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TOPICS IN MONETARY ECONOMICS 
ECO6181 

WINTER 2017 

 
Professor:              Francesca Rondina 
Course schedule:   Thursday, 2:30-5:30 pm 
Course location:    FSS 9003 
Office:                   FSS 9058 
Office hours:         Wednesday, 11:45-12:45 and 3:30-5:00 
Telephone:            (613) 562-5800 ext.6602 
E-mail:                  frondina@uOttawa.ca 
  
 
COURSE DESCRIPTION  
This is a graduate-level course in Monetary Policy analysis. The course aims at introducing the student to a 
range of models developed in the empirical literature in Macroeconomics, which will then be used to 
examine issues related to Monetary Policy design and evaluation. A particular emphasis will be given to the 
discussion of the frontier of the economic research in this area. 
Topics covered include: state space representation of a model, optimal and Taylor-type policy rules in 
dynamic linear quadratic regulator problems, monetary policy issues in models of the Phillips curve, the 
analysis of Monetary Policy using VAR models, robust policy-making under model uncertainty, Monetary 
Policy in models of learning. 
 
 
GENERAL COURSE OBJECTIVES 

 To get familiar with a range of empirical Macroeconomic models commonly employed in the 
Academic literature and in Central Banks for Monetary policy analysis; 

 To discuss optimal policy-making for different types of policy rules and policy objectives; 
 To learn how to setup and estimate VAR and SVAR models; to understand the economic meaning of 

the most common assumptions used to identify SVAR models; to study how VAR and SVAR 
models can be employed for Monetary policy analysis; 

 To understand how robust policy-making is affected by the issue of model uncertainty; to investigate 
the extent to which policymakers’ information set and learning has an impact on Monetary policy 
decisions. 

 
 
SPECIFIC OBJECTIVES and LEARNING OUTCOMES 
 
(1)  Model set up, state space representation, estimation, computation of the optimal policy. 

By the end of the course, students should be able to 
 write the state space representation of a model; 
 identify and obtain the data needed to estimate the model of interest;  
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 deal with a number of common issues that might arise in the estimation of the Macroeconometric 
models used for Monetary policy analysis; 

 compute the optimal policy rule according to policymakers’ specific loss function; 
 understand the difference between fully optimal policy rule and simple (Taylor-type) policy rules. 

 
(2)  VAR and Factor models. 

By the end of the course, students should be able to 
 understand the relationship between reduced-form and structural VAR models,  
 estimate reduced-form VAR models; 
 implement the most common assumptions used to identify structural VAR models;  
 use VAR models to make forecasts about the future patterns of the variables of interest and to study 

the response of the variables of interest to the structural shocks that affect the economy; 
 understand Factor models and Factor augmented VAR (FAVAR) models; 
 understand how VAR models have been employed for the analysis of the impact of news shocks and 

policy uncertainty shocks on the economy. 
 

(3)  Model Uncertainty and Learning. 

By the end of the course, students should be able to 
 examine the extent to which policymakers’ knowledge of the true model of the economy has an 

impact on Monetary policy outcomes; 
 identify the different forms of model uncertainty that can affect the policy decision process;  
 analyze the robustness properties of alternative Monetary policy rules based on a range of different 

approaches to model uncertainty; 
 discuss the role of learning on Monetary policy decisions; 
 understand model parameter updating under alternative learning algorithms. 

 
 
EVALUATION 

The evaluation is based on four assignments (10% each, for a total of 40%), an in-class presentation (20%) 
and a paper (40%). 

 Assignments. The Assignments will test students understanding of the topics covered in class, and 
their ability to implement these topics in the study of real world data and in the analysis of Economic 
research. The Assignments will consist of theoretical and empirical questions (Assignments #1 and 
#4), a Referee Report, and a Project Outline. 

Some of the assignments will require the use of statistical software, which students can choose based 
on their preferences. To my knowledge, STATA, Eviews and Matlab are all available in the Vanier 
computer lab. The assignments must be completed individually, but I encourage the students to help 
each other in the process of learning the statistical software chosen to answer the empirical 
questions.  

The assignments will be due by 5:30pm on: Feb. 2nd; Feb. 16th, Mar. 9th, Apr. 6th. 

 Presentation. The in-class presentation will be in the typical format of an academic conference (25-
30 min presentation + 5-10 min questions). The questions will be asked by me, and two students 
(other than the presenter) that will be assigned to each presentation. Students will be able to select 
the paper to present among a list of references that I will provide. The presentations will take place in 
the last 4-5 classes of the Term.  

 Paper. The final paper should be based on the student’s own research on a topic related to the issues 
discussed during the course. The paper does not have to be complex, and I encourage students to 
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focus on small extensions of the literature covered in class. However, I do expect the analysis to be 
clearly presented, the methodology to be accurately described, and the results to be clearly reported 
and discussed. The final paper is due by 4:00pm on Fri., April 28th. 

