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Liquidity is an elusive term in macroeconomics, amenable to various interpretations. In this course, we 

focus on two notions of liquidity, with a particular emphasis on one of the notions. 

 
First, liquidity captures instances in which frictions that make credit imperfect lead to the need for 

payment instruments, including cash, bonds, securities, collateral, and capital. We are particularly careful 

about the frictions leading to the need for such instruments and to how monetary policy should be 

implemented in an economy in which the liquidity of different instruments is endogenously determined. I 

am also going to address the role of digital currencies, particularly Central Bank Digital Currencies. 

 
Second, liquidity captures instances in which agents are hit by preference shocks that require immediate 

consumption, so they need to devise ways in which insurance against such shocks can be provided. 

Banks and other financial intermediaries naturally emerge as insurance providers, as described in the 

seminal work of Diamond and Dybvig (1983). I consider part of the literature spurred by their work. 

 
Lastly, time allowing, I will briefly talk about bubbles, a phenomenon in which liquidity and speculative 

considerations interact with fundamental values in the determination of the price of assets. 

 

The class will be based on lectures. The material will consist in articles from general and specialized 

journals in economics, as well as recent working papers. 
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  PROGRAM  
 

LECTURE 1 MONEY 

LECTURE 2 MONEY AND REAL ASSETS 

LECTURE 3 MONEY AND BONDS 

LECTURE 4 MONEY AND REAL ASSETS II 

LECTURE 5 THE TRANSMISSION OF MONETARY POLICY 

LECTURE 6 THE LIMITS OF MONETARY ECONOMICS 

LECTURE 7 MONEY AND FINANCIAL INTERMEDIARIES 

LECTURE 8 CENTRAL BANK DIGITAL CURRENCIES 

LECTURE 9 BANKS 

LECTURE 10 BANKS AND FRAGILITY - CONTAGION 

LECTURE 11 BANKS AND FRAGILITY – INTERVENTION 

LECTURE 12 BANKS AND FRAGILITY – DEBT RUNS 

LECTURE 13 BUBBLES 

LECTURE 14 PRESENTATIONS 
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Please see Bibliography 
 

 

The students will also be asked to either write and present a short paper with an original idea, or 
write a report and make a presentation of the corresponding paper. 

 

 
 
 
 
 
 
 
 
 
 
 
 
 

 


