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LETTER FROM THE PRESIDENT

To our readers:

This issue opens with a Strategic Analysis for Greece under 

the State of the US and World Economies program in which I, 

along with Research Scholars Michalis Nikiforos and Gennaro 

Zezza, investigate the reasons for the Greek economy’s return 

to GDP growth and examine the prospects for increasing the 

pace of the recovery. In addition to providing estimates for 

two medium-term scenarios—one “business as usual” sce-

nario and another simulating the impact of an acceleration 

in investment—we analyze the sustainability of Greek gov-

ernment debt. Also under this program is a working paper by 

Liudmila Malyshava, which considers the transition processes 

in the countries of the former Soviet Union, suggesting that 

their progress has been constrained by existing institutions 

and low levels of technological progress.

In the first of three working papers under the Monetary 

Policy and Financial Structure program, Ignacio Ramirez 

Cisneros reflects on Germany’s dominant role in the European 

Union (EU) and its implications for the stability of the euro-

zone as a whole. A contribution by Research Associate Jörg 

Bibow also explores Germany’s role in the EU, with a focus 

on what the euro’s German roots mean for the future of the 

monetary union. In the third working paper in this program, 

Tanweer Akram and Anupam Das continue their investigation 

into the drivers of long-term bond yields by undertaking an 

empirical analysis that models the dynamics of Australian gov-

ernment bond yields.

This issue continues with several works under the 

Distribution of Income and Wealth program. The first, a pub-

lic policy brief by Senior Scholar Ajit Zacharias and Research 

Scholars Thomas Masterson and Fernando Rios-Avila, updates 

the Levy Institute Measure of Economic Well-Being (LIMEW) 

through 2013. The LIMEW, developed in 2001, takes into 

account not only market income, but also income from wealth, 

net government expenditures, and the value of household 

production, to provide a more comprehensive assessment of 

trends in household living standards. A research project report 

by Zacharias, Masterson, Rios-Avila, and Research Scholars 

Kijong Kim and Tamar Khitarishvili analyzes time deficits 

in Ghana and Tanzania using the Levy Institute Measure of 

Time and Consumption Poverty (LIMTCP) to highlight the 

role time constraints play within households in an attempt to 

meaningfully inform poverty reduction strategies. The two 

working papers under this program relate to the creation of 

the synthetic dataset necessary for the LIMEW’s estimation. 

The first, by Rios-Avila, assesses the quality of the match for 

the LIMEW’s 2013 dataset, while the second, from Zacharias, 

Masterson, and Rios-Avila, describes the sources and methods 

used in constructing the LIMEW for 1959–2013.

Finally, under the Employment Policy and Labor Markets 

program, Research Scholar Thomas Masterson examines 

employment trends since the Great Recession, with a focus 

on the narrowing of the employment–population ratio gap 

between black and white workers.

As always, I welcome your comments and suggestions.

Dimitri B. Papadimitriou, President
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INSTITUTE RESEARCH

Program: The State of the US and 
World Economies

Can Greece Grow Faster?

dimitri b. papadimitriou, michalis nikiforos, and 

gennaro zezza

Strategic Analysis, November 2018

The Greek economy has begun to recover. Greece’s real GDP 

started growing in 2017 and continued through at least 2018Q2, 

employment growth began accelerating in 2015, and the Greek 

government has emerged from the stability support program 

after producing a primary budget surplus. However, viewed in 

the context of the historic downturn the country experienced 

beginning with the Great Recession and continuing through 

the post-2010 austerity period, the past six consecutive quar-

ters of economic growth have been modest. Levy Institute 

President Dimitri B. Papadimitriou and Research Scholars 

Michalis Nikiforos and Gennaro Zezza analyze the sources of 

the current turnaround and the prospects for increasing the 

pace of the recovery.

The authors note that austerity has disarmed fiscal policy 

since 2010, causing it to act as a drag on the economy, and that 

consumption and domestic investment have essentially been 

flat for the last five years (although there was a modest increase 

in investment in 2017). In other words, the recovery has largely 

been driven not by domestic demand, but by net exports.

Their report notes there is some evidence that improve-

ments in price competitiveness contributed to export gains in 

tourism. For the most part, however, they observe that Greece’s 

export growth has tracked developments in the incomes of the 

country’s trade partners. And from 2009 to 2017, the aver-

age growth rate of Greek exports was the same as that of the 

eurozone as a whole—that is, Greece has not made substantial 

gains in trade relative to competitors. Whatever progress may 

be attributed to “internal devaluation”—shrinking incomes 

through austerity and structural reforms in order to increase 

price competitiveness—direct measures of Greece’s competi-

tiveness indicate that, after advances in the 2010–14 period, 

there has been minimal improvement since 2015 (even as 

exports continued to grow). The performance of the Greek 

trade sector is better explained, they suggest, as part of a 

broader trend in which a growing portion of trade is becom-

ing intra-industry: driven not so much by movements in price 

competitiveness but by greater integration of businesses in 

global value chains.

The baseline projection for 2018–20 represents a business-

as-usual scenario, using the International Monetary Fund’s 

projections for foreign demand and inflation and an essen-

tially status quo assumption for monetary and fiscal policy 

(no changes in interest rates and overall tax rates, and nominal 

spending increases in concert with real GDP growth). In this 

baseline scenario, after low but stable real GDP growth in 2018 

and 2019, the growth rate slows down in 2020. This slowdown 

is the result of the authors’ assessment that an unsustainable 

dynamic currently lending some support to the Greek econ-

omy—an increase in consumption and investment since 2017 

that has apparently been financed by a reduction of the private 

sector’s holdings of financial assets—will wind down by the 

end of the projection period.

The government’s primary surplus, which was 4 percent 

of GDP in 2017, is projected to remain above that level over 

the remaining years of the baseline scenario. Papadimitriou, 

Nikiforos, and Zezza point out that if the government were 

to use some of this growing budget surplus to increase public 

investment or take other expansionary fiscal steps, the growth 

rate could be improved. However, Greece’s fiscal policy is still 

constrained to some degree by the terms of its bailout agree-

ments, the next stage of which (the “enhanced surveillance 

framework”) requires maintaining a primary surplus of at 

least 3.5 percent of GDP.

