
ECON 5450 Course Calendar Fall 2014    Last update: December 22nd 2014  
 

 

Office hours: see my web page for the most up to day office hours Wednesday 
9:30-10:30pm (check E-530 Dealy) or by appointment in E527 Dealy Hall. Please 
make and confirm appointments via email mcleod@fordham.edu put ECON 5450 the 
subject line of your email; if you are coming specifically to see me it is best to 
confirm by text to 914-661-6998 or  leave messages at x0063 (email is best). We 
use turnitin.com to gather HW in one place (course #8571111 pass Mario). Put 
answers right after each question in a different font single space. Most course readings are available online, see the ftp reader 
info below. If you need a text on reserve in the library or a link to a reading does not work please send me an email.     
 
December 22nd 2014 Make up final exam 7:00pm E-530 Dealy Hall, please use version 6 of the final exam which 
adds optional question 3e following today’s BBC story blaming the IMF for the spread of Ebola in West Africa. Is 
the BBC a reliable source of economic news and analysis?  You be the judge, but do see Sangeev Gupta’s reply to 
the Lancet Article (which refers to similar controversy focusing on HIV/Aids in 2007 initiated by the CGD.)  
 
December 19th 2014 Russia, a test for the new BRICS IMF?  See version 5 of the review questions last final 
exam is Tuesday December 22nd 7:00pm in E-530 Dealy, with a review session starting at 6pm. 

 
 
December 17th Review session: Wednesday (today) at 6:30pm E-530 Dealy. Almost exactly 20 years ago, the Mexican peso 
depreciated sharply from its pegged rate of 3-4 to 6 and then headed above 8 per dollar.  Add a digit and you have this week’s 
sharp fall in the Russian Ruble.  One recalls disconcertingly earlier sharp currency declines and related hyperinflation of the 
1920s (Europe) and Latin America (1980s).  But a sharp nominal exchange rate depreciation can also be part of a normal 
adjustment process articulated by Dornbusch’s, classic 1976 overshooting paper (see this Fall 2015 handout and this Fall 2005 
version.  If sustained, a 40% decline in oil prices will sharply increase Russia’s budget and trade deficit.  However, a weaker 
real exchange rate can fix both problems as long the Ruble’s fall is not matched by an increase in domestic prices (that is, as 
long as there is a real depreciation of the Ruble).  As we have seen during the Euro crisis, wages and prices adjust slowly even 
in the worst of time.  This means that as long as Russia does not print Rubles as if oil prices had not fallen, it can engineer a real 
depreciation.  In this context, an increase of interest rates to 17% and low profile capital signals Russia’s central bank will 
control the money supply.  Once the Ruble gets even weaker (give current wages and prices) investors and ordinary Russians 
will be willing to hold on to what they have left (the threat of speculative attack ends).  A recovery in the nominal ruble rate will 
reassure them then are correct.  How far does the Ruble have to “overshoot” its long run level?  Are we there yet?  The Ruble 
began this period at about 30, it is now in the 60 to 70 range.  If experience is any guide, 80-90 should be a sufficient 
depreciation to end the “overshooting” process.  Of course politics and desperate measures could invalidate this forecast.  For 
better or worse, Russia does not have access to the IMF right now.  However, they have (had) over $400B in reserves.  And 
would other BRICS (China, India, Brazil) provide them with a swap line (or dollar loans)?  Very likely, if they believe Russia 
has taken the appropriate adjustment measures (including maintaining a credible monetary policy, convertibility, some openness 
to trade and last but not least cutting government spending).   The Economist one the other hand, argues Russia reaps what 
Putin sows… with respect to question 3c, the U.S. Federal Reserve says it will be patient.  Krugman (2014. December     .  
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mailto:mcleod@fordham.edu
http://class.povertylectures.com/FinalExamECON5450Fall2014v6.pdf
http://www.bbc.com/news/world-africa-30575375
http://www.imf.org/external/np/vc/2014/122214.htm
http://www.imf.org/external/pubs/ft/survey/so/2007/pol095a.htm
http://www.cgdev.org/publication/does-imf-constrain-health-spending-poor-countries-evidence-and-agenda-action
http://class.povertylectures.com/FinalExamECON5450Fall2014v5.pdf
http://www.jstor.org/discover/10.2307/1831272?uid=3739832&uid=2&uid=4&uid=3739256&sid=21104883577661
http://class.povertylectures.com/ECON5450_OvershootingFall2015.pdf
http://class.povertylectures.com/OvershootingModel.pdf
http://www.economist.com/news/leaders/21636747-collapse-rouble-caused-vladimir-putins-belligerence-greed-and-paranoia-ye?fsrc=nlw%7Chig%7C17-12-2014%7CNA
http://www.economist.com/news/leaders/21636747-collapse-rouble-caused-vladimir-putins-belligerence-greed-and-paranoia-ye?fsrc=nlw%7Chig%7C17-12-2014%7CNA
http://nyti.ms/1uTJFJe
https://news.vice.com/article/developing-nations-now-have-an-alternative-to-the-world-bank-and-the-imf


