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Autumn 2013

PART I: Weeks One to Five

Location:
Instructor: Professor Anne Sibert
Email: anneb0704@yahoo.co.uk

Handouts: The slides, readings, links to optional readings, homeworks and a link to past finals are available online at: http://www.annesibert.co.uk/WebpageBScFinancialEconomics.htm

When printing slides, choose the “black and white” option if you do not want coloured slides. Print as “handouts” if you want several slides on a page or as “slides” if you want one slide on a page. The latter option is useful if you want to take notes on the slides in class.

Lecture I. Balance of Payments Accounting

Learning Objectives:

· To be able to explain the main and subaccounts of the balance of payments and their relationship to each other.
· To understand the principles of double-entry bookkeeping.
· To be able to record transactions and present a balance of payments table.
· To understand the relationship between the balance of payments and a nation’s budget constraint.
· To understand the relationship between the balance of payments and the national income accounts.

Lecture II.  The Foreign Exchange Market and Parity Conditions

Learning Objectives

· To understand how the foreign exchange market works in practice and what its main features are
· To understand how exchange rates are quoted
· To know what the different types of foreign exchange contracts are
· To have a basic knowledge of the features and history of eurocurrency markets
· To understand and be able to implement the basic arbitrage and parity conditions

Lecture III. The Monetary Approach and Bubbles

Learning Objectives

· To understand the assumptions behind the Monetary Approach model
· To be able to find the current exchange rate as a function of the current and all future values of the money supply
· To be able to solve for the path of the exchange rate for the case of a constant money supply or constant proportion growth of the money supply
· To understand why the implications of the Monetary Approach are important
· To understand how bubbles can arise in the foreign exchange market and in the markets for other financial assets
· To understand why it is difficult to test for the existence of bubbles

Lecture IV. Speculative Attacks on Fixed Exchange Rates

Learning Objectives

· To have an intuitive understanding of how the timing of a speculative attack can be found in a first-generation model
· To have an intuitive understanding of how reserves can jump downward at the time of a speculative attack in a first-generation model
· To be able to explain, formally and intuitively, how they same set of fundamentals can lead to either a speculative attack or no speculative attack in second generation models
· To be able to explain what factors can make a speculative attack a likely outcome in a scenario where a speculative attack may or may not occur
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