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Introduction:  Global financial markets allow governments, companies, and households to tap into the pool of international savings and allow the diversification of risks more globally. The 2008/09 global financial crisis highlighted, however, that economic integration does not only lead to prosperity, but can result in the transmission of crises and economic hardship from one country to the rest of the world. It also raised questions about macro-financial linkages and hence the need for academics, policymakers, and regulators to better understand the functioning of global financial systems, spillovers from the financial system to the macroeconomy, as well as the causes for crises and how best to prevent them. 
Objective: The course will combine theory with practical policy questions and case studies from advanced economies and emerging markets. It will look at both the linkages between financial markets and the macro-economy and how shocks are transmitted globally. It introduces students to topics in international finance and open economy macroeconomics, financial markets institutions and instruments, and relates economic and financial market concepts to global developments. These insights are particular valuable given China’s increasing global footprint and linkages to the rest of the word.  
Requirements and grading: The course requires students to follow global financial markets and involves active class participation. Students are asked to critically evaluate journal articles and think about policy options. Grades will be based on a course paper (focused analytical/econometric analysis, 50 percent), a short 2-page note linking class readings to policy issues in China (20 percent), a literature review, including a corresponding power point presentation (20 percent), and class participation (10 percent). 
Course material: The course is based on journal articles and case studies. The following textbooks serve as useful references:
Maurice Obstfeld and Kenneth Rogoff, Foundations of International Macroeconomics, Cambridge (MIT Press);

Paul R. Krugman and Maurice Obstfeld. International Economics: Theory and Policy, Addison Wesley.

Robert C. Feenstra and Alan M. Taylor. 2014. International Economics, Worth Publishers; 
Mark C. Nelson; International Macroeconomics and Finance: Theory and Econometric Methods (Blackwell Publishers).
Top of Form

Class Topics and Readings

Sep. 22
Recent developments in global economic and financial markets

World Economic Outlook. Update, IMF (Washington, D.C), July 2018
Global Financial Stability Report, IMF (Washington, D.C.), April 2018
Fiscal Monitor, IMF (Washington, D.C.), April 2018
Gaspar, Vitor, Maurice Obstfeld, and Ratna Sahay, 2016, Macroeconomic Management when Fiscal Policy Space is Constrained, IMF (Washington, D.C.)

China and global financial markets:

Cerutti E. and M. Obstfeld, forthcoming, China’s Bond and Global Financial Markets, in Schipke, A; M. Rodlauer (Eds.), China’s Bond Market: Characteristics, Prospects, and Reforms, Washington, D.C. (to be distributed).
Sep. 29
The global economy: setting the stage

Neal, Larry. 1985. Integration of International Capital Markets: Quantitative Evidence from the Eighteenth to the Twentieth Centuries. Journal of Economic History 50 (June 1985): 219-26.
Lucas, Robert. 1990, Why Doesn’t Capital Flow from Rich to Poor Countries? American Economic Review 80.2: 92-96.

Lane, Philip R. and Gian Maria Milesi-Ferretti. 2007. The external wealth of nations mark II: Revised and extended estimates of foreign assets and liabilities., 1970-2004. Journal of International Economics, Elsevier 73.2. 223-50 (November).
Chinn, M

enzie D. and Hiro Ito, 2006, “What Matters for Financial Development? Capital Controls, 

Institutions, and Interactions,” 

Journal of Development Economics

, Volume 81, 

Issue 1, Pages 163

–

192 (October)

, 

http://isiarticles.com/bundles/Article/pre/pdf/12473.pdf

Magud, Nicolas E

., Carmen M. 

Reinhart, and 

Kenneth 

Rogoff, 20

11

, “Capital Controls: Myth and 

Reality 

a

Portfolio Balance Approa

ch to Capital Controls,” 

NBER Working Paper 16805.

http://www.nber.org/papers/w16805

Obstfeld, Maurice, 2012, “Does the Current Account Still Matter?” 

American Economic Review

, 

Vol. 

102

, No. 

