
 

 

14.772 Development Economics: Macroeconomics 

14.129 Contract Theory 

Spring 2018  
 

 

Lectures:   Tuesdays and Thursdays 2:30-4:00, E51-151  
 

Recitations:   Thursdays 12:00-1:00 (E51-151)  
 

Instructor:   Robert Townsend. E52-538, rtownsen@mit.edu 

  Office hours: Immediately after class on Thursday and by appointment 

 

Teaching Assistant:  Gabriel Kreindler, E52-564, gek@mit.edu 

  Office hours: by appointment 
  

Website: http://stellar.mit.edu/S/course/14/sp18/14.772/index.html  
 

Contents: 

The course shows how contract and general equilibrium theory can help our understanding of the 

functioning of financial markets, financial access and individual welfare. We emphasize in 

particular how theory puts testable restrictions on data and on policy implications, guidance for 

intervention. Specifically, two topics will be covered in class lectures and a related third topic is 

covered via TA sessions, supplemental material and out-of-class meetings/discussion.  

 

Objective and Requirements: 

The objectives of the course are to acquire skills and to become knowledgeable of the literature, 

as usual, but more so, to actually engage in the research process: thinking and discussion, choosing 

topics, formulating specific questions, analysis, presenting and writing. The in-class lectures will 

feature specific papers but, and with as much emphasis, organized overviews of existing literature 

and other material, with references, to suggest possible research topics.  

 

The course grade will be based on:  

 Class participation, 14% 

 Six problem sets, 6% each 

 A research project with presentation to the class, 50%  

 

More information about the research proposal will be distributed shortly. A research proposal draft 

(no more than two pages long) is due on Tuesday, March 6th and will be followed by a meeting 

with the instructor and teaching assistant. Final drafts of a paper will be due in the Spring before 

generals. 
 

 

  

mailto:rtownsen@mit.edu
mailto:gek@mit.edu
http://stellar.mit.edu/S/course/14/sp18/14.772/index.html


 

 

Class Lectures 

 

Topic 1: Liquidity, Design of Payments Systems, and Monetary Policy: From Walras to 

Crypto-currency  

 

 13 in class lectures in first half of the semester 

 

Topic 2: Intermediation, Innovation and Regulation, Optimal Design of Financial Systems: 

Trading Mechanism Within and Competition across Banks, Shadow Banks, and e-

Platforms 

 

 In class lectures plus student presentations make up the second half of the 

semester 

 

Supplemental:  Models and Data for Emerging Markets and More Advanced Economies: 

Parallels and Synergies 

 

 This is material for TA sessions, occasional special discussion, and organized also 

for potential research topics  

 

 

 

In More Detail 

 

Topic 1: Liquidity, Design of Payments Systems, and Monetary Policy: From Walras 

to Cryptocurrency 

 

Lecture 1: Introduction and Motivation  

 

Methodology 

Micro-founded general equilibrium models of liquidity and money provide rich frameworks for 

understanding the meaning of institutions and markets, and collecting and organizing data, all 

with important operational implications for understanding the notion of liquidity, the design of 

payments systems, and monetary policy. Unification of various topics and tools provides 

powerful artillery to address challenging and important questions. Micro economics is combined 

with macro economics, so that both are integral to each other; economic theory is combined with 

data, for realism, formulation, and testing; countries with seemingly advanced financial markets 

are compared side by side with countries with limited infrastructure where financial access and 

use are issues, yet this brings out common concepts and issues; historical episodes are used to 

place recent contemporary experiences in context, as otherwise issues are debated narrowly, in a 

country or recent-experience context. From this it becomes clear that liquidity, payments, and 

monetary policy are intimately linked.  

 

Micro-Macro Interface: Illustrative Examples 

Thus, as illustrative examples, we can look at the recent U.S. financial crisis and slow recovery, 

featuring the enlarged balance sheet of the Federal Reserve, yet find implications for micro 



 

 

payments, so that monetary policy and payments system issues are merged; they should be 

considered jointly in any cost benefit analysis. On the micro side, there are fewer trade fails, and 

the Fed no longer has intraday credit exposure to banks as a primary concern. The conversation 

has shifted in payments from liquidity saving mechanisms to segregated reserve balance 

accounts, which can act as collateral. Still, back on the macro side there are worries about an 

expanded Fed balance sheet, even as the goal now is to reduce it. Or, another example, we can 

look at barter, currency, and media of exchange in low income countries and note the recent, 

dramatic rise of e-money, third-party payments, and fast payments, seemingly micro issues. And 

we can then turn to the U.S. where zero lower bound issues have given rise to the idea of Central 

bank e –currency. The idea is to replace paper currency using aspects of the new distributed 

ledger technology, first implemented with bitcoin.  

 

Common Issues: Virtual e-worlds 

Likewise, continuing to enumerate common issues, dealers in private e-money and paper 

currency in emerging markets face shortages of liquidity of one kind or another, one object or 

another, not unlike broker dealers in the NY financial markets who evidently face apparent 

frictions and experience shortages of various securities, so that in the end there are liquidity 

premia for assets that can be easily bought and sold. Innovative hybrid trading platforms in OTC 

markets in NY enhance liquidity and mitigate search frictions, are feasible in low and middle 

income countries, and perhaps even easier to introduce given the possibly of jumping to the latest 

technology without inherited, legacy systems, of the kind that Distributed Ledger Technologies, 

DLT, has the potential to replace. The idea here is to build infrastructure with a forward-looking 

view, informed by other countries that are, on the one hand, further along the path of 

development of financial markets but themselves constrained by out-dated legacy systems. From 

this discussion one gets the sense that a virtual world without paper currency, and with low 

transactions costs in securities approaching full neoclassical markets might seem to be close at 

hand. Scandinavian countries seem close to an e-world, indeed. 

 

Currency Remains Essential 

However, as noted, there is evidence from developed economies that there is premium on 

money-like assets, and from emerging market economies that currency remains highly important. 

In the U.S., the premium on money-like assets appears on the very short end of the yield curve of 

U.S. debt, with a sharp decline in yields in the range of up to 26 weeks. Relatedly, U.S. treasuries 

have a very high velocity of circulation. These discounts seem to have some impact on 

commercial bond interest rates and hence suggest a pathway to real outcomes. 

 This however does beg the issue of whether monetary policy should be targeting, as is 

conventional, a representative interest rate, e.g., think about the natural real rate as being lower, 

for example, or should monetary policy be concerned explicitly with the yield curve and other 

policy options. In emerging markets, ‘experiments’ with a different policy motivation have been 

conducted, bans on the use of large-domination notes; there is some evidence this impacted 

production and trade, though the evidence is mixed. This policy of removing large denomination 

notes has been suggested for the U.S. Recent policy-induced inflations, and hyperinflations, in 

Argentina and Zimbabwe, are extreme but ironic examples of the continued reliance on 

currency-based systems in some countries.  

 

Monetary Transmission Mechanisms and the Use of Micro Founded GE Models 



 

 

Nevertheless, there is a commonality across all countries: micro data and knowledge of markets 

and institutions can reveal actual micro underpinnings, obstacles and frictions; help resolve 

anomalies; reveal the transmission pathway for monetary policy; and hence influence policy 

itself. This last part is an example of the general theme which we repeat here. Micro-founded 

general equilibrium models of liquidity and money provide rich frameworks for understanding 

the meaning of institutions and markets, and collecting and organizing data, all with important 

operational implications for understanding the notion of liquidity, the design of payments 

systems, and monetary policy. 

 

Lecture 2: Bubbles with limited markets and limited participation Empirics: Assessing Dynamic 

Inefficiency 

 

Lecture 3: The Fundamentals of Models of Money and Measurement: An Overview 

 

Lecture 4: Money as a Pure Unit Of Account: Risk In Liquidity And Clearing, Trade Fails And 

Penalties, Systematic Risk And Complexity In Settlement  

  

Lecture 5: Cash Management in Village Thailand: Positive and Normative Implications 

 

Lecture 6: Money and Financial Markets with Transactions Costs and Search Frictions: An 

Overview 

 

Lecture 7: Models of Money with Spatially Separated Agents  

 

Lecture 8: Limited Repeat Interaction as with Spatial Separation: An Overview 

 

Lecture 9: Circulating Private Debt 

 

Lecture 10: High Velocity Circulating Private Debt, High Velocity Public Debt, Problems and 

Policies: An Overview 

 

Lecture 11: Fragmentation by Market, Asset and/or Trade: Key Marginal Values, Notions of 

Financial Centrality, Provision of Liquidity 

 

Lecture 12: Money and the Decentralization of Exchange 

 

Lecture 13: E-payments, Crypto Currency, and Monetary Policy - The role of crypto currency 

with and without trust, both public and private 

 

 

  



 

 

Topic 2:   Intermediation, Innovation and Regulation, Optimal Design of Financial 

Systems: Trading Mechanism Within and Competition across Banks, 

Shadow Banks, and e-Platforms  

 

Introduction to the Topic 

  

Each country has its own take on financial regulation, though there are some common elements. 

In the US, a financial crisis triggered by mortgage securitization, the eventual failure of some 

large financial institutions, and runs on financial markets such as the repo market have given rise 

to new regulations and recommendations for market design. In particular, Dodd Frank legislation 

on over-the-counter, OTC markets, moved substantial activity to central-counter-party, CCP 

exchanges. An argument was made that increasing returns to scale and externalities on these 

platforms, plus the dominance of the two key investment banks who were running the platforms, 

imply that these markets should be regulated as public utilities. Other regulations such as 

leverage ratios may have acted as a tax on financial intermediation. In any event the centralized 

repo market is now down to one CCP.  

 

Yet at the same time, the US continues to see private innovation which has arguably been 

helpful. In the NY markets we have witnessed the proliferation of alternative electronic trading 

venues for stocks, judged by some metrics to be efficient, and recent hybrid venues for bonds 

and risky securities, the latter intended to replace what some claim to be abusive OTC trade.  

 

Shadow banks have been blamed as a cause of the crisis in the US, as they replaced in value 

terms regulated deposit-taking banks. Yet with the recent rise of Fin Techs, the role of the non-

bank intermediation sector is arguable larger than it was prior to the crisis. This is the tension. 

About half of all US mortgages are now originated on e-platforms, though most of these assets 

are securitized and hence under Fannie Mae or Freddie Mac regulation. Another example of 

innovation in the U.S. a is provided by FinTechs running P2P platforms, largely for the 

refinancing credit card debt, though there are other loans such as small business lending. Though 

these e-platforms fall nominally under a myriad of laws and protections, there is in fact no 

consensus on how to regulate them, as securities companies or as banks. There is no framework. 

Traditional legislation deals with one market or security at a time. 

 

The country best known for the rise of e-commerce and innovation is China, where there are a 

few dominate players and literally hundreds of P2P and B2B platforms. Large sum of money 

move from private investors, including some small value household investors, to small and 

medium if not larger business loans. On the one hand, with government banks judged to be 

inefficient, mandated to deal with state-owned enterprise, there is a role for an informal banking 

sector. On the other hand, there have been flagrant abuses and failures. Recently the government 

imposed a series of regulations severely restricting what these platforms are allowed to do. The 

backdrop to all of this is a concern for a hard landing from double digit growth bringing a 

financial crisis. 

 

Other countries such as Mexico and India are concerned about under-financed SME’s and set up 

financial platforms for them, in part with government support and central bank guidance. 

Innovation is used to try to mitigate financial access problems, enlarging the financial system. 



 

 

Accounts receivables of small sellers of inputs can be sold to investors who then have a claim on 

larger, high-valued purchasers of those inputs, who owe the money. But India remains quite 

conservative. 

 

Thailand is spooked by its own past. It suffered a financial crisis triggered by failing finance 

companies 20 years ago, which indeed gave rise to the larger Asia crisis. Thus Thailand has been 

leery of financial innovation, relying instead on a concentrated bank-based sector. The 

government has recently allowed Fin Techs featuring third party payments but is still 

deliberating what to do about P2P financial platforms. 

 

Needed: A coherent Framework for Regulation, A Research Policy Algorithm 

 

In summary, financial regulation is not uniform; it is driven by country-specific context and 

history, quite different from one country to the next, and within some countries varying over 

time. .Largely lacking is the use of a coherent framework for regulation, certainly not one that 

can be used across diverse countries. The goal here is to provide a framework for the design and 

regulation of financial systems, a framework based on first principles that are both operational 

and robust. With that in hand, it is possible to make specific recommendations. The 

recommendation may different if the environment of countries, and economic obstacle, differ but 

the algorithm for evaluation does not vary. The idea is straight forward: specify the elements of 

the economic environment, be clear about potential obstacles to trade such as transactions costs, 

private information, and limited commitment, derive the form of ex ante optimal arrangements 

within and competition across entities, then compare and contrast to the actual arrangements, 

current regulation, and policy thinking.  

