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Programa sujeto a cambios
OBJETIVO

Over the last few decades, the world economy has witnessed an unprecedented process of financial
globalization. In this class, we document this process and its macroeconomic effects, and contrast them with
the predictions of standard economic models. We then extend these models in light of the evidence and use
them to derive policy implications. The main topics to be covered include: the effects of financial
liberalization; causes and consequences of sovereign risk; interactions between domestic and international
financial markets; sudden stops and crises; the role of international financial institutions; and the interplay
between asset bubbles and capital flows.

Prerequisites: to have a background in economics that allows students to follow Master's level material

Items with * will be discussed in detail in class.

Although we will not follow a textbook, the following are useful references:

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

(i) G. Grossman and K. Rogoff (eds.), Handbook of International Economics Volume Il1l, Elsevier, 1995

(GR)
(iii) X. Freixas and J. Rochet, Microeconomics of Banking, MIT Press, 1998 (FR)

SYLLABUS

I. Basic Facts on Financial Liberalization and Capital Flows

* Eichengreen, B, “Capital Flows and Crises”, MIT Press (2004), Chapters 3, 4




*Eswar S. Prasad, Raghuram G. Rajan, and Arvind Subramanian, “Patterns of International Capital and their
Implications for Economic Development”, Federal Reserve Bank of Kansas, Jackson Hole conference paper.
2006.

* Henry, P., “Capital account liberalization: theory, evidence, and speculation,” Journal of Economic
Literature 65, 887-935, 2007.

* Kose, M., E. Prasad, and M. Terrones, “Financial integration and macroeconomic
Volatility”, IMF Economic Review 50.1 (2003): 119-142.

*Kose, A., E. Prasad, K. Rogoff, and S. Wei, “Financial Globalization: A Reappraisal,” IMF Staff Papers 56.1
(2009): 8-62.

* Lewis, K., “Trying to Explain the Home Bias in Equities and Consumption,” Journal of Economic
Literature 37, pp. 571-608, 1999

* Lucas, R., “Why doesn’t capital flow from rich to poor countries?”” The American Economic Review 80,
pp. 92-6, 1990

* Jeanne, Olivier & Pierre-Olivier Gourinchas, 2013. “Capital Flows to Developing Countries: the
Allocation Puzzle,” The Review of Economic Studies (2013): rdt004.

I1. Sovereign Risk
* Fernandez, R., and J. Eaton, “Sovereign debt,” in GR, chapter 39
*OR, chapter 6.

* Sturzenegger, Federico, and Zettelmeyer, Jeronim, Debt Defaults and Lessons from a Decade of Crises,
MIT Press, December 2006.

*Acharya, V., and Rajan, R., “Sovereign debt, government myopia and the financial sector”, Review of
Financial Studies 26.6 (2013): 1526-1560.

*Aguiar, M., and M. Amador, “Growth in the Shadow of Expropriation”, The Quarterly Journal of
Economics 126.2 (2011): 651-697.

*Aguiar, M., and G. Gopinath, “Defaultable debt, interest rates and the current account,” Journal of
International Economics 69, pp. 64-83, 2006

*Arellano, C., “Default risk and income fluctuations in emerging economies,” The American Economic
Review 98.3 (2008): 690-712.

*Bolton, P., and Jeanne, O., “Sovereign Default Risk and Bank Fragility in Financially Integrated
Economies”, 2011, IMF Economic Review 59(2), pp. 162-194

* Broner, F., A. Martin, and J. Ventura, “Sovereign risk and secondary markets,” The American Economic
Review 100.4 (2010): 1523-1555.




* Broner, F., A. Martin, and J. Ventura, "Secondary markets in turbulent times: distortions, disruptions and
bailouts." 2013 Meeting Papers. No. 260. Society for Economic Dynamics, 2013.

*Broner, F., and J. Ventura, “Globalization and risk sharing,” The Review of Economic Studies 78.1 (2011):
49-82.

*Broner, F., and J. Ventura, “Rethinking the effects of financial liberalization,” mimeo, CREI, 2011.

*Bulow, J., and K. Rogoff, “Sovereign debt: Is to forgive to forget?” American Economic Review 79, Mar.
1989, 43-50.

*Eaton, J., and M. Gersovitz, “Debt with potential repudiation: Theory and empirical analysis,” Review of
Economic Studies 48, Apr. 1981, 289-309.

*Gennaioli, N., A. Martin and S. Rossi, “Sovereign Default, Domestic Banks and Financial Institutions”, The
Journal of Finance 69.2 (2014): 819-866.

