
Monetary Theory. Module IV, 2007-2008.

Instructor: Alexei Deviatov

Primary Texts:

• C. Walsh. Monetary theory and policy, 2nd edition. MIT Press, 2003.
• L. Ljungqvist and T. Sargent. Recursive macroeconomic theory. MIT
Press, 2000.

Auxiliary Text:

• Drew Fudenberg, Jean Tirole. Game theory. MIT Press, 1991.

Papers:

Besides the above text books the course is based on research papers.
Please see the bibliography for a detailed list of course-related materials.

Grading:

There will be 2 home assignments (40%) and a final exam (60%). Home-
work will be given every third week. Due dates and the date of exam will
be announced in class. Although attendance is not mandatory, students are
responsible for the readings and for being aware of all oral announcements
made in regard to this course. All homework is due to the beginning of class
on the due date and will be collected at that time. Late homework will be
accepted and graded, yet a substantial discount will be applied unless you
have a valid excuse. In most cases valid excuse is an unforeseen circum-
stance beyond student’s control such as illness or family emergency. If you
are unable to participate in the important elements of this course because
of a circumstance which qualifies as a valid excuse, please notify instructor
and the vice-rector for student affairs as soon as possible. Please be ready
to provide written evidence of your situation. Note that it is a responsibility
of the vice-rector for student affairs to determine whether your particular
situation qualifies as a valid excuse.
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COURSE OUTLINE.

The uses and the role of money. Quantity theory and the classical di-
chotomy. The price of gold and the Cagan money demand function. 2 lec-
tures.
Read: [5], ch. 2, [2], and class notes.

Money in the utility function. Cash-in-advance constraint and shopping-
time model. Neutrality, superneutrality of money, and the Friedman rule.
Qualitative equivalence of MIUF, CIA, and shopping-time models. Ten mon-
etary doctrines. 5 lectures.
Read: [16], ch. 2-3, [17], [10], ch.17.

Models with “nice micro foundations”: why should we care? Money as a
medium of exchange: search, bargaining, money, and prices. Implementable
allocations and some alternative notions of implementability. Heterogeneity
in asset holdings and the optimal monetary policy. 4 lectures.
Read: [15], [12], [13], [1], [4].

Money and credit in a matching model. Monetary policy and the business
cycle. 3 lectures.
Read: [8], [9], [14], [3].
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