With the domestic private sector essentially waiting on 

the sidelines, fiscal policy still inhibited, and little more to be 

expected from the pace of improvement in net exports, the 

authors look at the prospects of an acceleration of the recovery 

driven by foreign direct investment (FDI). Their alternate sce-

nario models the effects of an increase in investment driven by 

private foreign capital that would result in investment being €3 

billion higher than the baseline in 2019 and €6 billion higher 

in 2020. In this scenario, the GDP growth rate increases to 3.5 
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percent in 2019 and 2020. The primary surplus grows to 6.1 

percent and 5.9 percent in those respective years, while the 

current account turns negative. The authors recommend that 

such an influx of foreign capital be directed so as to encour-

age an increase in real assets in Greece, much as a fraction of 

FDI in 2017 was focused on strategic investments in indebted 

corporations with the capacity to expand production geared 

toward exports.

As for the lingering question of the sustainability of Greek 

government debt, according to Papadimitriou, Nikiforos, and 

Zezza, everything hinges on borrowing costs remaining below 

nominal GDP growth. They calculate that, with inflation at 

1 percent and the average interest rate on Greek debt at 2.3 

percent (a weighted average of low rates on European Stability 

Mechanism loans and higher rates paid on the market), any 

real GDP growth rate above 1.3 percent would mean that even 

a primary surplus around zero would reduce the debt-to-GDP 

ratio over time. If borrowing costs more closely approximate 

the 4.17 percent currently faced on financial markets, a pri-

mary surplus of 2 percent or more would be sufficient to see 

a declining debt ratio. The authors point out that in both the 

baseline and alternate scenarios, the government’s budget is 

on track to exceed these sustainability targets. They empha-

size that, moving forward, the issue of debt sustainability is 

more a question of interest rates—and thus of the role of the 

European Central Bank as lender of last resort to sovereigns.  

www.levyinstitute.org/pubs/sa_gr_11_18.pdf

External Instability in Transition: Applying Minsky’s 

Theory of Financial Fragility to International 

Markets

liudmila malyshava

Working Paper No. 909, July 2018

When the Soviet Union collapsed in the early 1990s, main-

stream economists blamed centralized planning and state 

ownership of the means of production, advising the newly 

independent economies to embrace a system of free markets 

and private ownership. While some countries were able to 

weather the institutional shocks of the change with minimal 

spillover effects, others experienced a sharp increase in unem-

ployment, hyperinflation, and unsustainable debt burdens that 

could not be overcome through the imposition of supposedly 

efficient and self-regulating free market reforms. Liudmila 

Malyshava, Siena College, presents an inquiry into the transi-

tion process in the countries of the former Soviet Union, sug-

gesting that it has been constrained by the existing institutions 

and low levels of technological progress. 

Malyshava claims that from a post-Keynesian perspec-

tive, the major issue with a Soviet-style economy is related to 

extensive (vs. intensive) output growth and the persistence of 

a seller’s (vs. consumer’s) market, phenomena that occur as 

a result of the Soviet strategy of satisfying basic social needs 

via government financing in a planned and strictly supervised 

manner, creating a situation where demand is fueled by over-

investment and supply is not constrained by profitability, lead-

ing to bottlenecks, supply distortions, and low growth rates. 

The resulting shortages mean that supply will be absorbed 

without incentivizing quality improvements or cost reduc-

tions. In the 1990s, a series of market reforms promoted by the 

Washington Consensus were implemented to resolve central 

planning’s inefficiency problems. By imitating policy proposals 

developed under a different set of institutions, Malyshava con-

tends these reforms crucially ignored the sociocultural barriers 

to the changes associated with market shock therapy, resulting 

in economic disarray. Though some countries, such as Poland 

and Hungary, were able to absorb the effects of the shock, oth-

ers reverted to a command-style production process when 

faced with the mass unemployment, negative growth rates, and 

hyperinflation of the second half of the 1990s.

Malyshava suggests that these results are consistent with 

the evolutionary economic paradigm that institutions must 

emerge slowly and in a path-dependent manner, noting that 

the uneven pace of working capital’s contraction and slug-

gish output growth in declining sectors were too great to be 

overcome by the potential expansion of the newly privatized 

enterprises. Rather than dismantling the entire system of 

planning, she asserts that an organized restructuring of the 

Soviet system—one focused on modifying the incentive struc-

ture by directing the production mechanism to profit-based 

autonomous spending to drive income growth, and recogniz-

ing market forces and central planning elements as compli-

ments—would have smoothed the transition process. Instead, 

the abrupt price liberalization and mass privatization of state 

enterprises failed to address the preexisting lack of demand 
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that characterized Soviet-style economies, resulting in policy 

failure and a retreat to a Soviet institutional structure in order 

to relieve the havoc wrought by market reforms.

Additionally, the former Soviet economies were unable to 

“insert” themselves into foreign markets, creating a shortage 

of productive investment necessary for technological improve-

ment, with their increased reliance on imported goods and ser-

vices resulting in chronic trade deficits. Malyshava notes these 

economies’ unsophisticated financial systems became increas-

ingly fragile and placed them at a disadvantage in dealing with 

market-oriented nations. In response to dysfunction in offi-

cial exchange markets, central banks have pursued aggressive 

monetary policies to suppress inflation and maintain stabil-

ity, but inflationary pressures continue to grow. Insufficient 

discretionary investment financing, import dependence, and 

exchange rate instability have required external funding to 

finance foreign debt and resulted in a balance of payments cri-

sis, with aid organizations ignoring the long-term prospects 

of repayment to focus on meeting current debt commitments, 

further increasing fragility. 

Given the sluggish growth rates and the stock of debt 

already outstanding, what Malyshava calls the “conventional” 

approach of relying on external borrowing will only push 

these economies to dramatically cut spending or into a Ponzi 

position of permanent dependence on external funds. A posi-

tive current account balance can only be reached through a 

more long-term policy of building real and financial capi-

tal, with a focus on technological innovation to increase net 

exports as a share of GDP. She asserts that this can be achieved 

through structural reforms aimed at transforming input allo-

cation to increase productivity, economic growth, and export 

competitiveness. 

www.levyinstitute.org/pubs/wp_909.pdf

Program: Monetary Policy and 
Financial Structure

German Economic Dominance within the Eurozone 

and Minsky’s Proposal for a Shared Burden 

between the Hegemon and Core Economic Powers

ignacio ramirez cisneros

Working Paper No. 913, August 2018

Reflecting on the economic developments in the post–World 

War II era, Ignacio Ramirez Cisneros, University of Missouri–

Kansas City, considers Germany’s dominant role in the 

European Union and its implications for the stability of the 

eurozone.

