Paul Krugman wrote The Return of Depression Economics (1999) and The Return of Depression Economics and the Crisis of 2008 (2009)
You may use either book.  The more recent one is more current but more confusing since more topics are scattered about.
I shall outline the more recent book here below.  My comments are in square brackets.

Introduction

[There are basically two kinds of economic crises: banking/internal crises and exchange rate/external crises.]  We were supposed to have figured out how Central Banks can cure banking crises and how the IMF can cure exchange rate crises.  Yet Japan (late 80s+) and the West (2008+) are experiencing serious banking crises, and Latin American countries (mid 1990s) and East Asian countries (late 1990s) have experienced serious exchange rate crises.
What’s going on?  Do we know what we are doing, or could another Depression happen?
Chapter 1

-the collapse of socialism

-the babysitting cooperative in an example of recession caused by inadequate demand.  Issuing more babysitting coupons can cure the recession.
Krugman asks, “But if it’s that easy [to stimulate demand by increasing the money supply], why do we ever experience economic slumps?  Why don’t the central banks always print enough money to keep us at full employment?”

[My answer:  1) not all recessions are caused by inadequate demand. 2) banks should be concerned about the effect of printing money on inflation and on the nation’s perceived credit worthiness.
3) changing the availability of money when consumers or investors are in thrall to pessimism may be premature and useless.]
Krugman’s answer:  “Before World War II, policymakers, quite simply, had no idea what they were supposed to be doing.  Nowadays practically the whole spectrum of economists, from Milton Friedman leftward, agrees that the Great Depression was brought on by a collapse of effective demand and that the Federal Reserve should have fought the slump with large injections of money.  But at the time this was by no means the conventional wisdom.  Indeed, many prominent economists subscribed to a sort of moralistic fatalism, which viewed the Depression as an inevitable consequence of the economy’s earlier excesses, and indeed as a healthy process…”
He goes on to say that after 1944, central banks were successful in staving off recessions.  Things got out of hand during the 1960s and 1970s when central banks began to print too much money, resulting in inflation and inflationary expectations.  Jolting the economy back to normal in the late 70s by restricting the money supply resulted in recession.
Without fully answering his initial question, and without explaining why Japan, other Asian nations, and the West have struggled with crises of late, he begins to discuss globalization, outsourcing, and reductions in global poverty.

At the end of the book he concludes that the reason we are being haunted by demand-side problems is that the economy has become more complex and more international.  Regulation has not kept pace.  “The growth of the shadow banking system, without any corresponding extension of regulation, set the stage for latter-day bank runs on a massive scale.  These runs involved frantic mouse clicks rather than frantic mobs outside locked bank doors, but they were no less devastating.”

Chapter 2

For some reason he now delves into the topic of Latin America’s economic crises.
For many years these crises resulted from too much government spending.   Spending more than the countries could afford meant either 1) borrowing from other countries ( not being able to repay (  external crisis;   or 2)   too much printing of money  ( hyperinflation  (   internal crisis.

By the late 1980s, starting in Chile, Latin American countries began to switch away from planning toward competition, with governments adopting western economic policies to control spending and inflation.  In 1989 the US announced some measure of debt forgiveness for Latin American countries.  New lower-interest “Brady bonds” were to be issued to cover the remaining debt.  In 1993 Mexico joined NAFTA.

This, however, did not prevent a serious crisis in Mexico from beginning in 1994.
Mexico had adopted a fixed exchange rate.  The rate seemed too high, since imports were much higher than exports.  This trade deficit matched the fact that investors were pouring money i.e. loans in to Mexico.  This would be good for Mexico if the money was being used to grow the Mexican economy, for example by financing new roads or schools.  But fact the Mexican economy was growing very slowly; GDP per person was barely growing at all.  This suggests that the money was going not to growth but towards the richest Mexicans buying TVs and cars.  The trade deficit was therefore unhealthy, and should have been nipped in the bud by lowering the exchange rate. 