 
 
COURSE OUTLINE 
 
Readings 

There is no textbook for the course. Students are required to read the papers listed below, in addition to the 
lecture notes that will be posted in the course page in the BlackBoard Learn (please notice that different 
sections of the same paper might be covered at different times during the course). Additional readings will be 
announced in class and posted in the BlackBoard Learn.  

 

Topics 

1. Empirical Macro Models for Monetary Policy decisions 

• General Description, State Space Representation, Estimation, Computation of the Optimal Monetary 
Policy, Applications, Rubebusch and Svensson’s model. 

• Required Readings: 

Rudebusch, Glenn; Svensson, Lars E.O. (1999). Policy Rules for Inflation Targeting. NBER 
Chapters, in: Monetary Policy Rules, pages 203-262, National Bureau of Economic Research 

Cogley, Timothy; Sargent, Thomas J. (2005). The conquest of US inflation: Learning and robustness 
to model uncertainty. Review of Economic Dynamics, vol. 8(2), pp. 528-563, April. 

• Further Readings: 

Dennis, Richard, (2004). Solving for optimal simple rules in rational expectations models. Journal of 
Economic Dynamics and Control, vol. 28(8), pp. 1635-1660, June. 

Hamilton, James (1994a). State-space models. In: Robert F. Engle and Daniel L. McFadden, 
Editor(s), Handbook of Econometrics, vol. 4, pp. 3039-3080. 

King, Robert G.; Watson, Mark W. (1994). The post-war U.S. Phillips curve: a revisionist 
econometric history. Carnegie-Rochester Conference Series on Public Policy, vol. 41(1), pp. 157-
219, December. 

King, Robert G.; Stock, James H.; Watson, Mark W. (1995). Temporal instability of the 
unemployment-inflation relationship. Economic Perspectives, Federal Reserve Bank of Chicago, 
May, pp. 2-12. 

2. VAR Models 

• Model representation and estimation, SVAR models and their identification, computing impulse-
responses, forecasting. 

• Required Readings: 

Stock, James H., and Mark W. Watson. 2001. "Vector Autoregressions." Journal of Economic 
Perspectives, 15(4): 101-115. 

Romer, Christina D.; Romer, David H. (1989). Does Monetary Policy Matter? A New Test in the 
Spirit of Friedman and Schwartz. In: NBER Macroeconomics Annual 1989, Volume 4, pp. 121-184. 

Primiceri, Giorgio E. (2005). Time Varying Structural Vector Autoregressions and Monetary Policy. 
Review of Economic Studies, vol. 72(3), pp. 821-852. 
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Uhlig, Harald, (2005). What are the effects of monetary policy on output? Results from an agnostic 
identification procedure. Journal of Monetary Economics, vol. 52(2), pages 381-419, March. 

Lutkepohl, Helmut (2012). Identifying Structural Vector Autoregressions via Changes in Volatility. 
Discussion Paper n.1259, DIW Berlin. 

• Further Readings: 

Sims, C. A. (1980). Macroeconomics and Reality. Econometrica, Vol. 48, No. 1. 

Leeper, Eric M. (1997). Narrative and VAR approaches to monetary policy: Common identification 
problems. Journal of Monetary Economics, vol. 40(3), pages 641-657, December. 

Giannone, Domenico; Lenza, Michele; Reichlin, Lucrezia (2008). Explaining The Great Moderation: 
It Is Not The Shocks. Journal of the European Economic Association, vol. 6(2-3), pp. 621-633, 04-
05. 

Canova, Fabio; Gambetti, Luca (2009). Structural changes in the US economy: Is there a role for 
monetary policy? Journal of Economic Dynamics and Control, vol. 33(2), pp. 477-490, February. 

Ravenna, Federico (2007). Vector autoregressions and reduced form representations of DSGE 
models. Journal of Monetary Economics, vol. 54(7), pp. 2048-2064, October. 

3. Factor Models 

• Static and Dynamic Factor models, Factor-Augmented VAR models. 

• Required Readings: 

Bernanke, Ben; Boivin, Jean; Eliasz, Piotr S. (2005). Measuring the Effects of Monetary Policy: A 
Factor-augmented Vector Autoregressive (FAVAR) Approach. The Quarterly Journal of Economics, 
vol. 120(1), pp. 387-422, January. 

Stock, J. H.; Watson, M. W. (2011). Dynamic factor models. Oxford Handbook of Economic 
Forecasting, 1, 35-59. 

• Further Readings: 

Forni, Mario; Hallin, Marc; Lippi, Marco; Reichlin, Lucrezia (2000). The Generalized Dynamic 
Factor Model: Identification And Estimation. The Review of Economics and Statistics, vol. 82(4), 
pages 540-554, November. 

Stock, J. H.; Watson, M. W. (2005). Implications of Dynamic Factor Models for VAR Analysis. 
NBER Working Papers 11467, National Bureau of Economic Research, Inc. 

4. Model Uncertainty 

• Different forms of Model Uncertainty and the Model Space, alternative approached to Model 
Uncertainty. 

• Required Readings: 

Levin, Andrew; Williams, John C. (2003). Robust monetary policy with competing reference 
models. Journal of Monetary Economics, vol. 50(5), pp. 945-975, July. 

