Econ 4420: Macroeconomic Policy
Spring 2026

Time and Location: Monday & Wednesday 2:00 — 3:15 pm, Ridley Hall G006
Instructor: Eric M. Leeper

Office: Monroe Hall 252 e-mail: eleeper@virginia.edu

Office Hours: Monday & Wednesday 3:45-5:00 pm and by appointment.

TA: Yaoqi Yang e-mail: aus7ge@virginia.edu

Office Hours: Tuesday & Thursday 5:00-6:00 pm, basement Monroe Hall

Course Coverage:

The course takes material students learned in Econ 3020 to the next level. This entails
more rigorous and more general derivations of formal economic models. Dynamic analysis
grounded in microeconomics will lie at the heart of what we do. We will cover the basics
of dynamic optimization, with emphasis on the economic intuition rather than the technical
details. We will also spend a substantial fraction of our time learning about current macroe-
conomic policy issues. To the extent possible, we will use theoretical models to interpret
actual data.

As is done in intermediate macro, we will work with some dynamic two-period macro
models built up from micro foundations. A great deal of critical economic understanding can
be gleaned from these simplified models. But we will also extend these to model economies
that last forever. We will not dwell on the technicalities that are involved in moving from
two- to many- to infinite-period models. Infinite horizons—or at least long horizons—are
essential for using theoretical models to interpret data.

Once we have a few analytical tools under our belts, we can turn to focus on policy anal-
ysis, which will be the main focus of the course. We will place special—but not exclusive—
emphasis on monetary and fiscal policy. We will make at least one excursion into financial
stability policies. Some examples of questions the course will explore include:

1. What caused the US inflation after COVID? Did the Fed cure it? Can the Fed cure it
alone?

2. When the Federal Reserve raises the interest rate, under what conditions will this
reduce inflation and real economic activity?

3. What, if any, implications are associated with the explosion in the Fed’s balance sheet,
which started with the Global Financial Crisis in 2008 and expanded during COVID?

4. How does the Fed control the federal funds rate, its policy interest rate?

5. What are the consequences, if any, of large expansions in government debt? How do
expectations of how the debt will be financed affect the consequences?

6. Do the Fed’s interest-rate changes carry any fiscal implications?
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7. What were the sources of the US recovery from the Great Depression and how might
lessons learned from that experience inform

8. What are the fiscal requirements for the central bank to target inflation?

9. Who holds US Treasury securities and what are the prospects foreigners will continue
to help finance US government borrowing?

10. Is the Phillips curve a useful basis for monetary policy decisions?

11. What norms have guided fiscal and monetary policy historically in the United States?
How have recent policies deviated from those norms?

12. If during an economic crisis the government runs up the level of debt outstanding,
when is it optimal to retire the new debt and when it is optimal to maintain the new
higher level?

13. What is the optimal mix of taxes and inflation for financing an increase in government
debt?

14. What is the economy’s “fiscal limit”? What economic and political factors affect that
limit? Why does it matter?

The course centers on monetary and fiscal policy issues because the department offers
other courses on topics like international economics, economic growth, public economics, and
so forth, which also bring in policy matters.

Before launching into the policy analysis, the course develops the underlying economic
models needed to conduct that analysis. Some of this will be a review of the theory learned
in intermediate macro, but we will take that theory to the next level of generality and depth.

We will use algebra and a tiny bit of calculus. Neither is beyond the reach of any
economics major at UVA. The hard part isn’t the math; it’s understanding the economics
behind the math. That will be our focus.

Required Manuscript:

(Leeper) Eric M. Leeper (2025), Inflation’s Fiscal Roots: Can Monetary Policy Go It
Alone?, under contract with Princeton University Press. Available online for free.
Link appears in Canvas.

I completed a draft of this book December 2025. The target audience is non-technical,
non-economists who are interested in understanding the foundations of inflation. Although
the book emphasizes the United States and its policy institutions, it also draws on many
international examples and links US fiscal borrowing to behavior in foreign countries. The
book is designed to be fun to read. (For a book about economics.) You can tell me if I
succeeded.

Suggested Text:

(Challe) Edouard Challe (2019), Macroeconomic Fluctuations and Policies, Cambridge,
MA: MIT Press.