By late 1994 loans from the US were drying up and people were more interested than before in selling their pesos.  Mexico had to buy pesos (with US dollars) to keep its exchange rate on target.  Mexico was running out of US dollars.  Mexico finally decided to let its exchange rate fall by not buying so many pesos.  
Mexico did not do a good job because it let the exchange rate fall only part of the way necessary, and because government officials did things that made them look hostile to investors.  Now everyone wanted to cash out of pesos and buy US dollars instead.  Mexico had a full blown exchange-rate crisis on its hands.  

Like the later Asian crisis (1997+), some of Mexico’s debt was denominated in US dollars, making it more difficult for Mexico to pay off its debt.  Like the later Asian crisis, Mexico’s financial distress spread to neighbouring countries as investors painted them all with the same brush.  

What Mexico, Argentina, and others needed now was a big loan of US dollars.  Much of this came from the IMF, but the members of this international organization believed the US should pay a chunk of Mexico’s loan itself, since it was a major trading partner of Mexico.  Congress would not approve such a loan, so the US Treasury used some money it had set aside for emergencies, called the Exchange Stabilization Fund (ESF).  

What Krugman wonders about this affair is why the crisis got so big and so dangerous so fast.   He does not answer this question in chapter 2.  His answer, when it comes, is that 1) investors paint all developing countries with the same brush; 2) finance has become surprisingly global and complex, with countries linked in all kinds ways.
Chapter 3 
In chapter 3 Krugman discusses Japan, as we will in a future lecture.  Japan’s crisis (1991-2003) was an internal one.  Like the Great Depression, and like our current financial crisis, it began with low interest rates/ cheap loans and massive private spending which drove up real estate and stock market prices.  When people were forced to confront the fact that assets were over-valued, the sell-off began.  Spending and investment were greatly reduced.  Though the Japanese economy experienced only two years where real GDP fell, its growth rates have remained very low since the crisis.

Japan (eventually) expanded the money supply.  It continued to do so until the interest rate offered by the central bank to chartered banks was all the way down to zero.  Japanese citizens still preferred to hoard cash rather than spend: a case of Liquidity Trap.  At that time Krugman encouraged Japanese policymakers to keep printing money, driving interest rates negative, making it pointless for the Japanese to save.  Printing money also helped reverse the falling prices (deflation) that were causing Japanese to postpone purchases and refrain from investing.  What really seemed to help Japan, at least temporarily, is the growth in Chinese exports to the US, many of which contain Japanese components.  However, these exports are dropping off as the US faces a recession of its own.
Chapter 4

Here Krugman discusses the East Asian crisis.  (1997-98), as we will in a future lecture.  This external crisis, where US and Japanese investors wanted all at once to cash in their loans to Thailand and other countries, was the result of panicked realization that Asian assets were over-valued due to excessive lending (sound familiar?).  

Krugman asks why governments and the IMF were not able to do more to stop the damage?

Chapter 5:  Policy Perversity
Here Krugman defines the phrase “Keynesian compact”.   This is the idea that the citizens will tolerate the apparent insecurity of capitalism if the government will respond to recessions by lowering taxes, increasing spending, and expanding the money supply will be expanded (which will make interest rates lower).
In Japan the Keynesian approach to fighting the recession was delayed, and compromised by “crony capitalism”.   
In Latin America and East Asia, the IMF advised these countries not to use Keynesian policies.  Instead it encouraged them to restrict spending, balance the government budget, and keep interest rates high to attract investors.  Krugman then talks about the importance of market psychology.  He believes investors are prejudiced against emerging economies.  He notes that financial speculation tends to be self-fulfilling.

Unless you have an encyclopedic memory, skip the part about Brazil.  Too many facts to remember!

Make sure you read this entertaining parable “How the International Monetary System Didn’t Evolve” on pp. 103-105 (new book) or pp. 104-106  (old book).  This allegory helps explain the international trilemma. 

