Course    :  International Finance II (3 credits)
Professor  :  Jyh-lin Wu
Office     :  MGT         Tel: ext. 34108
Office Hour : by appointment
Both theoretical models and empirical applications will be discussed in this course. Students who register are assumed to be familiar with time series econometrics. Technical details may not be discussed in the course. There is a mid-term examination but no final examination. You are required to hand in a term paper. The topics of your term paper should be related to the topics in the syllabus. If the size of the class is very small then I may ask for class presentation. The grade of your class presentation depends on several factors such as the successfulness of your presentation and the importance of the selected article. Your final grade is determined by your class presentation (0 or 10%), term paper (70%) and the mid-term examination (20% or 30%). The literature with a star (*) in the syllabus will be discussed in class if we have enough time. Sit in the class is not suggested since you are likely to waste your time.
References:

Mark, Nelson (2001) International Macroeconomics and Finance: Theory and Econometric Methods, Blackwell.

Enders, Walter (2004) Applied Econometric Time Series, 2nd, John Wiley & Sons, Inc.
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Part I: Theoretical Introduction
Sticky price models: (5 weeks)
1. Static Mundell-Flemming Model
     賴景昌, 總體經濟學 
2. Stochastic Mundell-Flemming Model

     Mark (2001) Text book

3. Dornbush Model

     Mark (2001) Text book

4. New Open International Macroeconomics

     Mark (2001) Text book

Flexible Price Model

5. Flexible-Price Monetary Approach

     Mark (2001) Text book

Part II: Empirical Analysis
(1) Current Account Dynamics (2 weeks)

*Sheffrin, Steven and Wing T. Woo, 1990, “Present Value Tests of an Intertemporal Model of

the Current Account.” Journal of International Economics, 29 (3-4) November, 237-253.
*Chinn, M. and Wei, S.-J. (2013) “A faith-based initiative meets the evidence: does a flexible exchange rate regime really facilitate current account adjustment?”  Review of Economics and Statistics 95, 68-184.
Clarida, Richard H., Manuela Goretti and Mark P. Taylor (2006) “Are There Thresholds of Current Account Adjustment in the G7?” NBER #12193
Ghosh, Atish R., 1995, International Capital Mobility Among the Major Industrialized Countries: Too Little or too Much? Economic Journal 105 (428) January, 107-128.
(2) Exchange rates Disconnect Puzzle (3 weeks)
*Meese, R. and K. Rogoff (1983) "Empirical Exchange Rate Models of the Seventies: Do they Fit Out of Sample?" Journal of International Economics 14, 3-24.

*Mark, Nelson (1995) "Exchange Rates and Fundamentals: Evidence on Long-Horizon Predictability," American Economic Review, March, p201-218.
*Engel C. and West, K.D. (2005) “Exchange Rates and Fundamentals,” Journal of Political Economy 113, 485-517.

*Chen, Y., Rogoff, K.S. and Rossi, B (2010) “Can Exchange Rates Forecast Commodity Prices,” Quarterly Journal of Economics , 1145-1194.

Mark, Nelson (2007) “Changing Monetary Policy Rules, Learning, and Real Exchange Rate Dynamics,” working paper 

(3) The Behavior of Real Exchange Rate (4 weeks)
Taylor, A. M. and Taylor, M.P. (2004), “The Purchasing Power Parity Debate,”Journal of Economic Perspective,18:4, 135-158.

Burstein, A., Eichenbaum, M. and Rebelo, S. (2005) “Large Devaluations and the Real Exchange Rate,” Journal of Political Economy 113, 742-783.
3.1 Conventioanl Single equation Approach: (1 week)
Balassa, Bela (1964) “The Purchasing Power Parity Doctrine: a Reappraisal,” Journal of Political Economy 72, 584-96.

*Cheung, Y. W. and K. Lai (1993) "Long-run Purchasing Power Parity During the Recent Float," Journal of International Economics 34, 181-192.

