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Advanced Macroeconomics

This class attempts to cover the most important topics in modern macroeconomics. The topics discussed include theories of consumption, investment, money and monetary policy, fiscal policy, growth, business cycles, with some incursions in international macroeconomics, time permitting. Such wide coverage means each individual topic will be the object of roughly 4 to 6 hours of lectures, while the rest of the term will be dedicated to applications and exercises. This time allocation is however only tentative, and may change through the course of the semester. 
There are two central concepts in modern macroeconomics, which will pervade all the topics we cover. First, we will construct theories where agent’s expectations are determined endogenously and rationally. We will think about a representative agent who will react to her environment and formulate expectations about future developments, which in turn may affect today’s behavior. For instance, the expectation that inflation will be high in the future partly conditions current salary demands. And inflation expectations are typically formed on the basis of what is rationally expected from the Central Bank.
Second, we will develop methodologies to analyze dynamic decisions, whereby making a choice today has an effect on tomorrow, and is decided accordingly. For instance, the decision to save and invest today will augment tomorrow’s productive capacities, and increase income then, at the cost of consumption today. 

Both concepts – rational expectations and dynamic programming – are absolutely central to modern macroeconomic analysis, and beyond. Its applications range far and wide, from financial economics to policy making. Thus, whether you plan a career in policy-making circles, international institutions, banking and finance or even the industry, these concepts will come in handy at one point or another.

GRADING

There will be both a mid-term and a final exam. The mid-term counts for 40% of the final grade, and the final for 60%. The mid-term will take place on November 18th – from 8:30am to 10:30am. If your grade at the final exam is higher than the thus computed weighted average, I will count the final exam grade only. Please note that the exact same conditions will apply to whomever sits for the make-up exam (that is, the mid-term grade will continue to count, unless your final grade is better than the weighted average).
TEXTBOOK

There are no established exhaustive textbooks in macroeconomics. Nevertheless, I will often refer to Advanced Macroeconomics by David Romer (McGrawHill), which is technically proficient, but not at the expense of intelligibility. 
SCHEDULE

A tentative schedule follows. All classes take place between 8:30 a.m. and 12 noon in Cubotron III. The first class is scheduled on October 7th, which means there will have to be two catch-up sessions, whose dates still have to be decided.
Week 1 – 23rd September: Cancelled – Session will be caught up later in the semester
Week 2 – 30th September: Cancelled – Session will be caught up later in the semester

Week 3 – 7th October: Rational Expectations 

Topics:

The expectations-augmented Phillips Curve

Time Inconsistency and Credibility Problems

Solving a general model with Rational Expectations: Flexible Prices, Nominal Rigidities, Wage Rigidities

References:

Class Notes

Romer’s Chapter 5 and Chapter 6, Part A
Week 4 – 13th October, 13h15 – 17h00 - Amphipole 315: Consumption 

CATCH UP SESSION FOR 28th October
Topics:

Dynamic Optimization in Discrete Time

The Permanent Income Hypothesis and the Keynesian ad-hoc consumption function

The Consumption-Based Capital Asset Pricing Model

References:

Class Notes

Romer’s Chapter 7
Week 4 - 14th October: Investment

Topics:

Jorgenson’s static model of investment

Dynamic Optimization in Continuous Time: The Hamiltonian

Dynamic Investment and Tobin’s Q

References:

Class Notes

Romer’s Chapter 8

Week 5 – 21st October: Exercise Session 1

Week 6 – 28th October: Cancelled – Session caught up on October 13th
Week 7 – 4th November: Exercise Session 2
Week 8 - 11th November: Money

Topics:

Cash-in-Advance, Money in the Utility, Hyperinflation, Neutrality

Real Effects of Money: Some Evidence and an Introduction to VAR

Real Effects of Money: Micro-Foundations for Nominal Rigidities

References:

Class Notes

Romer’s Chapter 5 and Chapter 6, Parts B and C

Alternative: Carl Walsh’s Monetary Theory and Policy (MIT Press), Chapters 1 and 2

Week 9 – 18th November: Mid-Term and Correction Session

Week 10 - 25th November: Exercise Session 3

Week 11 – 2nd December: The Keynesian View of Economic Fluctuations

Topics:

Pricing under Imperfect Competition

Price Stickiness

Money, Output and Inflation with imperfect competition and nominal rigidities

Monetary Policy in a New Keynesian framework

References:

Class Notes

Romer’s Chapters 5, 6 and 9 – though that treatment is incomplete

Alternative: Carl Walsh’s Monetary Theory and Policy (MIT Press),Chapters 5 and 11

Week 12 – 9th December: Fiscal Policy

Topics:

The Government Budget constraint

Ricardian Equivalence – infinite horizon vs. overlapping generations.

Distortionary taxes

References:

Class Notes

Romer’s Chapter 2

Week 13 – 16th December: Exercise Session 4
Week 14 – 23rd December: Growth

Topics:

The Kaldor Facts and the Solow Model

The Neoclassical Model and its empirical predictions.

“New” Growth Theories and their predictions

Some empirics

References:

Class Notes

Romer’s Chapters 1 and 3

CATCH-UP SESSIONS: 
The Open Economy and/or Q&A session
Topics:
The Current Account
Purchasing Power Parity – in the short and long run

