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The first part of the course reviews several classical topics in the political economy of central banking including the inflation bias of monetary policy, asymmetric policy objectives, delegation of monetary policy to independent central banks, the measurement of central bank independence and its effects on the performance of the economy and models of credibility, reputation and of inflation stabilization. 


The second part of the course focusses on the following two topics: 1. Financial stability and the role of central banks as guardians of this stability, 2. The subprime crisis, its causes, evolution and policy responses, 
All required readings without explicit links are available in the Teaching section of Cukierman’s home page. 

Part I: Some of the readings in this part are from the following book and article

A. Cukierman (1992), Central Bank Strategy, Credibility, and Independence: Theory and Evidence, The MIT Press.

A. Cukierman, (2008), "Central Bank Independence and Monetary Policymaking Institutions - Past, Present and Future" (2008), European Journal of Political Economy, 24, 722-736.  

Available at: http://www.tau.ac.il/~alexcuk/pdf/Published%20Version-POLECO1087.pdf
1. The inflation bias story and its evolution
a. Cukierman (1992), chs  2, 3.
b. Cukierman (2000) " The Inflation Bias Result Revisited ", Available at: http://www.tau.ac.il/~alexcuk/pdf/infbias1.pdf
Background Readings
c. F. Ruge-Murcia (2003), "Does the Barro-Gordon Model Explain the Behavior of US Inflation? A Reexamination of the Empirical Evidence", Journal of Monetary Economics, 50, 1375-1390.

2. Delegation of monetary policy to independent central banks

The class will draw on ideas in K. Rogoff (1985), "The Optimal Degree of Commitment to a Monetary Target", Quarterly Journal of Economics, 100, 1169-1190. But the precise analytical structure to be used in class and in a homework is similar to the one used in chapter 3 of Cukierman (1992). 
3. Central bank independence (CBI) and the performance of the economy –evidence
a. Cukierman (2008), sections 1, 2.

b. Cukierman (1992), ch. 19.
c. Handout 3.
4. Models of credibility and reputation

a. Cukierman (1992), ch. 8.
b. Cukierman (1992), ch. 16, sections 1.2.
c. Cukierman (2000), "Establishing a Reputation for Dependability by Means of Inflation Targets", Economics of Governance , 1, 53-76. 

Available at: http://www.tau.ac.il/~alexcuk/pdf/TARGT-Publised-Version.PDF
Part II 
5. The financial stability objective and the credit channel

a. Cukierman (1992), ch. 7, sections 1-4. 
b. Bernanke B. (2007), “The financial accelerator and the credit channel”, Board of Governors of Federal Reserve System

Available at: http://www.federalreserve.gov/newsevents/speech/Bernanke20070615a.htm
Background Readings
c. Bernanke B. and M. Gertler (1989), “Agency costs, net worth and business fluctuations“, American Economic Review, 79, 14-31, March.
d. Bernanke B. (1983), “Non monetary effects of the financial crisis in the propagation of the great depression”, American Economic Review, 73, 257-276.

6. The subprime crisis; background, proximate causes and remedies
a. Mizen P. (2008), “The credit crunch of 2007-2008: A discussion of the background, market reactions and policy responses”, Federal Reserve Bank of St Louis Review, 90, number 5, September/October. 

b. Bernanke B. (2005), “The global saving glut and the US current account deficit”, Board of Governors of the Federal Reserve System 

Available at: http://www.federalreserve.gov/boarddocs/speeches/2005/200503102/
c.  Corden M. (2008), “The world credit crisis: Understanding it, and what to do”, Melbourne Institute WP Series, WP No. 25/08, December.  
Schedule: There will be two class meetings per week during December 2008 on Tuesdays  (17.00-20.00) and Wednesdays (16.00-19.00). The first class will be on 9/12 and the last on 31/12. 
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