 
 
Final review questions version 4 fixes various typos and has been reorganized so you can bring two Figures to class for both 
question 1 and question 3 (the case study question).  It also includes an optional current crisis challenge question 2 part c 
(optional for everyone).  Please add references as needed to this word version and bring a printed copy (leaving out references 
you do not need to cite) and follow the instructions on this exam as closely as you can.   
 
 

 
Final exam readings: check here frequently for updated 
final review questions; Tirole notes Chapters 2-3, 6-7 and 
Introduction, Kristen Forbes The Big C  Cavallo and Cavallo 
Crises and long term growth, PhD students reproduce key 
equations of Krugman 1979 and Flood and Garber, 2004 
(with uncertainty).  MA students: focus on crisis and 
contagion prevention and reforms to the international 
financial system, Flexible Credit Lines, collective action 
clauses, etc.  Word template for Fx or RER graphs.  Case 
studies: Argentina, Ukraine  Supplemental materials: 
Mexico 
 
December 1st: Agenor chapter 16 
includes sample crisis case studies 

and a review of crisis models (part 1) as well as part 4 on predicting crises and an excellent 
summary of this chapter covering most of what we discussed in part II of the course. 
 
Graduation Revision (if you got 3 points or less): In refining your case study selection 
some need to revise their graduation review, use the graduation Figure 3 in the updated 
handout, find evidence for your country, see my comments, revise and resubmit before class 
if possible. read Agenor Chapter 16 to get ideas for case study  
 
Case study countries: some need to reduce the number of countries,   
Peiteng Zhai: Czech Republic, Bulgaria, Slovenia, Estonia, Hungary Croatia   
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Figure CA-1 Current Account as a % of GDP
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http://class.povertylectures.com/FinalExamECON5450Fall2014v4A.pdf
http://class.povertylectures.com/FinalExamECON5450Fall2014v4A.docx
http://class.povertylectures.com/FinalExamECON5450Fall2014v4A.pdf
http://class.povertylectures.com/NotesonJeanTirole.pdf
http://class.povertylectures.com/NotesonJeanTirole.pdf
https://www.kansascityfed.org/publicat/sympos/2012/kf.pdf
http://www.sciencedirect.com/science/article/pii/S0164070410000200
http://www.sciencedirect.com/science/article/pii/S0164070410000200
http://class.povertylectures.com/FxTemplateCaseStudy.docx
http://class.povertylectures.com/ECON5450_v2ArgentinaCaseStudy_CatalinaJack.pdf
http://class.povertylectures.com/ECON5450_UkraineCaseStudy_Meshry.pdf
http://class.povertylectures.com/EconLekNdojMexicoCaseStudy.pdf
http://class.povertylectures.com/Agenor_Chapter8_Part2&3CrisesBanks.pdf
http://class.povertylectures.com/Agenor_Chapt_8Part1Models.pdf
http://class.povertylectures.com/Agenor_Chapter8Part4PredictingCrises.pdf
http://class.povertylectures.com/GraduationMeasuresCaseStudyHomework3.pdf
http://class.povertylectures.com/OnGraduation.pdf
http://www.imf.org/external/np/res/seminars/2013/arc/
http://www.economist.com/news/leaders/21636747-collapse-rouble-caused-vladimir-putins-belligerence-greed-and-paranoia-ye?fsrc=nlw|hig|17-12-2014|NA


Rafia Zafar: Brazil and India  
Jun Qian Australia and Bolivia 
Leq Ndoj: Poland, Mexico, Nigeria, Malaysia, Venezuela 
Catalina Jack  Colombia and Mexico, now Argentina 
Carlos Payan: Poland and Chile  
Leonard Mmofsoa: Poland, Mexico, South Africa 
 
November 17th 2014  Final review questions  Vegh Road to Redemption    
Updated Case Study Review Sheet  
 
November 12, 2014:  Crises and Recovery,  Aid and Recovery, CBN Presentation Nigeria, 
  Reducing Developing Country Debt, Krugman 1989,  
 
November 5, 2014:  Third Generation Models  Is the Euro Crisis a third generation crisis  How is it different?  
Box 1 Balance Sheet Approach    Notes 3rd Gen Approaches   
  Large type   Mexico’s 1996 Speculative Attack   Balance Sheet approaches   
  Obstfeld Rogoff Chapter 8  Mechanics of a Speculative Attack 
 
