o Moreindependent if allowed to set and control own budgets
e Fedis relatively independent
o Daily policy actions of Fed notsubject to review
o Under noobligation to buy bonds
o Controlsown budget
e Countries where central banks are independent have lower rates of inflation
o Notaccompanied by lower output or unemployment
o Reduces uncertainty
o Anchorsinflationary expectations
e Notstrategic to announcea long-run target because these can be influence by
factors no under the Fed's control

e TheFed does not announcean explicit target because it limits its flexibility to
deal with unexpected circumstances

o Central banks with this reputation maég@ to anchor inflationary

expectations t

Fiscal %ﬁ e Su%@?

e Interstate highway -- lowered costs of long-distancetransportation and
increased productivity and output
o Spendingon capital can affect aggregate demand and supply
e Reducing the federal fundsrate increases aggregate demand
e Alowertax rate on interest income may increase people's
willingness to save --> more investment in the long run and increase in output
e Reductions in tax rates may increase the number of hours people wantto work
due to higher opportunity cost
o Lower tax rate --> people risker with investments, work more hours
e Average Tax Rate: total taxes/before-tax income

Policymaking: Art or Science?
e Perfect policy requires knowing:
o Accurate knowledge of state of economy



