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International Macroeconomics

Course Outline: This is a second-year graduate class. I will begin by reviewing a baseline
2-country frictionless DSGE model, and a series of papers that summarize the evidence of
departures from the predictions of this baseline. Then I will turn to potential explanations
for these departures, organized (mainly) under the headings of frictions in asset markets, and
frictions in goods markets. The goal of the class is first, to give you an up-to-date overview
of the literature, and second, to get you started on your own research.

Prerequisites: 202, 203, 204, 210, 211, 212

Textbook: I will not follow any textbook closely. However several assigned readings will
be taken from the following textbooks:

Obstfeld, M. and K. Rogoff (1996), Foundations of International Macroeconomics,
MIT Press (abbreviated OR).

Ljungqvist, L. and T. Sargent (2004), Recursive Macroeconomic Theory, 2nd
Edition, MIT Press (abbreviated LS).

A list of references for the topics covered in class is provided below. Starred items will be
covered in detail. Apart from those taken from the two textbooks, all items on the list are
available in electronic format.

Assessment: You are required to prepare a half-page summary of the required reading for
each class, due at the beginning of class. In addition your grade will be based on five problem
sets and a paper proposal, to be presented in the last class of the quarter. I will provide
more details on what I want from this paper in class. I also recommend that you attend the
Macro seminar on Mondays, 3.30-5.00 in Room 315, and the Trade seminar on Wednesdays,
1.30-3.00 in Room 315.

Course Organization: Except when announced otherwise, we will meet as announced. I
will have office hours on Thursdays, 11am-12pm. I hope to put lecture notes on Coursework
after each class, though I apologize in advance for any delays.
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*Mendoza, E. G. (1991). ”"Real Business Cycles in a Small Open Economy.” American
Economic Review 81(4): 797-818.

*Schmitt-Grohé, S. and M. Uribe (2003), “Closing Small Open Economy Models,”
Journal of International Economics 61, 163-185.



2.5

1.

10.

11.

2.6

Exogenous incompleteness, general equilibrium

*Aiyagari, S. R. (1994). ”Uninsured Idiosyncratic Risk and Aggregate Saving.” Quar-
terly Journal of Economics 109(3): 659-84.

Angeletos, G.-M. (2006), “Uninsured Idiosyncratic Investment Risk and Aggregate
Saving,” Review of Economic Dynamics forthcoming.

Angeletos, G.-M. and L. Calvet (2006), “Idiosyncratic Production Risk, Growth and
the Business Cycle,” Journal of Monetary Economics 53 (6).

Bai, Y. and J. Zhang (2010), “Solving the Feldstein-Horioka Puzzle With Financial
Frictions,” Econometrica 78 (2), 603-632.

Huggett, M. (1993): “The Risk-Free Rate in Heterogeneous-Agent, Incomplete Insur-
ance Economies,” Journal of Economic Dynamics and Control, Vol. 17, pp. 953-969.

Krueger, D. and F. Perri (2006), “Does Income Inequality Lead to Consumption In-
equality: Evidence and Theory,” Review of Economic Studies 73, 163-193.

Krusell, Per and Anthony Smith (1998): Income and Wealth Heterogeneity in the
Macroeconomy, Journal of Political Economy, 106(5), 867-896.

LS, Chapters 16 and 17.
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Ligon, E.,; J. Thomas and T. Worrall (2000), “Mutual Insurance, Individual Savings
and Limited Commitment,” Review of Economic Dynamics 3(2), 216-246.
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Economies: An Equilibrium Business Cycle Framework for Emerging Market Crises,”

in Dynamic Macroeconomic Analysis: Theory and Policy in General Equilibrium, S.
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Chari, V., P. Kehoe and E. McGrattan (2005), “Sudden Stops and Output Drops,”
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*Mendoza, E. (2010), “Sudden Stops, Financial Crises and Leverage,” American Eco-
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Drozd, L. and J. Nosal (2011), “Understanding International Prices: Customers as
Capital,” American Economic Review, forthcoming.

Drozd, L. and J. Nosal (2011), “Pricing-to-Market in Business Cycle Models,” mimeo.
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Prices,” mimeo.

Knetter, M. (1989), “Price Discrimination by US and German Exporters,” American
Economic Review 79 (1), 198-210.

Knetter, M. (1993), “International Comparisons of Pricing-to-Market Behavior,” Amer-
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Economic Review 78 (4), 773-85.

Baldwin, R. and P. Krugman (1989), “Persistent Trade Effects of Large Exchange Rate
Shocks,” Quarterly Journal of Economics 104 (4), 635-54.
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Chaney, T., (2008), “Distorted Gravity: The Intensive and Extensive Margins of In-
ternational Trade,” American Economic Review 98 (4).

Drozd, L. and J. Nosal (2008), “Long Run Price Elasticity of Trade and the Trade-

7

Comovement Puzzle,” mimeo.
Fitzgerald and Haller (2011), “Exporters and Exchange Rates,” mimeo.

Ghironi, F. and M. Melitz (2005), “International Trade and Macroeconomic Dynamics
with Heterogeneous Firms,” Quarterly Journal of Economics 120, 865-915.

Ruhl, K. (2008), “The International Elasticity Puzzle,” mimeo.

. Ruhl, K. and J. Willis (2009), “New Exporter Dynamics,” mimeo.

Financial Puzzles

. *Brandt, M. W., J. H. Cochrane, and P. Santa-Clara. (2006), “International Risk

Sharing is Better Than You Think, or Exchange Rates are Too Smooth,” Journal of
Monetary Economics 53, 671-698.

