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ECON 821
MONETARY ECONOMICS
SYLLABUS

This course supplements the first year macro core with selected topics in monetary economics.  It is also recommended for those who plan to take or who have already taken the money-macro field exam, though it is not required for either the macro core exam or money-macro field exam.  

Prerequisites.



Econ 806, 807, 809.  (805 not required.)  
Grading.  The course grade will be based 40% on daily homework assignments, 40% on a paper and oral presentation (see below), and 20% on a final examination.  
TA.  Mr. Zheng Jiang will grade HW and be available for questions concerning it.  Office hours 3-4 MTRW, 321 Arps, phone 2-2087, jiang.143.osu.
Readings.

  * = Required Reading.  The bulk of the required papers listed below are available online through OSCAR.  Cagan's long paper and other long handouts will be distributed before class.  We will only cover a few chapters in Evans and Honkapohja and Woodford, but these books will be useful should you pursue the money/macro field.   
  * George Evans and Seppo Honkapohja, Learning and Expectations in Macroeconomics Princeton Univ. Press 2001, $27.95 bookstores or online 

  * Michael Woodford, Interest and Prices:  Foundations of a Theory of Monetary Policy, Princeton Univ. Press, 2003.  $65 bookstores or online.   
  *  J. Huston McCulloch, Money and Inflation:  A Monetarist Approach Academic Press, 1982.  Entry-level background material.  Available in photocopy form at Grade A Notes, 22 E. 17th Ave., under $10. 
Paper.  Pick a paper related to this course published in the past 24 months in a respectable economics journal, study it, and write a short critical essay on it, pointing out why it is either important or misguided, and/or how it should be extended, as if explaining it to a class of graduate students.  Suggested length 10 pages, double spaced, 1.25" margins, 12 point type.  By 8/1, give me a hard copy of the paper you have chosen with your name on it, so I will know what you are planning to work on and can take a look at it.  Limit 1 student per paper, on a first come, first dibs basis.  Rough draft (5pp?) due 8/8 in class.  Final draft due 8/17 in class.  Brief in-class presentation before the whole class (approx. 20 minutes each) 8/17, 8/18, 8/22, with transparencies, PPT/PDF or Beamer presentation.  



Recommended reading:  Jonathan Shewchuk, “Giving an Academic Talk,” http://www.cs.berkeley.edu/~jrs/speaking.html.  Contains amusing link to the “Powerpoint version” of Lincoln’s Gettysburg Address!  
Course Schedule

7/25  
I.  Basic Concepts 

Milton Friedman, “The Quantity Theory of Money – A Restatement,” in Friedman, ed., Studies in the Quantity Theory of Money, 1956. 
       *   McCulloch, Money and Inflation, Chapters 1-3.  


Kiyotaki and Wright, “A Search-Theoretic Approach to Monetary Economics,”
AER 3/93.    

McCulloch, "An Error-Correction Mechanism for Price Stability," in W.T. Gavin, ed., Conference on Price Stability, Journal of Money, Credit, and Banking 23, August 1991 (Part 2), 619-24. 

7/26
IIa.  The Demand for Money – Theory

    
John Maynard Keynes, The General Theory of Employment Interest and Money, 1936.  Chap. 15, "The Psychological and Business Incentives to Liquidity."



Allais, Maurice.  Economie et Intérêt (1948): 238-41.

       *  
William Baumol, “The Transactions Demand for Cash,” QJE Nov. 52, 545-556. 



Tobin, "The Interest Elasticity of the Transactions Demand for Cash," R.E. Stat., 8/56, 241-47.



Baumol and Tobin, "The Optimal Cash Balance Proposition:  Maurice Allais' Priority," Journal of Economic Literature Sept. 1989, 1160-2.

      
Avner Bar-Ilan, “Overdrafts and the Demand for Money,” AER 12/90, 

1201-1216.   

      *  
McCulloch, “Some Extensions of the Inventory Model of Money Demand,” 

lecture notes. 



Whalen, "A Rationalization of the Precautionary Demand for Cash," QJE May 66, 314-324.



Plessner and Reid, "The Precautionary Demand for Money," JME July 1980, 419-432.



Frenkel and Jovanovic, "On Transactions and Precautionary Demand for Money," QJE August 1980, 25-43.

James Tobin, “Liquidity Preference as Behavior towards Risk, R.E. Studies, Feb. 58, 65-86.  

Chang, Hamberg and Hirata, “Liquidity Preference as Behavior toward Risk is a

Demand for Short-term Securities – Not Money,” AER June 83, 420-7. 

Gavin, Keen and Pakko, “The Monetary Instrument Matters,” St. Louis Fed Review, 9/10 2005, pp. 633-58.  (derive mD from M in U fn)

8/27
II b.  The Demand for Money -- Theory, cont’d.