At the end of World War II, the United States redesigned 

the global economic landscape—promoting movements for 

colonial independence, gaining control of oil exports, ending 

trade blocs, and leading technological innovation in civilian 

and military industries—to become the market of preference 

for exports from other modern industrial nations with the goal 

of preventing Soviet influence by creating new and stable mar-

kets for itself and its allies. Together with aid from the Marshall 

Plan, the United States was able to support the reconstruction 

of Europe and Japan while carving out a large sphere of influ-

ence that kept the manufacturing bases of those nations profit-

able and growing. 

Unconstrained by affordability issues and delinked from 

the rules governing external balances, the United States acted 

as consumer of first resort to its allies, which, Cisneros asserts, 

is essential to the proper functioning of the international 

financial system in the absence of a Keynesian-style interna-

tional clearing union. Its role as the leader of the monetary 

production economies implied that the United States would 

meet certain obligations, most importantly bringing finan-

cial stability to the global system by looking after the general 

economic and political interest. Though the US’s affluent con-

sumer markets and the use of the dollar as a reserve currency 

further integrated industrialized countries in the US economic 

order, Cisneros notes that limits to this strategy were beginning 

to become evident by the 1970s, as the United States ignored 

balance of trade issues, such as loss of market share and a 
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worsening domestic employment situation, in favor of pursu-

ing its Cold War policies. 

Recalling Hyman Minsky’s proposals for a shared burden 

between the dominant economic powers to sustain interna-

tional liability structures, Cisneros suggests that international 

cooperation is needed to help developing nations acquire the 

necessary dollar income for financial market stability. With 

plans such as Minsky’s (or Keynes’s bancor proposal) losing out 

to neoliberal paradigms of the Washington Consensus, the bur-

den currently falls on the “hegemon” to create conducive con-

ditions, often imperiling their own stability. However, because 

most international financial liabilities are dollar denominated, 

Minsky rejected the notion that the United States could estab-

lish protectionist policies, as it had a responsibility to pursue 

medium- and long-term international stability over its own 

short-term domestic prerogatives, stating “there is no solution 

without a large United States trade deficit.” 

Noting that German economic indicators currently are 

strong—with a sizable trade surplus and a gross domestic 

product representing 29 percent of total eurozone GDP— 

Cisneros contends there is no disputing that Germany now 

plays the dominant economic role in the eurozone and it must 

therefore offer concrete solutions for the region’s issues, such as 

unemployment and slow growth in the periphery. The author 

suggests that the hegemon’s support for healthy and stable 

consumer markets can overcome this stagnation; however, this 

requires the dominant state to implement macroeconomic 

policies targeting full employment, providing income streams 

that ensure financial solvency in the periphery. Considering a 

breakup of the eurozone the only alternative to such policies, 

he notes that in this scenario, the eurozone would function as 

it did prior to unification—with trade-dependent European 

nations competing for export markets (now with a focus on 

Asia as the United States adopts a more protectionist eco-

nomic stance) rather than working together to cultivate a large 

domestic market. 

Cisernos concludes that though there are limits to a sin-

gle country’s use of balance of payments to stabilize external 

economies, Germany must fill this role for now if the eurozone 

is to remain viable. He suggests that current austerity policies 

are anathema to these goals and Europe should instead har-

ness the untapped potential of its consumer markets rather 

than downsize them. Absent German leadership on these 

issues, he notes the most prudent strategy would be a breakup 

of the currency union. 

www.levyinstitute.org/pubs/wp_913.pdf

Twenty Years of the German Euro Are More than 

Enough

jrg bibow

Working Paper No. 911, August 2018

Asserting that the euro was primarily created as an instrument 

to overcome interregional instability in Europe, with monetary 

unification supposedly providing a means to joint prosperity 

and lasting peace, Research Associate Jörg Bibow assesses the 

euro’s performance over the past 20 years. Noting that diver-

gence rather than convergence has been the reality among 

European economies, the author addresses the challenges that 

have resulted from an “incomplete” monetary union based on 

flawed intellectual roots. 

Bibow argues the euro was “made in Germany,” with the 

German preference for price stability built into the currency’s 

fabric. Examining the roots of the “German model,” he presents 

a culture of stability created by central-bank-enforced internal 

discipline and currency undervaluation to foster export-led 

growth. The resultant surpluses and increases in prosperity 

as productivity grew, Bibow contends, led to the belief that 

price stability caused growth. Conditions in Germany changed 

in the mid-1970s, as rising inflation, currency appreciation, 

and terms-of-trade deterioration resulted in soaring unem-

ployment and episodes of “stagflation.” The procyclical fiscal 

tightening of the 1980s provided little relief as the Germans 

embraced expansionary austerity, and the recovery was slug-

gish and marked by high levels of unemployment. It was under 

these conditions that the European Monetary System (EMS) 

began to take shape, with participating countries accept-

ing German leadership across Europe. German reunifica-

tion of the early 1990s illustrated the perils of exporting the 

German model when an asymmetric shock hit the deutsch-

mark, then the anchor currency for the EMS, wreaking havoc 

on Europe’s economic affairs. By overlooking the fact that the 

German model only worked because and as long as Germany’s 

main trading partners behaved differently, Bibow suggests 

the euro was built on a fallacy of composition. Coupled with 
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fiscal austerity as euro-aspirant countries tried to bring defi-

cits down to the Maastricht Treaty’s 3 percent mark, growth 

crumbled across the continent, and by the early 2000s, intra-

area divergences were taking hold. 

Bibow notes that US dollar depreciation in the early 2000s 

cut Europe off from the global boom, leaving Germany with 

insufficient market growth for its exports. An appreciating 

euro meant that Europe could not rely on external stimulus 

for growth and domestic-demand-led growth proved unsuc-

cessful, leaving the euro area struggling to recover from the 

2001 global slowdown, followed by a lasting legacy of intra-

area divergences that laid the groundwork for future crises. 