October 31, 2014: Japan’s Abe Economics ramped up   PK’s apology: EU makes Japan look great…as does his 
1998 seminal and prescient BPEA article “It's Baaack: Japan's Slump and the Return of the Liquidity Trap” 
validated by events here and in Japan and Europe.  Surprisingly, starting about page 160 Krugman argues fiscal 
policy may not be needed, that monetary policy can do the job, this would be great, the U.S. has relied mainly on 
monetary policy, and the EU has none (especially if Germany will not expand).  It is nice to have three arrows in 
your toolkit, but if one is enough to stimulate recovery, we’ll take it…   
 
October 31st Online Midterm v 2.2 posted:  v. 2.2 updates impossible trinity footnote to PhD student question 2D, 
see also the impossible trilemma from last year’s temper tantrum  include links to lecture notes as opposed to names. 
Use word version to add answers Question M-2 due Monday November 3rd, Question M-3 due November 8th 
Version 2.1 has modifications to question M-2 part be, and see clarification on my asset bubble answer in class: 
monetary policy is not the only policy available for coping with asset bubbles (hint: fiscal and exchange rate policy).  
If you want to allow q to fall w/o driving up the price of non-traded goods, what can you do? A stronger currency 
warns your foreign friends they could get hurt betting on your latest asset bubble. In response to some questions 
about the midterm, I posted this handout on graduation.  
 
October 29th 2014: Generations of Financial Crises Tirole Lecture notes   CAP Part II lecture notes 
Obstfeld and Rogoff  Chapter 1 Chapter 8 Transp   Krugman 1979 Figure 1    New Figure 1 
 Figure G-1-2 Tirole Chapter 1 Chapter 6-7 & Chapter 8 with index and references   
 
On Point, October 23rd 2014  Wild World Markets with Martin Wolf and E. Prasad, Worried about the Euro Area Again,    WSJ 
ECB bond buying with sterilization, not QE  
 
Midterm Part 1, Essay M-1 (due October 30th)  use this word version for submission.  
 
After the Midterm:  1944 IMF Out of the Ashes   (IMF at 70 mainly Keynes speaking at Bretton Woods)   Socially 
Responsible Macroeconomics     
Handouts: Income Distribution Adjustment      Generations of Currency Crisis    
 
Case Studies:  Case study project    CBN 50th Anniversary 2009    Venezuela October 1996   

OECD Study Income distribution & Stabilization  (see corereadings on the FTP)  
 
Euro Area stall? Does the ECB have any Arrows left? A conversation with Mario Draghi and Stanley Fischer at 
Brookings (during October IMF meetings—who has Fiscal Space in Europe?).  PK on the case for debt relief.    
Euro Crisis Archive 2010-13   
 