3

, pp. 1

–

23, 

https://www.aeaweb.org/articles?id=10.1257/aer.102.3.1

Gourinchas, Pierre

-

Olivier, Hélène Rey, External Adjustment, Global Imbalances, Valuation Effects, 

Chapter 10, 

In: Gita Gopinath, 

Elhanan Helpman and Kenneth Rogoff, Editor(s), Handbook of 

International Econom

ics, Elsevier, 2014, Volume 4, pp.

585

–

645

, 

http://www.sciencedirect.com/science/journal/15734404?sdc

=1

Chinn, Menzie D. and Hiro Ito, 2006, “What Matters for Financial Development? Capital Controls, Institutions, and Interactions,” Journal of Development Economics,Volume 81, 

Issue 1, Pages 163, 192 (October). 

http://isiarticles.com/bundles/Article/pre/pdf/12473.pdf
Capital account review:

Magud, Nicolas E., Carmen M. Reinhart, and Kenneth Rogoff, 2011, “Capital Controls: Myth and Reality a Portfolio Balance Approach to Capital Controls,” NBER Working Paper 16805.

http://www.nber.org/papers/w16805
Obstfeld, Maurice, 2012, “Does the Current Account Still Matter?” American Economic Review, 

Vol. 102, No.3, pp. 23, https://www.aeaweb.org/articles?id=10.1257/aer.102.3.1

Gourinchas, Pierre-Olivier, Hélène Rey, External Adjustment, Global Imbalances, Valuation Effects, Chapter 10, In: Gita Gopinath, Elhanan Helpman and Kenneth Rogoff, Editor(s), Handbook of International Economics, Elsevier, 2014, Volume 4, pp. 585–645

http://www.sciencedirect.com/science/journal/15734404?sdc=1
Oct. 6
Global financial integration

Dell‚ Ariccia, Giovanni and Others. 2010. Reaping the Benefits Financial Globalization, in: Crowe, Christopher and Others (Eds) 2010. Macro-financial Linkages: Trends, Crises, and Policies, IMF (Washington, D.C).

Kose, Ayhan, Prasad Eswar, Kenneth Rogoff, Shang-Jin Wei. 2010. Financial Globalization: A Reappraisal: 273-322. in: Crowe, Christopher and Others (Eds). 2010. Macro-financial Linkages: Trends, Crises, and Policies, IMF (Washington, D.C).

Quinn, Dennis P. and Hans-Joachim Voth, 2008. A Century of Global Equity Market Correlations. American Economic Review, American Economic Association: 98.2:535 (May)

Habermeyer, Karl, et. al. 2017. Capital Account Opening and Capital Flow Management, in: Lam, Raphael, Markus Rodlauer, and Alfred Schipke, Eds, Modernizing China: Investing in Soft Infrastructure, Washington, D.C. (IMF): 215-247.
Financial sector review:
Schipke, A., M. Rodlauer, ZHANG L., forthcoming, China’s Bond Market: Characteristics, Prospects and Reform, Chapter 1, Washington, D.C. (to be distributed).
Mussa, Michael, Paul Masson, Alexander Swoboda,

Esteban 

Jadresic, Paolo Mauro, and Andy Berg, 2000, 

Exchange 

Rate Regimes in an Increasingly Integrated World 

Economy,

IMF Occasional Paper No. 193.

Available via: 

http://www.imf.org/external/pubs/ft/op/193/index.htm

Mussa, Michael, Paul Masson, Alexander Swoboda,

Esteban 

Jadresic, Paolo Mauro, and Andy Berg, 2000, 

Exchange 

Rate Regimes in an Increasingly Integrated World 

Economy,

IMF Occasional Paper No. 193.

Available via: 

http://www.imf.org/external/pubs/ft/op/193/index.htm

Mussa, Michael, Paul Masson, Alexander Swoboda,

Esteban 

Jadresic, Paolo Mauro, and Andy Berg, 2000, 

Exchange 

Rate Regimes in an Increasingly Integrated World 

Economy,

IMF Occasional Paper No. 193.

Available via: 

http://www.imf.org/external/pubs/ft/op/193/index.htm

Oct. 13
Monetary policy and transmission

Shambaugh, Jay C. 2004. The Effect of Fixed Exchange Rates on Monetary Policy. The Quarterly Journal of Economics, MIT Press, 119.1: 300-351 (February)

Obstfeld, Maurice, Jay C. Shambaugh, and Alan M. Taylor. 2005. The Trilemma in History: Tradeoffs Among Exchange Rates, Monetary Policy, and Capital Mobility. Review of Economics and Statistics 87.3: 423-438 (December).