At the onset of the Great Recession, a European banking cri-

sis exposed the euro area’s lack of macro defenses and when 

banking problems hit national public finances, Europe’s deep 

market integrations were without commensurate policy inte-

gration or a lender of last resort to prop up failing banks. As 

banking losses weakened the fiscal outlook, the critical rela-

tionship between the banks and their sovereigns deteriorated, 

resulting in what Bibow calls a “bank-sovereign doom loop” 

that destabilized the euro area with little fiscal stimulus forth-

coming in response. A brief bout of stimulus in Germany in 

2009–10 provided some relief, but the Greek crisis paved the 

way for a return to austerity across the continent. When the 

crisis deepened, the medicine that had made Germany sick 

in the 1990s and early 2000s was prescribed for the euro area, 

pushing Europe into a protracted recession. Citing Spain as a 

case study of the flawed euro, the author lists the conditions of 

liberalized banking providing unchecked lending, loss of com-

petitiveness (particularly within the euro area), and amplified 

imbalances as critical factors in Spain’s euro crisis. 

Given the above, Bibow identifies the three main flaws of 

the euro regime: namely, market integration without policy 

integration; inattention to intra-area divergences in competi-

tiveness positions; and the lack of sufficient stabilization capac-

ity to deal with inevitable downturns. In order to overcome the 

“German euro,” Bibow contends that market integration must 

go hand in hand with policy integration to provide a common 

safe asset for the euro area and divergences in competitiveness 

positions must be prevented. Most importantly, because the 

euro is a currency without a state, Bibow asserts that a euro trea-

sury must be created to act in partnership with the European 

Central Bank. This arrangement would recouple monetary and 

fiscal authorities to complete the monetary regime and provide 

a safe footing for Europe’s common currency. 

www.levyinstitute.org/pubs/wp_911.pdf

Australian Government Bonds’ Nominal Yields: An 

Empirical Analysis

tanweer akram and anupam das

Working Paper No. 910, August 2018

Employing a Keynesian perspective that central bank actions 

affect government bond yields through the influence of the 

policy rate on the short-term interest rate, Tanweer Akram, 

Thrivent Financial, and Anupam Das, Mount Royal University, 

investigate the drivers of the nominal yields of Australian gov-

ernment bonds (AGBs). Their work builds on their previous 

studies for Japan (Levy Institute Working Paper No. 818), India 

(Nos. 834 and 881), and the eurozone (No. 889), and undertakes 

an empirical analysis employing the autoregressive distributed 

(ARDL) technique to model the dynamics of bond yields.

The authors begin by pointing to indicators of Australia’s 

strong economic performance over the past several decades, 

including the steady growth of per capita income, declining 

inflation, favorable trade terms, and strong demand, all of 

which prevented a decline in output during the global finan-

cial crisis. However, they note the Australian government tends 

to pursue conservative fiscal policies, and long-term interest 

rates on government bonds have declined since the 1980s. 

Citing the recent empirical literature regarding the determi-

nants of bond yields, Akram and Das indicate that the studies 

for Australia are spare and the debate is unsettled as to whether 

it is the short-term interest rate or other factors, such as the 

ratio of government debt to nominal gross domestic product 

(nGDP), that are more relevant when determining long-term 

bond yields. 

The government bond market in Australia includes 

AGBs—issued by the country’s independent central bank, the 

Reserve Bank of Australia (RBA)—and semi-governmental 
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bonds issued by various subnational authorities; however, the 

authors focus only on AGBs in their assessment. Though it is 

mandated to ensure the stability of the Australian dollar, main-

tain full employment, and provide for the economic prosperity 

and welfare of its people, the authors assert that for the past 

three decades, the RBA has focused mainly on keeping inflation 

within a 2–3 percent range over the course of the business cycle. 

Akram and Das contend that the evolution of AGBs’ nom-

inal yields reflect key developments in Australia’s economy and 

are influenced by monetary policy and inflation, with short-

term interest rates moving in tandem with the RBA’s cash rate 

target. Since the early 1980s, inflation has decreased by 10 per-

centage points, remaining in a fairly narrow range around 2 

percent since the global financial crisis, with nominal bond 

yields largely on trend with the fall in inflation. The authors 

note the amount of outstanding government debt as a share of 

nGDP is moderate, as the country tends to pursue conserva-

tive fiscal policies, and despite occasional incidences of fiscal 

deficits, the debt as a share of nGDP is noticeably lower than 

other advanced economies. Plotting short-term interest rates 

against the yield of AGBs of various tenors, the authors illus-

trate a clear positive relationship, though the correlations are 

stronger for bonds of shorter tenors. 

Focusing their analysis on long-term yields using quar-

terly data, Akram and Das examine the relationship between 

long-term yields and variables such as the short-term inter-

est rate, inflation, economic activity, and fiscal ratios (i.e., the 

ratio of government debt to nGDP). Employing the ARDL 

approach, the authors find that while fiscal ratios may exert 

marginal influences, the short-term interest rate has the stron-

gest influence on long-term bond yields, with approximately 

77–82 percent of any movement in long-term yields explained 

by movements in short-term interest rates. Their findings indi-

cate that inflation is not statistically significant in these equa-

tions and is mainly captured through changes in the short-term 

interest rate as the RBA changes its cash rate targets in response 

to actual or expected inflation. Diagnostic tests for robustness 

and structural stability confirm the validity of their findings.

Akram and Das conclude that the Keynesian hypothesis 

that short-term interest rates have the most influence on long-

term bond yields holds true for the case of ABGs and suggest 

that their conclusion is useful in the analysis of macroeconomic 

controversies around the fiscal theory of the price level, the 

effects of fiscal policy, and modern money theory. 

www.levyinstitute.org/pubs/wp_910.pdf

Program: The Distribution of Income 
and Wealth

Stagnating Economic Well-Being and Unrelenting 

Inequality: Post-2000 Trends in the United States

ajit zacharias, thomas masterson, and  

fernando rios-avila

Public Policy Brief No. 146, August 2018

Urgent debates about economic inequality and middle-class 

stagnation in the United States tend to be undertaken in the 

context of rough measures of market income. While these 

measures are vital in their own right, such a narrow focus 

can leave us with an inadequate understanding of the actual 

changes taking place in households’ material well-being. 

As part of a research program launched in 2001, the Levy 

Institute Measure of Economic Well-Being (LIMEW) is aimed 

at delivering a more comprehensive assessment of the trends in 

household living standards. In this policy brief, Senior Scholar 

Ajit Zacharias and Research Scholars Thomas Masterson and 

Fernando Rios-Avila analyze the latest data for the LIMEW of 

US households. The authors report on the developments in 

well-being over the period 2000–13 at all levels of the LIMEW 

distribution, with a particular focus on the significant role 

played by net government expenditures.