Challe is a well-written, rigorous and up-to-date macroeconomics textbook. The book
grounds macroeconomics in microeconomic foundations. I recommend it because it has an
excellent up-to-date presentation of modern economic theory. Although the book does bring
actual data into the analysis, I will be supplementing that effort extensively in class lectures.

In terms of macroeconomic ideology, the course aims for eclecticism by drawing on a
variety of academically respectable perspectives. Leeper takes what might be called a neo-
classical approach to macroeconomics, though it explains the new Keynesian approach that is
the basis for Challe’s textbook. Keynesian analyses endure because they are useful. But the
book necessarily neglects insights that other approaches offer. Those alternative approaches
help us to understand recent real-world developments that embarrass purely “Keynesian”
models.

Lecture Notes:

I have prepared slides on which my video lectures will be based. At times these slides
follow Challe closely; at other times, the slides go beyond Challe to present more advanced
material. There are also slides for which there are no textbook references.

It is essential that students read the materials and watch the videos before
class. I will not re-present video materials during class time, except to elaborate
on explanations as needed. All slides and videos are posted on canvas.

My philosophy of teaching is that it is better to be deep than to be broad. If you acquire
a deep understanding of something, it will make it much easier for you to achieve a similarly
deep understanding of other things. This is particularly true in an advanced topics course
like this one: the course is not a survey of macro. Macro is a vast field that grows vaster
each year. Necessarily, there will be many macro topics we will not cover.

Assignments € Project:

e This course is unusual because there are no exams.

e There will be seven (7) homework assignments during the semester, which students
are expected to submit for a grade. Each student must submit his/her own completed
assignment. Homeworks should be typed, with the possible exception of any graphs,
which may be neatly hand-written, and submitted in as PDFs online in Canvas when
they are due. No late assignments will be accepted. Students may work together
to solve the assignment problems, but each student must write up their own answers.
Identical answers will receive zero points and be interpreted as a violation of the Honor

Code.
What follows are the due dates for the 7 homework assignments. Each assignment is
worth 10 points.

— Assignment #1: 26 January 2026

— Assignment #2: 4 February 2026

— Assignment #3: 16 February 2026

— Assignment #4: 11 March 2026



— Assignment #5: 23 March 2026
— Assignment #6: 1 April 2026
— Assignment #7: 22 April 2026

e During class time, we will frequently solve “Noodles,” which are problems designed to
teach you how to apply the material. The class will break into small groups to work
on these. Each student must write up solutions to these problems—when indicated on
the Noodle—and submit them online on the Canvas course web page by 5 PM each
Friday. Each Noodle will receive 0, 1, or 2 points.

e The final project is due the last day of class, 27 April 2026. Details about the project
will be distributed separately later in the semester.

e Because class time will be spent interacting about the material, in-class participation
is an essential element of the course. You will be graded on in-class participation based
on both your interactions during class and your writeups of Noodles. For this reason,
attendance during class meetings is mandatory.

e The course grade is based on: Homeworks/Noodles (60%), In-class Participation (20%),
Final Project (20%).

In-Class Participation:

I adopt the view that there are many ways that students can get exposed to information:
textbooks, on-line information, YouTube videos, even in-class lectures. But there is only
one sure-fire way to really digest the information: solving problems and discussing issues in
class. For this reason, I will not simply lecture. I will take the material you have read in the
book or supplementary notes and elaborate on it. I will then ask you to apply the material
by solving problems. I call these problems “Noodles” because they require you to think. I
have found that these group assignments are a highly effective way to reinforce the course
material.

During class time we will also have “Macro Moments” that emphasize current policy
issues. To the extent possible, we will use these to apply theory to understand actual policy
issues. When that isn’t possible, we will push the theory as far as we can. Either way, the
objective is to become better versed in macro policy matters.

Econ 4420 Course Schedule

What follows is an approzimate schedule for the semester. This is only approximate
because the exact timing varies with students’ interests and level of understanding of the
material.

Some elements in the schedule matrix have been left blank. They will get filled in as the
semester progresses.

The topics and textbook coverage will not change much, though it is possible the dates
will change slightly. Noodles may change, as they respond to student needs and economic
developments. Assignment due dates will not change. Macro Moments will be sprinkled in
throughout the semester; topics depend on current economic events.
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