E222F09  j wood  

ECONOMICS 222: MONETARY THEORY 

The evolution of our money (monetary standard)
MWF 3pm, Carswell 019    Office: MWF 4-6, Carswell 125

Money is always evolving.  Commodity (such as gold and/or silver) standards dominated for thousands of years until the 1930s, when fiat (paper) money replaced the gold standard.  Succeeding years have seen high and fluctuating inflation, with attempts and proposals to achieve the best features (flexibility and stability) of both systems.  In the recent adoption of inflation targeting we may have returned to a commodity standard.

We will study and compare the functioning, in theory and practice, of gold and paper standards, and inquire into the reasons for the breakdown of the gold standard during and after the Great Depression of 1929-33.  The gold standard remains a lively topic, but its return is rejected because of a general belief that it is not viable and was a major cause of the Great Depression.  On the other hand, it might have operated as theory suggests but was unable to survive its mismanagement by governments and central banks.

We will relate these fundamentals of money and monetary policy with current developments as they arise, such as conducting mock meetings of the FOMC.
There is a text (see the next page), but most of the readings will be taken from the web (including the development of events), handouts, and reserved books.
Papers (individual unless otherwise indicated):
Paper 1 due Sept. 4: How do you expect the Federal Reserve’s structure to interact with economic theory to determine monetary policy, particularly at the next FOMC meeting?  
Paper 2: Mock FOMC meetings Sept 21 or 23: Half the class at a time.  Discussion papers by FOMC member and advisor pairs to be handed in at the end of the meeting. 

Paper 3 due Oct. 14: Would the gold standard “work” (a term you need to specify) today, and how; or why not?

Paper 4 due Nov. 2: What caused the Great Depression and how does it compare with the current downturn?

Paper 5 due Nov. 23: An analysis of inflation targeting (formal or informal) in some country, and its relation, if any, to commodity money.  

Papers may be added to the calendar, and all will be further specified during the semester.


The course grade is based on two open-book 55-minute exams (essay/problem questions with some choice), worth one-third of the grade, and class participation and perhaps five research papers, worth the remainder.
………………………………………………….

Readings: *www(including JSTOR); +distributed to class (incl. blackboard); 
reserved call nos. in parentheses; PC personal copy (some more than one).
Text: Lawrence White, The Theory of Monetary Institutions, Routledge, 1999 (from Amazon etc.)
1. Federal Reserve structure and its influence on monetary policy

White, ch. 8, “Central banking as bureaucracy.”

Federal Reserve Board, Purposes and Functions (HG2563 A32).*
Toma, “Inflationary bias of the Federal Reserve System: A bureaucratic perspective,” J Monetary Economics (HG201 J68), Sept. 1982.
Crihfield and Wood, “Bureaucracy, altruism, and monetary policy,” Public Choice, July 1993.*
2. Macroeconomics

Wood. “Macro-models of employment, interest, and money.”+

Gordon. Macroeconomics.

White, ch. 9-10, “Political business cycles” and “Discretion and dynamic inconsistency.”
3. The evolution of money (technology and politics)

White, ch. 1, “The evolution of market monetary instruments.”

Wood, “The importance of money, banking, and financial intermediation.”+
_____, “Money.”+
4. Commodity money and the gold standard

White, ch. 2, “Commodity money.”

Wood. “The gold standard.”+
5. Central banking

White, ch. 4, “The evolution and rationales of central banking.” 

Wood, A History of Macroeconomic Policy in the United States, ch. 5.+ (HJ257 W84)(PC)
6. The Great Depression.

Keynes. The Economic Consequences of the Peace (HC57 K4).
_____. “The economic consequences of Mr. Churchill,” Evening Standard, July 22-24, 1925 (in Keynes, Essays in Persuasion) (HC57 K45)
Wood. “The Great Deflation (almost) had to happen.”+
7. Banking regulation

White, ch. 6, “Should government play a role in banking?”
Wood, “Financial intermediation.”+
8. Inflation targeting

Wood. “Independent central banks. Old and New,” CatoJ., Fall 2006, 593-605.

_____. A History of Central Banking in G.B. and the U.S., ch.13 (HG2994 W66).
Mishkin and Posen. “Inflation targeting: a lesson from four countries,” FRBank of NY Economic Policy Rev., Aug. 1997, 9-110. 

Bernanke et.al. Inflation Targeting: Lessons from the International Experience (HG229 I457).
_____. “Missing the mark: the truth about inflation targeting,”For.Affairs,Sept/Oct 1999,158-61.*

Galbraith. “The inflation obsession: flying in face of the facts,” For.Affairs,Jan/Feb 1999,152-56*
Bernanke and Woodford. The Inflation-Targeting Debate (HG229 I45636). 

U.S. Treasury, in The Federal Reserve and the  Treasury: Answers to Questions from the Commission on Money and Credit (HG538 A3).
Wood. “Is inflation targeting possible in the U.S.? Does it matter?” Central Banking J, Nov.2007.
9. Have we returned to a commodity standard?

Cassell, The Downfall of the Gold Standard. (HG297 C35)
Graham, World Commodities and World Currency. (HF1041 G74)
Cooper. “Toward an international commodity standard?” CatoJ, Fall 1998, 315-49.*

Wood. “Have we returned to commodity money?”+

……………………………………….
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