*Grossman, H., and J. Van Huyck, “Sovereign debt as a contingent claim: Excusable default, repudiation,
and reputation,” American Economic Review 78, Dec. 1988, 1088-1097.

*Sandleris, G., “Sovereign Defaults: Information, Investment, and Credit”, Journal of international
Economics 76.2 (2008): 267-275.

A. Atkeson, “International Lending with Moral Hazard and Risk of Repudiation”, Econometrica 59 (4),
1991, 1069-10809.

Bulow, J., and K. Rogoff, “A constant recontracting model of sovereign debt,” Journal of Political Economy
97, Feb. 1989, 155-178.

Cole, H., and P. Kehoe, “Reviving reputation models of international debt,” Federal Reserve Bank of
Minneapolis Quarterly Review 21, Winter 1997, 21-30.

Kletzer, K., and B. Wright, “Sovereign debt as intertemporal barter,” American Economic Review 90, Jun.
2000, 621-39.

Wright, M., “Creditor coordination and sovereign risk,” Working paper, Stanford University, Stanford, CA,
2004,

I11. Capital Account Liberalization: the role of domestic financial frictions
Aoki, K., G. Benigno and N. Kiyotaki, 2010, “Adjusting to Capital Account Liberalization”, mimeo LSE.

*Boyd J., and Smith, B., Capital Market Imperfections, International Credit Markets, and Nonconvergence.,
Journal of Economic Theory 73, 335-364 (1997).

** Caballero, Ricardo & Farhi, Emmanuel & Gourinchas, Pierre-Olivier, 2006. “An Equilibrium Model of
‘Global Imbalances' and Low Interest Rates,” American Economic Review 98.1 (2008).




*Gertler, M., and K. Rogoff, “North-South lending and endogenous domestic capital market inefficiencies,”
Journal of Monetary Economics 26, pp. 245-266, 1990.

*Martin, A. and F. Taddei, “Capital flows and credit market imperfections: a tale of two frictions”, Journal
of International Economics 89.2 (2013): 441-452.

* Martin, A. and J. Ventura, (2012), “Financial reform and capital flows: insights from general equilibrium,”
No. w18454. National Bureau of Economic Research, 2012.

* Matsuyama, K. “Financial Market Globalization, Symmetry-Breaking, and Endogenous Inequality of
Nations,” Econometrica, 2004.

* Mendoza, E., V. Quadrini and V. Rios-Rull, “Financial Integration, Financial Deepness and Global
Imbalances”, NBER Working Paper # 12909, 2007.

** Song, Z., K. Storesletten and F. Zilibotti, “Growing Like China”, The American Economic Review 101.1 (2011):
196-233.

Background Reading

Bernanke, B., and M. Gertler, “Agency costs, net worth, and business fluctuations,” American Economic
Review 79, Mar. 1989, 14-31.

Kiyotaki, N., and J. Moore, “Credit cycles,” Journal of Political Economy 105, Apr. 1997, 211-48.

Stiglitz, J., and A. Weiss, “Credit rationing in markets with imperfect information,” American Economic
Review 71, Jun. 1981, 393-410.

FR, Chapters 2,4, 5, 6, and 7.
IV. Sudden Stops: Theory and Evidence

* Calvo, Guillermo, Alejandro Izquierdo and Luis-Fernando Majia, 2004, “On the Empirics of Sudden
Stops: The Relevance of Balance-Sheet Effects,” NBER Working paper No. 10520.

*Kaminsky, Graciela and Carmen M. Rienhart, 1999. “The Twin Crises: The Cause of Banking and
Balance-of-Payments Problems,” American Economic Review, 89, 473-500.

*Kaminsky, G., C. Reinhart, and C. Vegh, 2004. “When it Rains, it Pours: Procyclical Capital Flows and
Macroeconomic Policies”, NBER macroeconomics annual 19 (2004): 11-53.

* Caballero, R., 2000. “Macroeconomic Volatility in Latin America: A View and Three Case Studies”,
Economia 1(1), pp. 31-108, Fall. Reprinted in Estudios de Economia 28 (1), pp. 5-52, June 2001.

V1.1. Financial Frictions

Benigno, G., H. Chen, C. Otrok, A. Rebucci, and E. Young, 2013, “Financial Crises and Macro-Prudential
Policies”, Journal of International Economics 89.2 (2013): 453-470.




