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Course Description

This course reviews selected topics from both international finance and open-economy macroe-
conomics. From international finance, we will discuss international financial markets and their
operations. From open-economy macroeconomics, we will discuss macroeconomic policies and
their implications. Obviously, most of our time will be devoted to further our understanding of
“exchange rates.”

Here are some stylized facts:

1. Real and nominal exchange rates are highly correlated.
2. Changes in both real and nominal exchange rates are persistent.
3. Forward exchange rates are poor and biased predictors of future spot exchange rates.
4. International differences in interest rates are large and persistent.
5. Portfolios are not internationally diversified.
6. The extent of international consumption risk-sharing is less than expected.
7. Savings and investment are highly correlated.
8. The trade balance and the current account are countercyclical.
9. Business cycles are correlated across countries.
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Course Outline

Part 1: Introduction to International Finance

1. Introduction

Feenstra and Taylor: Chapter 1.

Part 2: Exchange Rates

2. The Foreign Exchange Market

Feenstra and Taylor: Chapter 2.

3. The Monetary Approach in the Long Run

Feenstra and Taylor: Chapter 3.

4. The Asset Approach in the Short Run

Feenstra and Taylor: Chapter 4.

Part 3: The Balance of Payments

5. Income, Wealth, and the Balance of Payments

Feenstra and Taylor: Chapter 5.
Prereq: Jones Chapter 2.

6. Output, Exchange Rates, and Macroeconomic Policies in the Short Run

Feenstra and Taylor: Chapter 7.
Prereq: Jones Chapters 11 and 12.

7. The Gains from Financial Globalization

Feenstra and Taylor: Chapter 6.
Prereq: Jones Chapters 15 and 16.

Part 4: Policy Issues

8. Fixed versus Floating and Exchange Rate Crisis

Feenstra and Taylor: Chapters 8 and 9.
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Religious Holidays

Campus policy regarding religious observances requires that faculty make every effort to deal
reasonably and fairly with all students who, because of religious obligations, have conflicts with
scheduled exams, assignments or required attendance.

See the campus policy regarding religious observances for full details.
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