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QUANTITATIVE MODELS OF FINANCIAL CRISES AND MACROPRUDENTIAL REGULATION
(MODELOS CUANTITATIVOS DE CRISIS FINANCIERAS Y REGULACION MACROPRUDENCIAL)

This course studies financial crises and macroprudential policies from the perspective of a
guantitative dynamic stochastic general equilibrium (DSGE) framework that emphasizes financial
frictions and incomplete markets of contingent claims. From a methodological perspective, the course
focuses on the use of global, nonlinear solution methods that are necessary for solving models in which
market incompleteness and financial frictions are “essential,” in the sense that they affect macroeconomic
dynamics as well as long-run distributions of wealth and asset holdings. The seminar blends elements of
Real Business Cycle Theory, International Finance and Asset Pricing Theory and it relies heavily on
Recursive Macroeconomic Theory. A thorough understanding of the material covered in the first-year
Ph.D. Macro and Micro courses, particularly stochastic dynamic programming and general equilibrium
analysis, provide useful background. Knowledge of computational methods and software used in Macro
modeling and familiarity with principles of International Macroeconomics are also helpful.

The course begins with a review of canonical perfect foresight models of a small open economy,
followed by a representative-agent RBC framework in which a small open economy faces stochastic, non-
insurable shocks. This is followed by an exploration of the use of global methods for solving incomplete
markets models of small open economies using a canonical example for an endowment economy. The
seminar explores then how this framework can be modified and enriched to study financial crises and
sudden reversals of capital inflows driven by capital market imperfections. The seminar then moves to
examine the normative implications of a large class of financial frictions models driven by credit
constraints linked to asset prices, with particular focus on macroprudential policies.
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