 

Trade and Exchange Mechanisms: Within 

 

Trading Mechanisms within Platforms or Auctions, Small Numbers and Problematic Obstacles 

to Exchange, Conditions for Implementation of Walrasian Equilibria  

 

Exchange Rules and Mechanism with Private Information and the Problem of Runs on Banks 

and Markets 

 

 

Configurations and Competition Across  

 

Competition across Exchanges in the Limit – Some Good Rules, Some Bad Forms of 

Competition, and Insights for Regulation  

 

Decentralization with Private Information. Competition in the space of contracts with free entry 

into intermediation  

 

Decentralization with Limited Commitment, solvency constraints 

 

Platforms and Externalities, Solutions for Pricing in Two-Sided Markets and for Fire Sales  

 



 

 

Financial Platforms: Single vs multiple vs Tiered, which to have, determined as optimal given 

key features of the underlying economic environment  

 

 

 

Supplemental:  Models and Data for Emerging Markets and More Advanced Economies: 

Parallels and Synergies 

 

Motivation: Inequality, Financial Deepening and Financial Crisis 

 

Distinguishing Micro Underpinnings with Macro Implications: Theory and Empirical Tests  

Risk Sharing and occupation choice with complete markets, transaction costs, private 

information, and limited commitment    

 

Micro-Macro Synthesis: Instrumental Variables, Response to Exogenous Policy Shocks, Parallel 

underpinnings in life cycle and  in village/community/regional models, micro foundations as in 

assumed model schemata versus data from interactive GIS data base archive, costly state 

verification as a foundation   
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Topic 1: Liquidity, Design of Payments Systems, and Monetary Policy: From Walras to 

Cryptocurrency 

 

 

Lecture 1: Introduction and Motivation  

 

Abuka, Charles et al (2017) “Monetary policy, credit dynamics, and economic activity in 

developing countries,” https://voxeu.org/article/monetary-policy-credit-dynamics-and-

economic-activity-developing-countries  

 

Bachas, Pierre, Paul Gertler, Sean Higgins, and Enrique Seira (2017 ) “Banking on Trust: How 

Debit Cards Enable the Poor to Save More,” NBER Working Paper No. 23252, 

http://www.nber.org/papers/w23252  

 

Banerjee, Abhijit and Kala, Namrata (2017), “The economic and political consequences of 

India’s demonetization,” https://voxdev.org/topic/institutions-political-

economy/economic-and-political-consequences-india-s-demonetisation  

 

Bassetto, Marco, and Christopher Phelandef (2015), “Speculative runs on interest rate pegs,” 

Journal of Monetary Economics, Volume 73, July 2015, Pages 99-114, 

https://doi.org/10.1016/j.jmoneco.2015.03.002  

 

Bateman, Joshua (2017) “Banking the unbanked in emerging markets,” Techcrunch.com, posted 

June 19, 2017.https://techcrunch.com/2017/06/19/banking-the-unbanked-in-emerging-

markets 

 

Bech, Morten L., Antoine Martin, and James McAndrews (2013), “Settlement Liquidity and 

Monetary Policy Implementation — Lessons from the Financial Crisis,” Economic 

Policy Review, Vol. 18, No. 1, 2012 

https://papers.ssrn.com/sol3/papers.cfm?abstract_id=2324422  

 

Browne, Ryan (2017) “Digital payments expected to hit 726 billion by 2020 — but cash isn't 

going anywhere yet”, CNBC.com, October 9, 2017 

https://www.cnbc.com/2017/10/09/digital-payments-expected-to-hit-726-billion-by-

2020-study-finds.html 

 

https://voxeu.org/article/monetary-policy-credit-dynamics-and-economic-activity-developing-countries
https://voxeu.org/article/monetary-policy-credit-dynamics-and-economic-activity-developing-countries
http://www.nber.org/papers/w23252
https://voxdev.org/topic/institutions-political-economy/economic-and-political-consequences-india-s-demonetisation
https://voxdev.org/topic/institutions-political-economy/economic-and-political-consequences-india-s-demonetisation
https://doi.org/10.1016/j.jmoneco.2015.03.002
https://techcrunch.com/2017/06/19/banking-the-unbanked-in-emerging-markets/
https://techcrunch.com/2017/06/19/banking-the-unbanked-in-emerging-markets/
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=2324422
https://www.cnbc.com/2017/10/09/digital-payments-expected-to-hit-726-billion-by-2020-study-finds.html
https://www.cnbc.com/2017/10/09/digital-payments-expected-to-hit-726-billion-by-2020-study-finds.html


Carlson et al (2016) “The Demand for Short-Term, Safe Assets and Financial Stability: Some 

Evidence and Implications for Central Bank Policies,” 

http://www.ijcb.org/journal/ijcb16q4a8.htm  

 

Cocco, João F., Francisco J. Gomes and Nuno C. Martins (2009), “Lending Relationships in the 

interbank market,” J. Finan. Intermediation 18 (2009) 24–48, 

http://faculty.london.edu/fgomes/cgmart.pdf  

 

Cochrane, John (2014) “Cancel currency?” The Grumpy Economist, 

https://johnhcochrane.blogspot.com/2014/12/get-rid-of-currency.html 

 

Del Negro, Marco, Domenico Giannone, Marc Giannoni, and Andrea Tambalotti (2017), 

“Safety, liquidity, and the natural rate of interest,” Working Paper, 

https://www.brookings.edu/wp-content/uploads/2017/03/4_delnegroetal.pdf  

 

Del Negro, Marco, and Christopher A. Sims (2015), “Central Bank Solvency and Inflation,” 

http://libertystreeteconomics.newyorkfed.org/2015/04/central-bank-solvency-and-

inflation.html  

 

Etsebeth, Eugéne (2017) “Cryptocurrency and Central Banks: The Quest to Dematerialize 

Money,” https://www.coindesk.com/central-banks-cryptocurrency-and-the-quest-to-

dematerialize-money/ 

 

Ingves, Stefan (2016) “Efficient payment systems and the Riksbank’s approach to cash 

distribution,” Money and Banking Conference, Central Bank of Argentina. 

http://www.bcra.gob.ar/Pdfs/Institucional/JMB2016_Ingves.pdf  

 

Innovation in Payments: The Future is Fintech BNY Mellon Report, 2015 

https://www.bnymellon.com/_global-assets/pdf/our-thinking/innovation-in-payments-the-

future-is-fintech.pdf  

 

Jack, William, Tavneet Suri, and Robert Townsend, “Monetary Theory and Electronic Money: 

Reflections on the Kenyan Experience,” Economic Quarterly, Volume 96, Number 1, 

First Quarter 2010, Pages 83–122, https://casee.asu.edu/upload/TownsendPAPER.pdf  

 

Kahn, Charles M., Francisco Rivadeneyra and Tsz-Nga Wong (2017) “E-money and Payments 

Policy,” Working Paper, http://www.bankofcanada.ca/wp-

content/uploads/2014/04/wp2014-16.pdf  

 

Koech, Janet (2011) “Hyperinflation in Zimbabwe,” Federal Reserve Bank of Dallas, 

Globalization and Monetary Policy Institute 2011 Annual Report. 

https://www.dallasfed.org/~/media/documents/institute/annual/2011/annual11b.pdf  

 

Li, Dan and Schürhoff, Norman (2014), “Dealer Networks,” Swiss Finance Institute Research 

Paper No. 14-50, https://papers.ssrn.com/sol3/papers.cfm?abstract_id=2023201  

 

http://www.ijcb.org/journal/ijcb16q4a8.htm
http://faculty.london.edu/fgomes/cgmart.pdf
https://johnhcochrane.blogspot.com/2014/12/get-rid-of-currency.html
https://www.brookings.edu/wp-content/uploads/2017/03/4_delnegroetal.pdf
http://libertystreeteconomics.newyorkfed.org/2015/04/central-bank-solvency-and-inflation.html
http://libertystreeteconomics.newyorkfed.org/2015/04/central-bank-solvency-and-inflation.html
https://www.coindesk.com/central-banks-cryptocurrency-and-the-quest-to-dematerialize-money/
https://www.coindesk.com/central-banks-cryptocurrency-and-the-quest-to-dematerialize-money/
http://www.bcra.gob.ar/Pdfs/Institucional/JMB2016_Ingves.pdf
https://www.bnymellon.com/_global-assets/pdf/our-thinking/innovation-in-payments-the-future-is-fintech.pdf
https://www.bnymellon.com/_global-assets/pdf/our-thinking/innovation-in-payments-the-future-is-fintech.pdf
https://casee.asu.edu/upload/TownsendPAPER.pdf
http://www.bankofcanada.ca/wp-content/uploads/2014/04/wp2014-16.pdf
http://www.bankofcanada.ca/wp-content/uploads/2014/04/wp2014-16.pdf
https://www.dallasfed.org/~/media/documents/institute/annual/2011/annual11b.pdf
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=2023201


Martin, Antoine, and James McAndrews (2008), “An Economic Analysis of Liquidity-Saving 

Mechanism,” FRBNY Economic Policy Review, 

https://www.newyorkfed.org/medialibrary/media/research/epr/2008/EPRvol14n2.pdf#pa

ge=33  

 

Mishra, Prachi and Montiel, Peter (2012) “How Effective is Monetary Transmission in Low-

Income Countries? A Survey of the Empirical Evidence,” IMF Working Paper WP 

12/143, https://www.imf.org/external/pubs/ft/wp/2012/wp12143.pdf  

 

Monetary Authority of Singapore (MAS) (2001) “Payment Systems In Singapore” 

http://www.mas.gov.sg/~/media/MAS/Singapore%20Financial%20Centre/Why%20Sing

apore/Payment%20and%20Settlement%20Systems%20redirect%20pages/EMEAPRedBo

okSingaporeChapter.pdf   

 

Rodrigues, Jeanette (2017) “Night Lights, Train Trips Help Study India's Cash Ban Impact” 

Bloomberg.com, November 7, 2017, 6:00 PM EST Updated on November 8, 2017, 4:38 

AM EST https://www.bloomberg.com/news/articles/2017-11-07/night-lights-and-train-

trips-help-india-study-impact-of-cash-ban  

 

Rogoff (2015) “Costs and benefits to phasing out paper currency,”  NBER Macroeconomics 

Annual, Volume 29, Number 1, http://www.journals.uchicago.edu/doi/10.1086/680657  

 

Skingsley, Cecilia (2016), “Should the Riksbank issue e-krona?” Speech,  FinTech Stockholm 

2016, Berns, https://www.bis.org/review/r161128a.pdf  

 

Suri, Tavneet (2017), “Mobile Money,” Annual Review of Economics Vol. 9, (2017): 497-520. 

http://doi.org/10.1146/annurev-economics-063016-103638  

 

Terrence Hendershott and Ananth Madhavan (2015), “Click or Call: Auction vs. Search in the 

OTC market,” THE JOURNAL OF FINANCE, VOL. LXX, NO. 1, 

http://faculty.haas.berkeley.edu/hender/Click_Call_OTC.pdf  

 

Vasilogambros, Matt (2016) “Zimbabwe’s Own U.S. Dollar Bills,” 

https://www.theatlantic.com/international/archive/2016/05/zimbabwe-money/481518/  

 

 

Lecture 2: Bubbles with limited markets and limited participation Empirics: Assessing Dynamic 

Inefficiency 

 

Abel, Andrew B., N. Gregory Mankiw, Lawrence H. Summers, Richard J. Zeckhauser (1989), 

“Assessing Dynamic Efficiency: Theory and Evidence,” The Review of Economic 

Studies, Volume 56, Issue 1, 1 January 1989, Pages 1–19, 

https://academic.oup.com/restud/article-abstract/56/1/1/1673996  

 

Bewley (1980) “The Optimum Quantity of Money,” 

https://www.minneapolisfed.org/~/media/files/pubs/books/models/pcc169.pdf?la=en  

https://www.newyorkfed.org/medialibrary/media/research/epr/2008/EPRvol14n2.pdf#page=33
https://www.newyorkfed.org/medialibrary/media/research/epr/2008/EPRvol14n2.pdf#page=33
https://www.imf.org/external/pubs/ft/wp/2012/wp12143.pdf
http://www.mas.gov.sg/~/media/MAS/Singapore%20Financial%20Centre/Why%20Singapore/Payment%20and%20Settlement%20Systems%20redirect%20pages/EMEAPRedBookSingaporeChapter.pdf
http://www.mas.gov.sg/~/media/MAS/Singapore%20Financial%20Centre/Why%20Singapore/Payment%20and%20Settlement%20Systems%20redirect%20pages/EMEAPRedBookSingaporeChapter.pdf
http://www.mas.gov.sg/~/media/MAS/Singapore%20Financial%20Centre/Why%20Singapore/Payment%20and%20Settlement%20Systems%20redirect%20pages/EMEAPRedBookSingaporeChapter.pdf
https://www.bloomberg.com/news/articles/2017-11-07/night-lights-and-train-trips-help-india-study-impact-of-cash-ban
https://www.bloomberg.com/news/articles/2017-11-07/night-lights-and-train-trips-help-india-study-impact-of-cash-ban
http://www.journals.uchicago.edu/doi/10.1086/680657
https://www.bis.org/review/r161128a.pdf
http://doi.org/10.1146/annurev-economics-063016-103638
http://faculty.haas.berkeley.edu/hender/Click_Call_OTC.pdf
https://www.theatlantic.com/international/archive/2016/05/zimbabwe-money/481518/
https://academic.oup.com/restud/article-abstract/56/1/1/1673996
https://www.minneapolisfed.org/~/media/files/pubs/books/models/pcc169.pdf?la=en


Diamond, Peter A.  (1965), “National Debt in a Neoclassical Growth Model,” The American 

Economic Review, Vol. 55, No. 5, Part 1 (Dec., 1965), pp. 1126-1150, 

http://www.jstor.org.libproxy.mit.edu/stable/1809231  

 

Geerolf, François (2017), “Reassessing Dynamic Efficiency,” Working Paper, 

http://www.econ.ucla.edu/fgeerolf/research/Efficiency_Emp.pdf  

 

Kocherlakota, Narayana R. (1992), “Bubbles and constraints on debt accumulation,” Journal of 

Economic Theory, Volume 57, Issue 1, June 1992, Pages 245-256, 

https://doi.org/10.1016/S0022-0531(05)80052-3 

 

Santos, Manuel S., and Michael Woodford (1997), “Rational Asset Pricing Bubbles,” 

Econometrica, Vol. 65, No. 1 (Jan., 1997), pp. 19-57, 

https://www.jstor.org/stable/2171812  

 

Tirole, Jean (1985), “Asset Bubbles and Overlapping Generations,” Econometrica, Vol. 53, No. 