*Caballero, R. and A. Krishnamurthy, 2001. “International and Domestic Collateral Constraints in a Model
of Emerging Market Crises”, Journal of Monetary Economics 8 (3), pp. 513-548.

Caballero, R. and A. Krishnamurthy, 2002. “A Dual Liquidity Model of Emerging Markets”, American
Economic Review, Papers and Proceedings, 92(2), pp. 33-37.

Caballero, R. and A. Krishnamurthy, 2003. “Excessive Dollar Debt: Financial Development and
Underinsurance”, Journal of Finance 58(2), pp. 867-893, April.

* Chang, R., and A. Velasco, “Liquidity crises in emerging markets: theory and policy,” in B. Bernanke, and
J. Rotemberg (eds.), NBER Macroeconomics Annual 1999, 11-58.

Bianchi, J. and E. Mendoza, “Overborrowing, Financial Crises and Macro-prudential Policies”, No. 11-24.
International Monetary Fund, 2011.

Caballero, R.J. and A. Krishnamurthy, 2008, “Collective Risk Management in a Flight to
Quality Event,”” The Journal of Finance 63.5 (2008): 2195-2230.

Caballero, R. and A. Krishnamurthy, 2006. “Bubbles and Capital Flow Volatility: Causes and Risk
Management”, Journal of Monetary Economics 53(1), 33-53.

Background Reading

Diamond, D., and P. Dybvig, “Bank runs, deposit insurance, and liquidity,” Journal of Political Economy
91, Jun. 1983, 401-19.

IVV.2. Debt Crises and Contagion

Allen, F., and D. Gale, “Financial contagion,” Journal of Political Economy 108, pp. 1- 33, 2000.

*Cole, H., and T. Kehoe, “Self-fulfilling debt crises,” Review of Economic Studies 67, Jan. 2000, 91-116.
*Chamon, M., “Can debt crises be self-fulfilling?” Journal of Development Economics 82.1 (2007): 234-244.

*Kaminsky, G., C. Reinhart, and C. VVégh, “The unholy trinity of financial contagion,” Journal of Economic
Perspectives 17, pp. 51-74, 2003

Froot, K., P. O’Connell, and M. Seasholes, “The portfolio flows of international investors: 1,” Journal of
Financial Economics 59, pp. 151-193, 2001

Hernandez, L., and R. Valdés, “What Drives Contagion: Trade, Neighbourhood, or Financial Links?”
International Review of Financial Analysis 10.3 (2001): 203-218.

Calvo, G., and E. Mendoza, “Rational contagion and the globalization of security markets,” Journal of
International Economics 51, Jun. 2000, 79-113.




Broner, F., G. Gelos, and C. Reinhart, “When in peril retrench: Testing the portfolio channel of contagion,”
Journal of International Economics, forthcoming.

Broner, F., and R. Rigobon, “Why are capital flows so much more volatile in emerging than in developed
countries?” in External Financial Vulnerability and Preventive Policies (Eight Annual Conference of the
Central Bank of Chile), forthcoming.

Forbes, K., and R. Rigobon, “No contagion, only interdependence: measuring stock market comovements,”
Journal of Finance 57, Oct. 2002, 2223-61.

Kyle, A., and W. Xiong, “Contagion as a wealth effect,” Journal of Finance 56, pp. 1401-1440, 2001

Van Rijckeghem, C., and B. Weder, “Sources of contagion: is it finance or trade?” Journal of International
Economics 54, pp. 293-308, 2001

V. External Factors, International Financial Architecture and the role of the IMF

**Bolton, P. and O. Jeanne, 2009. “Structuring and Restructuring Sovereign Debt: The Role of Seniority”,
The Review of Economic Studies 76.3 (2009): 879-902.

*Borensztein, E. and M. Chamon, “Sovereign Debt Structure for Crisis Prevention”, IMF Occasional Papers,
237, 2005.

*Broner, F., G. Lorenzoni, and S. Schmukler, “Why do emerging economies borrow short term?”, Journal of
the European Economic Association 11.s1 (2013): 67-100.

** Caballero, R. 2003. “The Future of the IMF”, American Economic Review, Papers and Proceedings,
93(2), pp. 31-38, May.

** Jeanne, O., “Debt Maturity and the International Financial Architecture”, American Economic Review,
forthcoming (2008).

** Sachs, J., “Do we need an international lender of last resort?” Frank D. Graham Lecture: Princeton
University, 1995

Diamond, D., Debt Maturity Structure and Liquidity Risk, Quarterly Journal of Economics 106(3), pp. 709-
737.

