Here is a summary of the course, including a list of papers/topics that we will
cover.

Microfoundations and Monetary Economics
by Lucy Qian Liu (Queens University and IMF)
and Randall Wright (University of Pennsylvania)

Most monetary models in macroeconomics make assumptions, such as putting
money in the utility function or imposing cash-in-advance constraints, that are
meant to stand in for some role of money that is not made explicit -- say, it helps
overcome spatial, temporal, or informational frictions. This is problematic for
several reasons that we will discuss. There are alternative models that provide
microfoundations for money using search and related theories, based on explicit
descriptions of specialization, meetings, information, etc. This framework can
address issues such as: What types of frictions make the use of money an
equilibrium or an efficient arrangement? Which assets end up serving as media
of exchange? How do different monetary regimes compare -- e.g. one currency
versus many, fiat versus commodity money, and so on?

These lectures will provide an overview of the search-based approach and
discuss some of the most recent efforts to take these models to the data and use
them for policy analysis. Much of the presentation will revolve around the model
in Lagos and Wright (2005, JPE) that combines decentralized trade, as in earlier
search theory, with periodic access to centralized markets. Under certain
assumptions, this model implies that all agents in the centralized market choose
the same money balances, and this makes the analysis of decentralized trade
relatively simple. As an example, we will analyze quantitatively the welfare cost
of inflation. This illustrates that, besides being analytically tractable, the model
can also be realistically calibrated or estimated. Also, the results will be very
different from those found in the literature imposing money in the utility function
or cash in advance. We will also discuss several of the most recent applications
and extensions of the model.

Tentative Outline

Below is a list of papers that are related to the material that will be covered in this
course. This list also serves as an outline of the lectures. Note that the papers
highlighted with a * contain the most relevant material for the course.

Also see the lecture notes on the web page

http://www.ssc.upenn.edu/~rwright/courses/courses.html




for some background material on:

Bargaining Theory.

Search Models of Production and Exchange.

Search and Bargaining Models of Exchange.

The Search Theoretic Approach to Monetary Economics.

The course will be graded by one in-class “midterm exam” and one in-class “final
exam,” each worth the same weight. There is a chance that we can re-negotiate
and make these take-home exams.
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