6 (Nov., 1985), pp. 1499-1528, http://www.jstor.org/stable/1913232  

 

Woodford, Michael (1990), “Public Debt as Private Liquidity,” The American Economic Review 

Vol. 80, No. 2, Papers and Proceedings of the Hundred and Second Annual Meeting of the 

American Economic Association (May, 1990), pp. 382-388 

http://www.jstor.org/stable/2006605  

 

 

Lecture 3: The Fundamentals of Models of Money and Measurement: An Overview 

 

Adrian, Tobias and Hyun Song Shin (2009) “Money, Liquidity, and Monetary Policy,” FRBNY 

Staff Report no. 360 

https://www.newyorkfed.org/medialibrary/media/research/staff_reports/sr360.pdf   

 

Adrian, Tobias, and Fernando Duarte (2016), “Financial Vulnerability and Monetary Policy,” 

Staff Report No. 804, December 2016 

https://www.newyorkfed.org/medialibrary/media/research/staff_reports/sr804.pdf?la=en 

 

Angeletos, George-Marios, Fabrice Collard, and Harris Dellas (2016), “Public Debt as Private 

Liquidity: Optimal Policy,” Working Paper, https://economics.mit.edu/files/12119  

 

Auclert, Adrien (2017), “Monetary Policy and the Redistribution Channel,” Working Paper 

https://web.stanford.edu/~aauclert/mp_redistribution.pdf 

 

Bewley (1980) “The Optimum Quantity of Money,” 

https://www.minneapolisfed.org/~/media/files/pubs/books/models/pcc169.pdf?la=en  

 

Beraja, Martin, Andreas Fuster, Erik Hurst, and Joseph Vavra (2015), “Regional Heterogeneity 

and Monetary Policy,” FRBNY Staff Report No. 731, June 2015, Revised August 2017  

https://www.newyorkfed.org/medialibrary/media/research/staff_reports/sr731.pdf 

http://www.jstor.org.libproxy.mit.edu/stable/1809231
http://www.econ.ucla.edu/fgeerolf/research/Efficiency_Emp.pdf
https://doi.org/10.1016/S0022-0531(05)80052-3
https://www.jstor.org/stable/2171812
http://www.jstor.org/stable/1913232
http://www.jstor.org/stable/2006605
https://www.newyorkfed.org/medialibrary/media/research/staff_reports/sr360.pdf
https://www.newyorkfed.org/medialibrary/media/research/staff_reports/sr804.pdf?la=en
https://www.newyorkfed.org/medialibrary/media/research/staff_reports/sr804.pdf?la=en
https://economics.mit.edu/files/12119
https://web.stanford.edu/~aauclert/mp_redistribution.pdf
https://web.stanford.edu/~aauclert/mp_redistribution.pdf
https://www.minneapolisfed.org/~/media/files/pubs/books/models/pcc169.pdf?la=en
https://www.newyorkfed.org/medialibrary/media/research/staff_reports/sr731.pdf
https://www.newyorkfed.org/medialibrary/media/research/staff_reports/sr731.pdf


 

Bianchi, Javier, and Saki Bigio (2017) “Banks, Liquidity Management, and Monetary Policy,” 

Federal Reserve Bank of Minneapolis Staff Report 503, 

https://www.minneapolisfed.org/research/sr/sr503.pdf  

 

Briglevics, Tamás and Scott Schuh (2015) “An Initial Look at how the electronic Payments 

Transformation is changing Consumer Payments” in International Cash Conference 

2014: The usage, cost and benefits of cash revisited, Deutsche Bundesbank, 2014, 391-

401. 

 

Briglevics, Tamás and Scott Schuh (2014), “US Consumer Demand for Cash in the Era of Low 

Interest Rates and Electronic Payments,” ECB Working Paper No. 1660, 

https://www.ecb.europa.eu/pub/pdf/scpwps/ecbwp1660.pdf  

 

Buera, Francisco, and Juan Pablo Nicolini (2014), “Liquidity Traps and Monetary Policy: 

Managing a Credit Crunch,” FRB-Minneapolis Working Paper 714, July 2014 

https://www.minneapolisfed.org/research/wp/wp714.pdf 

 

Caballero, Ricardo J., and Arvind Krishnamurthy (2005), “Bubbles and Capital Flow Volatility: 

Causes and Risk Management,” NBER Working Paper 11618 

http://www.nber.org/papers/w11618 

 

Cass, David, Masahiro Okuno, and Itzhak Zilcha (1978), “The Role of Money in Supporting the 

Pareto Optimality of Competitive Equilibrium in Consumption Loan Type Models,” 

Federal Reserve Bank of Minneapolis Conference, 

https://www.minneapolisfed.org/~/media/files/pubs/books/models/cp13.pdf?la=en 

 

Del Negro, Marco., Marc P. Giannoni, Domenico Giannone, and Andrea Tambolotti (2017), 

“Safety, Liquidity, and the Natural Rate of Interest,” Number 812, Staff reports, 

https://www.brookings.edu/wp-content/uploads/2017/08/delnegrotextsp17bpea.pdf  

  

Diamond, Peter A. (1965) “National Debt in a Neoclassical Growth Model,” American 

Economic Review, 55 (5): 1126-1150. 

http://people.hss.caltech.edu/~camerer/SS280/DiamondAER65.pdf 

 

Doepke, Matthias, and Martin Schneider (2006), “Inflation and the Redistribution of Nominal 

Wealth,” Journal of Political Economy, 2006, vol. 114, no. 6, pp 1069-1097, 

http://faculty.wcas.northwestern.edu/~mdo738/research/Doepke_Schneider_JPE_06.pdf  

 

Drechsler, Itamar, Alexi Savov and Philipp Schnabl (2017), “The Deposits Channel of Monetary 

Policy,” The Quarterly Journal of Economics, Volume 132, Issue 4, 1 November 2017, 

Pages 1819–1876, https://doi.org/10.1093/qje/qjx019 

 

Holmstrom, Bengt, and Jean Tirole (1997), “Financial Intermediation, Loanable Funds, and the 

Real Sector,” The Quarterly Journal of Economics, Vol. 112, No. 3 (Aug., 1997), pp. 

663-691 http://www.jstor.org.libproxy.mit.edu/stable/2951252  

https://www.minneapolisfed.org/research/sr/sr503.pdf
https://www.ecb.europa.eu/pub/pdf/scpwps/ecbwp1660.pdf
https://www.minneapolisfed.org/research/wp/wp714.pdf
https://www.minneapolisfed.org/research/wp/wp714.pdf
http://www.nber.org/papers/w11618
http://www.nber.org/papers/w11618
https://www.minneapolisfed.org/~/media/files/pubs/books/models/cp13.pdf?la=en
https://www.minneapolisfed.org/~/media/files/pubs/books/models/cp13.pdf?la=en
https://www.brookings.edu/wp-content/uploads/2017/08/delnegrotextsp17bpea.pdf
http://people.hss.caltech.edu/~camerer/SS280/DiamondAER65.pdf
http://faculty.wcas.northwestern.edu/~mdo738/research/Doepke_Schneider_JPE_06.pdf
https://doi.org/10.1093/qje/qjx019
http://www.jstor.org.libproxy.mit.edu/stable/2951252


 

Gertler, Mark and Nobuhiro Kiyotaki (2010), “Financial Intermediation and Credit Policy in 

Business Cycle Analysis,” 

https://www.princeton.edu/~kiyotaki/papers/gertlerkiyotakiapril6d.pdf 

 

Gomes, Joao, Urban Jermann, and Lukas Schmid (2016), “Sticky Leverage,” American 

Economic Review, vol. 106, no. 12, December 2016, (pp. 3800-3828) 

https://www.aeaweb.org/articles?id=10.1257/aer.20130952  

 

Green, Edward J. and Ruilin Zhou (2005), “Money as a Mechanism in a Bewley Economy,” 

International Economic Review, Volume 46, Issue 2, Pages 351–37, 

http://onlinelibrary.wiley.com/doi/10.1111/j.1468-2354.2005.00321.x/abstract  

 

Jermann, Urban, and Vincenzo Quadrini (2012), “Macroeconomic Effects of Financial Shocks,” 

American Economic Review 2012, 102(1): 238–271, 

https://www.aeaweb.org/articles/pdf/doi/10.1257/aer.102.1.238  

 

Kiatsakuldecha, Paphon (nd.), “Durables, Capital, and Credit in Developing Economies,”  

Research note. 

 

Levine, David K. (1989), “Efficiency and the Value of Money,” The Review of Economic 

Studies, Vol. 56, No. 1 (Jan., 1989), pp. 77-88, http://www.jstor.org/stable/2297750  

 

Martin, Alberto, and Jaume Ventura (2014), “Managing credit bubbles,” VOX, CEPR's Policy 

Portal http://voxeu.org/article/managing-credit-bubbles 

 

Paweenawat, Archawa, and Robert M. Townsend (2012), “Village Economic Accounts: Real 

and Financial Intertwined,” American Economics Review, Vol. 102, No. 3, (pp. 441-46) 

 

Piazzesi-Schneider (2017): “Payments, Credit and Asset Prices,” Working Paper, 

https://web.stanford.edu/~piazzesi/payments.pdf   

 

Piazzesi, Monika and Martin Schneider (2017), “Payments, Credit and Asset Prices,” 

https://web.stanford.edu/~piazzesi/payments.pdf 

 

Samphantharak, Krislert, Scott Schuh, and Robert M. Townsend (2016), “Integrated Household 

Surveys: An Assessment of U.S. Methods and an Innovation,” Federal Reserve Bank of 

Boston Working Paper, https://www.bostonfed.org/-

/media/Documents/Workingpapers/PDF/2017/wp1707.pdf  

 

Samuelson (1958) “An Exact Consumption-Loan Model of Interest with or without the Social 

Contrivance of Money,” https://www.jstor.org/stable/1826989  

 

Santos, Manuel S. (2006), “Value of money in a dynamic equilibrium model,” Journal of 

Economic Theory, Volume 27, Issue 1, pp 39–58. 

https://link.springer.com/article/10.1007/s00199-004-0552-y  

https://www.princeton.edu/~kiyotaki/papers/gertlerkiyotakiapril6d.pdf
https://www.princeton.edu/~kiyotaki/papers/gertlerkiyotakiapril6d.pdf
https://www.aeaweb.org/articles?id=10.1257/aer.20130952
http://onlinelibrary.wiley.com/doi/10.1111/j.1468-2354.2005.00321.x/abstract
http://www.jstor.org/stable/2297750
http://voxeu.org/article/managing-credit-bubbles
http://voxeu.org/article/managing-credit-bubbles
https://web.stanford.edu/~piazzesi/payments.pdf
https://web.stanford.edu/~piazzesi/payments.pdf
https://web.stanford.edu/~piazzesi/payments.pdf
https://www.bostonfed.org/-/media/Documents/Workingpapers/PDF/2017/wp1707.pdf
https://www.bostonfed.org/-/media/Documents/Workingpapers/PDF/2017/wp1707.pdf
https://www.jstor.org/stable/1826989
https://link.springer.com/article/10.1007/s00199-004-0552-y


 

Srivisal, Narapong (2014) “Essays in Financial Economics” Ph.D. Dissertation, University of 

Chicago.  

https://search.proquest.com/pqdtglobal/docview/1521770597/4FBDF2901CAE4D74PQ/

1?accountid=12492  

 

Tobin, James (1978), “Discussion,” Federal Reserve Bank of Minneapolis Conference, 

https://www.minneapolisfed.org/~/media/files/pubs/books/models/cp83.pdf?la=en 

 

Uhlig, Harald (2005), “What are the effects of monetary policy on output? Results from an 

agnostic identification procedure,” Journal of Monetary Economics, Volume 52, Issue 2, 

March 2005, Pages 381-419, https://doi.org/10.1016/j.jmoneco.2004.05.007  

 

Woodford, Michael (1990) “Public Debt as Private Liquidity,” 

http://www.jstor.org/stable/2006605  

 

 

 

Lecture 4: Money as a Pure Unit Of Account: Risk In Liquidity And Clearing, Trade Fails And 

Penalties, Systematic Risk And Complexity In Settlement  

 

Bech, Morten L., Antoine Martin and James McAndews (2012). “Settlement Liquidity and 

Monetary Policy Implementation Lessons from the Financial Crisis,” Economic Policy 

