlouisfed.org
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Source: U.S. Bureau of Economic Analysis
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Short run:
* Unemployment: The higher the level of total spending the lower
the unemployment rate.
* Inflation:
1. “Too much Spending:” Total spending above the economy’s normal capacity
(“potential output”) tends to increase inflation.
2. Increase in production costs (e.g., “supply chain bottlenecks.”)
3. Expectations of high inflation can cause inflation to be high.
NATIONAL ECONOMIC 33
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Fed’s Affects the Economy via Interest Rate's::.:.:

 Higher Interest rates discourage firms from buying new plant and

equipment, households from buying new homes, and tend to lower
stock and housing prices (!).

* Lower spending tends to raise unemployment and eventually lowers

inflation.
AT NoionNak Eaonome =
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* If you are more concerned that inflation is too high, raise interest ¢
rates.
* If you are more concerned that unemployment is too high, lower
interest rates.
* Inflation and unemployment just right: keep rates the same.
Note: in deciding on appropriate interest rates you must take account
of what fiscal policy is doing that affects total spending
NATIONAL ECONOMIC 36
EDUCATION DELEGATION
36

5/27/23

17



T 0 ¢ oo
. . . ..O.o .,
@ Big Complication: Lags 0%’
®.%
o °®
°
q
* Milton Friedman: Monetary Policy affects GDP and Inflation with
Long and Variable (Unpredictable) Lags.
* Raising interest rates today does nothing to spending today nor to
inflation.
* But over time spending slows and eventually inflation falls.
* Friedman believed that lags led to the Fed to “oversteering” the
economy consistently.
AT NoionNak Eaonome 7
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@Ioser Look at Interest Rate Control OO
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* Primary Tool: the Fed targets the federal funds rate (or fed °d
funds rate for short), the interest rate on overnight loans
between banks.
* The Fed adjusts bank reserves so that the federal funds rate is
within a target range 25 basis points wide.
* From the bank’s perspective these loans are very close
substitutes to other short-term, safe assets such as Treasury
Bills.
* Therefore, controlling the fed funds rate gives the Fed close
control over all safe, short-term interest rates.
AT DOTIaNAL SSonome &
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3-Month or 90-day Rates and Yields: Certificates of Deposit for the United States

rate.

Red is the rate on 3

month Treasuries.
is the rate on

90 day Bank CDs.

2002 2004 2006 2008 2010 2012 2014 2016 2018 2020 2022

Shaded areas indicate U.S. recessions Sources: Board of Governors; New York Fed; OECD fred.stlouisfed.org
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AT NoionNak Eaonome o
39
'. ‘. 0‘ °.°
@at about the Money Supply? ®e%°%:
0...
e
o
|
Notice the absence of the money supply. The Fed does not believe
there is a reliable, short-run link between the money supply and total
spending or inflation.
The Minutes of the 3/21-3/22/2023 FOMC Meeting mentions:
- Money Supply, M1, M2 — 0 times
- Federal funds rate — 15 times
NATIONAL ECONOMIC 20
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FRED .~/ — °
i i : Chain-type Price Index [ |
i i Excluding Food and Energy (Chain-Type Price Index)

00
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Percent Change from Year Ago

1985 1990 1995 2000 2005 2010 2015 2020
Shaded areas indicate U.S. recessions Sources: Board of Governors; BEA fred.stlouisfed.org
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@ Importance of Long-Term Interest Rates ‘.

* Nobody buys a house because of the level of 90-day interest rates,
and unfortunately, the current federal funds rate has much less
influence on the rates that matter.