Krugman concludes (p.114), “And that is how the Keynesian compact got broken:  international economic policy ended up having very little to do with economics.  It became an exercise in amateur psychology, in which the IMF and the Treasury Department tried to persuade countries to do things they hoped would be perceived by the market as favourable.”  [I wonder whether this is happening today.  If the market expects an interest cut, it gets it.  If the market expects a 700 bn bailout, it gets it.]
He believes that given market psychology, the IMF did not have much choice in what it did. 

Chapter 6

Krugman discusses how speculators destabilize markets, especially markets for foreign currencies.  This is a fun chapter that explains hedge fund activity.
In the new edition, we read, “…historically markets have tended to place a rather high premium on both safety and liquidity, because small investors were risk-averse and never knew when they might need to cash out.  This offered an opportunity to big operators, who could minimize the risk by careful diversification (buying a mix of assets so that gains on one would normally offset losses on another), and who would not normally find themselves suddenly in need of cash.  It was largely by exploiting these margins that hedge funds made so much money, year after year.


By 1998, however, many people understood this basic idea, and competition among the hedge funds themselves had made it increasingly difficult to make money.  Some hedge funds actually started returning investors’ money, declaring that they could not find enough profitable opportunities to use it.  But they also tried to find new opportunities by stretching even further, taking complex positions that appeared on the surface to be hugely risky but that supposedly were cunningly constructed to minimize the chance of losses.


What nobody realized until catastrophe struck was that the competition among hedge funds to exploit ever narrower profit opportunities had created a sort of financial doomsday machine.


Here’s how it worked.  Suppose that some hedge fund – call it Relativity Fund – has taken a big bet in Russian government debt.  Then Russia defaults, and it [the hedge fund] loses a billion dollars or so.  This makes the investors who…have lent it stocks and bonds…nervous.  So they demand their assets back.  However, Relativity doesn’t actually have those assets on hand; it must buy them back, which means that it must sell other assets to get the necessary cash.  And since it is such a big player in the markets, when it starts selling, the prices of the things it has invested in go down.


Meanwhile, Relativity’s rival, the Pussycat Fund, has also invested in many of the same things….”

Chapter 7
This chapter is exclusive to the new edition.  It traces the rise and fall of the reputation of Alan Greenspan, chairman of the Federal Reserve’s Board of Governors, i.e. head of the U.S.’s somewhat decentralized central bank.  He served twenty years, from mid 1987 to January 2006.  During his tenure the US economy did well.  However, it is now felt that Greenspan kept interest rates too low when he should have been tightening the money supply to discourage people from borrowing so much.  Krugman writes, “he presided over not one but two enormous asset bubbles, first in stocks, then in housing.”
“As Robert Shiller, the author of Irrational Exuberance, has pointed out, an asset bubble is a sort of natural Ponzi scheme in which people keep making money as long as there are more suckers to draw in.  But eventually the scheme runs out of suckers, and the whole thing crashes.”
Krugman says our current financial crisis, our current bursting of the housing bubble, is worse than almost anyone imagined, because the financial system has changed in ways nobody fully appreciated.  What he means is that few people realized how similar to commercial banking investment banking had become.  Investment banks and other institutions not actually considered banks, and not subject to banking regulations, had begun to operate like regular banks and had become vulnerable to investor panic.
Chapter 8  Banking in the Shadows
In the years prior to the Panic of 1907, bank-like institutions called “trusts” existed to manage inheritances and estates for wealthy clients.  These American firms were less regulated than regular banks, because they were suppose to engage in lower-risk activities.  However, they began to use their deposits to speculate in stocks and real estate.  Because they were less regulated – for example they required to keep less money in cash than were banks – they were able to pay their depositors a higher interest rate.  By 1907, these firms were as large as the actual banks.  As you might expect, in the Panic of 1907 one particular trust went bankrupt, and this led to depositors taking their money out of other trusts.  Soon the entire banking system was frozen, unwilling to lend out money.  However, less than two weeks things were rolling again, thanks to the efforts of wealthy men and the government to guarantee that banks and trusts would be able to pay any depositor seeking to withdraw funds.
This crisis prompted the formation of the Federal Reserve System in 1913.  After the Great Depression, further reforms were enacted.