http://class.povertylectures.com/FinalExamECON5450Fall2013v3.pdf
http://www.imf.org/external/np/res/seminars/2013/arc/pdf/vegh.pdf
http://class.povertylectures.com/ECON5450Fall2014CountryCaseStudy.pdf
http://class.povertylectures.com/CrisisAdjustmentandPovertyPart2.pdf
http://class.povertylectures.com/ECON5450_AidAsorbSpendCaseStudyNov12th2014.pdf
http://class.povertylectures.com/CBN_50yearAnnivDMcLeod4thMay2009B.pdf
http://class.povertylectures.com/KrugmanReducingDevelopingCountryDebt.pdf
http://class.povertylectures.com/GenerationIIIModelsEM&Euro.pdf
http://class.povertylectures.com/BalanceSheetApproachBox1GenerationsCrises.pdf
http://class.povertylectures.com/ChangandVelascoNotes.pdf
http://class.povertylectures.com/Change&VelascoTrasparencies.pdf
http://class.povertylectures.com/IMF-ICM-1996-MexicosCrisisSpecAttack_read.pdf
http://www.imf.org/external/pubs/ft/wp/2002/wp02210.pdf
http://class.povertylectures.com/ObstfeldRogoffChapt8SpeculativeAttack.pdf
https://www.imf.org/external/pubs/ft/fandd/1997/12/pdf/imfstaff.pdf
http://nyti.ms/1wjRZ9W
http://nyti.ms/1vmdxi1
http://www.brookings.edu/~/media/projects/bpea/1998%202/1998b_bpea_krugman_dominquez_rogoff.pdf
http://class.povertylectures.com/Econ5450Midtermfall2014v2.pdf
http://www.economist.com/news/finance-and-economics/21584351-how-can-emerging-economies-protect-themselves-rich-worlds-monetary
http://class.povertylectures.com/Econ5450Midtermfall2014v2.docx
http://class.povertylectures.com/ECON5450_OnGraduationHandout.pdf
http://class.povertylectures.com/GenerationsCurrencyCrisis2014Handout.pdf
http://class.povertylectures.com/NotesonJeanTirole.pdf
http://class.povertylectures.com/ECON5450CAP_Part2Fall2014.pdf
http://class.povertylectures.com/ObstfeldRogoffChapter1A.pdf
http://class.povertylectures.com/ObstfeldRogoffChapter8transparencies.pdf
http://class.povertylectures.com/KrugmanBoPDiagramFigure1.pdf
http://class.povertylectures.com/Figure1Generation1SpeculativeAttack.pdf
http://class.povertylectures.com/KrugmanBoPDiagramFigureG-1-2.pdf
http://class.povertylectures.com/TiroleChapter1intro_search.pdf
http://class.povertylectures.com/TiroleChapter6-7.pdf
http://class.povertylectures.com/TiroleChapt8_ReferencesIndex.pdf
http://onpoint.wbur.org/2014/10/23/economic-recovery-stock-market-wall-street
http://www.economist.com/news/leaders/21627620-deflation-euro-zone-all-too-close-and-extremely-dangerous-worlds-biggest-economic?fsrc=nlw%7Chig%7C23-10-2014%7CNA
http://blogs.wsj.com/eurocrisis/2012/09/06/the-ecb-sterilization-and-money-supply/
http://blogs.wsj.com/eurocrisis/2012/09/06/the-ecb-sterilization-and-money-supply/
http://class.povertylectures.com/Econ5450MidtermFall2014M1.pdf
http://class.povertylectures.com/Econ5450MidtermFall2014M1.docx
http://www.imf.org/external/mmedia/view.aspx?vid=3461099217001
http://idbdocs.iadb.org/wsdocs/getdocument.aspx?docnum=364567
http://idbdocs.iadb.org/wsdocs/getdocument.aspx?docnum=364567
http://class.povertylectures.com/ECON5450_NotesonStbzIncomeDist.pdf
http://class.povertylectures.com/GenerationsCurrencyCrisis2014Handout.pdf
http://class.povertylectures.com/ECON5450Fall2014CountryCaseStudy.pdf
http://www.gdsnet.org/CBN_50yearAnnivDMcLeod4thMay2009B.pdf
http://class.povertylectures.com/McLeodWelchLehmanVenezuelaOctober1996.pdf
http://www.voxeu.org/article/japan-s-consumption-tax-diversion
http://www.brookings.edu/events/2014/10/09-ecb-eurozone-mario-draghi
http://www.nytimes.com/2014/10/13/opinion/paul-krugman-how-righteousness-killed-the-world-economy.html?action=click&contentCollection=Opinion&region=Footer&module=MoreInSection&pgtype=article
http://class.povertylectures.com/ECON5450CalendarArchiveAdditionalEuroAreacrisisReadings.pdf


Midterm posted October 19th due November 2nd : Graduation case study HW #3 (see below and this worksheet)   
PS1   PS 2: Midterm will include problem set questions 1.4 to 1.6 and 2.5 and  Figure 1D from part 1  so take a look 
at these questions before October 15th class.   
 PS2 #2.2. Answers   Using Figures and Tables   WEO October 2014   Chapter 4 Imbalances 
 
Lecture notes:  Classic CA Adjustment   CBN Presentation 2009   Real exchange rate Adjustment in LatAm   
 The TNT or Australian Model       Stephanie and Martin’s lecture notes    Modern Approaches to Adjustment   
 
Handouts: Absorbing Aid (or not) MABP  Elasticity Approach   

  Fiscal Policy and Debt  Alternative Adjustment  Marshall Plan Box 4.1 
 
Case studies: Abeconomics   Foreign Aid Surges   Austerity’s Spreadsheet Error   
 
Lecture notes:  Modern Approaches   The TNT or Australian Model 
       
Other material: Dutch Disease in CEMAC?  Some LatAm RERs   Dutch Disease, Chilean Cure  Taper Tantrums  
Nominal exchange Rates  
 