Romer, Christina D. and David H. Romer. 1989. Does Monetary Policy Matter? A new Test in the Spirit of Friedman and Schwarz. NBER Macroeconomics Annual 4: 121-170.

Romer, Christina D. and David H. Romer. 1994. Monetary Policy Matters. Journal of Monetary Economics 33: 75-88 (August).

MA Jun. 2017. Interest Rate Transmission Mechanism in a New Monetary Policy Framework, in: Lam, Raphael, Markus Rodlauer, and Alfred Schipke. Modernizing China: Investing in Soft Infrastructure, Washington, D.C. (IMF): 191-215.

(Unconventional) monetary policy and transmission review:

Svensson Lars E. O. “What Have Economists Learned about Monetary Policy over the past 50 Years?,” in Herrman, Heinz, ed., Monetary Policy Over Fifty Years: Experiences and Lessons, Routledge, 2009. Available via internet: 

http://www.riksbank.se/en/Press-and-published/Press-Releases/2007/Svensson-What-have-economists-learned-about-monetary-policy-over-the-past-50-years/
Jacker, Jeffrey, 2015,  “What Monetary Policy Can and Can’t Do,”Available via internet: 

https://www.richmondfed.org/press_room/speeches/president_jeff_lacker/2015/lacker_speech_20151112
Ireland, P., 2005, “The Monetary Transmission Mechanism” Federal Reserve Bank of Boston, WP 06-1

Bernanke, B. and M. Gertler, 1995, “Inside the Black Box: the credit channel of monetary policy transmission.” Journal of Economic Perspectives 9(4): 27-48

BIS, Monetary and Economic Department, 2008, “Transmission mechanisms for monetary policy in emerging market economies” Working Paper 35
Oct. 20
Fiscal policy transmission and multipliers

Feyrer, James and Jay C. Shambaugh. 2009. Global Savings and Global Investment: The Transmission of Indentified Fiscal Shocks. NBER Working Papers 15113.

Perotti, Roberto. 2011. The Austerity Myth: Gain Without Pain? BIS Working Paper 362.

Barro, Robert J. and Charles J. Redlick. 2011. Macroeconomic Effects from Government Purchases and Taxes. Quarterly Journal of Economics 126 (February): 51-1002

Ilzetzki, Ethan and Enrique G. Mendoza and Carlos Vegh. 2010. How Big (Small?) are Fiscal Multipliers? NBER Working Papers 16479.

Lam Raphael, Wei Jianing, and Holger van Eden. 2017. Local Government Finances and Fiscal Risks, in: Lam, Raphael, Markus Rodlauer, and Alfred Schipke, Beds, Modernizing China: Investing in Soft Infrastructure, Washington, D.C. (IMF): 163-189. 

Public finance and the macroeconomy review:
Blanchard, Olivier and Daniel Leigh  (2013), “Growth Forecast Errors and Fiscal Multipliers “ IMF Working Paper WP/13/1.
International Monetary Fund (2013b) : “Reassessing the role and modalities of Fiscal Policy in Advanced Economies”, IMF Policy Paper, September 2013.

Romer, David (2011): “What Have We Learned about Fiscal Policy From the Crisis”, IMF Conference on Macro and Growth Policies in the Wake of the Crisis, March 2011.
https://www.imf.org/external/np/seminars/eng/2011/res/pdf/DR3presentation.pdf
Sargent, Thomas and Neil Wallace, 1981, “Some Unpleasant Monetarist Arithmetic,” Federal Reserve Bank of Minneapolis Quarterly Review, 1981.

International Monetary Fund (2015b): “Fiscal Policy and Long-Term Growth”, IMF Policy Paper, June 2015.
Oct. 27
Debt and default

Panizza, Ugo, Federico Sturzenegger, and Jeromin Zettlemeyer. 2009. The Economics and Law of Sovereign Debt and Default. Journal of Economic Literature 47(3): 651-98.