Review, Federal Reserve Bank of New York, March 2012. 

https://www.newyorkfed.org/medialibrary/media/research/epr/forthcoming/1202mart.pdf  

 

Bech, Morten L., and Rod Garratt (2003), “The intraday liquidity management game,” Journal of 

Economic Theory, Volume 109, Issue 2, April 2003, Pages 198-219, 

https://doi.org/10.1016/S0022-0531(03)00016-4  

 

Cipolla, Carlo M.  (l956), “Money, prices, and civilization in the Mediterranean world, fifth to 

seventeenth century,” Princeton University Press. 

https://books.google.com/books/about/Money_Prices_and_the_Civilization_in_the.html?

id=OzUcnAEACAAJ  

 

Copeland, Adam, Darrell Duffie, Antoine Martin, and Susan McLaughlin (2012) “Key 

Mechanics of the U.S. Tri-Party Repo Market,” FRBNY Economic Policy Review / 

Forthcoming 

https://www.newyorkfed.org/medialibrary/media/research/epr/2012/1210cope.pdf 

 

Dandekar, Pranav, Ashish Goel, Ramesh Govindan and Ian Post (2012) “Liquidity in Credit 

Networks: A Little Trust Goes a Long Way,” Working Paper, 

https://arxiv.org/pdf/1007.0515.pdf 

 

Dubey, Pradeep (1982). “Price-Quantity Strategic Market Games,” Econometrica, vol. 50(1), 

pp.111-126. https://www.jstor.org/stable/1912532 

https://search.proquest.com/pqdtglobal/docview/1521770597/4FBDF2901CAE4D74PQ/1?accountid=12492
https://search.proquest.com/pqdtglobal/docview/1521770597/4FBDF2901CAE4D74PQ/1?accountid=12492
https://www.minneapolisfed.org/~/
https://www.minneapolisfed.org/~/
https://doi.org/10.1016/j.jmoneco.2004.05.007
http://www.jstor.org/stable/2006605
https://www.newyorkfed.org/medialibrary/media/research/epr/forthcoming/1202mart.pdf
https://doi.org/10.1016/S0022-0531(03)00016-4
https://books.google.com/books/about/Money_Prices_and_the_Civilization_in_the.html?id=OzUcnAEACAAJ
https://books.google.com/books/about/Money_Prices_and_the_Civilization_in_the.html?id=OzUcnAEACAAJ
https://www.newyorkfed.org/medialibrary/media/research/epr/2012/1210cope.pdf
https://arxiv.org/pdf/1007.0515.pdf
https://www.jstor.org/stable/1912532


 

Dubey, Pradeep, John Geanakoplos and Martin Shubik (2005). “Default and Punishment in 

General Equilibrium,” Econometrica, vol. 73(1), pp. 1-37. 

http://onlinelibrary.wiley.com/doi/10.1111/j.1468-0262.2005.00563.x/abstract  

 

Fleming, Michael J. and Kenneth D. Garbade (2005). “Explaining settlement fails,” Current 

Issues in Economics and Finance, Federal Reserve Bank of New York, vol. 11, 

September 2005. https://www.newyorkfed.org/research/current_issues/ci11-9.html  

 

Garbade, Kenneth D., Frank M. Keane, Lorie Logan, Amanda Stokes and Jennifer Wolgemuth 

(2010). “The introduction of the TMPG fails charge for U.S. Treasury securities,” 

Economic Policy Review, Federal Reserve Bank of New York, October, pp. 45-71.  

https://www.newyorkfed.org/research/epr/10v16n2/1010garb.html  

 

Güntzer, Michael M., Dieter Jungnickel and Matthias Leclerc (1998). “Efficient algorithms for 

the clearing of interbank payments,” European Journal of Operational Research, vol. 

106(1), pp. 212-219. 

https://www.sciencedirect.com/science/article/pii/S0377221797002658 

 

Jurgilas Marius and Antoine Martin (2010) “Liquidity-Saving Mechanisms in Collateral-Based 

RTGS Payment Systems” FRBNY Staff Report no. 438 

https://www.newyorkfed.org/medialibrary/media/research/staff_reports/sr438.pdf  

 

Kuussaari, Harri (1996). “Systemic Risk in the Finnish Payment System: an Empirical 

Investigation,” Bank of Financial Discussion Papers, March 1996. 

https://helda.helsinki.fi/bof/handle/123456789/7879  

 

Lewis, Antony (2014) “Ripple Explained: Medieval Banking with a Digital Twist” Coindesk, 

May 11, 2014, https://www.coindesk.com/ripple-medieval-banking-digital-twist/ 

 

Michael Fleming, Frank Keane, Antoine Martin, and Michael McMorrow (2014), “Measuring 

Settlement Fails,” http://libertystreeteconomics.newyorkfed.org/2014/09/measuring-

settlement-fails.html 

 

PWC (2008), “Failed Trades,” https://www.pwc.co.uk/services/business-

recovery/administrations/lehman/lehmans-stakeholder-failed-trades.html 

 

Rennison, Joe (2016), “Trade failures of US bonds hit $456bn,” Financial Times, March 24, 

2016 https://www.ft.com/content/fbb511cc-f20a-11e5-aff5-19b4e253664a 

 

TMPG (2017), “Clearing and Settling in the Treasury Market,” Nov 28, 2017 

https://www.newyorkfed.org/medialibrary/media/newsevents/events/markets/2017/tmpg-

171128.pdf 

 

Townsend, Robert (1990). “Financial Structure an Economic Organization”. Basil Blackwell Inc. 

http://www.robertmtownsend.net/content/financial-structure-and-economic-organization  

http://onlinelibrary.wiley.com/doi/10.1111/j.1468-0262.2005.00563.x/abstract
https://www.newyorkfed.org/research/current_issues/ci11-9.html
https://www.newyorkfed.org/research/epr/10v16n2/1010garb.html
https://www.sciencedirect.com/science/article/pii/S0377221797002658
https://www.newyorkfed.org/medialibrary/media/research/staff_reports/sr438.pdf
https://helda.helsinki.fi/bof/handle/123456789/7879
https://www.coindesk.com/ripple-medieval-banking-digital-twist/
http://libertystreeteconomics.newyorkfed.org/2014/09/measuring-settlement-fails.html
http://libertystreeteconomics.newyorkfed.org/2014/09/measuring-settlement-fails.html
http://libertystreeteconomics.newyorkfed.org/2014/09/measuring-settlement-fails.html
http://libertystreeteconomics.newyorkfed.org/2014/09/measuring-settlement-fails.html
http://libertystreeteconomics.newyorkfed.org/2014/09/measuring-settlement-fails.html
https://www.pwc.co.uk/services/business-recovery/administrations/lehman/lehmans-stakeholder-failed-trades.html
https://www.pwc.co.uk/services/business-recovery/administrations/lehman/lehmans-stakeholder-failed-trades.html
https://www.ft.com/content/fbb511cc-f20a-11e5-aff5-19b4e253664a
https://www.newyorkfed.org/medialibrary/media/newsevents/events/markets/2017/tmpg-171128.pdf
https://www.newyorkfed.org/medialibrary/media/newsevents/events/markets/2017/tmpg-171128.pdf
http://www.robertmtownsend.net/content/financial-structure-and-economic-organization


 

Townsend, Robert M. (1983) “Financial Structure and Economic Activity” American Economic 

Review, 73 (5): 895-911 http://www.jstor.org.libproxy.mit.edu/stable/1814661 

 

International Best Practice Core Principles 

Chatterjee, Satyajit, Dean Corbae, Makoto Nakajima, and José-Víctor Ríos-Rull (2007), “A 

Quantitative Theory of Unsecured Consumer Credit with Risk of Default,” Econometrica 

75 (6): 1525-589 http://onlinelibrary.wiley.com/doi/10.1111/j.1468-

0262.2007.00806.x/abstract  

 

Corbae, Dean, and Pablo D'Erasmo (2017), “Reorganization or Liquidation: Bankruptcy Choice 

and Firm Dynamics,” NBER Working Paper 23515 http://www.nber.org/papers/w23515  

 

Monnet, Cyril and Thomas Nellen (2014), “The Collateral Costs of Clearing,” SNB Working 

Papers, 4/2014 

https://www.snb.ch/n/mmr/reference/working_paper_2014_04/source/working_paper_20

14_04.n.pdf  

 

 

Lecture 5: Cash Management in Village Thailand: Positive and Normative Implications 

 

Alvarez, Fernando, Anan Pawasutipaisit, and Robert Townsend (2017), “Cash Management in 

Village Thailand: Positive and Normative Implications,” Working Paper. 

 

Lecture 6: Money and Financial Markets with Transactions Costs and Search Frictions: An 

Overview 

 

Transaction Costs 

Alvarez, Fernando E., and Francesco Lippi (2008), “Financial Innovation and the Transactions 

Demand for Cash,” NBER Working Paper No. 13416, , 

http://www.nber.org/papers/w13416 

 

Alvarez, Fernando, Francesco Lippi, and Roberto Robatto (2017) “Cost of Inflation in Inventory 

Theoretical Models” Working paper. 

https://economicdynamics.org/meetpapers/2017/paper_490.pdf  

 

Amberg, Niklas, Tor Jacobson, Erik von Schedvin, Robert Townsend (2016), “Curbing Shocks 

to Corporate Liquidity: The Role of Trade Credit,” NBER Working Paper No. 22286, 

Issued in May 2016, http://www.nber.org/papers/w22286  

 

da Costa, Carlos E., and Ivan Werning (2007), “On the Optimality of the Friedman Rule with 

Heterogeneous Agents and Non-Linear Income Taxation,” Working paper. 

http://economics.mit.edu/files/1268  

 

http://www.jstor.org.libproxy.mit.edu/stable/1814661
http://onlinelibrary.wiley.com/doi/10.1111/j.1468-0262.2007.00806.x/abstract
http://onlinelibrary.wiley.com/doi/10.1111/j.1468-0262.2007.00806.x/abstract
http://www.nber.org/papers/w23515
https://www.snb.ch/n/mmr/reference/working_paper_2014_04/source/working_paper_2014_04.n.pdf
https://www.snb.ch/n/mmr/reference/working_paper_2014_04/source/working_paper_2014_04.n.pdf
http://www.nber.org/papers/w13416
https://economicdynamics.org/meetpapers/2017/paper_490.pdf
http://www.nber.org/papers/w22286
http://economics.mit.edu/files/1268


Farhi, Emmanuel, and Ivan Werning (2016), “A Theory of Macroprudential Policies in the 

Presence of Nominal Rigidities,” Econometrica 84 (5): 1645-1704. 

https://scholar.harvard.edu/files/farhi/files/generic_revision.pdf 

 

Fischer, Stanley (1981), “Towards an understanding of the costs of inflation: II,” Carnegie-

Rochester Conference Series on Public Policy, Volume 15, 1981, Pages 5-41 

https://doi.org/10.1016/0167-2231(81)90016-6 

 

Fulford, Scott Scott Schuh (2017), “Credit Card Utilization and Consumption over the Life 

Cycle and Business Cycle,” FRB-Boston Working Paper 17–14 

https://www.bostonfed.org/publications/research-department-working-paper/2017/credit-

card-utilization-and-consumption-over-the-life-cycle-and-business-cycle.aspx  

 

Kaplan, Greg, Benjamin Moll, and Giovanni L. Violante (2017), “Monetary Policy According to 

HANK,” Working Paper, http://www.princeton.edu/~moll/HANK.pdf  

 

Kaplan, Greg, and Giovanni L. Violante (2014), “A Model of the Consumption Response to 

Fiscal Stimulus Payments,” NBER Working Paper No. 17338, 

http://www.nber.org/papers/w17338  

 

Lagos, Ricardo, Guillaume Rocheteau, and Randall Wright (2017), “Liquidity: A New 

Monetarist Perspective” Journal of Economic Literature 55 (2): 371-440. 

https://www.aeaweb.org/articles?id=10.1257/jel.20141195  

 

Lucas, Robert E., Jr. (1981). "Discussion of: Stanley Fischer, 'Towards an Understanding of the 

Costs of Inflation II.'". Carnegie-Rochester Conference Series on Public Policy. 15: 43–

52. https://doi.org/10.1016/0167-2231(81)90017-8  

 

Lucas, Robert E. Jr. (2000), “Inflation and Welfare,” Econometrica 68 (2): 247–274. 

http://www.jstor.org/stable/2999427 

 

Lucas Jr., Robert E. and Juan Pablo Nicolini (2015), “On the Stability of Money Demand,” FRB-

Minneapolis WP 718, https://minneapolisfed.org/research/wp/wp718.pdf  

 

Mulligan, Casey B. (1997), “Scale Economies, the Value of Time, and the Demand for Money: 

Longitudinal Evidence from Firms,” Journal of Political Economy, 105(5), 1061-1079.  

http://www.jstor.org.libproxy.mit.edu/stable/10.1086/262105 

 

Mulligan, Casey B., and Xavier Sala‐i‐Martin (2000), “Extensive Margins and the Demand for 

Money at Low Interest Rates” Journal of Political Economy 108 (5) : 961-91 

http://www.jstor.org.libproxy.mit.edu/stable/10.1086/317676  

 

Starr, Ross M. (2003), “Monetary general equilibrium with transaction costs,” Journal of 

