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2003-2004

General Exam: International Monetary Theory and Policy. 

A two-course sequence is offered on the material to be covered by this general exam. The sequence consists of Economics 553 (fall) and 554 (spring). Each of these courses may also be taken individually as an elective. The sequence is mainly designed for graduate students wishing to specialize in International Finance and/or International Monetary Economics. 

Economics 553 (Fall 2004): Paul Krugman and Hélène Rey.

This course develops core models of international finance and open-economy macroeconomics, and surveys selected current research topics in the field. Topics treated include: basic models of the open economy; the intertemporal approach to the current account; the determination of real exchange rates and purchasing power parity; international CAPM and uncovered interest rate parity; international risk sharing and capital flows, home bias; financial crises, speculative attacks and sudden stops.

Economics 554 (Spring 2005): Lars Svensson

TBA

ECON553   Fall 2004
Paul Krugman and Hélène Rey

Grading Policy

Midterm Exam (40% of grade). The date for the midterm is October 20th.  There will be one problem set before to prepare you for the midterm.

Final exam (60% of grade).  The final will take place in January.
Course Material

The textbook for the course is Foundations of International Macroeconomics, by Maurice Obstfeld and Kenneth Rogoff, MIT Press, October 1996. 

Other useful references are "International Macroeconomics and Finance: Theory and Empirical Methods" by Nelson Mark, Blackwell Publisher, September 2001, "The Economics of exchange Rates" by  Lucio Sarno and Mark Taylor, Cambridge University Press, 2003.  
Reading List

The following reading list gives a guide to the material that will be covered in the course. Most articles are available on-line. 

The sessions taught by Paul Krugman are denoted by [PK] and the sessions taught by Hélène Rey by [HR].

1)  Introduction to open economy economics  [PK] [September 13, 15, 20]
2) Purchasing Power Parity and Law of One Price. [HR] [September 22]
Rogoff K. "The Purchasing Power Parity Puzzle", Journal of Economic Literature Vol. 34, No. 2. (Jun., 1996), pp.  647-668.
Engel C. "Accounting for US Real Exchange Rate Changes," Journal of Political Economy 107(3), June 1999, pages  507-38.

Imbs J., Mumtaz H., Ravn M. and H. Rey, “PPP Strikes Back: Aggregation and the Real Exchange Rate”, forthcoming Quarterly Journal of Economics, 2005  at www.princeton.edu/~hrey.
Taylor A. and M. Taylor, “The Purchasing Power Parity Debate”, Journal of Economic Perspectives forthcoming, NBER WP 10607.
Law of one price:

Crucini and Shintani: “Persistence in Law of one price deviations: evidence from micro data”,, WP No 02-W22, Vanderbilt University, 2002.

Crucini M., Zachariadis and  C. Telmer: “Understanding European Real Exchange Rates:1975-1990”,  WP No 01-W20, Vanderbilt University, 2001.

Wei, Shan Jin and David C. Parsley: “A prism into the PPP Puzzle: The Micro-Foundations of Big Mac Real Exchange Rates”, NBER WP 10074, 2003.
3) Intertemporal approach to the current account  [HR] [September  27, 29, October 4] 
Obstfeld -Rogoff chapters 1 and 2.
Obstfeld M. and K. Rogoff, "The Intertemporal Approach to the Current Account", in Handbook of International Economics, Gene Grossman and Ken Rogoff, ed, North Holland, 1995.

Glick R. and K. Rogoff, “Global versus Country-Specific Productivity Shocks

and the Current Account”, Journal of Monetary Economics, 1995, 35 (1), 159—92.”

Bergin P. and S. Sheffrin, “Interest Rates, Exchange Rates and Present Value Models of the Current Account”, The Economic Journal 110 (463), April 2000, 535-558.
Kraay, A. and J. Ventura, "Current Accounts in Debtor and Creditor Countries", Quarterly Journal of Economics, November 2000.

Ventura J. :  “A Portfolio View of the U.S. Current Account Deficit,” in Brookings Papers on Economic Activity 2001, pp. 241—53.

Mercereau, B. :  “The Role of Stock Markets in Current Account Dynamics: a Time Series Approach”, BE Press, Topics in Macroeconomics, 2003, Vol 3, Issue 1.

Gourinchas P.O. and H. Rey: “International Financial Adjustment”, NBER WP, 2004, at www.princeton.edu/~hrey.
Obstfeld M. and K. Rogoff: “The Unsustainable US Current Account Position Revisited”, July 2004 at http://emlab.berkeley.edu/users/obstfeld/ .
Krugman P.: "Has the adjustment process worked?", Oct 1991, Policy analyses in international economics 34,  Institute for International Economics.

Razin, A.and L. Svensson, “The Terms of Trade and the Current Account: The

Harberger-Laursen-Metzler Effect,” Journal of Political Economy, February 1983, 91 (1), 97—125.