HW 3: Graduation Case study: See this handout 
version word or pdf. Use this spreadsheet for 
fiscal stance. OECD countries generally use fiscal 
and monetary policy to mitigate the effects of 
economic crises.  Developing countries who 
approach the IMF for assistance are generally asked 
to cut fiscal spending and tighten monetary policy. 
Fiscal and monetary policy are generally pro-cyclical 
in these countries, amplifying rather than dampening 
booms and busts. (a) For the midterm, briefly 
explain why using the IMF prescribes “austerity” in 
the form of caps on G and L (domestic credit).  Why can’t developing countries just “devalue” their way out of an 
economic crisis (that is when they run out of reserves or cannot service their external debt) Use the financial 
programming and market for dollars diagram (with for example, AbeEconomics 3arrows) to support the standard 
IMF conditionality program.  (b) Before the midterm: pick 2-3 countries and see if they “graduated” after 2003 or 
during the 2008-09 GFC: that is, were these countries able to depreciate their currency, increase fiscal spending and 
perhaps even draw on their own reserves (or even borrow) during the crisis?  To show this use the nominal 
exchange rate diagrams and the various indicators (does there currency depreciate in response to global shocks. Also 
see Ortiz et al 2011 and R&R chapter 17 for additional discussion    
 
Notes Wednesday September 17th 2014:  Does exchange rate policy help developing economies? 
 Taper Tantrum II  Traditional Approaches Lecture Notes 1) For your case study country (or countries) plot nominal 
exchange rate and associate depreciations and appreciations will global shifts in capital flows (as Taper Tantrum 1 
and 2 illustrate)  Modern Approaches Lecture Notes   
 
Due Thursday September 18th on turnitin.com, not Problem Set 1, but just the revised Question 1.1.  which uses 
AbeEconomics and the EU as a case studies. Use the pdf version for readings, then this word template and these 
diagrams to answer the question online (if you can). If you find it too difficult to do the diagrams electronically, 
bring your answers to class on paper and we will scan it in after class. The last question mentions Eichengreen’s and 
R&Rs solution to the Greece crisis (use their letter to PK or their JEP article—perhaps).  Please use the word file 
template and the drawings from the excel spreadsheet, if you possible. If you have trouble with the Figures, please 
print and bring your copy to class Wednesday and we can scan it in (and then you can submit it on turnitin.com).  
No paper copies will be accepted, however we can help you scan a pdf copy very quickly. 
 

Gov Spending Trend

2008-9 2010-12 Cyclicality Average Cummulative
vs vs During vs. Change Change 

2005-7 2008-9 Post GFC 2005-12 2005-12
Chile 3.7 0.4 3.3 0.4 3.1
Mexico 2.9 0.1 2.8 0.6 4.6
Nigeria 2.5 1.1 1.4 -0.1 -0.4
Malaysia 3.1 -1.2 4.3 0.0 0
Indonesia 0.0 -0.9 0.9 0.0 -0.1
Venezuela -2.8 7.5 -10 1.6 12.6

Change in Fiscal Spending as % of GDP % of GDP
Table 3 from Annex A of Age of Austerity... 

Source: Ortiz and Cummings (2013) Annex A: The Age of Austerity, Policy Dialogue, 
http://policydialogue.org/files/publications/Age_of_Austerity_Ortiz_and_Cummins.pdf