“The Glass-Steagall Act separated banks into two kinds:  commercial banks, which accepted deposits, and investment banks, which didn’t.  Commercial banks were sharply restricted in the risks they could take; in return, they had ready access to credit from the Fed…and, probably most important of all, their deposits were insured by the taxpayer…


This new system protected the economy from [banking] crises for almost seventy years.”
Krugman thinks that “the essential feature of banking is the way it promises ready access to cash for those who place money in its care…”  By this definition, some investment banks, originally intended to …, have become banks, and have become susceptible to panicking “depositors”.  
Our current crisis is similar to the one in 1907.
Chapter 9

This chapter explains our current banking crisis, which will be the subject of one of our class lectures.  

When people realized how overvalued houses were, and that house prices would be falling back to a rational level, they realized that a lot of homeowners were going to end up with houses worth less than the mortgage.  This would put them in a vulnerable position financially, and many homeowners would default on their mortgage payments.  Some might walk away from their home and abandon their mortgage altogether (legal in US; illegal in Canada).    
Tim Geithner:  “People then became unwilling to hold any financial assets whose value was tied to mortgage payments.  “Once the investors in these financing arrangements – many conservatively managed money funds – withdrew or threatened to withdraw their funds from these markets, the system became vulnerable to a self-reinforcing cycle of forced liquidation of assets, which further increased volatility and lowered prices across a variety of asset classes….The force of this dynamic was exacerbated by the poor quality of assets – particularly mortgage-related assets – that had been spread across the system.”
Krugman approves of how the Federal Reserve has responded to the crisis so far; by lending a great deal of money to commercial banks, and by lowering the interest rate it charges banks to 1% (check) from 5.25% in summer 2007.   Unfortunately, this stimulative monetary policy has failed to work.  Krugman believes that this is mostly because it was investment banks, not commercial banks, which needed the money.  The Fed has begun lending to them, and to other businesses, but it is a little late.  Also, while the Fed has great influence on the supply of monetary base (cash and checking accounts), it has less influence on the entire US financial market, which it is now trying to prop up.
The crisis is the United States has spread around the world because US mortgage-backed assets were bought and sold internationally.  As lending dried up, demand for emerging market currencies dried up, leading to exchange rate changes that harmed anyone who had borrowed in those currencies.    
Chapter 10
While we may not be in a depression, we are faced with what Krugman calls “depression economics”:  a slump in demand that is tough to resolve.  We see the inability of monetary policy to get institutions lending again; we see the inability of rich countries (e.g. Japan) to get their citizens spending; we see poorer countries unable to stimulate their economies monetarily without risking attacks by currency speculators.  

Krugman, a neoKeynesian, believes the problem is inadequate demand and the answer is to stimulate demand.  “To do this, policy-makers around the world need to do two things:  get credit flowing again and prop up spending.” 

“My guess is that the recapitalization will eventually have to get bigger and broader, and that there will eventually have to be more assertion of government control – in effect, it will come closer to a full temporary nationalization of a significant part of the financial system.  Just to be clear, this isn’t a long-term goal, a matter of seizing the economy’s commanding heights:  finance should be reprivatized as soon as it’s safe to do so, just as Sweden put banking back in the private sector after its big bailout in the early 90s.”

 “And once the recovery effort is well underway, it will be time to turn to prophylactic measures: reforming the system so that the crisis doesn’t happen again.”
 “…the basic principle should be clear:  anything that has to be rescued during a financial crisis, because it plays an essential role in the financial mechanism, should be regulated when there isn’t a crisis so that it doesn’t take excessive risks.”  
And

“We’re also going to have to think hard about how to deal with financial globalization.  In the aftermath of the Asian crisis of the 1990s, there were some calls for long-term restrictions on international capital flows, not just temporary controls in times of crisis.  For the most part these calls were rejected in favor of a strategy of building up large foreign exchange reserves that were supposed to stave off future crises.  Now it seems that this strategy didn’t work.”