Alongside base income (which consists mainly of money 

earnings), the LIMEW includes the following: income from 

wealth (gross imputed rent of owner-occupied homes and 

imputed income from nonhome wealth); net government 

expenditures that support household consumption (cash and 

noncash transfers from all levels of government, plus public 

consumption, minus taxes paid); and the value of household 

production (measured by multiplying hours of household 

work by their replacement cost).
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The overall picture for the 2000–13 period is one of his-

toric stagnation in the growth of economic well-being. Beneath 

the surface, there was a major shift in the composition of well-

being. Post-2000, the authors report a growing dependence 

on the government to sustain living standards, with rising 

net government expenditures offsetting a sharp drop in base 

income. That is, without government support, most US house-

holds would have seen a decline in their measured well-being, 

rather than “mere” stagnation. This stagnation (falling base 

income offset by rising net government expenditures) was not 

just a function of the Great Recession—it began well before, 

and continued well after.

As the authors observe, the entire period registered the 

slowest LIMEW growth on record for the median household 

(compared to 1959–72, 1972–89, and 1989–2000). For the 

median household, a sharp decline in base income was offset 

by a slightly larger increase in net government expenditures. 

Zacharias, Masterson, and Rios-Avila emphasize that net gov-

ernment expenditures played a crucial role, not just for the 

median household, but for all. By 2013, the bottom 80 percent 

of households in the pre-fiscal (that is, before the effects of net 

government expenditures) income distribution were net ben-

eficiaries of government support—up from 70 percent in 2000. 

Post-2000, this support became increasingly vital for main-

taining living standards. For middle-income households, the 

rise in net government expenditures ($8,000) over the 2000–13 

period was composed almost entirely ($7,000) of an increase 

in transfers. It is notable that this increase was not solely a 

consequence of the swollen ranks of the unemployed due to 

the Great Recession. Although a 2007–10 jump in unemploy-

ment insurance and disability payments (Social Security) con-

tributed to the overall growth of transfers, transfers rose in 

2000–07 and 2010–13 as well—and the largest component of 

the entire post-2000 increase in transfers was represented by 

government medical expenditures (Medicare and Medicaid). 

Although tax payments tend to be positively correlated with 

base income, taxes barely changed for the middle-income 

group over this entire period, despite plummeting earnings.

The story is different for the most well-off households. 

Although their overall LIMEW was likewise supported by 

changes in net government expenditures, this mainly took 

the form of decreases in taxes. While households in the top 

quintile of the pre-fiscal distribution are net payers on average, 

they benefitted the most from changes in net government 

expenditures over the 2000–13 period: that is, the net pay-

ments of the average household in the top quintile declined 

by more than the increase in the net benefits received by the 

average household in any of the other quintiles (the key factor 

being the decrease in taxes paid by the top quintile). In other 

words, redistributive policy over this period came to be ori-

ented around supporting the economic well-being of the rich-

est households. Although net government expenditures have 

an overall progressive structure—providing the greatest boost 

to the poorest, and then dwindling as one climbs the distribu-

tion—this progressivity eroded post-2000 (the progressivity of 

net government expenditures is almost entirely a function of 

taxes, as transfers and public consumption combined tend to 

be relatively equally distributed).

The overall stagnation in the growth of well-being affected 

all quintiles of the LIMEW distribution. The poorest quintile 

experienced the slowest LIMEW growth of all—a mere 0.07 

percent average annual growth (ten times slower than the 

1989–2000 period)—and the richest quintile experienced the 

steepest drop in LIMEW growth relative to the prior period 

(from 3.1 percent per annum to 0.25 percent). During the 

1990s, a significant gap in the LIMEW growth rate between 

the top quintile and the rest of the population occasioned a 

historic rise in the inequality of well-being, as measured by 

the Gini coefficient. By contrast, 2000–13 saw the inequality of 

LIMEW remain high but relatively stable: LIMEW inequality 

narrowed somewhat in the early part of the twenty-first cen-

tury, remained constant during the Great Recession, and then 

widened between 2010 and 2013, leaving it roughly where it 

began the period.

The United States is one of the only developed nations 

that does not routinely publish official statistics on the post-

tax, post-transfer distribution of income. As such, the LIMEW 

research program continues to fill an unfortunate gap in our 

understanding of the changes in economic well-being affecting 

US households.

www.levyinstitute.org/pubs/ppb_146.pdf



 Levy Economics Institute of Bard College 11

The Measurement of Time and Consumption 

Poverty in Ghana and Tanzania: The Levy Institute 

Measure of Time and Consumption Poverty

ajit zacharias, thomas masterson, fernando rios-avila, 

kijong kim, and tamar khitarishvili

Research Project Report, August 2018

Time constraints that stem from the overlapping domains of 

paid and unpaid work are of central concern in the debates 

surrounding economic development in general and the coun-

tries of Sub-Saharan Africa in particular. Time deficits due to 

household reproduction are especially acute in these countries 

due to the poor state of social and physical infrastructure, con-

straining peoples’ choices for time allocation, with particularly 

serious consequences for women given their disproportionate 

share of household responsibilities.

Because standard measures of poverty fail to capture 

hardships caused by these time deficits, Senior Scholar Ajit 

Zacharias, and Research Scholars Thomas Masterson, Fernando 

Rios-Avila, Kijong Kim, and Tamar Khitarishvili undertake a 

study of poverty in Ghana and Tanzania by applying a meth-

odological approach that incorporates time use into the mea-

surement of poverty, known as the Levy Institute Measure of 

Time and Consumption Poverty (LIMTCP). By recognizing 

the role of time constraints, the authors suggest the LIMTCP 

has the potential to meaningfully inform the design of policies 

aimed at poverty reduction and the improvement of individ-

ual and household well-being.

Their analysis illustrates the prevalence of time deficits in 

Ghana and Tanzania that were previously unaccounted for in 

traditional poverty measures. Though time deficits are more 

widespread in Tanzania than in Ghana—with 42 percent of 

the Tanzanian working-age population being time-poor com-

pared to 27 percent in Ghana—in both countries, they are 

most common among employed individuals and affect women 

much more than men, primarily due to the gender disparity in 

the division of household responsibilities. Accounting for time 

deficits in Ghana results in an adjusted poverty rate among 

employed persons of 30 percent, which is 8 percentage points 

higher than the official poverty rate of 22 percent and repre-

sents nearly a million additional people among the working 

poor. In Tanzania, they find the LIMTCP-adjusted poverty rate 

is 10 percentage points higher than the official poverty rate of 

26 percent, corresponding to close to two million additional 

people in the ranks of the working poor.

