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The Brookings Papers on Economic Activity publishes re-
search in macroeconomics, broadly defined, with an emphasis
on analysis that is empirical, focuses on real-world events and institutions, and
is relevant to economic policy. Papers are presented and discussed at confer-
ences twice each year, and the papers and discussant remarks are published in
the journal several months later. The intended audience includes analysts from
universities, research institutions, governments, and business. The subject mat-
ter encompasses all fields of economic inquiry relevant to macroeconomics,
including business cycles; development and long-term growth; the distribution
of income, wealth, and opportunities; financial markets; international capital
and foreign exchange markets; fiscal and monetary policy; international trade;
labor markets; the public sector and the welfare state; energy; the environment;
political economy; regulation and industrial organization; education; health;
and demography.

The conference and the journal are based upon the work partially sup-
ported by the National Science Foundation under Grant No. 0752779 and
the Alfred P. Sloan Foundation. The papers and discussant remarks reflect
the views of the authors and not necessarily the views of the funding organiza-
tions or the staff members, officers, or trustees of the Brookings Institution.

PURPOSE

CALLFOR  Although most papers that appear in the Brookings Papers are
PAPERS solicited by the editors, the editors welcome submitted pro-
posals. Editorial decisions are generally made about nine months in advance
of each conference. Therefore, proposals should be received by December
1 for the following fall conference and by June 1 for the following spring
conference. Proposals should be no more than five double-spaced pages and
should be sent to brookingspapers @brookings.edu.

ACCEsSING  The full texts of the papers in this issue and all previous
THE JOURNAL issues of the Brookings Papers on Economic Activity are
now available online at the Brookings Papers website, www.brookings.edu/
about/projects/bpea, under “Past Editions.” Also visit the Brookings Papers
website for information about participants in this conference and agendas for
upcoming conferences. To purchase print subscriptions or single copies, visit
www.brookings.edu/about/press/journals, or contact the Brookings Institution
Press at 866-698-0010 or P.O. Box 465, Hanover, PA 17331-0465. All Brook-
ings periodicals are available online through both OCLC (www.oclc.org) and
Project Muse (http://muse.jhu.edu). Archived issues of Brookings journals are
also available through JSTOR (www.jstor.org).
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Editors’ Introduction

THE BROOKINGS PANEL ON ECONOMIC ACTIVITY held its ninety-third
conference in Washington, D.C., on March 22 and 23, 2012. The confer-
ence was held against a backdrop of a U.S. economy continuing to struggle
to recover from the Great Recession, European economies facing renewed
crisis and recession, and an unprecedented period of ferment and possibili-
ties for democratic change in the Middle East.

The six papers in this issue address various aspects of these extraordinary
developments. The first paper, by Jeffrey Campbell, Charles Evans, Jonas
Fisher, and Alejandro Justiniano, examines how the Federal Reserve, hav-
ing brought its policy interest rate down to its lower bound, can use forward
guidance—public statements about its future interest rate actions—to influ-
ence the economy. In the second paper, James Stock and Mark Watson com-
pare the dynamics of a wide range of macroeconomic variables in the Great
Recession with their behavior in previous recessions and attempt to identify
the sources of the recession and the slow recovery. The third paper, by Jay
Shambaugh, turns to Europe, arguing that policymakers cannot resolve the
continent’s troubles unless they recognize that the euro is facing three inter-
related crises: a fiscal crisis, a banking crisis, and a growth crisis. In the fourth
paper, Bradford DeLong and Lawrence Summers analyze the role of fiscal
policy when the economy faces a long period of high unemployment and
monetary policy is constrained; they conclude that fiscal expansion in those
circumstances easily passes a cost-benefit test, and indeed, that it likely more
than pays for itself in budgetary terms. The fifth paper, by Karen Dynan,
presents new evidence from micro data about the role of the overhang of
household debt in restraining consumption and slowing the recovery, and
assesses households’ progress over the past few years in reducing their high
leverage. In the last paper, Eric Chaney addresses the remarkable events of
the “Arab Spring,” examining the historical roots of the low levels of democ-
racy in the Arab world and the sources of the recent uprisings.
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