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Overview

III

We study how monetary policy affects the financial system and through this the “rea
economy. We look at how the short interest rate and other central bank tools impact
the supply of liquidity by the financial system and the risk premium on assets. We
discuss the banking system in detail: what drives the business of banking, how is this
affected by the short interest rate, and how do banks manage interest rate risk. We
discuss the different types of lending, including mortgage, commercial and, personal,
and look at how and why this lending is divided between the bond market, banks, and
non-bank intermediaries. We study historical evidence on inflation, monetary policy,
and business cycles and analyze how well this evidence is explained by alternative
models.

The course covers both theory and empirics. It makes use of approaches and methods
from empirical corporate finance and asset pricing. The emphasis is on empirical
analysis. We examine the use of cross-sectional analysis of micro data for conducting
well-identified tests of macroeconomic theories. | also emphasize institutional details of
the financial system. A central goal of the class is to highlight and stimulate discussion of
open questions and promising directions for future research in this area.

Reading List

This is a broad reading list of papers on topics related to the course. | include this mainly
as a general reference, though of course | will discuss results from these papers in the
class. | will add to it during class.
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