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Description: 

This course covers in depth selected topics in international monetary economics, with an emphasis on international financial markets and international capital flows. It will examine recent developments in the field and assumes that students are familiar with international monetary economics. The nominal exchange rate is the protagonist throughout the course. The focus is on theories, but the empirical evidence and some institutional arrangements are also covered. There are four major topics: 

1) The behavior of nominal exchange rates and the functioning of the foreign exchange market. This section will examine the recent evidence from the microstructure literature; will review various puzzles about the nominal exchange rate; and will review recent explanations of these puzzles.

 

2) Financial crises. This section reviews some of the theories developed in the aftermath of the Asian financial crises; reviews the empirical evidence; examines the problem of sudden stops and recovery and some issues specific to emerging market economies. 

 

3) The economics of exchange rate regimes, with an emphasis on the recent empirical evidence.
 

4) The development of recent models in international monetary economics, mainly theories introducing nominal rigidities.

Syllabus with Readings:

Textbooks: There is no single textbook for the course, but we will rely on sections from the following textbooks:

Maurice Obstfeld and Kenneth Rogoff, Foundations of International Macroeconomics, MIT Press, 1996. (OR)
Lucio Sarno and Mark Taylor, The Economics of Exchange Rates, Cambridge University Press, 2002. (ST)
Nelson Mark, International Macroeconomics and Finance - Theory and Econometric Methods, Blackwell, 2001. (M)
Richard Lyons, The Microstructure Approach to Exchange Rates, MIT Press, 2001. (L)

1. The Nominal Exchange Rate

Sager, M.J. and M.P. Taylor (2006), "Under the Microscope: The Structure of the Foreign Exchange Market," International Journal of Finance and Economics 11, 81-95.

Galati, G. and M. Melvin (2004), "Why Has FX Trading Surged? Explaining the 2004 Triennial Survey," BIS Quarterly Review, December.

1.1. Foreign Exchange Market Efficiency

ST, ch. 2

Burnside, C., M. Eichenbaum, I. Kleshchelski, and S. Rebelo (2006), ”The Returns to Currency Speculation,“ NBER WP No. 12489.

Bacchetta, Ph. and E. van Wincoop (2007), “Random Walk Expectations and the Forward Discount Puzzle,” American Economic Review, forthcoming.

1.2. Exchange Rate Determination

ST, 4.1.2, 4.1.3; M, ch. 3

1.3. Market Microstructure and Heterogeneous Information

L, ch. 1

Evans, M. (2007), “Foreign Exchange Market Microstructure,” New Palgrave Dictionary of Finance and Economics, forthcoming.

Bacchetta, Ph. and E. van Wincoop (2007), “A Scapegoat Model of Exchange Rate Fluctuations,” American Economic Review 94, 114-118.

2. Currency & Financial Crises

ST, ch. 8; M, ch. 11.

Obstfeld, M. and K. Rogoff (1996), Foundations of International Economics, 8.4, 9.5.

Aghion, Ph., Ph. Bacchetta, and A. Banerjee (2001), “Currency Crises and Monetary Policy in a Credit-Constrained Economy,” European Economic Review 45, 1121-1150.

Frankel, J.A. (2005), “Contractionary Currency Crashes in Developing Countries,” IMF Staff Papers 52, 149-192.
Aghion, Ph., Ph. Bacchetta, and A. Banerjee (2004), “Financial Development and the Instability of Open Economies,” Journal of Monetary Economics 51, 1077-1106.

Goldstein, M., C.M. Reinhart and G.L. Kaminsky (2000), Assessing Financial Vulnerability: An Early Warning System for Emerging Markets, ch. 2.

Berg, A., E. Borensztein, and C. Pattillo (2004), ”Assessing Early Warning Systems: How Have They Worked in Practice?” IMF WP 04/52.

3. Exchange Rate Regimes

Gosh, Gulde, and Wolf, Exchange Rate Regimes – Choices and Consequences, MIT Press, 2002, ch. 3-5.

Husain, A.M., A. Mody, and K.S. Rogoff (2005), "Exchange Rate Regime Durability and Performance in Developing versus Advanced Economies," Journal of Monetary Economics 52, 35-64

Aghion, P., P. Bacchetta, R. Ranciere and K.S. Rogoff (2006): “Exchange Rate Volatility and Productivity Growth: The Role of Financial Development”,  NBER WP No. 12117.

Shambaugh, J. (2004): “The Effect of Fixed Exchange Rates on Monetary Poliy”, Quarterly Journal of Economics 119, 301-352.

4. New Open Economy Macroeconomics

ST, ch. 5; M, ch. 9. 

Bacchetta, Ph. and E. van Wincoop (2000) “Does Exchange Rate Stability Increase Trade and Welfare?” American Economic Review  90, 1093-1109.

TBC