Mathematical Economics, Volume 39, Issues 3–4, June 2003, Pages 335-354, 

https://www.sciencedirect.com/science/article/pii/S030440680300051X  

 

https://scholar.harvard.edu/files/farhi/files/generic_revision.pdf
https://doi.org/10.1016/0167-2231(81)90016-6
https://www.bostonfed.org/publications/research-department-working-paper/2017/credit-card-utilization-and-consumption-over-the-life-cycle-and-business-cycle.aspx
https://www.bostonfed.org/publications/research-department-working-paper/2017/credit-card-utilization-and-consumption-over-the-life-cycle-and-business-cycle.aspx
http://www.princeton.edu/~moll/HANK.pdf
http://www.nber.org/papers/w17338
https://www.aeaweb.org/articles?id=10.1257/jel.20141195
https://doi.org/10.1016/0167-2231(81)90017-8
http://www.jstor.org/stable/2999427
https://minneapolisfed.org/research/wp/wp718.pdf
http://www.jstor.org.libproxy.mit.edu/stable/10.1086/262105
http://www.jstor.org.libproxy.mit.edu/stable/10.1086/317676
https://www.sciencedirect.com/science/article/pii/S030440680300051X


 

Search Frictions 

Armenter, Roc, and Benjamin R. Lester (2015), Excess Reserves and Monetary Policy 

Normalization, FRB of Philadelphia Working Paper No. 15-35, 

https://papers.ssrn.com/sol3/papers.cfm?abstract_id=2669404 

 

Cocco, João F., Francisco J. Gomes, and Nuno C. Martins (2009), “Lending relationships in the 

interbank market,” Journal of Financial Intermediation 2009 18(1):24-48 

https://doi.org/10.1016/j.jfi.2008.06.003 

 

Dan Li and Norman Schuerhoff (2012), “Dealer Networks: Market Quality in Over-The-Counter 

Markets,” FRBNY, 

https://www.newyorkfed.org/medialibrary/media/research/conference/2012/MP_Worksh

op/Li_Schuerhoff_dealer_networks.pdf 

 

Duffie, Darrell, Nicolae Gârleanu, and Lasse Heje Pedersen (2005), “Over-the-Counter 

Markets.”  Econometrica 73, no. 6: 1815-1847, 

http://www.jstor.org.libproxy.mit.edu/stable/3598752 

 

Hendershott, Terrence, and Ananth Madhavan (2015), “Click or Call? Auction versus Search in 

the Over-the-Counter Market.” Journal Of Finance 70, no. 1: 419-447 

http://onlinelibrary.wiley.com/doi/10.1111/jofi.12164/pdf 

 

Lagos, Ricardo, Guillaume Rocheteau, and Randall Wright (2017) “Liquidity: A New Monetarist 

Perspective” Journal of Economic Literature 55 (2): 371-440. https://pubs-aeaweb-

org.libproxy.mit.edu/doi/pdfplus/10.1257/jel.20141195  

 

Trejos, Alberto and Randall Wright (2014), “Search-Based Models of Money and Finance: An 

Integrated Approach,” FRB-Minneapolis Working Paper 709, March 2014 

https://www.minneapolisfed.org/research/wp/wp709.pdf 

 

 

 

Lecture 7: Models of Money with Spatially Separated Agents  

 

Manuelli, Rodolfo, and Thomas J. Sargent (1988), “Longer Trading Periods in a Townsend 

Turnpike Model,” Working Paper, file:///C:/Users/Gabriel%20K/Downloads/RP1025.pdf  

 

Manuelli, Rodolfo, and Thomas J. Sargent (2010, “Alternative Monetary Policies in a Turnpike 

Environment,” https://www.cambridge.org/core/journals/macroeconomic-

dynamics/article/alternative-monetary-policies-in-a-turnpike-

economy/C2C77CCE59A3902D101AE69970AD8F46  

 

Townsend, Robert M. (1980), “Models of Money with Spatially Separated Agents,” In Models 

of Monetary Economies, John Kareken and Neil Wallace, eds., Federal Reserve Bank of 

Minneapolis, 1980: 265-303. 

https://papers.ssrn.com/sol3/papers.cfm?abstract_id=2669404
https://doi.org/10.1016/j.jfi.2008.06.003
https://www.newyorkfed.org/medialibrary/media/research/conference/2012/MP_Workshop/Li_Schuerhoff_dealer_networks.pdf
https://www.newyorkfed.org/medialibrary/media/research/conference/2012/MP_Workshop/Li_Schuerhoff_dealer_networks.pdf
https://www.newyorkfed.org/medialibrary/media/research/conference/2012/MP_Workshop/Li_Schuerhoff_dealer_networks.pdf
http://www.jstor.org.libproxy.mit.edu/stable/3598752
http://www.jstor.org.libproxy.mit.edu/stable/3598752
http://onlinelibrary.wiley.com/doi/10.1111/jofi.12164/pdf
http://onlinelibrary.wiley.com/doi/10.1111/jofi.12164/pdf
https://pubs-aeaweb-org.libproxy.mit.edu/doi/pdfplus/10.1257/jel.20141195
https://pubs-aeaweb-org.libproxy.mit.edu/doi/pdfplus/10.1257/jel.20141195
https://www.minneapolisfed.org/research/wp/wp709.pdf
https://www.minneapolisfed.org/research/wp/wp709.pdf
file:///C:/Users/Gabriel%20K/Downloads/RP1025.pdf
https://www.cambridge.org/core/journals/macroeconomic-dynamics/article/alternative-monetary-policies-in-a-turnpike-economy/C2C77CCE59A3902D101AE69970AD8F46
https://www.cambridge.org/core/journals/macroeconomic-dynamics/article/alternative-monetary-policies-in-a-turnpike-economy/C2C77CCE59A3902D101AE69970AD8F46
https://www.cambridge.org/core/journals/macroeconomic-dynamics/article/alternative-monetary-policies-in-a-turnpike-economy/C2C77CCE59A3902D101AE69970AD8F46


http://m.robertmtownsend.net/sites/default/files/files/papers/published/ModelsofMoney19

80.pdf   

 

Lecture 8: Limited Repeat Interaction as with Spatial Separation: An Overview 

 

Chan, K. S., J. T. Lai, I. K. M. Yan, and V. Dang (2011), “Provincial and Regional Capital 

Mobility in China: 1978-2006,” Discussion paper. 

http://www.hkimr.org/uploads/seminars/49/sem_paper_0_397_20110303_paper.pdf  

 

Crump, Richard and David Lucca (2012), “Is U.S. Monetary Policy Seasonal?” Liberty Street 

Economics, newyorkfed.org, October 01, 2012 

http://libertystreeteconomics.newyorkfed.org/2012/10/is-us-monetary-policy-

seasonal.html  

 

Dekle, R. (1996): “Saving-investment associations and capital mobility On the evidence from 

Japanese regional data,” Journal of International Economics, 41(1-2), 53–72. 

https://doi.org/10.1016/S0022-1996(96)01426-2  

Dimand, Robert W. (2003), “Competing visions for the U.S. monetary system, 1907-1913: the 

quest for an elastic currency and the rejection of Fisher’s compensated dollar rule for 

price stability ,” Papers in Political Economy 2003/2 (n° 45), 

https://www.cairn.info/revue-cahiers-d-economie-politique-2003-2-page-101.htm 

 

Feldstein, Martin, and Charles Horioka (1980), “Domestic Saving and International Capital 

Flows,” The Economic Journal, Vol. 90, No. 358, pp. 314-329, 

http://www.jstor.org/stable/2231790  

 

Freeman, Scott (1996) “The Payments System, Liquidity, and Rediscounting,” The American 

Economic Review, 86 (5): 1126-1138  https://www.jstor.org/stable/2118282  

 

Friedman, Milton, and Anna J. Schwartz (1963) A monetary history of the United States, 1867-

1960. Princeton: Princeton University Press. 

 

Heller, Walter Perrin, and Ross M. Starr (1976), “Equilibrium with Non-Convex Transactions 

Costs: Monetary and Non-Monetary Economies,” The Review of Economic Studies Vol. 

43, No. 2 (Jun., 1976), pp. 195-215 http://www.jstor.org.libproxy.mit.edu/stable/2297318  

 

James Jaeger (2008), “Elastic Currency: Inelastic Economy,” 

http://www.jaegerresearchinstitute.org/articles/elastic.htm 

 

Kehoe, Timothy J., David K. Levine, and Michael Woodford (1990), “The Optimum Quantity of 

Money Revisited,” FRB-Minneapolis Working Paper 404, 1990 

https://www.minneapolisfed.org/research/wp/wp404.pdf  

 

Kiyotaki, Nobuhiro and Randall Wright (1989), “On Money as a Medium of Exchange,” Journal 

of Political Economy, vol. 97(4), pp. 927-954. https://www.jstor.org/stable/1832197  

http://m.robertmtownsend.net/sites/default/files/files/papers/published/ModelsofMoney1980.pdf
http://m.robertmtownsend.net/sites/default/files/files/papers/published/ModelsofMoney1980.pdf
http://www.hkimr.org/uploads/seminars/49/sem_paper_0_397_20110303_paper.pdf
http://libertystreeteconomics.newyorkfed.org/2012/10/is-us-monetary-policy-seasonal.html
http://libertystreeteconomics.newyorkfed.org/2012/10/is-us-monetary-policy-seasonal.html
https://doi.org/10.1016/S0022-1996(96)01426-2
https://www.cairn.info/revue-cahiers-d-economie-politique-2003-2-page-101.htm
http://www.jstor.org/stable/2231790
https://www.jstor.org/stable/2118282
http://www.jstor.org.libproxy.mit.edu/stable/2297318
http://www.jaegerresearchinstitute.org/articles/elastic.htm
https://www.minneapolisfed.org/research/wp/wp404.pdf
https://www.jstor.org/stable/1832197


Kocherlakota, Narayana R. (1992), “Bubbles and constraints on debt accumulation,” Journal of 

Economic Theory, vol. 57(1), pp. 245-256. https://doi.org/10.1016/S0022-

0531(05)80052-3  

Kocherlakota, Narayana R. (2005) “Optimal Monetary Policy: What We Know and What We 

Don’t Know,” Quarterly Review, Federal Reserve Bank of Minneapolis, October 2005. 

https://www.jstor.org/stable/3663581   

Malinowski, Bronislaw (1922). “Argonauts of the Western Pacific: An Account of Native 

Enterprise and Adventure in the Archipelagos of Melanesian New Guinea,” London: 

Routledge & Kegan Paul. https://archive.org/details/argonautsofweste00mali  

Mankiw, Gregory N. and Jeffrey A. Miron (1991). “Should the Fed Smooth Interest Rates? The 

Case of Seasonal Monetary Policy,” Carnegie-Rochester Conference Series on Public 

Policy, vol. 34, pp. 41-70. https://doi.org/10.1016/0167-2231(91)90004-O  

Manuelli, Rodolfo, and Thomas J. Sargent (1988), “Longer Trading Periods in the Townsend 

Turnpike Model,” Stanford University, Research Paper No. 1025, 1988 

https://www.gsb.stanford.edu/gsb-cmis/gsb-cmis-download-auth/315876  

 

Mankiw, N. Gregory, and Jeffrey A. Miron. 1991. "Should the Fed Smooth Interest Rates? The 

Case of Seasonal Monetary Policy." Carnegie-Rochester Conference Series On Public 

Policy no. 34: 41-69, https://doi.org/10.1016/0167-2231(91)90004-O 

Manuelli, Rodolfo & Sargent, Thomas J. (2010). “Alternative Monetary Policies In A Turnpike 

Economy,” Macroeconomic Dynamics, vol. 14(05), pp. 727-762. 

https://doi.org/10.1017/S1365100509990940  

Martin, Alberto and Jaume Ventura (2012). “Economic Growth with Bubbles”, The American 

Economic Review, vol. 102, No. 6, pp. 3033-3058 

https://www.aeaweb.org/articles?id=10.1257/aer.102.6.3033  

Miron, Jeffrey A. (1988), “The Founding of the Fed and the Destabilization of the Post-1914 

Economy,” NBER Working Paper No. 2701, 1988 

http://www.nber.org/papers/w2701.pdf  

Munyan, Benjamin (2015). “Regulatory Arbitrage in Repo Markets,” Office of Financial 

Research Working Paper No. 15-22. https://www.financialresearch.gov/working-

papers/files/OFRwp-2015-22_Repo-Arbitrage.pdf  

Paweenawat, Archawa, and Robert M. Townsend (2012), Village Economic Accounts: Real and 

Financial Intertwined, American Economic Review, Vol. 102, No. 3, (pp. 441-46) 

http://www.robertmtownsend.net/sites/default/files/files/papers/published/Villages%20-

%20AER%20PP.pdf 

 

https://doi.org/10.1016/S0022-0531(05)80052-3
https://doi.org/10.1016/S0022-0531(05)80052-3
https://www.jstor.org/stable/3663581
https://archive.org/details/argonautsofweste00mali
https://doi.org/10.1016/0167-2231(91)90004-O
https://www.gsb.stanford.edu/gsb-cmis/gsb-cmis-download-auth/315876
https://doi.org/10.1016/0167-2231(91)90004-O
https://doi.org/10.1016/0167-2231(91)90004-O
https://doi.org/10.1017/S1365100509990940
https://www.aeaweb.org/articles?id=10.1257/aer.102.6.3033
http://www.nber.org/papers/w2701.pdf
https://www.financialresearch.gov/working-papers/files/OFRwp-2015-22_Repo-Arbitrage.pdf
https://www.financialresearch.gov/working-papers/files/OFRwp-2015-22_Repo-Arbitrage.pdf
http://www.robertmtownsend.net/sites/default/files/files/papers/published/Villages%20-%20AER%20PP.pdf
http://www.robertmtownsend.net/sites/default/files/files/papers/published/Villages%20-%20AER%20PP.pdf


Pollock, Alex J. (2011), “BankThink: The Fed Gives Its Elastic Currency Mandate a Stretch,” 

AmericanBanker.com, Published December 01 2011, 4:20pm EST 

https://www.americanbanker.com/opinion/the-fed-gives-its-elastic-currency-mandate-a-

stretch  

 

Rockoff, Hugh (2015), “O.M.W. Sprague (the man who “wrote the book” on financial crises) 

and the founding of the Federal Reserve.” Special Issue: Instead of the Fed: Past and 

Present Alternatives to the Federal Reserve System, Journal of Financial Stability April 

2015 17:35-45. https://doi.org/10.1016/j.jfs.2015.01.005  

Sargent, Thomas J. And Neil Wallace (1982). “The Real-Bills Doctrine versus the Quantity 

Theory: A Reconsideration,” Journal of Political Economy, vol. 90(6), pp. 1212-1236. 

https://www.jstor.org/stable/1830945  

Serrano, C., S. A. Salazar-Altamirano, and S. V. Baez (2015), “Outlining a Regional Approach 

to Financial Savings and Intermediation in Mexico,” Discussion paper, Comision 

Nacional Bancaria y de Valores (CNBV) and Consortium on Financial Systems and 

Poverty (CFSP). 