Panizza, Ugo. 2013. Do we need a mechanism for solving sovereign debt crises? A rule’based Discussion. IHED Working Papers 03-2013. The Graduate Institute of International Studies.

Jeremy, Bulow and Kenneth Rogoff. 1989. Sovereign Debt: is to Forgive to Forget? American Economic Review 79 (1): 43-50

Reinhard, Carmen M. Kenneth S. Rogoff, and Miguel A. Savastano. Debt Intolerance, Brookings Papers on Economic Activity. 2003.1. 1-75.

Case Study:
Jahan, Sarvat. 2013. Experiences with Sovereign Debt Restructurings: Case Studies. From the OECS/ECCU and Beyond.

Fiscal sustainability review:
Cecchetti, Stephen G, M S Mohanty and Fabrizio Zampolli (2011) “The real effects of debt”, BIS Working Paper 352, September 2011
International Monetary Fund (2012): “The Good, the Bad and the Ugly: 100 years of dealing with debt overhangs”, World Economic Outlook, October 2012.

International Monetary Fund (2011): Modernizing the Framework for Fiscal Policy and Public Debt Sustainability Analysis, IMF staff paper, August 5, 2011.
Nov. 3
Financial systems and global financial markets

Levine, Ross. 2002. Bank-Based or Market-Based Financial Systems: Which is Better? Journal of Financial Intermediation 11.4 (October 2002): 398-428.

Archarya, Viral V. and Philipp Schnabl. 2010. Do Global Banks Spread Global Imbalances? The Case of Asset-Backed Commercial Paper During the Financial Crises of 2007-09. NBER Working Paper 16079. 

Diamond, Douglas W. and Raghuram G. Rajan. 2000. Banks, Short-term Debt, and Financial Crisis.

Griffin, Naomi and James P. Wash, 2017. A Rapidly Changing Financial System, in: Lam, Raphael, Markus Rodlauer, and Alfred Schipke, Eds. Modernizing China: Investing in Soft Infrastructure, Washington, D.C. (IMF): 279-305.

Financial markets review:
Bodie, Z., A. Kane, and A. Marcus, 2011, Investments and Portfolio Management, 9th (Global) Edition (New York: McGraw Hill). Chapters 1-3, 26.

Stoll, Hans. R., 2003, “Market Microstructure,” Financial Markets Research Center, WP01-16.

http://www.acsu.buffalo.edu/~keechung/TEM/Journal%20Articles/Hans%20Stoll,%202003,%20Market%20microstructure.pdf 

Basel Committee on Banking Supervision, 2012, “A Framework for Dealing with Domestic Systemically Important Banks,” (June) (Basel: Bank for International Settlements). 

http://www.bis.org/publ/bcbs224.htm 

Borio, Claudio, 2012, “The financial cycle and macroeconomics: What have we learnt?” BIS Working Papers, No. 395. www.bis.org/publ/work395.pdf
Nov. 10
Macro-financial linkages

Morely, James. 2016. Macro-Finance Linkages, in: Journal of Economic Surveys 30.4 PP: 698-711

Christiano, Motto and Rostagno (2014), “Risk Shocks”, American Economic Review, 2014, 104(1): 27–65
Geanakoplos, John (2010), “The Leverage Cycle”, NBER. 
Ben Bernanke, Mark Gertler and Simon Gilchrist (1999), “The financial accelerator in a quantitative business cycle framework”, Handbook of Macroeconomics

Nobuhiro Kiyotaki and John Moore (1997), “Credit Cycles”, Journal of Political Economy, 1997, vol 105, no2. 
Monetary policy, financial stability, and macro-prudential policies review:
IMF, 2015, “Monetary Policy and Financial Stability”, IMF policy paper. 
Adrian, Tobias and Nellie Liang, 2014, “Monetary Policy, Financial Conditions and Financial Stability”, Federal Reserve Bank of New York, Staff reports, No. 690, September

Powell Jeremy, 2014, Monetary Policy, Risk Taking and Spillovers, Remarks at “Global Research Forum on International Macroeconomics and Finance”, Sponsored by the ECB, the Federal Reserve Board, and the Federal Reserve Bank of New York, November.

