
 
 

INTERNATIONAL FINANCE 

I. INTRODUCTION 

1. Basic Notions of Open-Economy Macroeconomics  

1.1 Old and New Approaches to International Finance  

1.2 The Exchange Rate and the Forex Market  

1.3. Exchange-Rate Regimes  

1.4 International Interest-Rate Parity Conditions: 
Covered (CIP) and Uncovered (UIP)  

1.5 The Balance of Payments and Forex Reserves  

1.6 Central Bank Balance Sheet and Intervention 
Policies  

1.7 Real and Financial Flows in the Open Economy: 
An Accounting Matrix  

 

II. BALANCE OF PAYMENTS ADJUSTMENT 

2. Macroeconomic Theories of Balance of Payments 
Adjustment: Flow Approaches  

2.1 BoP Adjustment Through Exchange-Rate 
Variations: The Elasticity Approach  

2.1.1 Expenditure Switching and Expenditure 
Reducing Policies  

2.1.2 The Marshall-Lerner (Bickerdicke-Robinson or 
Critical Elasticities) Condition  

2.1.3 Foreign Exchange Market Equilibrium and 
Stability  

2.2 BoP Adjustment Through Income Changes: The 
Multiplier Approach  

2.2.1 The Multiplier Theory  

2.2.2 The Transfer Problem: Keynes (classical theory) 
vs. Ohlin (multiplier theory)  

2.3 An Integrated Approach: The Laursen-Metzler 
(1950) Model  

2.3.1 Interaction between Exchange-Rate and Income 
Changes in the Adjustment Process  

2.3.2 The J-Curve and the S-Curve: currency-
contract, pass-through and quantity-adjustment 
periods  

2.3.3 The Alleged Insulating Power of Flexible 
Exchange Rates  

2.4 The Mundell (1960-1964) - Fleming (1962) Model  

3. Macroeconomic Theories of Balance of Payments 
Adjustment: Stock (-Flow) Approaches  

3.1 The Stock Approach: Purchasing Power Parity 
(PPP) and the Monetary Model  

3.2 The Stock-Flow Approach: The Portfolio Balance 
Model  

3.2.1 Asset Stock Adjustment in Partial Equilibrium  

3.2.2 Portfolio and Macroeconomic (General) 
Equilibrium  

 

4. The Intertemporal Approach to the Current 
Account: Analytical Introduction of Time  

4.1 A Two-Period Small Open Economy Real Model: 
Partial Equilibrium  

4.2 A Two-Period Two-Region World Economy Real 
Model: General Equilibrium  

4.3 A Dynamic Real Model of a Small Open Economy  

 

5. Asset Markets and Risk Sharing: Analytical 
Introduction of Uncertainty  

5.1 A Stochastic Two-Period Real Model of a Small 
Open Economy  

5.2 A Stochastic Two-Period Real Model of a Two-
Country Global Economy  

5.3 Models with Capital Market Imperfections  

5.3.1 Sovereign Risk  

5.3.2 Risk Sharing with Asymmetric Information  

5.3.3 Moral Hazard in International Lending  
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III. EXCHANGE-RATE DETERMINATION AND 
REGIMES 

6. Aggregate (Ad-Hoc) Models of Exchange Rates  

6.2 The Rational Expectations Revolution: Muth 
(1961)  

6.3 Sticky-Price Models under Rational Expectations: 
The Dornbusch (1976) Overshooting Model  

 

7. Microfounded (Optimising) Models of Exchange 
Rates under Flexible Prices  

7.1 The Lucas (1976) Critique  

7.2 The Lucas (1982) Dynamic General Equilibrium 
Model of Exchange Rates  

7.3 The Real Business Cycle (RBC) Research 
Programme in a Closed Economy  

7.4 International (Real) Business Cycle (I(R)BC) 
Models  

 

8. New Open-Economy Macroeconomics: Monetary 
Models of Exchange Rate Dynamics  

8.1 The New Neo-Classical Synthesis (NNS) in a 
Closed Economy: Goodfriend and King (1997)  

8.2 New Open-Economy Macroeconomics (NOEM): 
The Obstfeld-Rogoff (1995) Redux Model  

8.3 The Betts-Devereux (1996, 2000) Redux 
Extensions: Pricing to Market (PTM)  

8.4 The Corsetti-Pesenti (1997, 2001) Redux 
Extensions: Low (Unit) Cross-Country Substitutability  

8.5 The Devereux-Engel (1998, 1999, 2000) Redux 
Extensions: Exchange Rate Regimes  

 

9. New Open-Economy Macroeconomics: Explicitly 
Stochastic Monetary Models  

9.1 Obstfeld and Rogoff (1998, 2000, 2001) 
Directions for NOEM Research: Risk and Space  

9.2 Early Stochastic NOEM Contributions: Bacchetta 
and van Wincoop (1998, 2000)  

9.3 A Single-Period NOEM Model with Trade Costs 
and Inelastic Imports: Mihailov (2003c)  

9.4 A Multi-Period NOEM Model with Asset Structure 
and Intermediate Goods: Singh (2004)  

 

IV. FOREX MARKETS, SPECULATIVE ATTACKS 
AND MONETARY COOPERATION 

10. Foreign Exchange Market Efficiency and 
Microstructure: Models with Noise Traders  

10.1 Forex Market Efficiency  

10.2 Official Intervention in Forex Markets  

10.3 Forex Market Microstructure  

10.4 The Jeanne and Rose (2002) Model with Noise 
Traders  

 

11. Models of Balance of Payments / Currency Crisis 
and Speculative Attack  

11.1 First-Generation Models  

11.2 Second-Generation Models  

11.3 Third-Generation Models  

 

12. International Monetary Integration  

12.1 The Theory of Optimal Currency Areas (OCAs)  

12.2 Target-Zone Models and Currency Unions  

12.3 The Experience with the European Monetary 
System/Union (EMS/EMU) 

 

 


