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This course examines the effects of globalization on the workings of financial 
markets, focusing on theoretical results, empirical evidence and policy implications. The 
first part of the course analyzes the problems associated with sovereign risk, while the 
second part studies the origins and effects of asset bubbles. Both parts are self-contained 
and students can either enroll for the entire course or for only one part. 
 

This is the syllabus for the second part. Lecture notes will be distributed during the 
course. There is also a reading list below that contains papers of related interest. 
 
 
Lecture 1. Basic theory. Empirical tests of bubbles 
 

Basic concepts and stylized facts. The Samuelson-Tirole model. Rational vs. irrational 
bubbles. Empirical tests of bubbles. Application to the US stock market in the late 1990s. 
 

Lecture 2. Frictions in financial markets 
 

New models of bubbles with financial frictions: non-capitalized rents, agency costs and 
illiquidity. Fluctuations in investment and productivity growth. Financial reforms and stability. 
 

Lecture 3. The effects of globalization revisited 
 

The effects of globalization: theory and evidence. Capital account liberalization and 
emerging-market crises. Bubbles, the international transmission of shocks and contagion. 
 

Lecture 4. Fiscal policy and crowding-out 
 

A crowding-out theory of bubbles, investment and government debt. Application to global 
imbalances. Is the US current account deficit sustainable? The adjustment process. 
 

Lecture 5. Asset prices and monetary policy 
 

Asset bubbles, aggregate demand and monetary policy. Should central banks react to the 
emergence and/or the collapse of an asset bubble?
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