Eichengreen, B., and A. Mody, 2003. “Restructuring Sovereign Debt”, Journal of Economic Perspectives
17(4), pp. 75-98.

Rogoff, K. and J. Zettelmeyer, 2002. "Bankruptcy Procedures for Sovereigns: A History of Ideas, 1976-
2001," IMF Economic Review 49.3 (2002): 470-507.

Tirole, J., Financial Crises, Liquidity, and the International Monetary System, Princeton University Press,
2002.




V1. Currency Crises

Frankel, Jeffrey A. and Andrew K. Rose, 1996, “Currency Crashes in Emerging Markets: An Empirical
Treatment,” Journal of International Economics, 41, 351-368.

*Milesi-Ferretti, Gian Maria and Assaf Razin, 2000, “Current Account Reversals and Currency Crises:
Empirical Regularities,” Currency crises. University of Chicago Press, 2000. 285-323.

First Generation Models

Calvo, Guillermo, 1987, “Balance of Payments Crises in a Cash-in-Advance
Economy,” Journal of Money, Credit and Banking, 19, 19-32.

*Krugman, Paul, 1979, “A Model of Balance of Payment Crises,” Journal of Money,
Credit and Banking, 11, 311-325.

Second Generation Models

** Broner, F., “Discrete devaluations and multiple equilibria in a first generation model of currency crises,”
Journal of Monetary Economics 55.3 (2008): 592-605.

*Flood, R., and P. Garber, “Collapsing exchange-rate regimes: Some linear examples,” Journal of
International Economics 17, Aug. 1984, 1-13.

*Qbstfeld, M., “Rational and self-fulfilling balance-of-payments crises,” American Economic Review 76,
Mar. 1986, 72-81.

Angeletos, G., Hellwig, C., and Pavan, A., “Signaling in a Global Game: Coordination and Policy Traps”,
Journal of Political Economy, forthcoming.

Caplin, A., and J. Leahy, “Business as usual, market crashes, and wisdom after the fact,” American
Economic Review 84, Jun. 94, 548-65.

Chari, V., and P. Kehoe, “Hot money,” Journal of Political Economy 111, Dec. 2003, 1262-92.

Gale, D., “What have we learned from social learning?” European Economic Review 40, Apr. 1996, 617-
628.

Krugman, P., “Are currency crises self-fulfilling?” in B. Bernanke and J. Rotemberg (eds.), NBER
Macroeconomics Annual 1996, 345-78.

Morris, S., and H. Shin, “Unique equilibrium in a model of self-fulfilling currency attacks,” American
Economic Review 88, Jun. 1998, 587-97. (See correction to theorem 2 in comment by F. Heinemann,
American Economic Review 90, Mar. 2000, 316-18.)

Morris, S., and H. Shin, “Global games: Theory and applications,” in M. Dewatripont, L. Hansen, and S.
Turnovsky (eds.) Advances in Economics and Econometrics, the Eight World Congress, Cambridge
University Press, 2003.




Obstfeld, M., “Models of crises with self-fulfilling features,” European Economic Review 40, Apr. 1996,
1037-47.

Pastine, I., “Speculation and the decision to abandon a fixed exchange rate regime,” Journal of International
Economics 57, Jun. 2002, 197-229.

VII1. Bubbles and Capital Flows: theory and application to global imbalances

** Caballero, Ricardo & Farhi, Emmanuel & Gourinchas, Pierre-Olivier, 2006. “An Equilibrium Model of
'‘Global Imbalances' and Low Interest Rates,” American Economic Review 98.1 (2008).

Caballero, R., and A. Krishnamurthy, “Bubbles and Capital Flow Volatility: Causes and Risk Management”,
Journal of Monetary Economics 53(1), 2006, 35-53.

Martin and Ventura, The International Transmission of Credit Bubbles: Theory and Policy, Journal of Monetary
Economics 76 (2015): S37-S56.

*Ventura, J., and Kraay, A., The Dot-Com Bubble, the Bush Deficits, and the US Current Account, June
2005, Forthcoming in G7 Current Account Imbalances: Sustainability and Adjustment, R. Clarida (eds.),
2007, The University of Chicago

*Ventura, J., Bubbles and Capital Flows, Journal of Economic Theory 147.2 (2012): 738-758.

EVALUACION:
Por determinar
CALIFICACION:
Por determinar
FECHA DE RETIRO:
The student may withdraw the course, without refund, up to one business day before the date of the final test

stipulated by the teacher. The University will not return the money for tuition payed for these summer
courses




