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The course will discuss some of the most frequently used monetary theories. The course
is designed both to give an overview of the current work in the field and to teach some of
tools frequently used in modern monetary theories. During the course we will discuss a
relatively small number of papers in detail.

The course will roughly consist of four parts. Section 1 sets up basic cash in advance /
money in the utility function models, derives optimal monetary policy and discusses
determinacy of equilibria and liquidity traps. Section 2 goes on to incorporate price
stickiness in the analysis. Section 3 considers alternative theory of monetary transmission
mechanism based on limited participation. Section 4 reviews current research on
credibility of monetary policy and expectation traps.
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Christopher J. Erceg, Dale W. Henderson and Andrew T. Levin “Optimal Monetary
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Games with Imperfect Monitoring”, Econometrica, 1990, 58(5),1041-1063.

Atkeson, A, “International Lending with Moral Hazard and Risk of Repudiation”,
Econometrica, 1991, 59(4), 1069-1089.

Athey, S., Atkeson, A. and P. Kehoe, “The Optimal Degree of Discretion in Monetary
Policy”, Minneapolis Federal Bank Staff Report 326, 2004.
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