 

Sinn, S. (1992): “Saving-Investment Correlations and Capital Mobility: On the Evidence from 

Annual Data,” Economic Journal, 102(414), 1162–70. 

https://www.jstor.org/stable/2234383  

 

Sprague, O. M. W. (1910), “History of Crises under the National Banking System,” National 

Monetary Commission (1910 [1968]), 51st CONGRESS, 2d Session, Senate Document 

No. 538 

https://mises.org/sites/default/files/History%20of%20Crises%20Under%20the%20Nation

al%20Banking%20System_3.pdf  

Tirole, Jean (1985). “Asset Bubbles and Overlapping Generations,” Econometrica, vol. 53(6), 

pp. 1499-1528. https://www.jstor.org/stable/1913232  

Townsend, Robert M. (1980). “Models of Money with Spatially Separated Agents,” in Models of 

Monetary Economies, John Kareken and Neil Wallace, eds., Federal Reserve Bank of 

Minneapolis, 1980, pp. 265-303. 

http://m.robertmtownsend.net/sites/default/files/files/papers/published/ModelsofMoney19

80.pdf  

Yang, L. (2004): “Unequal Provinces But Equal Families? An Analysis of Inequality and 

Migration in Thailand,” University of chicago dissertation. http://townsend-

thai.mit.edu/papers/students/yangthaithesis.pdf  

 

 

Lecture 9: Circulating Private Debt 

 

https://www.americanbanker.com/opinion/the-fed-gives-its-elastic-currency-mandate-a-stretch
https://www.americanbanker.com/opinion/the-fed-gives-its-elastic-currency-mandate-a-stretch
https://doi.org/10.1016/j.jfs.2015.01.005
https://www.jstor.org/stable/1830945
https://www.jstor.org/stable/2234383
https://mises.org/sites/default/files/History%20of%20Crises%20Under%20the%20National%20Banking%20System_3.pdf
https://mises.org/sites/default/files/History%20of%20Crises%20Under%20the%20National%20Banking%20System_3.pdf
https://www.jstor.org/stable/1913232
http://m.robertmtownsend.net/sites/default/files/files/papers/published/ModelsofMoney1980.pdf
http://m.robertmtownsend.net/sites/default/files/files/papers/published/ModelsofMoney1980.pdf
http://townsend-thai.mit.edu/papers/students/yangthaithesis.pdf
http://townsend-thai.mit.edu/papers/students/yangthaithesis.pdf


Townsend, Robert M., and Neil Wallace, “Circulating Private Debt: An Example with a 

Coordination Problem,” in Contractual Arrangements for Intertemporal Trade, Edward C. 

Prescott and Neil Wallace, eds., University of Minnesota Press, 1987. 

http://www.robertmtownsend.net/sites/default/files/files/papers/published/CirculatingPriv

ateDebt1987.pdf  

 

 

 

Lecture 10: High Velocity Circulating Private Debt, High Velocity Public Debt, Problems and 

Policies: An Overview 

 

Carlson, Mark, Burcu Duygan-Bump, Fabio Natalucci, Bill Nelson, Marcelo Ochoa, and Jeremy 

Stein (2016) “The Demand for Short-Term, Safe Assets and Financial Stability: Some 

Evidence and Implications for Central Bank Policies,” International Journal of Central 

Banking 12 (4): 307-333, http://www.ijcb.org/journal/ijcb16q4a8.pdf  

 

Greenwood, Robin, Samuel G. Hanson and Jeremy C. Stein (2016) “The Federal Reserve’s 

Balance Sheet as a Financial-Stability Tool” Working paper. 

https://scholar.harvard.edu/files/stein/files/jackson_hole_ghs_20160907_final.pdf  

 

Muley,  Ameya (2016) “Collateral Reuse in Shadow Banking and Monetary Policy” Job Market 

Paper, MIT, http://economics.mit.edu/files/10999  

 

Singh, M. (2011), “Velocity of Pledged Collateral: Analysis and Implications,” IMF Working 

Paper, https://www.imf.org/external/pubs/ft/wp/2011/wp11256.pdf  

 

Wheelock, David C. (2016) “New SEC Rules Cause Shift in Money Market Fund Assets” FRB-

St. Louis, working paper. https://www.stlouisfed.org/on-the-

economy/2016/september/new-sec-rules-cause-shift-money-market-fund-assets  

 

 

 

Lecture 11: Fragmentation by Market, Asset and/or Trade: Key Marginal Values, Notions of 

Financial Centrality, Provision of Liquidity 

 

Allen, Franklin and Douglas Gale (2000). “Financial Contagion,” Journal of Political Economy, 

vol. 108(1), pp. 1–33, http://www.journals.uchicago.edu/doi/abs/10.1086/262109  

 

Armenter, Roc and Benjamin Lester (2015). “Excess Reserves and Monetary Policy 

Normalization,” Working Paper. 

https://papers.ssrn.com/sol3/papers.cfm?abstract_id=2669404  

 

Bech, Moren L. and Enghin Atalay (2010). “The Topology of the Federal Funds Market,” 

Physica A: Statistical Mechanics and its Applications, vol. 389(22), pp. 5223-5246. 

https://doi.org/10.1016/j.physa.2010.05.058  

 

http://www.robertmtownsend.net/sites/default/files/files/papers/published/CirculatingPrivateDebt1987.pdf
http://www.robertmtownsend.net/sites/default/files/files/papers/published/CirculatingPrivateDebt1987.pdf
http://www.ijcb.org/journal/ijcb16q4a8.pdf
https://scholar.harvard.edu/files/stein/files/jackson_hole_ghs_20160907_final.pdf
http://economics.mit.edu/files/10999
https://www.imf.org/external/pubs/ft/wp/2011/wp11256.pdf
https://www.stlouisfed.org/on-the-economy/2016/september/new-sec-rules-cause-shift-money-market-fund-assets
https://www.stlouisfed.org/on-the-economy/2016/september/new-sec-rules-cause-shift-money-market-fund-assets
http://www.journals.uchicago.edu/doi/abs/10.1086/262109
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=2669404
https://doi.org/10.1016/j.physa.2010.05.058


Boss, Michael, Helmut Elsinger, Martin Summer and Stefan Thurner (2003). “The Network 

Topology of the Interbank Market,” Quantative Finance, vol. 4(6), pp. 677-684. 

http://www.tandfonline.com/doi/abs/10.1080/14697680400020325  

 

Chandrasekhar, Arun G., Robert Townsend, R. and Juan P. Xandri (2014). “Network Centrality 

and the Price of Personalized Debt,” mimeo MIT. 

 

The Department of the Treasury (2017) “TRACE Data Update” November 2017 powerpoint. 

https://www.treasury.gov/press-center/press-

releases/Documents/TRACE%20Deck%20Final.pdf  

 

Duffie, Darrel, Nicolae Gârleanu and Lasse Heje Pedersen (2005). “Over-the-Counter Markets,” 

Econometrica, vol. 73(6), pp. 1815-1847. 

http://onlinelibrary.wiley.com/doi/10.1111/j.1468-0262.2005.00639.x/abstract  

Freeman, Scott (1996). “Clearinghouse Banks and Banknote Over-Issue,” Journal of Monetary 

Economics, vol. 38(1), pp. 101-115. https://doi.org/10.1016/0304-3932(96)01269-X  

 

Glaeser, Edward L., and Hedi D. Kallal (1997) “Thin Markets, Asymmetric Information, and 

Mortgage-Backed Securities” Journal of Financial Intermediation 6 (1): 64-86 

https://doi.org/10.1006/jfin.1997.0209  

 

Green, Edward J. and Ruilin Zhou (1998). “A Rudimentary Random-Matching Model with 

Divisible Money and Prices,” Journal of Economic Theory, vol. 81(2), pp. 252-271. 

https://doi.org/10.1006/jeth.1997.2356  

 

Holmstrom, Bengt R. (2015) “Understanding the Role of Debt in Financial Markets,” Bank for 

International Settlements Working Paper No. 479. https://www.bis.org/publ/work479.pdf  

 

Jaramillo et al. (2012), “An Empirical Study of the Mexican Banking System Network and Its 

Implications for Systemtic Risk,” Journal of Economic Dynamics and Control Volume 

40, March 2014, Pages 242-265, https://doi.org/10.1016/j.jedc.2014.01.009  

 

Kiyotaki, Nobuhiro and Randall Wright (1989). “On Money as a Medium of Exchange,” Journal 

of Political Economy, vol. 97(4), pp. 927-954. https://www.jstor.org/stable/1832197  

 

Scott, Frame, W., Andreas Fuster, Joseph Tracy and James Vickery (2015). “The rescue of 

Fannie Mae and Freddie Mac,” Journal of Economic Perspectives, Vol. 29, No. 2, (pp. 

25-52) https://www.aeaweb.org/articles?id=10.1257/jep.29.2.25  

 

Santos, Manuel S. and Michael Woodford (1997). “Rational Asset Pricing Bubbles,” 

Econometrica, vol. 65(1), pp. 19-57. https://www.jstor.org/stable/2171812  

 

Shapley, Lloyd & Shubik, Martin (1977). “Trade Using One Commodity as a Means of 

Payment,” Journal of Political Economy, 85(5), pp.937–968. 

https://www.jstor.org/stable/1830340  

 

http://www.tandfonline.com/doi/abs/10.1080/14697680400020325
https://www.treasury.gov/press-center/press-releases/Documents/TRACE%20Deck%20Final.pdf
https://www.treasury.gov/press-center/press-releases/Documents/TRACE%20Deck%20Final.pdf
http://onlinelibrary.wiley.com/doi/10.1111/j.1468-0262.2005.00639.x/abstract
https://doi.org/10.1016/0304-3932(96)01269-X
https://doi.org/10.1006/jfin.1997.0209
https://doi.org/10.1006/jeth.1997.2356
https://www.bis.org/publ/work479.pdf
https://doi.org/10.1016/j.jedc.2014.01.009
https://www.jstor.org/stable/1832197
https://www.aeaweb.org/articles?id=10.1257/jep.29.2.25
https://www.jstor.org/stable/2171812
https://www.jstor.org/stable/1830340


Summer, M. (2013), “Financial Contagion and Network Analysis,” Annual Reviews of Financial 

Economics, 5, 1–38. http://www.annualreviews.org/doi/abs/10.1146/annurev-financial-

110112-120948  

 

Upper, Christian and Andreas Worms (2004). “Estimating bilateral exposures in the German 

interbank market: Is there a danger of contagion?” European Economic Review, vol. 