Claessens, Stijn, 2015, “An Overview of Macroprudential Policy Tools”, Annual Review of Financial Economics; IMF Working paper version: http://www.imf.org/external/pubs/ft/wp/2014/wp14214.pdf 

Nov. 17
Banking crises

Diamond, Douglas and Philip Dybvig. 1983. Bank runs, deposit insurance, and liquidity, Journal of Political Economy 91 (3): 401-19.

Reinhard, Carmen M. and Kenneth S. Rogoff. Banking Crises: An Equal Opportunity Menace, NBER Working Papers 14587. 
Gourinchas, Pierre-Oliver and Maurice Obstfeld. 2012. Stories of the Twentieth Century for the Twenty-First. American Economic Journal: Macroeconomics 4.1: 226-65
Case study: U.S. savings and loan crisis

Banking risk review:
World Bank, 2009, Analyzing Banking Risk, Third Edition (selected chapters)

https://openknowledge.worldbank.org/.../482380PUB0Anal
Nov. 24
Foreign exchange regimes
Meissner, Christopher M. & Nienke Oomes,2009. Why do countries peg the way they peg? The determinants of anchor currency choice. Journal of International Monetary and Finance. Elsevier 28(3): 522-547 (April).

Reinhart, Carmen and Rogoff. 2004. The Modern History of Exchange Rate Arrangements: A Re-interpretation. Quarterly Journal of Economics. Vol. 119 (1): 1-48.
Eduardo Levy-Yeyati and Federico Sturzenegger. 2005. Classifying exchange rate regimes: Deeds vs. word. European Economic Review, 49.6. August 2015: 1603-1635.

Obstfeld, Maurice and Kenneth Rogoff. 1995. The mirage of fixed exchange rates. Journal of Economic Perspectives. Journal of Economic Perspectives. American Economic Association. 9(4): 73-96 (Fall).

Taylor, Alan M. and Mark P. Taylor. 2004. The Purchasing Power Parity Debate, Journal of Economic Perspectives. American Economic Association 18.4: 135-158 (Fall).

Review: Principles of Exchange Rate Analysis

Obstfeld, M. and K. Rogoff, 1996: “Foundations of International Macroeconomics”, MIT Press, Chapter 4.

Sarno, L., M. Taylor, 2012: The Economics of Exchange Rates, Cambridge University Press, Chapter 3.
Dec. 1
Currency crisis

Obstfeld, Maurice. 1986. Rational and Self-Fulfilling Balance of Payments Crises. American Economic Review 76.1: 72-81.
Presenti, Paolo, and Cedric Tille. 2000. The Economics of Currency Crises and Contagion: An Introduction, Federal Reserve Bank of New Your Economic Policy Review.

Krugman, Paul. 1979. A Model of Balance-of Payments Crises. Journal of Money, Credit, and Banking 11.3: 311-25. 
Mendoza, Enrique. 2011. Sudden Stops, Financial Crises, and leverage. American Economic Review 100.5: 1941-66.

Frankel J., and G. Saravelos, 2012: “Can Leading Indicators Assess Country Vulnerability? Evidence From the 2008-09 Global Financial Crisis”, Journal of International Economics, Vol. 87, pp.216-231.

Case Studies: Mexico and Argentina.
Review: Exchange rates and foreign exchange markets

Bank for International Settlements, 2013: “Triennial Central Bank Survey. Foreign exchange turnover in April 2013: preliminary global results”, (Basel: Bank for International Settlements).

Fratzscher, M., 2012: “Official Interventions in the Foreign Exchange Market”, in James J., Marsh I.W., and Sarno L. (eds), The Handbook of Exchange Rates, pp. 715-747.

King, M. R., C. Osler and D. Rime, 2012: “Foreign Exchange Market Structure, Players, and Evolution” in James J., Marsh I.W., and Sarno L. (eds), The Handbook of Exchange Rates, pp. 3-44.
Dec. 8
International monetary and financial system 
Farhi, Emanuel, Pierre-Olivier Gourinchas, and Helene Rey. 2011. Reforming the International Monetary System, CEPR Research Paper.
Eichengreen, Barry and F. Flandreau. 2010. The Federal Reserve, The Bank of England, and the Rise of Dollar as an International Currency. BIS Working Paper: 1914-1939.

