


Weekly structure of the course:



Topics and Lecture dates Problem Set due-dates
First half of semester: Professor J. Frankel
I. INTEGRATION OF FINANCIAL MARKETS

1. (1/22/2024) The theory of gains from intertemporal trade
Mini-lecture: Graphical analysis

2. (1/23) Do financial markets work in practice as they do in theory?
Mini-lecture: Macro-prudential policies

3. (1/26 Extra Friday lecture) Measuring financial integration: Interest Rate Parity
Mini-lecture: Quantity tests of financial integration

|. EXPECTATIONS AND THE MONETARY MODEL OF EXCHANGE RATES

4. (1/29) With flexible goods prices
Mini-lecture: Derivation of the monetary model with rational expectations

5. (1/30) The speculative attack model
Mini-lecture: Generations 2 & 3 of speculative attack models
___PS1due2/2
6. (2/5) With sticky prices: The overshooting model
Mini-lecture: Empirical performance of exchange rate forecasts

[ll. THE CARRY TRADE, RISK, & PORTFOLIO DIVERSIFICATION

7. (2/6) Forward rate bias
Mini-lecture: Introduction to the portfolio balance model

8. (2/12) Optimal portfolio diversification
Mini-lecture: The efficient frontier, as viewed by Botswana’s Pula Fund
___PS2due?2/16

9. (2/13) Home bias, currency risk, and equity risk
Mini-lecture: The model applied to country risk

2/19 Holiday (Washington’s Birthday)
IV. DEBT & EM CRISES

10. (2/20) Debt Sustainability Analysis
Mini-lecture: Explosive debt
___PS3due2/23



11. (2/26) Sovereign Default (Guest lecture by F. Sturzenegger, remote)
Mini-lecture: Consequences of default

12. (2/27) The political economy of fiscal policy
Mini-lecture: The case of Chile’s fiscal institutions
[Note: It is possible that this unit might trade places with Unit 11.]

13. (3/4) EM crises: Early Warning Indicators
No Asynchronous Module

14. (3/5) Midterm exam

[March 9 — March 17 SPRING BREAK]

Second half of semester: Professor F. Sturzenegger

]
V. GROWTH THEORY

15. (3/18) Solow and cross-country income disparities
Mini-lecture: A review of dynamic systems

16. (3/19) Ramsey neoclassical growth model
Mini-lecture: Thinking about cross country differences in income

17. (3/25) Endogenous growth: Factor accumulation
Mini-lecture: The Solow model with reproducible factors

18. (3/26) Endogenous growth: Models of innovation
Mini-lecture: May growth stagnate?

19. (4/1) Overlapping

PS4 due 3/29



Mini-lecture: The Lucas island model



2. The Lucas Paradox and imperfections in financial markets

Carmen Reinhart and Kenneth Rogoff, 2004, "Serial Default And The "Paradox’' Of Rich-To-
Poor Capital Flows," American Economic Review, vol. 94, no.2, May, 53-58. ***

Eswar Prasad, Raghu Rajan, and Arvind Subramanian, 2007, “The Paradox of Capital,” Finance &
Development (IMF), March, 44, no.1, 10-13. *

Robert Lucas, 1990, "Why Doesn't Capital Flow from Rich to Poor Countries?" American
Economic Review 80, no. 2: 92-96.

Mark Aguiar and Gita Gopinath, 2007, “Emerging Market Business Cycles: The Cycle is the
Trend,” Journal of Political Economy 115, 1, February.

Caballero, Ricardo, Emmanuel Farhi, and Pierre-Olivier Gourinchas, 2017, "The safe assets
shortage conundrum." Journal of Economic Perspectives 31, no.3, 29-46.

Laura Alfaro, Sebnem Kalemli-Ozcan, and Vadym Volosovych, 2008, “Why Doesn’t Capital
Flow from Rich to Poor Countries? An Empirical Investigation,” Rev.Ec.& Stat., 90, 2, 347-68.
NBER WP 11901.

3. Interest Rate Parity & other tests of financial integration

WTP, Chapters 21.4, 27.1 . Fxk

The International Monetary Fund, 2012, “The Liberalization and Management of Capital
Flows: An Institutional View.” November.

S. Avdjiev, W. Du, C. Koch, and H.S. Shin, 2019, “The Dollar, Bank Leverage and Deviations
from Covered Interest Parity,” American Economic Review: Insights, Sept., 1, no. 2, 193-208.

“Why India hopes to make it into more big financial indices,” The Economist, Oct. 5, 2023.




WTP, Chapter 27.4-27.6. el

Rudiger Dornbusch, 1976, "Expectations & Exchange Rate Dynamics" JPE, 84, 1161-76. **
Kenneth Rogoff, 2002, "Dornbusch's Overshooting Model After 25 Years," The Mundell-
Fleming Lecture, IMF Staff Papers 49. *

YW Cheung, Menzie Chinn, A.Garcia Pascual, and Yi Zhang, 2019, “Exchange Rate Prediction
Redux: New Models, New Data, New Currencies,” J. Intl. Money and Finance, Vol. 95, July,
pp.332-362. *

[ll.  THE CARRY TRADE, RISK, PORTFOLIO DIVERSIFICATION

7. F



FSV (Chapter “22”) 17.7, pp.273-274 (DSA in discrete time). **

"Brazil warned of 'explosive' build-up of public debt," Financial Times, 24 May 2016.