Cogley, Timothy; Sargent, Thomas J, (2005). The conquest of US inflation: Learning and robustness 
to model uncertainty. Review of Economic Dynamics, vol. 8(2), pp. 528-563, April. 

Brock, William A; Durlauf, Steven N; West, Kenneth D. (2007). Model uncertainty and policy 
evaluation: Some theory and empirics. Journal of Econometrics, vol. 136(2), pp. 629-664, February. 

• Further Readings: 

Giannoni, Marc P. (2002). Does Model Uncertainty Justify Caution? Robust Optimal Monetary 
Policy In A Forward-Looking Model. Macroeconomic Dynamics, vol. 6(01), pp. 111-144, February. 
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Taylor, John B.; Williams, John C. (2010). Simple and Robust Rules for Monetary Policy. In: 
Benjamin M. Friedman & Michael Woodford (ed.), Handbook of Monetary Economics, edition 1, 
volume 3, chapter 15, pp. 829-859. 

5. Learning 

• Alternative learning algorithms, models with a fixed policy rule, models with an optimizing Central 
Bank. 

• Required Readings: 

Cogley, Timothy; Sargent, Thomas J, (2005). The conquest of US inflation: Learning and robustness 
to model uncertainty. Review of Economic Dynamics, vol. 8(2), pp. 528-563, April. 

Primiceri, Giorgio E (2006). Why Inflation Rose and Fell: Policymakers’ Beliefs and US Postwar 
Stabilization Policy. The Quarterly Journal of Economics, 121, August 2006, pp. 867-901.  

• Further Readings: 

Marcet, Albert; Sargent, Thomas J (1989). Convergence of Least Squares Learning Mechanisms in 
Self-Referential Linear Stochastic Models. Journal of Economic Theory 48 (2): 337-368. 

Bullard, James; Mitra, Kaushik (2002). Learning about monetary policy rules. Journal of Monetary 
Economics, vol. 49(6), pp. 1105-1129, September. 

Sargent, Thomas J; Noah Williams, Noah; Zha, Tao (2006). Shocks and Government Beliefs: The 
Rise and Fall of American Inflation. American Economic Review, vol. 96(4), pp. 1193-1224, 
September. 

6. Additional Topics (time permitting): News shocks, Policy Uncertainty shocks 

• The identification and impact of News Shocks, the impact of Policy Uncertainty shocks, uncertainty 
shocks and business cycles. 

• Required Readings: 

Bloom, Nicholas; Floetotto, Max; Jaimovich Nir; Saporta-Eksten, Itay; Terry, Stephen J. (2012). 
Really Uncertain Business Cycles. NBER Working Papers 18245, National Bureau of Economic 
Research. 

Beaudry, P.; Portier, F. (2006). Stock Prices, News, and Economic Fluctuations. American 
Economic Review, 96(4), pp. 1293-1307. 
 
 

ADDITIONAL INFORMATION 

Communication Policy 

 Students are expected to consult the course page in the Blackboard Learn regularly to keep up with 
any course announcements.  

 Students are strongly encouraged to communicate to the Professor any concerns they may have with 
regard to the course as early as possible. Any feedback that would increase students’ satisfaction 
with the course is very welcome. 
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Absence from an examination or late submission of an assignment 
 
Absence from any examination or test, or late submission of assignments due to illness, must be justified; otherwise, a 
penalty will be imposed. The Faculty reserves the right to accept or reject the reason offered. Reasons such as travel, 
employment, and misreading the examination schedule are not usually accepted. 
 

 
 
 

Beware of Academic Fraud! 
 
Academic fraud is an act committed by a student to distort the marking of assignments, tests, examinations, and 
other forms of academic evaluation. Academic fraud is neither accepted nor tolerated by the University. Anyone 
found guilty of academic fraud is liable to severe academic sanctions. 
 
Here are a few examples of academic fraud: 

• engaging in any form of plagiarism or cheating;  

• presenting falsified research data;  

• handing in an assignment that was not authored, in whole or in part, by the student;  

• submitting the same assignment in more than one course, without the written consent of the professors 
concerned. 

In recent years, the development of the Internet has made it much easier to identify academic plagiarism. The tools 
available to your professors allow them to trace the exact origin of a text on the Web, using just a few words. 

In cases where students are unsure whether they are at fault, it is their responsibility to consult the University’s Web 
site at the following address: http://www.socialsciences.uottawa.ca/eng/writing_tools.asp « Tools for Writing Papers 
and Assignments ». 

Persons who have committed or attempted to commit (or have been accomplices to) academic fraud will be 
penalized. Here are some examples of the academic sanctions, which can be imposed: 

• a grade of « F » for the assignment or course in question; 

• an additional program requirement of between 3 and 30 credits; 

• suspension or expulsion from the Faculty. 

Last session, most of the students found guilty of fraud were given an « F » for the course and had between three 
and twelve credits added to their program requirement. 

For more information, refer to: 

http://www.uottawa.ca/academic/info/newsletter/fraud_e.html 

 

 
 