FRED -~/ — Federal Funas Ertective Rate

— 30-Year Fixed Rate Mortgage Average in the United States
— Market Yield on U.S. Treasury Securities at 10-Year Constant Maturity, Quoted on an Investment Basis

10

Percent
e -~ N w A& 0 @ N & ©

NATIONAL ECONOMIC 1996 1998 2000 2002 2004 2006 2008 2010 2012 2014 2016 2018 2020 2022
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Shaded areas indicate U.S. recessions Sources: Board of Governors; FHLMC fred.stlouisfed.org
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* Long-term interest rates depend on two factors
1. The average of expected, future short-term rates over the life of the long-
term bond.
2. “Risk” premia that reflect the possibility of unexpected changes in interest
rates and the possibility of default.
* The Secondary Tools are aimed at affecting these factors.
AT SSLoNBH SESRNS -
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@) Secondary Tools to Affect Interest Rates .:.:..
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1. Forward Guidance: Communicating the Fed’s intentions for the 9
future path of short-term interest rates.
2. Long-term Asset Purchases better known as quantitative easing or
QE.
Both of these tools also affect interest rates, and thereby aggregate
demand. But their effect is on the interest rates of longer-term and
riskier assets.
NATIONAL ECONOMIC "
EDUCATION DELEGATION
44

21



: nges to the Policy Statement in May
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The U.S. banking system is sound and resilient. Reeest

berprtret et
it lighter credit conditions for households and businesses and are likelvto weigh on economic

activity, hiring, and inflation. The extent of these effects is-remains uncertain. The Commitiee

remains highly attentive to inflation risks.

The Committee secks to achieve maximum employment and inflation at the rate of 2
percent over the longer run, In support of these goals, the Committee decided to raise the target
range for the federal funds rate to 4-3/4-t0-55 (o 5-1/4 percent. The Committee will closely

monitor incoming information and assess the implications for monetary policy. In determining

olicy may be appropriate to return inflation to 2

the extent to which additional ercent over

time. F
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Fed Funds Futures Curve (Rate)

Post May 3™; Pre May 3rd

The Daily Shot*
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* Financial investors require a higher interest rate on risky bonds,
than on safe short-term Treasuries.
* The greater the supply of risky bonds, the higher the required risk
premia needed to get enough private investors to buy them.
* QE lowers the supply of long-term bonds held by private investors
and thereby lowers to required risk premia and the interest rate on
these bonds.
AT NATIONAL Economc a8
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* Monetary Policy is much easier if people believe that the Fed will
achieve its inflation target.
* In central bank jargon, if expectations are stable and “well
anchored.”
AT NoionNak Eaonome 0
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@chormg Inflation Expectations olele,
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Expectations and Subsequent Inflation ..
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Credibility, the public believes that the Fed will achieve its goals.
* Requirements for Credibility
1. Transparency (Communication)
2. Accountability (Performance)
3. Political Independence
AT NOTLONA SSoNome 52
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@: Great Moderation ®e%°%:
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* Volcker paid a price in the early 1980s, but the price paid dividends
from 1990 through 2008.

* During the latter period the performance of the US economy was

extraordinary and even Milton Friedman gave kudos to the Alan
Greenspan.

* Has Powell jeopardized Volcker’s legacy?
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* In the Fed’s dual mandate put more emphasis on the employment
goal relative to the inflation goal.

* Inflation goal switched from targeting forecasted future inflation to
trying to achieve average realized inflation of 2%

Have they forgotten about Lags!

* But starting in March of 2022 a complete reversal of policy goals:
sole focus is on inflation.
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The last time the Fed raised rates so quickly was under Volcker .. ()
12-month change in the effective federal funds rate. percentage points ‘
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Source: Federal Reserve. Note: The shaded areas are recessions according to the NBER.

Amazingly, (to me anyway), the Fed reaffirmed targeting average realized inflation!
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[ ] Is this a so-called “soft” landing?

