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Teaching Notes on Policy 

Principles of Macroeconomics 

It is difficult to introduce these topics to introductory students.  What I do is to put emphasis on 

the strength and shortcomings of various policies.  I also want to instill in my students a healthy 

doubt that any plan can come to fruition with no mishaps – my strategy is to simply say 

something like “and of course, the policy will get it exactly right, don’t you think?” 

Intermediate Macroeconomics and beyond 

For a more advanced class, one might as for a short essay (1 page, for example), or for an online 

discussion with this prompt: 

Policies often have unintended consequences, fail to hit their target exactly, or become 

counterproductive.  Sometimes the reason is that the policy maker lacks data or the right 

theory of how the economy works.  On the other hand, sometimes even the best laid plans 

come to naught: human limitations (some moral, some cognitive) prevent the policy from 

having the desired effect.   

The ultimate reason for this is threefold.  People’s wills are weak: we find it difficult to 

hold the promises we make, even to ourselves.  People’s intellects are clouded: we can’t 

process the information properly and we may even fail to know what questions to ask.  

People’s short-term desires are misaligned with their long-term interests: we often do 

what we know will make us unhappy later on.   

Pick one of these problems and explain how they reflect this weakening of the will, 

clouding of the intellect, or misaligning of temporary desire with true interest. 

 Time inconsistency 

 Moral hazard (and adverse selection) 

 Political business cycles 

 The Lucas critique 

 Inside lags to policy 

 The paradox that expectations are both inertial (slow to change) and based on a 

flimsy foundation (both easy to manipulate and not necessarily based on reality). 

 