http://class.povertylectures.com/Fall2013_ECON5450_PS1.pdf
http://class.povertylectures.com/ECON5450_ps2_Fall2013.pdf
http://class.povertylectures.com/Fall2014_ECON5450_PS1_p1.pdf
http://class.povertylectures.com/AnswersPS2_Question2_2.pdf
http://class.povertylectures.com/NominalExchangeRateScreenCapture.pdf
http://www.imf.org/external/pubs/ft/weo/2014/02/
http://www.imf.org/external/pubs/ft/weo/2014/02/pdf/4sum.pdf
http://class.povertylectures.com/ECON5450_Fall2014_TraditionalApproachestoAjustment.pdf
http://www.gdsnet.org/CBN_50yearAnnivDMcLeod4thMay2009B.pdf
http://class.povertylectures.com/ECON3235_LatAmEconomicsRealExchangeRatesAdjustment&Growth.pdf
http://class.povertylectures.com/ECON5450_CAP_F2014_theAustralianTNTorDependentEconomyModel.pdf
http://class.povertylectures.com/SchmittGroheMartinUribeNotes.pdf
http://class.povertylectures.com/ECON5450_CAP_F2014_ModernApproachestoCAAjustment.pdf
http://class.povertylectures.com/ECGA5450MacroofAidHandout.pdf
http://www.gdsnet.org/MonetaryApproachtoBOPHandout.pdf
http://class.povertylectures.com/ElasticitiesApproachNotesFall2014.pdf
http://class.povertylectures.com/ECON5450DebtandRecoveryHandoutFall2014.pdf
http://class.povertylectures.com/Econ5450AlternativeAdjustmentPolicies.pdf
http://www.gdsnet.org/Section4_1MarshallPlanBoxwithColorDiagram.pdf
http://class.povertylectures.com/Fall2014_ECON5450_PS1_p1.pdf
http://class.povertylectures.com/ECON5450_AidAsorbCaseStudyFall2014.pdf
http://class.povertylectures.com/ECON5450AusteritiesSpreadsheetErrorCaseStudy.pdf
http://class.povertylectures.com/ECON5450_CAP_F2014_ModernApproachestoCAAjustment.pdf
http://class.povertylectures.com/ECON5450_CAP_F2014_theAustralianTNTorDependentEconomyModel.pdf
https://www.imf.org/external/pubs/ft/wp/2011/wp11268.pdf
http://class.povertylectures.com/ECON5450_CAP_F2014_SomeRealExchangeRatesForLatinAmerica.pdf
http://class.povertylectures.com/HKSLectureTNT-DutchDiseaseLectureGregDorchak2.pdf
http://class.povertylectures.com/ThePortfolioApprachTaperTantrums1&2CaseStudy.pdf
http://class.povertylectures.com/NominalExchangeRates2014.pdf
http://class.povertylectures.com/Econ5450GraduationMeasuresCaseStudyforHW3.docx
http://class.povertylectures.com/Econ5450GraduationMeasuresCaseStudyforHW3.pdf
http://class.povertylectures.com/FiscalSpaceIndicators.xlsx
http://class.povertylectures.com/FiscalSpaceIndicators.xlsx
http://www.voxeu.org/article/japan-s-consumption-tax-diversion
http://www.unicef.org/socialpolicy/index_43058.html
http://www.gdsnet.org/ReinhartRogoffThisTimeisDifferentChapt17.pdf
http://class.povertylectures.com/ThePortfolioApprachTaperTantrums1&2CaseStudy.pdf
http://class.povertylectures.com/ECON5450_Fall2014_TraditionalApproachestoAjustment.pdf
http://class.povertylectures.com/ThePortfolioApprachTaperTantrums1&2CaseStudy.pdf
http://class.povertylectures.com/ThePortfolioApprachTaperTantrums1&2CaseStudy.pdf
http://class.povertylectures.com/ECON5450_CAP_F2014_ModernApproachestoCAAjustment.pdf
http://class.povertylectures.com/Fall2013_ECON5450_PS1.pdf
http://class.povertylectures.com/ECON5450Fall2014_Calendar.pdf
http://class.povertylectures.com/Fall2014_ECON5450_PS1_p1.pdf
http://class.povertylectures.com/Fall2014_ECON5450_PS1_p1.docx
http://class.povertylectures.com/FiguresECON5450ProblemSet1_Fall2014.xlsx
http://class.povertylectures.com/FiguresECON5450ProblemSet1_Fall2014.xlsx
http://www.youtube.com/watch?v=DfboZKsfeHU
http://www.carmenreinhart.com/letter-to-pk/
http://class.povertylectures.com/FiscalSpaceIndicators.xlsx


Week of September 17th: A pessimistic view of the Euro Crisis emerges in a Brookings paper “Monnet’s Error” by 
Luigi Guiso, Paola Sapienza and Luigi Zingales in a paper to be presented at this week’s Brookings Institution, see 
the WSJ “real time” blog and Wolfers summary (what is the “catch 22”).1  Considerable real time accounts of the 
Euro crisis has been archived here.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Answer  LDQ-1 by September 12th please use this word template.  See Part I lecture notes, the elasticies 
approach handout and MABP handout, Part I is CA adjustment, Part II is currency crises models.  
Mainstream models vs. “dark corners” and depression economics. Traditional models are mainly ways to 
deal with the inflationary impact of CA of foreign exchange surges (or “sudden stops”).  Depression 
economics is coping with deflationary tendencies related in part to fixed exchange rates and overly 
conservative monetary policy.  It should be easier to generate 2% inflation that it is to control double digit 
inflation, but somehow of late it is a problem for the OECD countries.  Why does this matter for emerging 
market and low income economies?   
 
This Material is from the 2013 calendar (ignore the dates) October 1st : See problem set #2, numbers 2.1 to 2.4, 
here is the word version of Problem Set 2, I mentioned in class, rewriting the equations in chapter 6 is a little 
tedious, but if you start with word version, you will find you can copy and paste a lot, and it may even be faster (at 

