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Example Literature Review

Dynan et al (2005) provide statistical evidence that financial changes are at least partially responsible for the reduced volatility of the U.S. economy in the last twenty years.  The authors find that both households and firms are less sensitive to macroeconomic changes.  For example, consumers do not change consumption in response to a change in income, nor is residential investment as sensitive to interest rates today as they were twenty-five years ago.  This is consistent with changes in credit markets, such as improved efficiencies in lending and pricing risk; the rise of securitization in mortgage and other types of loans; and with the variety of regulatory changes surrounding commercial banking.  

The argument and evidence provided in this paper is part of a larger research agenda that asks how and why the economy has become more stable since the mid-1990s.  The authors cite numerous works on the issue, including McConnell and Perez-Quiros (2000) who first brought this fact to everyone’s attention.  That is, at some point in the mid-1980s, the volatility of GDP growth changed, and ever since the economy has been much more stable—both with respect to GDP itself and with respect to the rate of inflation.  This fact has spawned a number of possible explanations, including that firms have somehow figured out to manage inventories more efficiently; that both fiscal policy and monetary policy have become more adept in their practice (the Greenspan effect); or simply that, contrary to our experience in the 1970s, we have gotten lucky by not experiencing any major shocks.  


In order to understand what role financial changes might have played in this process, Dynan et al (2005) examine data on consumer spending, residential investment, and on business fixed investment.  For consumer spending, the authors use standard regression analysis to show that consumer spending appears less sensitive to changes in income.  For example, the marginal propensity to consume has fallen over time from about .3 to .05 over a period of 40 years (p.16-17).  This is based on a regression where consumption growth is regressed on real income growth, the lagged value of consumption growth, the unemployment rate and other regressors (see page 16 for a list of complete regressors).  Also, the authors’ use vector autoregression techniques to show that residential investment is less sensitive to changes in mortgage interest rates after 1984 than before.  They use similar techniques to address fixed business investment, but find less clear-cut evidence for a link between financial innovation and this sector than for the household sector.     

The general findings of Dynan et al (2005) are consistent the notion that regulatory and structural change in our economy is behind its improved stability.  The findings for residential investment and consumption are of particular importance for this study.  For example, the “smoothness” of consumption is consistent with the hypothesis that the increase in credit card lending over the last fifteen years has been a benefit to consumers (at least in the aggregate).  Hence, in the next section, we examine this issue by focusing specifically on credit card lending.  
This paragraph provides details of the authors’ methods and results.





This paragraph describes the general research topic—showing the context of the paper you are reviewing





The opening paragraph explains what the paper is about.  





This paragraph provides a transition to your topic.  That is—show how the paper supports your thesis, but also show how what you are doing is slightly different; an improvement or an addition to the research area.





Note: Here assume that the thesis of the paper I am writing—for which I am writing this literature review—is whether or not credit card lending is ultimately a negative thing for households, or a benefit to households.  
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