48(4), pp. 827-849. https://doi.org/10.1016/j.euroecorev.2003.12.009  

 

Vickery, James and Joshua Wright (2010) “TBA Trading and Liquidity in the Agency MBS 

Market” Federal Reserve Bank of New York Staff Report no. 468, 2010 

https://www.newyorkfed.org/medialibrary/media/research/staff_reports/sr468.pdf  

 

 

Lecture 12: Money and the Decentralization of Exchange 

 

Ostroy, Joseph M.  and Ross M. Starr (1974), “Money and the Decentralization of Exchange,” 

Econometrica, Vol. 42, No. 6 (Nov., 1974), pp. 1093-1113, 

https://www.jstor.org/stable/1914220  

 

 

Lecture 13: E-payments, Crypto Currency, and Monetary Policy - The role of crypto currency 

with and without trust, both public and private 

 

DTCC.com (2017) “DTCC & Digital Asset Move to Next Phase After Successful Proof-Of-

Concept for Repo Transactions Using Distributed Ledger Technology” DTCC.com, Feb 

27, 2017 http://www.dtcc.com/news/2017/february/27/dtcc-and-digital-asset-move-to-

next-phase  

 

Fleming, Michael, Frank Keane, Antoine Martin, and Michael McMorrow (2014), “Measuring 

Settlement Fails,” http://libertystreeteconomics.newyorkfed.org/2014/09/measuring-

settlement-fails.html  

 

Fortune.com (2017), “The Australian Securities Exchange (ASX),” 

http://fortune.com/2017/12/07/blockchain-technology-australian-securities-exchange-asx/  

 

Lucas, Robert E. and Nancy L. Stokey (1983), “Optimal fiscal and monetary policy in an 

economy without capital,” Journal of Monetary Economics, 12 (1): 55-93. 

https://doi.org/10.1016/0304-3932(83)90049-1 

 

Payments Canada (2017) “Payments Canada, Bank of Canada and TMX Group announce 

integrated securities and payment platform as next phase of Project Jasper” Payments 

Canada (www.payments.ca) https://www.payments.ca/about-us/news/payments-canada-

bank-canada-and-tmx-group-announce-integrated-securities-and-payment  

 

Raskin, Max, and David Yermack (2017), “Digital Currencies, Decentralized Ledgers, and the 

Future of Central Banking,” in Peter Conti-Brown & Rosa Lastra (eds.), Research 

http://www.annualreviews.org/doi/abs/10.1146/annurev-financial-110112-120948
http://www.annualreviews.org/doi/abs/10.1146/annurev-financial-110112-120948
https://doi.org/10.1016/j.euroecorev.2003.12.009
https://www.newyorkfed.org/medialibrary/media/research/staff_reports/sr468.pdf
https://www.jstor.org/stable/1914220
http://www.dtcc.com/news/2017/february/27/dtcc-and-digital-asset-move-to-next-phase
http://www.dtcc.com/news/2017/february/27/dtcc-and-digital-asset-move-to-next-phase
http://libertystreeteconomics.newyorkfed.org/2014/09/measuring-settlement-fails.html
http://libertystreeteconomics.newyorkfed.org/2014/09/measuring-settlement-fails.html
http://fortune.com/2017/12/07/blockchain-technology-australian-securities-exchange-asx/
https://doi.org/10.1016/0304-3932(83)90049-1
http://www.payments.ca/
https://www.payments.ca/about-us/news/payments-canada-bank-canada-and-tmx-group-announce-integrated-securities-and-payment
https://www.payments.ca/about-us/news/payments-canada-bank-canada-and-tmx-group-announce-integrated-securities-and-payment


Handbook on Central Banking, Edward Elgar Publishing, Spring 2017, Forthcoming 

https://papers.ssrn.com/sol3/papers.cfm?abstract_id=2773973  

 

Kocherlakota, Narayana R. (1996), “Money is Memory,” FRB-Minneapolis Research 

Department Staff Report 218, 1996, https://minneapolisfed.org/research/sr/sr218.pdf 

 

Townsend, Robert M. (1987), “Economic Organization with Limited Communication,” 

American Economic Review 77 (5):954-971, 

http://www.jstor.org.libproxy.mit.edu/stable/1810220  

 

Townsend, Robert M (1989), “Currency and Credit in a Private Information Economy,” Journal 

Of Political Economy 97 (6): 1323-1344 

http://www.jstor.org.libproxy.mit.edu/stable/1833241  

 

Wallace, Neil (2014), “Optimal Money Creation in 'Pure Currency' Economies: A Conjecture,” 

Quarterly Journal Of Economics 129 (1): 259-274, https://doi.org/10.1093/qje/qjt030  

 

 

 

Topic 2:   Intermediation, Innovation and Regulation, Optimal Design of Financial 

Systems: Trading Mechanism Within and Competition across Banks, Shadow 

Banks, and e-Platforms 

 

To be added. 

 

 

 

 

Supplemental: Models and Data for Emerging Markets and More Advanced Economies: 

Parallels and Synergies 

 

Motivation: Inequality, Financial Deepening and Crisis 

 

Topics: Income inequality, Income distribution, Developed countries, Economic growth, Income 

level, Developing countries, Economic trends, Income shares, Share distribution of 

income, Industrialization 

 

De Nardi, Mariacristina, Giulio Fella, and Fang Yang (2015), “Piketty’s Book and Macro 

Models of Wealth Inequality,” NBER Working Paper 21730, 

http://www.nber.org/papers/w21730  

 

Ferreira, Francisco H. G., Phillippe G. Leite, Julie A. Litchfield (2008), The Rise And Fall Of 

Brazilian Inequality: 1981–2004, Macroeconomic Dynamics,  

https://doi.org/10.1017/S1365100507070137  

https://papers.ssrn.com/sol3/papers.cfm?abstract_id=2773973
https://minneapolisfed.org/research/sr/sr218.pdf
http://www.jstor.org.libproxy.mit.edu/stable/1810220
http://www.jstor.org.libproxy.mit.edu/stable/1833241
https://doi.org/10.1093/qje/qjt030
https://www.jstor.org/topic/income-inequality/
https://www.jstor.org/topic/income-distribution/
https://www.jstor.org/topic/developed-countries/
https://www.jstor.org/topic/economic-growth/
https://www.jstor.org/topic/income-level/
https://www.jstor.org/topic/income-level/
https://www.jstor.org/topic/developing-countries/
https://www.jstor.org/topic/economic-trends/
https://www.jstor.org/topic/income-shares/
https://www.jstor.org/topic/share-distribution-of-income/
https://www.jstor.org/topic/share-distribution-of-income/
https://www.jstor.org/topic/industrialization/
http://www.nber.org/papers/w21730
file://///core/search%253ffilters%25255BauthorTerms%25255D=Francisco%20H.%20G.%20Ferreira&eventCode=SE-AU
file://///core/search%253ffilters%25255BauthorTerms%25255D=Phillippe%20G.%20Leite&eventCode=SE-AU
file://///core/search%253ffilters%25255BauthorTerms%25255D=Julie%20A.%20Litchfield&eventCode=SE-AU
https://www.cambridge.org/core/product/60522A190BBFADD7DF7203ED95CACA3E
https://www.cambridge.org/core/product/60522A190BBFADD7DF7203ED95CACA3E
https://doi.org/10.1017/S1365100507070137


 

Jeong, Hyeok (2005), Assessment of the Relationship Between Growth and Inequality: Micro 

Evidence from Thailand, https://papers.ssrn.com/sol3/papers.cfm?abstract_id=692403  

 

Kuznets, Simon (1955), The unification: Economic Growth and Income Inequality, The 

American Economic Review Vol. 45, No. 1 (Mar., 1955), pp. 1-28 

http://libproxy.mit.edu/login?url=http://search.ebscohost.com/login.aspx?direct=true&db

=bth&AN=8746521&site=ehost-live&scope=site  

 

Piketty, Thomas, Emmanuel Saez, Gabriel Zucman (2016), Distributional National Accounts: 

Methods and Estimates for the United States, NBER Working Paper No. 22945, 

http://www.nber.org/papers/w22945  

 

Ríos-Rull, José-Víctor, and Moritz Kuhn (2013), 2013 Update on the U.S. Earnings, Income, 

and Wealth Distributional Facts: A View from Macroeconomics, Federal Reserve Bank 

of Minneapolis Quarterly Review, 

https://www.minneapolisfed.org/research/qr/qr3711.pdf  

 

 

Macro Models based on Micro Underpinnings – Constrained Occupation Choice 

 

Topics: Policy shifts, government policy toward banking; repression/liberalization; welfare 

gains, the distribution of gains and losses; growth, transition, business cycle frequencies, and 

financial variation; TFP and development accounting; calibration, estimation, maximum 

likelihood and econometrics, confidence region; micro self-selection and the distribution of 

wealth; models and quantitative predictions; risk sharing with fixed and marginal transaction 

costs and with limited commitment; heterogeneous vs representative agent models; cross 

regional variation; dual sector models; 

 

Macro Models Based on Micro Underpinnings – Constrained Occupation Choice 

 

Giné, Xavier, and Robert M. Townsend (2004), Evaluation of Financial Liberalization: A 

general Equilibrium Model with Constrained Occupation Choice, Journal of 

Development Economics Volume 74, Issue 2, August 2004, Pages 269-307, 

https://www.sciencedirect.com/science/article/pii/S0304387804000161  

 

Jeong, Hyeok, and Robert M. Townsend (2007), Sources of TFP growth: occupational choice 

and financial deepening, Economic Theory, 

https://link.springer.com/article/10.1007/s00199-006-0201-8  

 

Lustig, H., and S. Van Nieuwerburgh (2010), “How much does household collateral constrain 

regional risk sharing?” Review of Economic Dynamics, 13, 265–294. 

https://doi.org/10.1016/j.red.2009.09.005  

 

 

 

https://papers.ssrn.com/sol3/papers.cfm?abstract_id=692403
http://libproxy.mit.edu/login?url=http://search.ebscohost.com/login.aspx?direct=true&db=bth&AN=8746521&site=ehost-live&scope=site
http://libproxy.mit.edu/login?url=http://search.ebscohost.com/login.aspx?direct=true&db=bth&AN=8746521&site=ehost-live&scope=site
http://www.nber.org/papers/w22945
https://www.minneapolisfed.org/research/qr/qr3711.pdf
https://www.sciencedirect.com/science/article/pii/S0304387804000161
https://link.springer.com/article/10.1007/s00199-006-0201-8
https://doi.org/10.1016/j.red.2009.09.005


For macro students, to be contrasted with: 

Buera, Francisco J., and Yongseok Shin (2013), Financial Frictions and the Persistence of 

History: A Quantitative Exploration, Journal of Political Economy Vol. 121, No. 2 (April 

2013), pp. 221-272,  http://www.jstor.org/stable/10.1086/670271  

 

Caselli, Francesco, and Nicola Gennaioli (2006), Dynastic Management, NBER Working Paper 

No. 9442, http://www.nber.org/papers/w9442  

 

Moll, Benjamin (2014), Productivity Losses from Financial Frictions: Can Self-Financing Undo 

Capital Misallocation, American Economic Review Vol. 104, No. 10, (pp. 3186-3221), 

https://www.aeaweb.org/articles?id=10.1257/aer.104.10.3186  

 

Song,, Zheng, Kjetil Storesletten, and Fabrizio Zilibotti, Growing Like China, American 

Economic Review Vol. 101, No. 1, (pp. 196-233), 

https://www.aeaweb.org/articles?id=10.1257/aer.101.1.196  

 

Itskhoki, Oleg, and Benjamin Moll (2018), “Optimal Development Policies with Financial 

Frictions,” Working Paper, 

https://www.princeton.edu/~itskhoki/papers/FinFrictionsDevoPolicy.pdf  

Online Appendix A: 

http://www.princeton.edu/~itskhoki/papers/FinFrictionsDevoPolicy_AppendixA.pdf  

Online Appendix B: 

http://www.princeton.edu/~itskhoki/papers/FinFrictionsDevoPolicy_AppendixB.pdf  

 

 

Unification. Development, occupation choice Models applied to the US:  

 

Buera, Francisco, and Juan Pablo Nicolini (2017), Liquidity Traps and Monetary Policy: 

Managing a Credit Crunch, Minneapolis Fed Research Staff Report 540, 

https://www.minneapolisfed.org/research/sr/sr540.pdf  

 

Buera, Francisco J., Joseph P. Kaboski, and Yongseok Shin (2015), “Entrepreneurship and 

Financial Frictions: AMacro-Development Perspective,” Working Paper, 

https://www.dropbox.com/s/iv3b8eltosr2otw/BueraKaboskiShinAR2015.pdf?dl=0  

 

 

Risk Sharing, Complete Markets, Empirical Tests 

 

Samphantharak, Krislert, and Robert M. Townsend (2018), “Risk and Return in Village 

Economies,” American Economic Journal: Microeconomics, Vol. 10, No. 1, (pp. 1-40) 

https://www.aeaweb.org/articles?id=10.1257/mic.20160125  

 

Townsend, Robert M. (1994), Risk and Insurance in Village India, Econometrica 62(3), May 

1994, 539-591, 

http://www.robertmtownsend.net/sites/default/files/files/papers/published/RiskandInsuran

ce1994.pdf  

http://www.nber.org/people/francisco_buera
http://www.nber.org/people/yongseok_shin
http://www.jstor.org/stable/10.1086/670271
http://www.nber.org/papers/w9442
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https://www.aeaweb.org/articles?id=10.1257/aer.101.1.196
https://www.princeton.edu/~itskhoki/papers/FinFrictionsDevoPolicy.pdf
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https://www.minneapolisfed.org/authors/juan-pablo-nicolini
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https://www.dropbox.com/s/iv3b8eltosr2otw/BueraKaboskiShinAR2015.pdf?dl=0
https://www.aeaweb.org/articles?id=10.1257/mic.20160125
http://www.robertmtownsend.net/sites/default/files/files/papers/published/RiskandInsurance1994.pdf
http://www.robertmtownsend.net/sites/default/files/files/papers/published/RiskandInsurance1994.pdf


 

 

Inter-regional risk-sharing in the US 

 

Asdrubali, P., B. E. Sorensen, and O. Yosha (1996): “Channels of interstate risk sharing: United 