. Burnside, C., M. Eichenbaum, I. Kleshchelski and S. Rebelo (2006), “The Returns to

Y

Currency Speculation,” mimeo.

Coeurdacier, N. and P.-O. Gourinchas (2008), “When Bonds Matter: Home Bias in
Goods and Assets,” mimeo.

Lewis, K. K. (2000). ”Why do Stocks and Consumption Imply Such Different Gains
from International Risk Sharing?” Journal of International Economics 52(1): 1-35.

*Lustig, H. and A. Verdelhan (2006), “The Cross-Section of Foreign Currency Risk
Premia and Consumption Growth Risk,” American Economic Review forthcoming.

Currency crises and multiple equilibria

. Krugman, P. (1979), “A Model of Balance-of-Payments Crises,” Journal of Money,

Credit and Banking 11, 311-325.

. Morris, S. and H. S. Shin, 1998. “Unique Equilibrium in a Model of Self-Fulfilling

Currency Attacks,” American Economic Review 88, pp. 587-97, June.

Obstfeld, M. (1996), “Models of Currency Crises with Self-Fulfilling Features,” Euro-
pean Economic Review 40, 1037-1047.
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Information frictions and learning

. Bacchetta, P. and E. van Wincoop (2006), “Can Information Heterogeneity Explain
the Exchange Rate Determination Puzzle?” American Economic Review 96, 552-576.

. Mondria, J. and T. Wu (2006), “The Puzzling Evolution of Home Bias, Information

)

Processing and Financial Openness,” mimeo.

. Van Nieuwerburgh, S.and L. Veldkamp (2007), “Information Immobility and the Home
Bias Puzzle,” mimeo.

Other stuff I might talk about

. Devereux, M. and V. Hnatkovska (2011), “Consumption Risk Sharing and the Real
Exchange Rate: Why Does the Nominal Exchange Rate Make Such a Difference?”
mimeo.

. Gourinchas, P.-O. and H. Rey (2007), “International Financial Adjustment,” Journal
of Political Economy 115 (4), 665-703.
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10.

11.

12.

13.

14.

Schedule

. Tuesday 27th September. Introduction. Baseline multi-country endowment model.

Reading: LS Chapter 8.

Thursday 29th September. Labor supply and investment in a 2-country world. Facts.
Reading: Backus, Kehoe, Kydland (1992)

Tuesday 4th October. Multiple goods. Non-separable leisure. Taste shocks. Different
preferences. Reading: Cole and Obstfeld (1991).

Thursday 6th October. Are there frictions in asset markets? Costs of frictions. Read-
ing: Lewis (1996); Heathcote and Perri (2002); Tesar (1995); Gourinchas and Jeanne
(2006)

Tuesday 11th October. Exogenously non-traded goods. Reading: Backus and Smith
(1993); Stockman and Tesar (1995).

Thursday 13th October. Trade costs. Reading: Obstfeld and Rogoff (2000); Fitzger-
ald (2011).

Tuesday 18th October. Asymmetric information. Reading: OR Chapter 6; Gertler
and Rogoff (1990).

Thursday 20th October. Exogenous incompleteness, full commitment, partial equi-
librium. Reading: Mendoza (1991); Schmitt-Grohé and Uribe (2003); Aguiar and
Gopinath (2007).

Tuesday 25th October. Exogenous incompleteness, full commitment, general equilib-
rium. Reading: Aiyagari (1994); Mendoza, Quadrini and Rios-Rull (2009).

Thursday 27th October [TO BE RESCHEDULED]. Limited commitment, complete
markets, partial equilibrium. Reading: OR Chapter 6; Eaton and Gersovitz (1981);
Bulow and Rogoff (1989a).

Tuesday 1st November. Limited commitment, complete markets, general equilibrium.
Reading: LS Chapter 20; Kehoe and Perri (2002)

Thursday 3rd November. Limited commitment, incomplete markets, default. Read-
ing: Aguiar and Gopinath (2006); Arellano (2006); Yue (2006).

Tuesday 8th November. Debt maturity structure. Reading: Calvo (1988), Cole and
Kehoe (2000), Arellano and Ramanarayanan (2010).

Thursday 10th November. Collateral constraints. Reading: Mendoza (2010).
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15.

16.

17.

18.

19.

20.

Tuesday 15th November. Evidence of frictions in goods markets. Reading: Froot and
Rogoff (1995), Goldberg and Knetter (1997), Taylor and Taylor (2004).

Thursday 17th November. Sticky prices. Reading: Chari, Kehoe and McGrattan
(2002).

Tuesday 29th November. Price discrimination. Reading: Atkeson and Burstein
(2008); Drozd and Nosal (2011).

Thursday 1st December. Costs of adjustment on quantities. Reading: Alessandria
and Choi (2005); Ghironi and Melitz (2005), Ruhl (2008).

Tuesday 6th December. The Equity Premium Puzzle in an international context.
Reading: Brandt, Cochrane and Santa-Clara (2006); Lewis (2000), Lustig and Verdel-
han (2006).

Thursday 8th December. Paper presentations.

Assignments

. Problem set 1. Due Tuesday 4th October

. Problem set 2. Due Tuesday 11th October

Problem set 3. Due Tuesday 18th October
Problem set 4 (longer). Due Tuesday 1st November
Problem set 5. (longer). Due Tuesday 15th November

Short paper. Presentation Thursday 8th December. “Final” version due Friday 16th
December.
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