      *
Merton Miller and Daniel Orr, “A Model of the Demand for Money by Firms,” QJE Aug 66, 413-435.
7/28  
 III.  The Cagan/Friedman Hyperinflation Model
      *
Phillip Cagan, “The Monetary Dynamics of Hyperinflation,” in Friedman, ed., Studies in the Quantity Theory of Money, Sections 1-6 (pp. 25-77).  H/O
8/1
IV.  The US Money Supply

*
McCulloch, Money and Banking:  A New Monetarist Approach, Ch. 9-12, 19.  (H/O)

     *
Richard Anderson, “Retail Sweep Programs and Money Demand,” Monetary Trends (St. Louis Fed), Nov. 2002, online at          http://research.stlouisfed.org/publications/mt/20021101/cover.pdf 


FRB Release H4.1 – various issues on monetary base explosion.
8/2
V.  Money Demand -- Empirical


Meltzer, "The Demand for Money:  The Evidence from the Time Series," JPE 6/63, 219-46.



Courchene and Shapiro, "The Demand for Money:  A Note from the Time Series"  JPE Oct. 1964, 498-503.



Chow, "On the Long-Run and Short-Run Demand for Money,"  JPE 4/66.



Goldfeld, "The Demand for Money Revisited," Brookings Papers on Economic Activity (BPEA) 1973, 577-646.  Also in Thorn.


  
Goldfeld, "The Case of the Missing Money," BPEA 3, 1976, 683-730.


  
Cooley and LeRoy, "Identification and Estimation of Money Demand," AER Dec. 81, 825-844.


  
Judd and Scadding, "The Search for a Stable Money Demand Function," Journal of Economic Literature (JEL), Sept. 82, 993-1023.

     
Stock & Watson, “A Simple Estimator of Cointegrating Vectors in Higher Order

Integrated Systems,” Econometrica 61 (July 1993), 783-820. 

      *
Green, Econometric Analysis, chapter 12, Serial correlation 



or 

      *
Hayashi, Econometrics, chapter 6, Serial correlation 

*
McCulloch, “Moment Ratio Estimation of the Autoregressive/Unit Root Parameter and Autocorrelation-Consistent Standard Errors,” June 26, 2010, online at <http://www.econ.ohio-state.edu/jhm/papers/MomentRatioEstimator.pdf>.  (Estimates demand for US Monetary Base, with correction for serial correlation.) 

8/3 
VI.  Inflationary Finance and the Welfare Cost of Inflation

      *
Cagan, “The Monetary Dynamics of Hyperinflation,” op. cit., sections 7-8 (pp. 77-91).
      *
McCulloch, Money and Inflation, Ch. 5

Phylaktis, Kate & Mark P. Taylor, “Money Demand, the Cagan Model & the Inflation Tax:  Some Latin American Evidence,” RE Stats, 2/93, 32-37.    

      *  
Kimbrough, “Inflation, Employment, and Welfare in the Presence of Transactions Costs.”  JMCB 5/86, 127-140.  


Willett, Thomas.  “Consumer’s Surplus without Apology.  AER 1976 (vol. 66 #4), pp. 589-97.

8/4
VIII:  Monetary Policy and Equilibrium (or “Rational”) Expectations 
      
Friedman, Milton, “The Role of Monetary Policy,” AER March 68.  

Edmund S. (Ned) Phelps, “Money-Wage Dynamics and Labor-Market Equilibrium, JPE 1968, reprinted in Phelps, et al, Microeconomic foundations of Employment and Inflation Theory, Academic Press, 1979

      *
McCulloch, Money and Inflation, Ch. 6

      
The GUV:  Game 3. 

      *
John F. Muth, “Rational Expectations and the Theory of Price Movements,” Econometrica 1961, 315-335.  

Thomas Sargent, “A Note on the ‘Accelerationist’ Controversy”  JMCB 1971 721-5.  

      
Robert Lucas, “Expectations and the Neutrality of Money,”  J. of Economic Theory, April 1972, 326-34.  

      *
Thomas Sargent and Neil Wallace, “Rational Expectations and the Theory of Economic Policy,” JME 4/76.  

McCallum, “On Non-Uniqueness in Rational Expectations Models:  An Attempt at Perspective,” JME 11 (3/83), 139-68.  

      
Robert Lucas [and Jean-Michel Grandmont], “Corrigendum,” JET 31 (1983), 197-199.  

      
Kydland, Finn E & Prescott, Edward C, 1977,  “Rules Rather than Discretion:  The Inconsistency of Optimal Plans,”  JPE, 85, 1977, 473-91.  
8/8 
IX:  Adaptive Learning, E-Stability

F.A. Hayek, “The Use of Knowledge in Society,”  AER Sept. 45.

        
John F. Muth, “Optimal Properties of Exponentially Weighted Forecasts,”  J. of the American Statistical Assn. (JASA) 1960, 299-306. 

       *
George Evans and Seppo Honkapohja, Learning and Expectations in Economics, Ch. 1-3. 


Thomas Sargent, Bounded Rationality in Macroeconomics, Clarendon, 1993. 

8/9 
X:  Adaptive Least Squares 

       *
McCulloch, “The Kalman Foundations of Adaptive Least Squares” 8/05, online via http://www.econ.ohio-state.edu/jhm/jhm.html.  