                                                 
1 Monnet? Post Piketty, 2014 and Nasar, 2011 economics has become infused with literary references, “L’Europe se fera dans 
les crises et elle sera la somme des solutions apportées à ces crises.[Europe will be forged in crises, and will be the sum of the 
solutions adopted for those crises.] Monnet, J. (1976) Mémoires (Paris: Fayard). “In the novels of Jane Austen and Honoré de 
Balzac, the fact that land (like government bonds ) yields roughly 5 percent of the amount of capital invested (or, equivalently, 
that the value of capital corresponds to roughly twenty years of annual rent) is so taken for granted that it often goes 
unmentioned. Piketty, Thomas (2014). Capital in the Twenty-First Century (p. 53). Harvard University Press. Kindle Edition. 
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some point).  All the post 2003 versions of Word have wonderful equation editors, but the equations below are just 
typed using the subscript command,  We can define the CA surplus, CAt = TBt – r*Dt-1  + ΔF = Dt-1 – Dt , where 
D is foreign debt obligations (in S&L, 1993 use B, bonds or assets held by a net creditor nation, such as 
China). Assuming for now the change in other private capital inflows or outflows ΔF is zero, the current 
account deficit is equal to the change in Debt Dt = Dt - Dt-1 = - CAt. 
 
Essential reading for September 10th:  By the end of class September 10th you should be able to answer 
questions LDQ-1 below and Q 1.1 on Problem Set 1. Also before class, skim the Elasticities Approach 
Handout (and see Krugman, 2012 chapter 10 from End this Depression Now on internal devaluation, why 
it is painful “depression economics” and also Blanchard, 2014 on “Dark corners.” Read notes on 
Adjustment in Developing countries lightly, meaning don’t read the linked readings, for example 
 Chapter 17 of Rheinhart and Rheinhart, 2009. If you have time, please take a look at and the DeVries 
reading linked to PS 1, question 1.2s Chapter 2 of the Krugman, 2008.   
 
LDQ-1 During 2013, two debates over managing crises made an appearance in the popular press, one 
“Austerities Spreadsheet Error” was on Steven Colbert (the original version). The fiscal policy/austerity 
debate about one minute in (skip the air traffic controllers).  Later he interviews UMASS graduate student, 
Thomas Herndon.  To be fair, Rogoff and Rheinhart defend their results in several venues, including the 
Wall Street Journal and the New York Times. See also their JEP paper 2012 and their letter to PK.  (a) 
Why does this debate over debt and growth continue to be important, substantively and methodologically?  
Relate to the IMF fiscal multiplier debate summarized in the FT  (again Olivier Blanchard and Daniel 
Leigh defend the IMF view ably) (b) Briefly summarize Krugman’s 2008 Chapter 2 and Blanchard’s 2014 
Dark Corners arguments about why most economists were blindsided by the 2008 crisis.  Krugman’s 
focuses on the “largest economy in Asia” meaning in 2008 (vs. today?).  Why does Krugman associate  
Japan with “depression economics?” while Blanchard hint that it was in a “dark corner”?  What do these 
terms mean for economic policy? What is the solution to this problem Abe Economics is implementing?     
 
Further reading on the 2008 Crisis the two Krugman books are clear if opinionated (chapters mentioned 
above) see also Lo’s 21 Financial Crisis books in review and Krugman’s & Krugman and Wells’ two part 
review of Rajan and Roubini and Mihm (2010) in NY Review of books, New York Review of Books—the 
second published in two articles, The Slump Goes on and The Way out).  The lecture notes have links to 
other a few other readings (such as Blinder  use these links for Rheinhart & Rogoff: chapter 1,  chapter 13 
and chapter 17 (70 pages) and Rajan (2010) Fault Lines, Intro and chapter 2.  The chapter on Lehman 
Brothers in K & A seems essential for us New Yorkers. ou can draw your own conclusions but mainly 
take a look at the questions below, then read enough to answer the discussion questions.  Of course the 
real question is not what caused the crisis, but why it has dragged on this see Stanley Fischer’s “Fiscal 
Policy and the Great Recession on the limits of fiscal policy, which leaves? Right, monetary policy.   
Rheinhart and Rogoff  have a  quick summary of their book in Bryne’s (2012) Occupy Handbook (Robin 
Wells coeditor).  See more notes and readings below. Sections in italics optional… answer what you can, 
send me an email if you cannot find a reading or understand a question.  
 

