
Economics 21 Spring 2016 
 

Week 7: Discussion Section 
 
In this week’s discussion questions we return to " How the Great Recession was 
brought to an End" by Blinder and Zandi. 
 
1) To see what Blinder and Zandi think the unprecedented and extraordinary financial 
actions taken by the Treasury and the Federal Reserve have accomplished, we will 
follow the same methodology that we did in Week 2.  Fill in the following table: 
 
 2008 2009 2010 2011 
Full Employment GDP  13,590 13,884 14,112 14,360 

Baseline (ie actual GDP) 13,312   13,852 

GDP with No Financial 
Policy Response  13,295   13,065 

 

Laissez-faire GDP 13,246   12,008 

 
2) How much do Blinder and Zandi think the Financial Policy Response improved the 
economy in 2009 and 2010 in dollars?  
 
3) Fill in the table below on how much of the GDP Gap Blinder and Zandi think the 
Financial Policy Response closed in 2009 and 2010?  How does this compare with the 
number you got in Week 2 for the percentage of the GDP Gap that fiscal policy closed?   
 
 2008 2009 2010 2011 
GDP Gap post Fiscal Policy/pre-Financial 
Policy 

295   1,295 

% Gap Closed 5.82%   60.77% 
 
4) In Table 1, compare the 3 columns for TARP vs. the Economic Stimulus Act of 2008 or 
the American Recovery and Reinvestment Act of 2009 (ARRA).  Why are the numbers 
in the three columns so different?  
 
5) In Table 1, why does the Originally Committed column for the Federal Reserve add 
up to  $6,700 billion (ie. $6.7 trillion), while the Ultimate Cost column adds up to $15 
billion?  
 
6) The Bailout Costs change every day (and always in the down direction).  In the 
Discussion Readings on Moodle, I have put a PDF entitled “Bailout Scorecard” that 
includes the most recent estimate for TARP and the other Bailouts by ProPublica.  You 
can find the breakdown of the different programs on the website: 
https://projects.propublica.org/bailout/ .  Compare the ProPublica estimates with 
Blinder and Zandi’s Tables 1 and 9.  The Pro Publica categories do not neatly line up 
with the categories in Table 1, but what is the general takeaway message?  
 



7) To the extent that people have an informed view of the "bailouts" (and your answers 
to 4) , 5) and 6) should suggest that they do not), that view is that the government did a 
lot for the Big Banks but not much for the Little Guy who was facing home foreclosures.  
Looking at Blinder and Zandi’s estimates of the cost of TARP in Table 9, is that view 
born out?   
 
8) On p. 4, Blinder and Zandi write, 
 
The modeling techniques for simulating the fiscal policies were straightforward, and 
have been used by countless modelers over the years. While the scale of the fiscal 
stimulus was massive, most of the instruments themselves (tax cuts, spending) were 
conventional ... But modeling the vast array of financial policies, most of which were 
unprecedented and unconventional, required some creativity, and forced us to make 
some major simplifying assumptions. Our basic approach was to treat the financial 
policies as ways to reduce credit spreads, particularly the three credit spreads that play 
key roles in the Moody’s Analytics model: The so-called TED spread between three-
month Libor and three-month Treasury bills; the spread between fixed mortgage 
rates and 10-year Treasury bonds; and the “junk bond” (below investment grade) 
spread over Treasury bonds. All three of these spreads rose alarmingly during the 
crisis, but came tumbling down once the financial medicine was applied. 
 
What is this all about, and should it force us to rethink our use of only one interest rate 
in our model?   