(Dec. [ 46 45 4.0 Why is the Fed forecasting a rise in

I the unemployment rate and can’t

Inflation ~~ |ER 25 2.1 2.0 they do something about it?
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The unemployment rate normally climbs slowly and substantially with recessions [ |
12 Monthly percentage point increase in unemployment rate from its pre-recession low to peak.
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Source: Bureau of Labor Statistics. Calculations by Claudia Sahm
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* Arise in inflationary expectations would probably mean higher and more
variable inflation.
* Oversteering leading to a steep recession (“hard” landing).
* Curbing inflation could lead to widespread bank failures (Pacific West?).
And, the Fed needs to navigate:
1. At the start of a presidential election cycle, with
2. Pervasive uncertainty. (e.g., credit crunch & bank failures).
3. Debt Default
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Deposits, change from a week earlier .
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* Biden Can:
1. Declare Debt Ceiling unconstitutional due to 14" amendment.
2. Direct the Treasury to Mint a $5 trillion coin.
3. Direct the Treasury to replace existing bonds with very high coupon
payments, so that they sell for more than their face value.
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* https://www.nytimes.com/interactive/2023/05/18/opinion/jobs-
inflation-economy.html?smid=nytcore-ios-
share&referringSource=articleShare
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* Regional mid-sized bank with $212b in assets; $6billion in ..

capitalization (15 largest).

* Focused on loans to venture capital and managing the desposit
accounts of startups.

* Very rapid growth in deposits and assets between 2021 and 2022,
which led to big investments in “safe” long term Treasury bond.

* The market value of these bonds fell drastically due to the Fed’s rise
in interest rates.

* No problem! The bank does not incur “losses” unless it sells the
bonds before maturity.
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* Concentrated and sophisticated depositors see the problem and
want to get their money out (FDIC insurance guarantees deposits up
to $250 thousand, and 90% above this amount!).
* Deposit withdrawals force SVB to sell those bonds.
* Precipitating a classic bank run and leading to the FDIC seizing the
bank on Friday.
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1. “Auction” off the failed bank; all depositors paid in full.
2. Payoff insured deposits and liquidate bank assets

* Under Dodd-Frank, the FDIC is supposed to use the cheaper
procedure.

* In either case, funding comes from banks’ payments of deposit
insurance premium.
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* Janet Yellen announced that all depositors would be paid in full, and
there would be complete insurance of all bank deposits for a year.

* Senior Executives all fired.

* Fed created a new lending program, so that banks can borrow
against Treasury bonds without realizing losses.

* The rationale was to prevent bank run spreading to other midsize
banks.
- Two other banks recently closed
- Stock prices of a number of similar sized banks have plummeted.
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* Political:

- Did political favoritism play a role in bailing out well connected,
sophisticated silicon valley depositors.

- Why didn’t bank regulators see this coming?

* Economic: has the moral hazard of “too big to fail” been increased.

* For the Fed: Will the Fed have to scale back its interest rate
increases to prevent wide scale financial crisis?
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First Republic Bank Is Seized by o o
Regulators and Sold to JPMorgan
Chase
The deal, which will allow 84 First Republic branches
to reopen as JPMorgan branches on Monday, was a = £
I’lﬂll atic move aimed at curbing a two-mor A .
b;mk‘m‘g u)’]sxs. adsige i _FIRST REPUBLIC BANK
MIN READ |""‘" -
The three banks that failed this year were bigger “ h ‘p 1 " F ‘ ““r : 1‘
than 25 that crumbled in 2008. [\ y L = |
| . 2
DealBook: JPMorgan Chase has returned to the familiar role of bank Here's what comes next for First Republic and for depositors’ money.
Front Page of the NYTimes, May 1,2023
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Daily: Through 5/17/23
Source: U.S. Department of the Treasury. Graph by: National Economic Education Delegation (www.NEEDelegation.org)
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@ Federal Debt is Becoming A Problem '.:.:.:
?Eﬁéul%glﬂ The national debt is on an unsustainable path ....
DeBT HELD BY THE PuBLIC (% oF GDP) .‘
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Geoffrey Woglom .
[ |
grwoglom@ambherst.edu
Contact NEED: Info@NEEDEcon.org
Submit a testimo_nial: _
www.NEEDEcon.org/testimonials.php
Support NEED: www.NEEDEcon.org/donate.php
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