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This course studies the effects of financial globalization. The first section 
documents the rise of financial globalization, and it contrasts the evidence on 
its macroeconomic effects with the predictions of standard economic theory. 
The second and third sections develop a workhorse model of capital flows and 
financial frictions. We use this model to interpret the evidence and rethink the 
theory’s policy implications. The last two sections use the framework to 
address the evolution of global imbalances and to explain the relationship 
between capital flows and the financial crisis of 2007-08, with special 
emphasis on Europe. 
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4. Addressing global imbalances: the role of financial reform 
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5. Capital flows, the financial crisis of 2007-08 and Europe’s banking 
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Classes will refer to all papers in the reading list, but they will draw heavily on 
those papers marked with an asterisk (*). 
 