Employment creation is commonly viewed as an impor-

tant tool for tackling poverty and the LIMTCP simulations 

demonstrate that providing paid employment indeed reduces 

official and adjusted poverty rates in both countries, though 

the authors note the drop is more sizable in Tanzania, where 

the official poverty rate drops by 20 percentage points and the 

adjusted poverty rate drops by 24 percentage points, thereby 

reducing the extent of hidden poverty. In Ghana, the official and 

adjusted poverty rates decrease by 14 percentage points, leav-

ing the extent of hidden poverty unchanged. Their simulations 

further illustrate that, whereas income from paid employment 

indeed makes increased consumption possible, the provision 

of paid employment can also increase the incidence and depth 

of time poverty, with time poverty rates among consumption-

poor employed individuals in Tanzania spiking by 14 percent-

age points and those in Ghana increasing nearly 5 percentage 

points as a result of paid employment provision. 

The authors’ findings highlight that while the “buying 

off” of time deficits may be an option for some households, 

exercising that option for many middle-income families may 

be viable only by cutting back on other expenditures (such as 

clothing or healthcare) or going into debt. By emphasizing the 

need to account for the alleviation of not only income but also 

time constraints, Zacharias, Masterson, Rios-Avila, Kim, and 

Khitarishvili suggest their analysis has strong implications for 

policies aimed at poverty reduction. As time poverty is more 

relevant for women due to their disproportionate burden of 

household responsibilities, they conclude that policies aimed 

at improving women’s labor market outcomes can only suc-

ceed at improving their well-being if they also address issues 

caused by time constraints.

http://www.levyinstitute.org/pubs/rpr_8_18.pdf
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Quality of Match for Statistical Matches Using the 

American Time Use Survey 2013, the Survey of 

Consumer Finances 2013, and the Annual Social 

and Economic Supplement 2014

fernando rios-avila

Working Paper No. 914, September 2018

In a companion text to Levy Institute Public Policy Brief 

No. 146, “Stagnating Economic Well-Being and Unrelenting 

Inequality: Post-2000 Trends in the United States” (coauthored 

with Senior Scholar Ajit Zacharias and Research Scholar 

Thomas Masterson), Research Scholar Fernando Rios-Avila 

evaluates the quality of the statistical matching between the 

three datasets used as the basis for Levy Institute Measure of 

Economic Well-Being (LIMEW) estimates for 2013. 

Because no single dataset contains all the information 

necessary for constructing the LIMEW, the authors create a 

synthetic dataset by combining data on demographic, social, 

and economic characteristics from the Annual Social and 

Economic Supplement (ASEC) to the Current Population 

Survey (CPS), the American Time Use Survey (ATUS) for 

time use data, and the Survey of Consumer Finances (SCF) 

for information on household wealth. The authors use the 

information that is common between the surveys to perform 

the match, while preserving the distributional characteristics 

of the combined data. Beginning with the recipient dataset, 

the ASEC supplement to the CPS, the authors remove data 

on respondents under the age of 15, leaving them with a base 

dataset of over 100,000 observations representing the demo-

graphic characteristics of over 250 million individuals when 

weighted. 

To transfer the information as closely as possible, the 

authors begin the match between the 2014 ASEC and 2013 

ATUS by choosing five strata variables—namely, sex, paren-

tal status, labor force status, marital status, and spouse’s labor 

force status—creating 24 subsamples (cells) that are used to 

perform a within-cell match. The match reveals a near identi-

cal distribution with respect to sex and parental status, with 

some imbalances in the distribution of labor force status 

(for both the respondent and the respondent’s spouse) and 

marital status. Other variables, such as age, race, and educa-

tional attainment, are well matched across surveys; household 

income shows some imbalance, suggesting an undersampling 

of high-income households in the ATUS. As expected, there 

were some differences in the distributions between the surveys, 

but they were small and did not affect the quality of the match-

ing process. Within each of the 24 cells, the authors estimate 

propensity scores using logit models and find that over 90 per-

cent of the records are matched in the first round, indicating a 

high-quality match. 

For the matching between the 2014 ASEC and the 2013 SCF, 

the chosen strata variables were income category, homeowner-

ship, family type, and race and age of the householder. Using 

the household rather than the individual as the unit of obser-

vation, the authors created 360 cells to perform their match. 

They found the largest distributional differences between the 

two surveys occurred across family type and homeownership, 

with the SCF registering more “couple” households and the 

ASEC underrepresenting households with mortgages. Given 

the availability of information and the requirements imposed 

for consistent estimation of propensity scores via logit models, 

the authors use only 162 of the original 360 cells (represent-

ing 92 percent of the whole sample). As expected, the quality 

of the match is good, with just over 80 percent of the matches 

occurring in the first round and under 1 percent unmatched 

after the final round. 

Rios-Avila concludes that, with the exception of some small 

subsets of strata variables, the data are well-aligned, showing 

good balance between the recipient and donor surveys. 

www.levyinstitute.org/pubs/wp_914.pdf

The Sources and Methods Used in the Creation of 

the Levy Institute Measure of Economic Well-Being 

for the United States, 1959–2013

ajit zacharias, thomas masterson, and  

fernando rios-avila

Working Paper No. 912, August 2018

In a companion paper to Public Policy Brief No. 146, Senior 

Scholar Ajit Zacharias and Research Scholars Thomas 

Masterson and Fernando Rios-Avila document the data sources 

and methods used in updating the Levy Institute Measure of 

Economic Well-Being (LIMEW) for the United States through 

2013. Because the necessary data for LIMEW construction is 

not contained in any one dataset, the authors employ statistical 
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matching or other imputation techniques to combine existing 

datasets, creating a synthetic data file. 

To create the synthetic dataset, the authors choose a recip-

ient dataset to receive data from the donor sets using a con-

strained statistical matching technique. They then select strata 

variables that are common to both datasets and considered to 

be of the greatest importance to the match (for example, age 

and employment status), only combining records where those 

variables overlap and assigning a penalty weight to the distance 

function according to the size and ranking of the coefficients of 

each. Within each strata, they use a number of variables of sec-

ondary importance as match variables and for every recipient 

in the recipient file they match an observation from the donor 

file with the same or nearest-neighbor value of propensity 

scores without replacement, keeping the weighted total popu-

lation identical between the files. Finally, they evaluate match 

quality by comparing the marginal and joint distributions of 

each variable in the donor and statistically matched files.