Klaus Regling, “Solidarity with Greece will render its debt sustainable,” FT, Sept. 19, 2017.
“The eurozone recovery achieves critical mass,” Financial Times, Sept. 20, 2017.

“IMF warns eurozone that Greece needs more Greek debt relief,” Fin. Times, Aug. 1, 2018.
“Why securing debt forgiveness




14. Midterm exam

Readings for second half of semester -- Prof. Sturzenegger

Textbooks:



Lucas, R. (1988) On the Mechanics of Economic Development. Journal of Monetary
Economics, Vol. 22 (1), pp. 3-42.

Romer, P. M. (1990) Endogenous technological change. Journal of Political Economy, Vol.
98, pp. 71-102.

18. Endogenous Growth: Models of Innovation

CSV, Chapter 6. ***

AlphaGo The Movie, (2017), Youtube***,

Grossman, G. M. & Helpman, E. (1991) Innovation and Growth in the Global Economy. MIT
press.

Aghion, P., and Howitt P. (1992) “A Model of Growth Through Creative Destruction."
Econometrica, Vol. 60 (2), pp. 323-351.

Aghion, P. and Howitt, P. (2008) The Economics of Growth, MIT Press.

Kremer, M. (1993) “Population Growth and Technological Change: One million BC to 1990”.
The Quarterly Journal of Economics, 108 (3), pp. 681-716.

Piketty, T. (2013) Capital in the XXIst Century, Harvard University Press.

Gordon, R. (2017) The Rise and Fall of American Growth, Princeton University Press.

Gordon, R. (2018) “Why Has Economic Growth Slowed When Innovation Appears to be
Accelerating?” NBER Working Paper No. 24554.

19 OLG Models

CSV, Chapter 8. ***

Diamond, P. (1965) “National Debt in a Neoclassical Growth Model”. The American
Economic Review, Vol. 55 (5), pp. 1126-1150.

Blanchard, O. (1985) “Debt, Deficits, and Finite Horizons”. Journal of Political Economy, Vol.
93 (2), pp. 223-247.

Blanchard, O. (2019) “Public Debt and Low Interest Rates” American Economic Review, Vol.
109 (4), pp. 1197-1229.

20. OLG applications: social security, the Biden fiscal expansion, bubbles and crypto

CSV, Chapter 9, 22.3***

CSV 22.3.1and 22.3.3

Blanchard, O. J., & Fischer, S. (1989) Lectures on Macroeconomics. MIT press. Chapter 5.1
and 5.2.

Tirole, Jean (1985) “Asset Bubbles and Overlapping Generations” Econometrica 53 (Dec)
1499-1528

Barro, Robert (2022) r minus g, Review of Economic Dynamics, October.

10



21. Real Business Cycles

CSV, Chapter 14. ***

Prescott, E. (1986) “Theory Ahead of Business Cycle Measurement”, Federal Reserve Bank of
Minneapolis Quarterly Review, pp. 9-22.

Mendoza, E. (1991) “Real Business Cycles in a Small-Open Economy,” American Economic
Review, Vol. 81, pp. 797-818.

Rebelo, S. (2005) “Real Business Cycle Models: Past, Present and Future” The Scandinavian
Journal of Economics, Vol. 107 (2), June, pp. 217-238.

Uribe M. and Schmitt-Grohe, S. (2017) Open Economy Macroeconomics, Princeton
University Press., Caps. 1 and 4.

Eichenbaum, M., Rebelo, S. and Traband M. (2021) The Macroeconomics of Epidemics, The

Review of Financial Studies, Vol 34 (11) November.

22. New Keynesian Models of Fluctuations: the basics

CSV, Chapter 15.1-15-3.***

Romer, D (2019) Advanced Macroeconomics, Chapter 7 (Same in 4th and 5th ed)

Lucas, R. (1973), “Some International Evidence on Output-Inflation Tradeoffs”, The American
Economic Review, Vol 63 (3), pp. 326-334.

Calvo, G., (1983) “Staggered Prices in a Utility-Maximizing Framework,” Journal of Monetary
Economics, Vol. 12 (3), pp. 383-98.

Gali, J. (2008) Monetary Policy, Inflation and the Business Cycle, Princeton University Press.
Ch.2to 4 and 6.

23 & 24. New Keynesian Models of Fluctuations: fiscal and monetary policies and
passthrough

CSV, Chapter 15.4, 17.4, 18.2***

Soylu, Can (2021), Simulating a DSGE Model Video Tutorial
https://zenodo.org/record/5572649#.Y3U20exBy31***

Collar, F., 2009, “Stochastic simulations with DYNARE: A practical guide,”
http://www.dynare.org/documentation-and-support/tutorial

Christiano, L., Trabandt, M. and Walentin, K. (2011) "DSGE Models for Monetary Policy
Analysis", in: B, Friedman & M. Woodford (ed.), Handbook of Monetary Economics, vol. 3, Ch. 7,
pp. 285-36.

Christiano, L., M. Eichenbaum and M. Trabandt (2018) “On DSGE Models.” Journal of
Economic Perspectives, Vol. 32 (3), pp. 113-40, Summer.

Gali, J. (2020) “Monetary Policy and Bubbles in a New Keynesian Model with Overlapping
Generations”, Mimeo. CREL.

25. (4/27) Vector Autoregression (VAR)
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