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SYLLABUS 

Part I:  Monetary Theory and Policy

Economics 504 is the second semester of an integrated two-semester sequence in macroeconomics, required for first-year doctoral students in economics.  It assumes that students have already taken the previous semester of this sequence, Economics 503.  As with Economics 503, the requirements of the course include attendance at the lectures, completion of a series of problem sets, a midterm, and a final exam.  

The preceptor is Gauti Eggertsson.  Times for the weekly precept and office hours for the preceptor will be announced in class.  Instructor office:  Fisher 111, x8-4003, email woodford@princeton.  Office hours: Wed 3:30-5:30, or by appointment.

Readings

Many of the topics that we shall take up are treated in the following texts, both of which are on reserve for the course:


Maurice Obstfeld and Kenneth Rogoff, Foundations of International 
Macroeconomics,  MIT Press, 1996.


Carl Walsh, Monetary Theory and Policy,  MIT Press, 1998.

[* indicates required reading.  Other readings are suggested but not required.]

I.  Inflation


Lecture 1.  Money and Inflation


Cagan, Phillip, “The Monetary Dynamics of Hyperinflation”, in M. Friedman, ed., Studies in the Quantity Theory of Money, University of Chicago Press, 1956.


*Obstfeld and Rogoff, sec. 8.2.


Sargent, Thomas, “The Ends of Four Big Inflations”, in Rational Expectations and Inflation, 2d. ed., HarperCollins, 1993.


Lecture 2.  An Optimizing Model of Money Demand


*Obstfeld and Rogoff, sec. 8.3.


Walsh, secs. 2.3, 2.5.


[Note:  Woodford reading under Lecture 4 also expounds this model.]


Lecture 3.  Inflation and Welfare


Friedman, Milton, “The Optimum Quantity of Money”, in The Optimum Quantity of Money and Other Essays, Aldine, 1969.


*Lucas, Robert E., Jr., “Inflation and Welfare,” unpublished, University of Chicago, January 1999.


Walsh, secs. 4.5, 4.6.


Lecture 4.  Interest Rates and Monetary Policy


Walsh, secs. 5.4, 10.2.1, 10.3.


*Woodford, Michael, “Price-Level Determination under Interest-Rate Rules,” unpublished, Princeton University, April 1999.  [Available at www.princeton.edu/~woodford.]


Krugman, Paul, “It’s Baaack: Japan’s Slump and the Return of the Liquidity Trap,” Brookings Papers on Economic Activity 1999(2), pp. 137-205.


Lecture 5.  Inflation and the Government Budget


*Walsh, secs. 4.1-4.4.


Sargent, Thomas and Neil Wallace, “Some Unpleasant Monetarist Arithmetic”, in Sargent, Rational Expectations and Inflation, 2d. ed., HarperCollins, 1993.


Woodford, Michael, “Public Debt and the Price Level,” unpublished, Princeton University, June 1998. [Available at www.princeton.edu/~woodford]

II.   Real Effects of Monetary Policy


Lecture 6.  Evidence on the Effects of Monetary Disturbances 


*Walsh,  chap. 1.


Bernanke, Ben and Ilian Mihov, “Measuring Monetary Policy,”Quarterly Journal of Economics 113: 869-902 (1998).


Christiano, Lawrence J., Martin Eichenbaum, and Charles L. Evans, “Monetary Policy Shocks: What Have We Learned and To What End?”in J.B. Taylor and M. Woodford, eds., Handbook of Macroeconomics, vol. 1A, North-Holland, 1999.

Lecture 7.  Sticky Prices and Aggregate Supply

Blinder, Alan S., Elie Canetti, David Lebow, and Jeremy Rudd,  Asking About Prices: A New Approach to Understanding Price Stickiness,  New York: Russell Sage Foundation, 1997.

Walsh,  secs. 5.3, 5.4.

*Woodford, Michael, “Optimizing Models with Nominal Rigidities,” unpublished, Princeton University, January 2000. [Incomplete draft will be posted on course web page.]

Lecture 8.  Expectations and the Effects of Monetary Policy

Friedman, Milton, “The Role of Monetary Policy,” American Economic Review 58: 1-17 (1968).

Lucas, Robert E., Jr., “Econometric Policy Evaluation: A Critique,” Carnegie-Rochester Conference Series on Public Policy,  1: 19-46 (1976). Reprinted in Lucas, Studies in Business Cycle Theory,  Cambridge: MIT Press, 1981.  [Read especially sec. 5.3.]

*Sheffrin, Steven M., Rational Expectations, Cambridge U. Press, 2d ed., 1996, chap. 2.

Lecture 9.  Modelling Inflation Dynamics

Rotemberg, Julio J., “The New Keynesian Microfoundations,” NBER Macroeconomics Annual 1987, pp. 69-104. 

Walsh,  secs. 5.3.2.2, 5.5.

*Sbordone, Argia M., “Prices and Unit Labor Costs: A New Test of Price Stickiness,” IIES seminar paper no. 653, Stockholm University, October 1998.

Taylor, John B., “Staggered Price and Wage Setting in Macroeconomics,” in  J.B. Taylor and M. Woodford, eds., Handbook of Macroeconomics, vol. 1B, North-Holland, 1999.

Lecture 10.  Persistence of the Effects of Monetary Shocks

Cochrane, John H.,  “Identifying the Output Effects of Monetary Policy,” NBER working paper  no. 5154, June 1995.

*Chari, V.V., Patrick J. Kehoe, and Ellen R. McGrattan, “Sticky-Price Models of the Business Cycle: Can the Contract Multiplier Solve the Persistence Problem?” Federal Reserve Bank of Minneapolis, Staff Report 217,  May 1998.

Roberts, John M., “Inflation Expectations and the Transmission of Monetary Policy,” FEDS paper no. 1998-43, October 1998.

III.   The Conduct of Monetary Policy

Lecture 11. Advantages of Credible Policy Commitments

Kydland, Finn E., and Edward C. Prescott, “Rules Rather than Discretion: The Inconsistency of Optimal Plans,” Journal of Political Economy 85: 473-491 (1977).

*Walsh, chap. 8.

Blinder, Alan S., Central Banking in Theory and Practice, MIT Press, 1998, chap. 2, sec. 4.

Chari, V.V., Lawrence J. Christiano, and Martin Eichenbaum, “Expectation Traps and Discretion,” Journal of Economic Theory 81: 462-492 (1998).

[McCallum reading from Lecture 12 is also relevant here.]

Lecture 12. Monetary Policy Rules: Contemporary Proposals

McCallum, Bennett T., “Issues in the Design of Monetary Policy Rules,” in J.B. Taylor and M. Woodford, eds., Handbook of Macroeconomics, vol. 1B, North-Holland, 1999.

Svensson,  Lars E.O., “Inflation Targeting as a Monetary Policy Rule,” Journal of Monetary Economics 43: 607-654 (1999). [Longer version available as NBER w.p. no. 6790, and at www.iies.su.se/leosven.]

Clarida, Richard, Jordi Gali, and Mark Gertler, “The Science of Monetary Policy: A New Keynesian Perspective,” Journal of Economic Literature 37: 1661-1707 (1999).

Woodford, Michael, “Pitfalls of Forward-Looking Monetary Policy,” American Economic Review, forthcoming. [Available at www.princeton.edu/ ~woodford.]

MIDTERM  EXAM:   This will be held in class on Tuesday, March 21, 

i.e., the first class meeting following the break.   Chris Sims’s lectures begin on March 23.