4) International financial markets and risk sharing.  Financial globalization. [HR] [October  6, 11, 13, 18]
International financial markets and risk sharing.  
Obstfeld-Rogoff, chapter 5.
Lewis K., "International Home Bias in International Finance and Business Cycles", NBER WP #6351, January 1998, or with the title "Trying to Explain Home Bias in Equities and Consumption" Journal of Economic Literature 37, June 1999, 571-608.

Backus D. P. Kehoe and F. Kydland, “International Real Business Cycles”, Journal of Political Economy, 100 (4) August, 745-775. 

Cole H. and M. Obstfeld: " Commodity Trade and International Risk Sharing: How much do Financial Markets Matter?", Journal of Monetary Economics 28 (August): 3-24, 1991.

Obstfeld, M, "Risk-taking, global diversification, and growth", American Economic Review, 84, pp. 1310-29, 1994.

Van Wincoop:  "How Big are Potential Gains from International Risk Sharing?", Journal of International Economics 47, 1999, 109-135.

Obstfeld M. and K. Rogoff, "The Six Major Puzzles in International Macroeconomics: Is There a Common Cause?", NBER Macro Annuals 2001.

Martin P. and H. Rey: "Financial Super-Markets: Size matters for asset trade", 2002, forthcoming Journal of International Economics http://www.princeton.edu/~hrey/
Martin P. and H. Rey: "Financial Integration and Asset Returns", European Economic Review ISOM issue, June 2000, (44/7), p.  1327-1350.
Financial globalization.   
Tesar L. and I. Werner, "Home Bias and High Turnover", Journal of International Money and Finance 14 (August): 467-92  1995.

Portes R. and H. Rey, 2001: "Determinants of Cross Border Equity Flows", forthcoming Journal of International Economics, at http://www.princeton.edu/~hrey/
Kray, A., Loayza, N., Serven, L. and J. Ventura "The Portfolio of Nations", NBER WP 7795 July 2000.

Lane P. and G. M. Milesi-Ferretti, "The External Wealth of Nations: Measure of Foreign Assets and Liabilities for Industrial and Developing Countries," International Monetary Fund Working Paper WP/99/115, August 1999.

Lane P. and G. M. Milesi-Ferretti, “International Financial Integration” CEPR DP 3769.
Heathcote J. and F. Perri, “The International Diversification Puzzle is not as Bad as you Think”, mimeo, 2004.
International Monetary Fund: Prasad E. Rogoff K., Wei S.J. and Kose A.: “Effects of Financial Globalization on Developing Countries: Some Empirical Evidence”, March 2003.

Gourinchas P.O. and O. Jeanne: “The Elusive Gains of International Financial Integration”, 2003, CEPR DP 3902.

5) Sticky price models. [PK] [ October 20; November 1]

MIDTERM : November 3.

Sticky price models. [PK] [ November 8]

6)  Financial crises. Speculative attacks.  Sovereign debt crises.  [PK] [November 10, 15 17]

7) Speculative attacks and financial crises under information heterogeneity.  [HR] [November 22, 24]

Morris S. and H.S. Shin, “Unique Equilibrium in a Model of Self-Fulfilling Currency Attacks”, American Economic Review 88, 587-97, 1998. 
Morris S. and H.S. Shin, “Rethinking Multiple Equilibria in Macroeconomics”, NBER Macro Annual, 2000.

Broner F., “Discrete Devaluations and Multiple Equilibria in a First Generation Model of Currency Crises,” mimeo University of Maryland, 2004.
Chamley C., “Dynamic Speculative Attacks”, American Economic Review, 2003.
Angeletos G.M. and I. Werning, “Information Aggregation and Equilibrium Multiplicity”, mimeo MIT, 2004.

8) Financial crises.  Speculative attacks.  Sovereign debt crises.  [PK] [November 29, December 1]

9) Sudden Stops. [HR] [December 6, 8].

Mendoza E. and Smith: Margin Calls, Trading Cost, and Asset Prices in Emerging Markets: The Financial Mechanics of the 'Sudden Stop' Phenomena at http://www.bsos.umd.edu/econ/mendoza/
Arellano C. and E. Mendoza, “Credit Frictions and 'Sudden Stops' in Small Open Economies: An Equilibrium Business Cycle Framework for Emerging Markets Crises,” NBER WP 8880, 2002.
Calvo C., Izquierdo A. and L-F. Mejia, “On the Empirics of Sudden Stops: The Relevance of Balance-Sheet Effects”, NBER WP 10520, 2004.
Martin P. and H. Rey: “Financial Globalization and Emerging Markets: With or without Crash?”, revised 2004 at www.princeton.edu/~hrey 
Tornell A. and M. Schneider: “Balance Sheet Effects, Bailout Guarantees and Financial Crises”, forthcoming Review of Economic Studies.