*Lothian, James and Mark Taylor (1996) "Real Exchange Rate Behavior: The Recent Float from Perspective of the Past Two Centuries," JPE, 104, 488-509.Engel, Charles, 1999, “Accounting for Real Exchange Rate Changes, Journal of Political Economy, 107 June, 507-538.

3.2 Panel Approach: (1.5 week)
*Abuaf, N. and P. Jorion (1990) "Purchasing Power Parity in the Long Run," Journal of Finance, XLV, 157-174.

*O’Connell, P. G. J. (1998), “The Overvaluation of Purchasing Power Parity,” Journal of International Economics 44, 1-19.

*Breuer, J. B., McNown, R. and Wallace, M. (2002), “Series-specific Unit Root Tests with Panel Data,” Oxford Bulletin of Economics and Statistics 64, 527-546.
3.3 Nonlinear Approach: (1.5 weeks)
*Michael Panos, A. Robert Nobay and David A. Peel (1997) "Transactions Costs and Nonlinear Adjustment in Real Exchange Rates: An Empirical Investigation," Journal of Political Economy 105, 862-879.
*Taylor, Mark, David Peel and Lucio Sarno (2001) “Nonlinear mean-Reversion in Real Exchange Rates: Toward a Solution to The Purchasing Power Parity Puzzles,” International Economic Review 42, 1015-1042.

*Taylor, Alan (2001) “Potential Pitfalls for the Purchasing-Power-Parity Puzzle?  Sampling and Specification Biases in Mean-Reversion Tests of the Law of One Price” Econometrica.
3.4 The PPP puzzle: (1 week)
Rogoff, Kenneth (1996) “The Purchasing Power Parity,” JEL 34, 647-668.

*Cheung, Yin-Wong and Kon S. Lai (2000) “On the Purchasing Power Parity Puzzle,” Journal of International Economics 52, 321-330.

*Cheung, Y.W., Lai, K.S., and Bergman, M., 2004. Dissecting the PPP puzzle: the unconventional roles of nominal exchange rate and price adjustments. Journal of International Economics 64, 135–150.
*Bergin, Paul. Glick Reuven and Jyh-Lin Wu (2014) “The Mussa Redux and Conditional PPP”, Journal of Monetary Economics, 68, 101-114.
3.5 Border Effects: (1 week)
*Engel, C. and Roger, J. (1996) “How Wide is the Border?” AER 86, 1112-1125.

Gorodnichenko, Yuryi and Linda Tesar (2009) “Border Effect or Country Effect? Seattle is 110 Miles from Vancouver After All,” American Economic Journal: Macroeconomics 1(1), 219-41. 

(4) Micro-level Approach to real exchange rates (1 weeks)

*Imbs, J., Mumtaz, H., Ravn, M.O. and Rey, H. (2005) “PPP Strikes Back: Aggregation and The Real Exchange Rate,” Quarterly Journal of Economics CXX, 1-43.

*Crucini, M.J., Telmer, C.I. and Zachariadis, M. (2005) “Understanding European Real Exchange Rates,” American Economic Review 95, 724- 738

Bergin, P., G. Reuven and J.-L. Wu (2013) “The Micro-Macro Disconnect of Purchasing Power Parity”, Review of Economics and Statistics 95:3, 798-812. 
(5) Interest Parity (1 week)

*Engel, Charles (2016) “The Real Exchange Rate, Real Interest Rates, and the Risk Premium,” American Economic Review 106, 436-474.

*Katsimbris, George M. and Stephen M. Miller (1993) "Interest Rate Linkages within the European Monetary Systems: Further Analysis," JMCB 25, 771-779.

*Chaboud, A.P. and Wright, J.H. (2005) “Uncovered Interest Rate Parity: It Works But Not For Long,” Journal of International Economics 66, 349-462.

Fuji, Eiji and Menzi D. Chinn (2000) “Real Interest Parity,” NBER #7880.
*Engel, C. 2013. Exchange Rates and Interest Parity. Handbook of International Economics, vol.4, edited by Gita Gopinath, Elhanan Helpman, and Kenneth Rogoff, Elsevier.

