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External Adjustment, Global Imbalances and Global Safe Assets

This mini-course reviews recent developments in the analysis of external
adjustment. It begins with a review of the implications of the neoclassical
paradigm for long-term capital flows, emphasizing two important
shortcomings: (a) the poor predictive power of the models for the direction of
long-term capital flows; and (b) the increasing importance of potentially
systematic valuation effects. The first part of the course proposes models that
can account for the observed patterns of net and gross capital flows. The
models are organized in terms of their predictions for the autarky risk-free
rate, that is, the risk-free return to capital that would be observed in the
absence of cross-border financial transactions. The second part of the course
reviews and summarizes recent empirical evidence on the importance of
valuation effects for the dynamics of external adjustment and the
sustainability of gross and net external positions. The third part of the course
explores issues related to the demand and supply of safe assets and their role
for global financial stability. It focuses in particular on the role of capital
flows and exchange rates in propagating recessions across border in a global
liquidity trap, the source of global liquidity traps and the constraints that
regional safe asset issuers may face.

Aguiar, Mark, and Manuel Amador, 2011, “Growth in the Shadow of
Expropriation,” The Quarterly Journal of Economics, Vol. 126, No. 2,
pp. 651-97. http://qje.oxfordjournals.org/content/126/2/651.full.pdf

Broner, Fernando and Jaume Ventura, 2016, “Rethinking the Effects of
Financial Globalization,” The Quarterly Journal of Economics, 131 (3), 1497-
1542, http://crei.cat/wp-content/uploads/2016/09/refelo pub-3.pdf

Caballero, Ricardo and Emmanuel Farhi, “The Safety Trap,” mimeo Harvard,
2014. http://scholar.harvard.edu/files/farhi/files/safetytrap043016 ef.pdf




Caballero, Ricardo, Emmanuel Farhi, and Pierre-Olivier Gourinchas, 2008,
“An Equilibrium Model of ‘Global Imbalances’ and Low Interest Rates,”
American Economic Review, Vol. 98, No. 1, pp. 358-93.
http://dm-edms.imf.org/5019342

Caballero, Ricardo, Emmanuel Farhi, and Pierre-Olivier Gourinchas, 2016,
“Global Imbalances and Currency Wars at the ZLB” Working Paper UC
Berkeley, http://scholar.harvard.edu/farhi/publications/global-imbalances-and-
currency-wars-zlb

Coeurdacier, Nicolas, Stéphane Guibaud, and Keyu Jin, 2015, “Credit
Constraints and Growth in a Global Economy,” American Economic Review,
105(9): 2838-81. http://econ.sciences-

po.fr/sites/default/files/file/CGJ AER final 01042015.pdf

Eggertsson, Gauti, Neil R. Mehrotra, Sanjay Singh, and Lawrence H.
Summers, “Contagious Malady? Global Dimensions of Secular Stagnation,”
Working paper, Brown University 2015,
http://www.nber.org/papers/w22299 .pdf

Farhi, Emmanuel and Matteo Maggiori, 2016, “A Model of the International
Monetary System,” mimeo, Harvard,
http://scholar.harvard.edu/files/maggiori/files/fm ims.pdf?m=1464614415

Gabaix, Xavier and Matteo Maggiori, 2015, “International Liquidity and
Exchange Rate Dynamics.” Quarterly Journal of Economics, 130(3), pp1369-
1420, https://www.dropbox.com/s/flslw6t716tagd7/GaMa.pdf?dl=0

Gourinchas, Pierre-Olivier, and Olivier Jeanne, “Capital Flows to Developing
Countries: The Allocation Puzzle,” Review of Economic Studies, Oct. 2013.
http://restud.oxfordjournals.org/content/80/4/1484.full.pdf+html

Gourinchas, Pierre-Olivier and Olivier Jeanne, “Global Safe Assets,”
presented at the 2012 BIS Annual Conference,
http://www.bis.org/events/conf120621/gourinchas paper.pdf

Gourinchas, Pierre-Olivier, and Héléne Rey, 2007, “International Financial
Adjustment,” Journal of Political Economy, Vol. 115, No. 4, pp. 665-703.
http://socrates.berkeley.edu/~pog/academic/IFA JPEQ7.pdf

, 2012, “External Adjustment, Global Imbalances, Valuation Effects,”

Handbook of International Economics, forthcoming.
http://www.sciencedirect.com/science/article/pii/B9780444543141000100




, 2016, “Real Interest Rates, Imbalances and the Curse of Regional
Safe Asset Providers at the Zero Lower Bound,” NBER Working Paper
22618, http://www.nber.org/papers/w22618.pdf

, and Nicolas Govillot, 2010, “Exorbitant Privilege and Exorbitant
Duty” (unpublished; University of California, Berkeley).
http://dm-edms.imf.org/cyberdocs/4381261

He, Zhiguo, Arvind Krishnamurthy, and Konstantin Milbradt, 2015 “A Model
of the Reserve Asset,” Mimeo, Stanford University,
https://www.gsb.stanford.edu/gsb-cmis/gsb-cmis-download-auth/389021

Jeanne, Olivier, “Capital Account Policies and the Real Exchange Rate,”
mimeo John Hopkins University, August 2012,
http://www.econ2.jhu.edu/People/Jeanne/capcont curmanip0812.pdf

Mendoza, Enrique G., Vincenzo Quadrini, and José-Victor Rios-Rull, 2009,
“Financial Integration, Financial Development, and Global Imbalances,”
Journal of Political Economy, Vol. 117, No. 3, pp. 371-46.
http://econweb.umd.edu/~mendoza/pp/JPEreprint.pdf

Song, Zheng, Kjetil Storesletten, and Fabrizio Zilibotti, 2011, “Growing Like
China,” American Economic Review, Vol. 101, No. 1, pp. 196-233.
http://dm-edms.imf.org/5019380

Stein, Jeremy, 2012, “Monetary Policy as Financial Policy Regulation,”
Quarterly Journal of Economics, 127 (1): 57-95,
http://gje.oxfordjournals.org/content/127/1/57 .full.pdf+html