Spolaore, Enrico. 2013. What Is European Integration Really About? A Political Guide for Economists. Journal of Economic Perspectives 27: 125-144.

Bordo, Michael D. 1993. The Bretton Woods International Monetary System: A Historical Overview, in Bordo, Michael D. and Barry Eichengreen (Eds.) A Retrospective on the Bretton Woods System: Lessons for International Montary Reform, Chicago (University Press).

International Monetary Fund. 2016. Strengthening the International Monetary System—A Stocktaking, Washington, D.C. (2016).

Nabar, Malhar and Camilo E. Tovar. 2017. Renminbi Internationalization, in: Lam, Raphael, Markus Rodlauer, and Alfred Schipke, Eds. Modernizing China: Investing in Soft Infrastructure, Washington, D.C. (IMF): 249-277

Dec. 15
Communication and financial markets

Blinder, A. S., M. Ehrmann, M. Fratzscher, J. D. Haan, and D.-J. Jansen. 2008. “Central Bank Communication and Monetary Policy: A Survey of Theory and Evidence.” Journal of Economic Literature, American Economic Association 46 (4): 910–45.

Ehrmann, M., and M. Fratzscher. 2007. “The Timing of Central Bank Communication.” European Journal of Political Economy 23 (1). 124–145.

Gürkaynak, R. S., B. Sack, and E. Swanson. 2005. “Do Actions Speak Louder Than Words? The Response of Asset Prices to Monetary Policy Actions and Statements.” International Journal of Central Banking 1 (1).

Hansen, S. and M. McMahon. 2016. “Shocking Language: Understanding the Macroeconomic Effects of Central Bank Communication.” Journal of International Economics  99 (S1): S114–S133.

Jansen, D. J., and J. De Haan. 2005. “Talking heads: The Effects of ECB Statements on the Euro–Dollar Exchange Rate.” Journal of International Money and Finance 24 (2): 343–361.
Lucca, D. O., and F. Trebbi. 2009. “Measuring Central Bank Communication: An Automated Approach with Application to FOMC Statements.” NBER Working Paper No. w15367. National Bureau of Economic Research, Cambridge, MA.
McMahon, J., Alfred Schipke, LI Xiang. 2018. China’s Monetary Policy Communication: Impact, Framework, and Recommendations. IMF Working Paper (forthcoming).
Tobback, E., S. Nardelli, and D. Martens. 2017. “Between Hawks and Doves: Measuring Central Bank Communication.”
Dec. 22
Fintech and global financial markets

Bank for International Settlement. 2018. Central Bank Currencies, Committee on Payments and Market Infrastructure.  https://www.bis.org/cpmi/publ/d174.pdf
He Dong and others. 2017. Fintech and Financial Services: Initial Considerations, IMF Staff Discussion Notes 17/05, Washington, D.C. 
Davoodalhoseeini, M. and F. Rivadeneyra. 2018 A Policy Framework for E-Money: A Report on Bank of Canada Research, Bank of Canada Staff Discussion Paper 2018.5. https://www.bankofcanada.ca/2018/04/staff-discussion-paper-2018-5/
Financial Stability Board, 2017, “Fintech Credit:  Market Structure, Business Models and Financial Stability Implications.”
Financial Stability Board, 2017, “Financial Stability Implications from Fintech.”
International Finance Corporation, 2017, “Blockchain in Financial Services in Emerging Markets,Part 1: Current Trends,” EMCompass, Note 43.

International Finance Corporation, 2017, “Blockchain in Financial Services in Emerging Markets, Part 2: Selected Regional Developments,” EMCompass, Note 44.

International Finance Corporation, 2017, “Digital Financial Services: Challenges and Opportunities for Emerging Market Banks,” EMCompass, Note 42.

Jenik, Ivo, and Kate Lauer. 2017. “Regulatory Sandboxes and Financial Inclusion.” Working Paper.  Washington, D.C.: CGAP.

World Economic Forum, 2017, Beyond Fintech: A Pragmatic Assessment of Disruptive Potential In Financial Services 
Dec. 29



Review