States 1963-1990,” The Quarterly Journal of Economics, 1081–1110. 

https://doi.org/10.2307/2946708  

 

Atkeson, A., and T. Bayoumi (1993), “Do private capital markets insure regional risk? Evidence 

from the United States and Europe,” Open Economies Review, 4, 303–324. 

https://link.springer.com/article/10.1007/BF01000047  

 

Crucini, M. J. (1999), “On international and national dimensions of risk sharing,” Review of 

Economics and Statistics, 81, 73–84. https://www.jstor.org/stable/2646787  

 

Demyanyk, Y., C. Ostergaard, and B.E. Sorensen (2007), “US banking deregulation, small 

businesses, and interstate insurance of personal income,” The Journal of Finance, 62, 

2763–2801. http://onlinelibrary.wiley.com/doi/10.1111/j.1540-

6261.2007.01292.x/abstract  

 

Hoffmann, M., and I. Shcherbakova-Stewen (2011), “Consumption risk sharing over the 

business cycle: the role of small firms’ access to credit markets,” Review of Economics 

and Statistics, 93, 1403–1416. https://doi.org/10.1162/REST_a_00123  

  

Kalemli-Ozcan, S., B.E. Sorensen, and O. Yosha (2003), “Risk sharing and industrial 

specialization: Regional and international evidence,” The American Economic Review, 

93, 903–918. https://www.aeaweb.org/articles?id=10.1257/000282803322157151  

 

Robert M. Townsend and Kenichi Ueda (2006), Financial Deepening, Inequality, and Growth: A 

Model-Based Quantitative Evaluation, The Review of Economic Studies, Vol. 73, No. 1 

(Jan., 2006), pp. 251-280, http://www.jstor.org/stable/3700624  

 

Robert M. Townsend, Kenichi Ueda (2010), Welfare Gains from Financial Liberalization, 

Volume 51, Issue 3, August 2010, Pages 553–597, 

http://onlinelibrary.wiley.com/doi/10.1111/j.1468-2354.2010.00593.x/abstract  

 

 

Modeling general equilibrium with other obstacles, limited commitment 

 

In India 

Morton, Melanie (2017), Temporary Migration and Endogenous Risk Sharing in Village India, 

Forthcoming Journal of Political Economy, 

http://stanford.edu/~memorten/ewExternalFiles/Morten_IndiaMig.pdf  

https://doi.org/10.2307/2946708
https://link.springer.com/article/10.1007/BF01000047
https://www.jstor.org/stable/2646787
http://onlinelibrary.wiley.com/doi/10.1111/j.1540-6261.2007.01292.x/abstract
http://onlinelibrary.wiley.com/doi/10.1111/j.1540-6261.2007.01292.x/abstract
https://doi.org/10.1162/REST_a_00123
https://www.aeaweb.org/articles?id=10.1257/000282803322157151
http://www.jstor.org/stable/3700624
http://onlinelibrary.wiley.com/doi/10.1111/j.1468-2354.2010.00593.x/abstract
http://stanford.edu/~memorten/ewExternalFiles/Morten_IndiaMig.pdf


In the US  

Krueger, Dirk, and Fabrizio Perri (2006), Does Income Inequality Lead to Consumption 

Inequality? Evidence and Theory, The Review of Economic Studies, Volume 73, Issue 1, 

1 January 2006, Pages 163–193, https://doi.org/10.1111/j.1467-937X.2006.00373.x  

Krueger, Dirk, and Fabrizio Perri (2010), Public versus Private Risk Sharing, Journal of 

Economic Theory, 2010, 146 (3), 

https://www.sciencedirect.com/science/article/pii/S0022053110001468  

 

 

General Equilibrium with Transaction Costs 

 

Adao, Rodrigo, Arnaud Costinot, and Dave Donaldson (2017), Nonparametric Counterfactual 

Predictions in Neoclassical Models of International Trade, American Economic Review, 

Vol. 107, No. 3, (pp. 633-89), https://www.aeaweb.org/articles?id=10.1257/aer.20150956  

 

Unification, combination 

Bryan, Gharad, and Melanie Morten (2017), The Aggregate Productivity Effects of Internal 

Migration: Evidence from Indonesia, NBER Working Paper No. 23540, 

http://www.nber.org/papers/w23540  

 

Fitzgerald, Doireann (2012), “Trade Costs, Asset Market Frictions, and Risk Sharing,” American 

Economic Review, Vol. 102, No. 6, (pp. 2700-2733), 

https://www.aeaweb.org/articles?id=10.1257/aer.102.6.2700  

 

 

Private Information as Obstacle 

Karaivanov, A. and Townsend, R. M. (2014), “Dynamic Financial Constraints: Distinguishing 

Mechanism Design From Exogenously Incomplete Regimes,” Econometrica, 82: 887–

959. http://onlinelibrary.wiley.com/doi/10.3982/ECTA9126/abstract  

 

Di Tella, Sebastian, and Yuliy Sannikov (2016), Optimal Asset Management Contracts with 

Hidden Savings, Working Paper, 

https://web.stanford.edu/~sditella/Papers/Hidden_Savings.pdf  

 

Di Tella, Sebastian (2017), Optimal Regulation of Financial Intermediaries, NBER Working 

Paper No. 23586, http://www.nber.org/papers/w23586  

 

 

Micro Macro Synthesis 

 

Model comparisons; IV and welfare, as functions of a model, real versus mongrel parameters; 

Representative versus heterogeneous agent models 

 

Jeong, Hyeok, and Robert M. Townsend (2008), Growth and Inequality: Model Evaluation 

Based on an Estimation-Calibration Strategy, Macroeconomic Dynamics, Volume 12, 

https://doi.org/10.1111/j.1467-937X.2006.00373.x
http://www.nber.org/people/dirk_krueger
http://www.nber.org/people/fabrizio_perri
https://www.sciencedirect.com/science/article/pii/S0022053110001468
https://www.aeaweb.org/articles?id=10.1257/aer.20150956
http://www.nber.org/papers/w23540
https://www.aeaweb.org/articles?id=10.1257/aer.102.6.2700
http://onlinelibrary.wiley.com/doi/10.3982/ECTA9126/abstract
https://web.stanford.edu/~sditella/Papers/Hidden_Savings.pdf
http://www.nber.org/papers/w23586


Issue S2 (Inequality) September 2008 , pp. 231-284, 

https://doi.org/10.1017/S1365100507070149  

 

Kaplan, Greg, Benjamin Moll and Giovanni L. Violante (2017) “Monetary Policy According to 

HANK” Working paper. http://www.princeton.edu/~moll/HANK.pdf  

 

Townsend, Robert M. and Sergio Urzua (2009), Measuring the Impact of Financial 

Intermediation: Linking Contract Theory to Econometric Policy 

Evaluation, Macroeconomic Dynamics Volume 13, Issue S2 (Measurement with Theory) 

September 2009 , pp. 268-316, https://doi.org/10.1017/S1365100509090178  

 

For macro students, to be contrasted with: 

Auclert, Adrien (2017), The Monetary Policy Redistribution Channel, Working Paper, 

https://web.stanford.edu/~aauclert/mp_redistribution.pdf  

 

 

Parallels in Micro Underpinnings: Household Life Cycle Models  

 

In the US  

Silva, Dejanir H., and Robert M. Townsend (2016), Entrepreneurship and Idiosyncratic Risk 

Premium in Village Economies, Working Paper. 

 

For macro students, to be contrasted with: 

Kaplan, Greg, Giovanni L. Violante (2014), “A Model of the Consumption Response to Fiscal 

Stimulus Payments,” NBER Working Paper No. 17338, 

http://www.nber.org/papers/w17338  

 

 

Parallels In Micro Underpinnings: Village/Community Level 

 

In Thailand 

Paweenawat, Archawa, and Robert M. Townsend (2014), Villages as Small Open Economies: 

Disentangling Real and Financial Factors, Working Paper, 

http://www.robertmtownsend.net/sites/default/files/files/papers/published/Villages.pdf 

 

In the US  

For macro students, to be contrasted with: 

Beraja, Martin, Andreas Fuster, Erik Hurst and Joseph Vavra (2017), Regional Heterogeneity 

and Monetary Policy, Working Paper, http://economics.mit.edu/files/13310  

 

 

Parallel Interventions, Similar Models, ‘Reverse’ Topics 

 

Kaboski, Joseph P. and Robert M. Townsend (2011), A Structural Evaluation of a Large-Scale 

Quasi-Experimental Microfinance Initiative, Volume 79, Issue 5, September 2011, Pages 

1357–1406, http://onlinelibrary.wiley.com/doi/10.3982/ECTA7079/abstract  

https://doi.org/10.1017/S1365100507070149
http://www.princeton.edu/~moll/HANK.pdf
https://doi.org/10.1017/S1365100509090178
https://web.stanford.edu/~aauclert/mp_redistribution.pdf
http://www.nber.org/papers/w17338
http://www.robertmtownsend.net/sites/default/files/files/papers/published/Villages.pdf
http://economics.mit.edu/files/13310
http://onlinelibrary.wiley.com/doi/10.3982/ECTA7079/abstract


 

Kaboski, Joseph P., and Robert M. Townsend (2012), The Impact of Credit on Village 

Economies, AMERICAN ECONOMIC JOURNAL: APPLIED ECONOMICS, VOL. 4, 

NO. 2, https://www.aeaweb.org/articles?id=10.1257/app.4.2.98  

 

 

In advanced countries  

 

For macro students, to be contrasted with: 

Guerrieri, Veronica, and Guido Lorenzoni (2017), Credit Crises, Precautionary Savings, and the 

Liquidity Trap, The Quarterly Journal of Economics, Volume 132, Issue 3, 1 August 

2017, https://doi.org/10.1093/qje/qjx005  

 

 

Schematic of model economies, real economies, interactive geo data base archive  

 

Dabla-Norris, Era, Yan Ji, Robert M. Townsend and D. Filiz Unsal (2015), Distinguishing 

Constraints on Financial Inclusion and Their Impact on GDP, TFP, and Inequality, 

NBER Working Paper No. 20821 http://www.nber.org/papers/w20821  

 

Lawrence J. Christiano, Martin Eichenbaum, and Charles L. Evans, “Nominal Rigidities and the 

Dynamic Effects of a Shock to Monetary Policy,” Journal of Political Economy 113, no. 

1 (February 2005): 1-45. https://doi.org/10.1086/426038  

 

 

Putting the underpinnings together    

 

Moll, Benjamin, Robert M. Townsend and Victor Zhorin (2017), Economic development, flow 

of funds, and the equilibrium interaction of financial frictions, PNAS 2017 June, 114 (24) 

6176-6184. https://doi.org/10.1073/pnas.1707055114  

 

IO  

Joaquim, Gustavo, Townsend, Robert M., and Victor V. Zhorin (2014), “Spatial Competition 

among Financial Service Providers and Optimal Contract Design,” Working Paper. 

 

 

In the US  

Aguirregabiria, Victor, Robert Clark and Hui Wang (2017), The Geographic Flow of Bank 

Funding and Access to Credit: Branch Networks and Local-Market Competition, 

Working Paper http://aguirregabiria.net/wpapers/credit_multimarket.pdf 

 

 

 

Costly state Verification as a micro underpinning, and policy 

 

https://www.aeaweb.org/articles?id=10.1257/app.4.2.98
javascript:;
javascript:;
https://doi.org/10.1093/qje/qjx005
http://www.nber.org/papers/w20821
https://doi.org/10.1086/426038
http://www.pnas.org/search?author1=Benjamin+Moll&sortspec=date&submit=Submit
http://www.pnas.org/search?author1=Benjamin+Moll&sortspec=date&submit=Submit
http://www.pnas.org/search?author1=Robert+M.+Townsend&sortspec=date&submit=Submit
http://www.pnas.org/search?author1=Victor+Zhorin&sortspec=date&submit=Submit
https://doi.org/10.1073/pnas.1707055114
http://aguirregabiria.net/wpapers/credit_multimarket.pdf


Townsend, Robert M. (1979), Optimal contracts and competitive markets with costly state 

verification, Journal of Economic Theory, Volume 21, Issue 2, October 1979, Pages 265-

293, https://www.sciencedirect.com/science/article/pii/0022053179900310  

 

CSV and village fund- a catalyst for policy intervention 

 

Two papers have shown that if one solves for the optimal contract in BGG (optimal with respect 

to aggregate states as well, which is what they got wrong) then the fluctuations are much 

dampened. See:  

 

Carlstrom, C. T., Fuerst, T. S. and Paustian, M. (2016), Optimal Contracts, Aggregate Risk, and 

the Financial Accelerator, American Economic Journal: Macroeconomics, 8(1), pp. 119–

147. https://www.aeaweb.org/articles?id=10.1257/mac.20120024  

Dmitriev, Mikhail, and Jonathan Hoddenbagh (2016), The Financial Accelerator and the Optimal 

State-Dependent Contract, forthcoming RED,   

http://www.mikhaildmitriev.org/download/papers/dynamic_bgg_draft_Jon.pdf  

https://www.sciencedirect.com/science/article/pii/0022053179900310
https://www.aeaweb.org/articles?id=10.1257/mac.20120024
http://www.mikhaildmitriev.org/download/papers/dynamic_bgg_draft_Jon.pdf