8/10
XI:  The Taylor Equation and the Howitt-Taylor Principle
      
Peter Howitt, “Interest Rate Control and Non-Convergence to Rational Expectations,” Journal of Political Economy 1992, 776-800.  

      *
Taylor, “Discretion versus Policy Rules in Practice,” Carnegie-Rochester Conference Series (CRCS; published with JME) 1993 195-214.  

      *
Clarida, Richard, Jordi Gali and Mark Gertler, “Monetary Policy Rules and Macroeconomic Stability:  Evidence and Some Theory,” QJE, 2000, 147-180.  

     * 
McCulloch, “Adaptive Least Squares Estimation of the Time-Varying Taylor Rule,: 13th International Conference on Computation in Economics and Finance, Monreal, June 14-16 2007, www.econ.ohio-state.edu/jhm/papers/TaylorALS.pdf .

8/11 
XII New Keynesian Monetary Policy

      *    Michael Woodford, Interest and Prices, Ch. 1-4. 

Bill Dupor, “Investment and Interest Rate Policy,” JET, 2001, 85-113.  

*
Bullard and Mitra, “Learning about Monetary Policy Rules,” JME 49: 1105-29 (2002).   
           McCulloch and Mark Longbrake, “Searching for the Output Gap: Economic Variable or Statistical Illusion?” 8/07.  

<www.econ.ohio-state.edu/jhm/papers/ALS and GDP v3.pdf> 

           Longbrake, “The Factor Utilization Gap”, 6/08.


<www.econ.ohio-state.edu/jhm/papers/ALS and /CAPU v21.pdf>  


Summers, Larry, Understanding Unemployment.  Cambridge: MIT Press, 1990.

8/15
XIII   The Term Structure of Interest Rates, Monetary Policy, and Macro Disequilibrium

*
McCulloch, “A Reexamination of Traditional Hypotheses about the Term Structure:  A Comment,” J. Finance 48 (1993): 779-89.

*
McCulloch, “Misintermediation and Business Fluctuations,” JME (1981) 103-15.


Vasicek, Oldrich, “An Equilibrium Characterization of the Term Structure,” Journal of Financial Economics 5 (1977), 177-188.  


McCulloch and Kochin, The Inflation Premium in the US Real and Nominal Term Structures of Interest Rates, <http://economics.sbs.ohio-state.edu/pdf/mcculloch/qnspline.pdf>, esp. basic concepts in pp. 1-4. 
McCulloch, “The U.S. Real Term Structure of Interest Rates,” website with monthly data archive, http://www.econ.ohio-state.edu/jhm/ts/ts.html 

Günter Coenan, Athanasios Orphanides, and Volcker Wieland, “Price Stability and Monetary Policy Effectiveness when Nominal Interest Rates are Bounded at Zero, Advances in Macroeconomics (2004), 4: 1187 ff. 

Ryo Kato and Shinichi Nishiyama, “Optimal Monetary Policy when Interest Rates are Bounded at Zero,” J. Economic Dynamics & Control, 29: 97-133 (2005).  
8/16
Review/work on paper

8/17, 18, 22 Student Presentations


8/23 (Tuesday)   FINAL EXAM, 11:30-1:18
Related topics not covered Summer 11
The Overlapping Generations (OLG) Model of Money Demand 
Samuelson, “An Exact Consumption-Loan Model of Interest with or without the Social Contrivance of Money,”  JPE Dec. 58. 

The “Business Cycle:” Fact or Fiction? 

Irving Fisher, “Our Unstable Dollar and the So-Called Business Cycle,” JASA June 1925, 179-202.  


McCulloch, “The Monte Carlo Cycle in Business Activity,” Economic Inquiry, 1975, 303-321.  

      
Cogley and Nason, “Effects of the HP Filter on Trend and Difference Stationary Time Series,” J. Economic Dynamics & Control, 1995.  
Deposit Insurance 
Diamond and Dybvig, “Bank Runs, Deposit Insurance, and Liquidity,”  JPE 91 (1983), 401-19.  

McCulloch and Min-Te Yu, “Govt. Deposit Insurance and the Diamond-Dybvig Model, Geneva Papers on Risk and Insurance Theory, 23, 1998, 139-49.


Monetary Alternatives


Hayek, The Denationalization of Money 2nd ed., The Institute of Economic Affairs, 1978.


  
Rolnick and Weber, "Explaining the Demand for Free Bank Notes."  JME 1/88, 47-72.



Selgin and White, "How Would the Invisible Hand Handle Money?"  JEL Dec. 1994, 1718-49.



McCulloch, "Beyond the Historical Gold Standard," in CD Campbell & WR Dougan, eds, Alternative M Regimes (Johns Hopkins U Press, 1987): 73- 81.



M. Friedman, "The Crime of 1873" JPE 12/90: 1159-94.



McCulloch, "The Crime of [18]'34," in JW Robbins, eds, Money and Banking: The American Experience 1991.