Because the empirical strategies for constructing the 1959 

and 1972 synthetic datasets are sufficiently different from 

each other and from later years, the authors provide separate 

descriptions of their processes. For the datasets covering 1982 

through 2013, the methodology is consistent except when sur-

vey redesign made changes necessary. 

For 1959, the authors use the Integrated Public Use 

Microdata Series (IPUMS) from the 1960 census as the recipi-

ent file. Recipient files include the Consumer Expenditure 

Survey (CES) of 1960–61 to determine proportions of money 

income other than earnings (including government transfers); 

the Survey of Financial Characteristics of Consumers of 1962 

to ascertain assets and liabilities for each IPUMS household; 

the Individual Tax Model File of 1960 to determine capital 

gains and losses, and deductions for each potential tax unit 

in the IPUMS; and the Americans’ Use of Time of 1965–66 

and Time Use in Economic and Social Accounts of 1975–76 to 

impute weekly hours of household production. 

For 1972, the recipient data file was the special ver-

sion of the Social Security Administration’s March Current 

Population Survey (CPS). The CPS provides detailed demo-

graphic and money income data to which the authors matched 

the CES of 1972–73, the Augmented Individual Income Tax 

Model File of 1972 (AIITM), and the Time Use in Economic 

and Social Accounts of 1975–76. For 1972, the authors were 

unable to find a suitable survey of household wealth, so prin-

cipal nonhome assets were estimated from a statistical match 

with the AIITM. Home values and outstanding mortgage and 

consumer debt were estimated from a match with the CES. 

From 1982 through 2013, the core structure of the syn-

thetic data files is consistent in terms of sources and method-

ology, with minor changes to account for survey redesign. For 

these years, the recipient file is the Census Bureau’s Annual 

Demographic Supplement to the CPS, currently known as 

the Annual Social and Economic Supplement. Donor files 

include the SCF for data on assets, liabilities, and wealth, and 

the Americans’ Use of Time Project and American Time Use 

Survey for data on household production. 

For all years of LIMEW, estimates of households’ public 

consumption were constructed by obtaining total expenditures 

by function and level of government, allocating these expendi-

tures between the household sector and other economic sec-

tors, and distributing expenditures allocated to the household 

sector among individual households. 

Finally, to estimate wealth and rates of return for the 1959 

and 1982–2013 LIMEW, they divide net worth into two cate-

gories—gross value of owner-occupied housing and mortgage 

debt on owner-occupied housing, and nonhome wealth—cal-

culating real rates of return using the average annual rates of 

return on nonhome wealth reported in the Federal Reserve’s 

Flow of Funds accounts and the annual Economic Report of 

the President. As there was no survey on household wealth for 

1972, the authors calculated nonhome wealth based on equity 

in real estate, interest-bearing assets, and corporate stock, 

minus consumer debt. Rates of return for 1972 were calculated 

as above, with requisite modifications.

For more information about the quality of the match for 

the 2013 round, see Working Paper No. 914.

www.levyinstitute.org/pubs/wp_912.pdf
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Program: Employment Policy and 
Labor Markets

Black Employment Trends since the Great 

Recession

thomas masterson

Working Paper No. 915, September 2018

Current Population Survey (CPS) data for the 2000–18 period 

shows an increase in the employment–population ratio for 

blacks after the Great Recession, while that of whites remained 

flat, resulting in a narrowing of the gap between black and 

white workers. Research Scholar Thomas Masterson examines 

labor force participation and employment by race, sex, and age 

to ascertain what is driving this unusual pattern of recovery.

Employment–population ratios for blacks, already histor-

ically low compared to other groups, fell precipitously during 

the Great Recession; starting in mid-2011, their employment–

population ratio rose steadily, gaining over 7 percentage points 

by early 2018. The stylized facts of black employment indicate 

that labor force participation for black males is typically lower 

than that of white males, and black males experience unem-

ployment at a rate of around twice that of their white counter-

parts. It is in this context that the author asserts the narrowing 

of the employment–population ratio is so remarkable. 

Noting that the employment–population ratio is a prod-

uct of intersecting processes—entry into the labor force and 

attainment of employment—Masterson details factors driv-

ing its changes, such as population growth, and changes in the 

unemployment and labor force participation rates (LFPR). 

Though population is unlikely to have a dramatic effect in 

the short term, it has grown faster for blacks over the 2001–18 

period. At the same time, the LFPR fell for nearly all groups, 

except Latinas, black men, and black women, whose LFPR rose. 

Relative unemployment rates fell during the recession, but 

they ended the period essentially unchanged, with black males 

two to two-and-a-half times more likely than white males to 

be unemployed. Given the divergence in the LFPR across race 

and the lack thereof in the unemployment rates, the author 

contends that the narrowing of the employment–population 

gap is most likely due to the increasing LFPR of black men 

since the end of the Great Recession. 

Turning to the reasons why individuals choose to engage 

in the labor force, Masterson narrows the discussion to males, 

ages 16–25, since this group exhibits the most striking differ-

ence in participation in 2017. Here he finds that young white 

males have opted out of the labor force for reasons of illness 

or disability at double the 2007 rate, while the opt-out rate of 

young black males has remained level. The author decomposes 

the overall convergence in the employment–population ratios 

by sex and age and finds that increases in participation among 

people under the age of 35 are responsible for one-half of the 

decrease in the gap.

Analyzing his findings, Masterson addresses biases in labor 

supply analysis, such as the sample selection bias that occurs as 

a result of ignoring selection into the labor force when analyz-

ing unemployment rates. Using data from the 2007, 2010, and 

2017 Annual Social and Economic Supplement to the CPS on 

civilian individuals ages 16–35, he examines the extent to which 

labor force participation and employment status are related to 

an individual’s characteristics. To confirm the contention that 

the increase in LFPR among young people is driving the con-

vergence of the employment–population ratio between races, 

Masterson runs a second stage of estimates, revealing that 

even after controlling for confounding factors, there are still 

important differences in the shift in participation, especially 

between young males. In spite of the increase in their LFPR, 

young blacks are still less likely to find employment compared 

to their white counterparts, and they suffered greater losses as a 

result of the Great Recession. To determine the relative impor-

tance of characteristics and the returns to these characteristics 

in labor force participation, Masterson decomposes the inter-

sectional gaps and changes in participation by race and sex. 