LDQ-2:  A) According to the IMF WEO outlook data set (or the WDI) which countries currently have 
the highest inflation and unemployment rates in the world Is the threat to the world economic growth 
inflation deflation or inflation?  How do you know?  In this sense, how do we know QE1 and QE2 worked?  In 
what sense did they not work from the U.S. point of view (but perhaps better for developing countries, see notes 
on external adjustment?  B) What is AbeEconomics?  Is it working? Of the four major currencies (Japan, the 
U.S. the Euro and the pound who has had trouble weakening their currency? Why does everyone want a weak 
currency? Why can’t everyone have a weak currency?  Can developing countries have one? C)  Is a weak 
currency a beggar thy neighbor policy?  (hint: Triffin’s Dilemma—the U.S. is doing what it supposed to do, 
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who is benefitting from QE1 and QE2? What can the U.S. do to benefit more from looser monetary policy, if 
anything? )   

 
Case study tips: adding references to your presentation and case study final exam essay: some references in 
APA format are essential, Figures, pictures and Tables are nice too but only a list of references is essential. A quick 
way to get references for academic papers (those that have references too) and newspaper articles that others have 
cited is to paste the paper/article title into google scholar, then choose “more” or "cite" and copy the APA style 
reference. Below are examples of what I found for Edwards (2002) and Klein and Forbes (2013) [note the author, 
date citation format].  Add these to a typed sheet with your list of references in standard alphabetical order, again 
only he references you will have tip and reason to cite in your case study (or any) essay on the exam. Hand in the 
sheet, then fold it into the exam booklet when you finish…  
 
Edwards, S. (2002). The great exchange rate debate after Argentina. The North American Journal of Economics and 
Finance, 13(3), 237-252.    
 
Forbes, K. J., & Klein, M. W. (2013, October). Pick Your Poison: The Choices and Consequences of Policy 
Responses to Crises. In 14th Jacques Polak Annual Research Conference, November. 
 
Probably a pdf copy url will appear as well, you can add this, but this is not a complete reference, you need both...  
Only the Economist keeps its author’s anonymous, if others have cited the same source in an academic setting, the 
reference will show up in google scholar too,  
 
P Krugman (2012) Internal Devaluation, Inflation, and the Euro (Wonkish) The Conscience of a Liberal. Blog entry, 
NYTimes.com, New York. http://krugman.blogs.nytimes.com/2012/07/29/internal-devaluation-inflation-and-the-euro-wonkish/?_r=0 
 
Note I add the url, this is not necessary, but sometimes helpful for others in a hurry (urls change, so you need the 
title and source).  The nice thing about google scholar is that it will update and add your literature, for example this 
pops up with the Krugman article,  
 
Åslund, A. (2011). Lessons from the East European Financial Crisis, 2008–10. Peterson Institute for International 
Economics Policy Brief. 
 

By clicking this link, ECON 5450 Course Readings or by pasting ftp.povertylectures.com in almost any browser window you 
can gain access to the course reader (apart from those linked above).  To view an FTP site in Windows Explorer for example: 
press Alt, click View, and then click “Open FTP Site in Windows Explorer” menu below the url window, if it is open.  Both 
Chrome and Firefox can also open FTP sites.  The user name is econ5450 the password is Fall2011 (caps matter). Once you 
have it open, you can download the whole thing (in case you want to read at the beach) or you can download readings as you 
need them.  Enjoy   

 
FTP-SSL (AUTH TLS, Explicit FTPS or FTPES) security is available. 
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Piketty, Thomas (2014). Capital in the Twenty-First Century (p. 53). Harvard University Press.  
 
Quote from De Janvry, Alain, Elisabeth Sadoulet, and André Fargeix (1991) "Politically feasible and 
equitable adjustment: Some alternatives for Ecuador." World Development 19.11 1577-1594. 
 
Income transfers can be used to compensate the poor for the negative effects of efficient stabilization, but political 
feasibility requires that these transfers originate, at a relatively low cost and for only a short period of time, in 
international resource transfers. To make efficient stabilization politically feasible, complementary reforms that 
enhance the flexibility of the real side of the economy should be implemented. We have seen that these reforms only 
partially mitigate a negative political response. Political feasibility of efficient stabilization is further enhanced by 
reallocating public investment to the agro-export and import substitution sectors of agriculture, stressing the key 
role of agriculture in the initial stages of recovery in an economy with an immature industrial sector. In order to 
enhance the poverty reduction effects of these investment strategies, the employment creation capacity of 
agroexports should be increased by removing the strong price distortions in favor of labor-saving technologies. 
Rural development programs should be organized to allow smallholders to participate in agroexports and to 
improve their efficiency in the production of staple grains for import substitution. Political instruments are also 
necessary to make efficient stabilization sustainable within a democratic context. These include compensatory 
income transfers to the politically powerful urban middle class, increasing the relative autonomy of the state and the 
subjective discount rate at which the public evaluates the utility effects of stabilization policies, and cooption to 
induce the public to judge the policies implemented against the counterfactual of policy inaction.  
 
We found that combining the instruments for efficient stabilization with a packaging of structural, policy, and 
political reforms should allow their sustained implementation. By choosing to use the effective instruments for 
stabilization but failing to package them with these complementary reforms. De Janvry et al. (1991) page 1593. 
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