Using a Oaxaca-Blinder decomposition, he finds that young 

black males have been boosted by the returns to their charac-

teristics since the end of the recession while young white males 

have seen the opposite. 

Masterson concludes that further elaboration is needed, 

including analysis of the decomposition of the returns to char-

acteristics, as well as a deeper look at what is driving the exclu-

sion of black individuals from labor markets and how this is 

changing over time.

www.levyinstitute.org/pubs/wp_915.pdf
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INSTITUTE NEWS

Levy Institute at Bard College Berlin

In partnership with Bard College Berlin, the Levy Institute 

is pleased to announce the creation of the Levy Economics 

Institute of Bard College Berlin. Beginning in Spring 2019, 

the Institute will operate as a parallel program to study critical 

issues in the European economy, including use of the Institute’s 

stock-flow consistent accounting-based macroeconomic mod-

els to generate strategic analyses for Greece, Italy, and other 

countries, and application of the Levy Institute Measure of 

Economic Well-Being (LIMEW) and Levy Institute Measure 

of Time and Income Poverty (LIMTIP) to the study of time 

poverty and well-being in the region.

Please visit our website, levyinstitute.org, for more details as 

they become available.

UPCOMING EVENTS

28th Annual Hyman P. Minsky Conference

Levy Economics Institute of Bard College

Annandale-on-Hudson, New York

April 17–18, 2019

The 28th Annual Hyman P. Minsky Conference, “Trade Policies 

and International Adjustment Mechanisms: Implications for 

Global Economic and Financial Stability,” will take place 

at Blithewood, on the Bard College campus, April 17–18, 

2019. Additional information will be posted on our website,  

levyinstitute.org, as it becomes available.

The Hyman P. Minsky Summer Seminar

Levy Economics Institute of Bard College

Annandale-on-Hudson, New York

June 16–22, 2019

The Levy Institute’s 10th annual Hyman P. Minsky Summer 

Seminar will be held on the Bard College campus, June 16–22, 

2019. The Summer Seminar provides a rigorous discussion of 

both theoretical and applied aspects of Minsky’s economics, 

and is geared toward recent graduates, graduate students, and 

those beginning their academic or professional careers. For 

application and other information, please visit our website.
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Levy Economics Institute

Graduate Programs in
Economic Theory and Policy

Overlooking the Hudson River at Blithewood. 

Designed as preparation for a professional career in economic research and policy formation, these programs 
combine coursework in economic theory, policy, and modeling with the exceptional opportunity to engage in 
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INNOVATIVE RESEARCH. EFFECTIVE SOLUTIONS.

Innovation is central to the Levy Institute’s strategy for producing 

research that leads to constructive public policy. Over the past three 

decades we’ve developed new, accounting-based macro models and more 

comprehensive poverty measures. We’ve devised new approaches to financial 

regulation, as well as employment strategies to ensure true economic 

recovery and long-term stability. In areas like macroeconomic and trade 

policy, income inequality, sustainable development, job creation, gender 

equity, institutional reform, and democratic governance we’ve provided the 

nonpartisan, objective research and analysis policymakers need to make 

smart decisions. 

Your support helps make this work possible. Our donors play a key role 

in sustaining the independence and impact of our work, which is essential 

to informing policy debates and developing effective solutions to public 

policy challenges. They help fund our people, ideas, and outreach. And 

they provide scholarship support to deserving students in our master’s 

degree programs in economic theory and policy, which are centered on 

active research initiatives to solve real-world problems.

 

Become a Friend of the Levy Institute by making a gift today. 

We offer a number of ways to give:

Friends of Levy Fund
This unrestricted fund provides the broadest level of support for our core 
activities. Your gift, regardless of size, helps us advance important research, 
expand our public outreach, and strengthen our scholarship program. To 
contribute to the Fund, please use the attached form, or you may donate 
online at levyinstitute.org.

Matching Gifts
Many employers match philanthropic gifts made by employees or their 
families, doubling the impact of your gift. You can request a matching gift 
form from your company’s human resources office. Send the completed 
form to us along with your gift or pledge. We’ll do the rest.

Partnerships
Donors may choose to partner with the Institute by directing their gift 
toward the support of a specific program, research project, or event.

Graduate School Scholarship Fund
Gifts can also be directed to support students in our master’s programs. 
Current opportunities include a gift in the amount of your choosing to 
the Hyman P. Minsky scholarship fund for our most promising students, 
the Ifigenia Martinez scholarship fund for outstanding female economists 
from Latin America, or named scholarships in perpetuity with gifts of 
$200,000 or on an annual basis with gifts of $10,000 each year. 

Planned Giving
Including the Levy Institute in your estate planning is a great way to have 
lasting impact on our work. For more information, contact the President’s 
Office at 845-758-7700 or check the appropriate box on the form below.

The work of the Levy Economics Institute is literally indispensable, and probably irreplaceable. Levy researchers delve deeply into 
areas to which other think tanks barely pay attention, such as income inequality, for example. Thank heaven for Levy.

—Alan S. Blinder, former vice chairman of the Federal Reserve Board

– – – – – – – – – – – – – – – – – – – – – – – – – – – – – – – – – –  ✂  – – – – – – – – – – – – – – – – – – – – – – – – – – – – – – – – – – – – – – – –

Friends of Levy Fund
Support the Levy Institute with a single gift of   $_____________________ or make a monthly gift of $___________________ for _______ months.

Scholarship Funding   $__________________________

Method of Payment 

 A check made payable to the Levy Economics Institute of Bard College is enclosed.

 Bill my (check one)   American Express     Discover     MasterCard     Visa

              

Account number          Expiration date

              

Name as it appears on card

              

Name as it should appear in donor listings

 I would like to remain anonymous in all donor listings.

              

Address

              

City        State   Zip

              

Telephone       E-mail

 Please send me details on ways to provide for the Levy Institute in my will or through other estate-planning gifts. 

Thank you for your continued support. 
Please return your donation to: Levy Economics Institute of Bard College, Blithewood, PO Box 5000, Annandale-on-Hudson, NY 12504-5000

All donations to the Levy Economics Institute of Bard College are tax deductible to the fullest extent of the law. The College is a 501(c)(3) organization.                      
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