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Lecture Timings

11/09/04 (Saturday):  9-11 a.m., 11.30-12.30 p.m. and 2.30-4.30 p.m.
12/09/04 (Sunday): 9-11 a.m., 11.30-12.30 p.m. and 2.30-4.30 p.m.

13/09/04 (Monday):  9-11 a.m., 11.30-1.30 p.m.

Course Objectives
This course is intended to introduce students to some basic concepts in financial economics and to establish its roots in micro and macroeconomics and general equilibrium theory.  It will be assumed that students are conversant in basic microeconomic theory and know some calculus and matrix algebra.

Main Textbook

Microfoundations of Financial Economics: An Introduction to General Equilibrium Asset Pricing, Lengwiler, Yvan, Princeton University Press, 2004, (ISBN: 0-691-11315-7)

(Author's site at: http://www.wwz.unibas.ch/witheo/yvan/book/)

Mathematics Background Desirable: Simon and Blume, 1994, Mathematics for Economists, WW Norton is the level required.

Lectures

We will try and cover the following topics:

Introduction and Contingent Claim Economies

Asset Economies

Decision making under Uncertainty

Static Finance Economies

Dynamic Finance Economies

Empirical Issues (time permitting)

Course Assessment: 

Assessment for this course will be based on a “Referee Report” to be submitted by a group of two students.  Each group will be allocated one of the papers in the attached list.  Each group will write a “Referee Report” (less than 1000 words) that will be graded.  Guidelines for writing this Report are attached.

Tentative List of Papers for Referee Reports

We have covered a large ground in a short period in this course.  There are many potentially important papers that we could now study further.  However in order to have a common theme for all the participants we will focus on important empirical and theoretical contributions to the idea of risk sharing-at the level of the family, village economies, within and between countries and thus on the implications of incompleteness for the functioning of financial markets. 

Altug, Sumru and Robert Miller, 1990, Households Choices in Equilibrium, Econometrica, 58, No. 3, pp. 543-570.

Backus, David, Kehoe P and Kydland, F, 1992, International Business Cycles, Journal of Political Economy, 100 (4), 745-775.

Asdrubali, P, Sorensen, B and Yosha, O, 1996, Channels of Interstate Risk Sharing: 1963-1990, Quarterly Journal of Economics, 111 (4), 1081-1110.

Asdrubali, P and Kim, S, 2004, Dynamic Risk Sharing in the United States and Europe, Journal of Monetary Economics, 91, 809-836.

Backus, David, Kehoe P and Kydland, F, 1992, International Business Cycles, Journal of Political Economy, 100 (4), 745-775.

Cochrane, John, 1991, A Simple Test of Consumption Insurance, Journal of Political Economy, 99, 957-976.

Hayashi, F, J Altonji and L Kotlikoff, 1996, Risk Sharing Between and Within Families, Econometrica, 64, 291-94.

Mace, Barbara, 1991, Full Insurance in the Presence of Aggregate Uncertainty, Journal of Political Economy, 99, 928-956.

Ogaki, Masao and Qiang Zhang, 2001, Decreasing Relative Risk Aversion and Tests of Risk Sharing, Econometrica, 69(2), 515-19.
Storesletten, K, Telmer, C and Yaron, A, 2004, Consumption and Risksharing over the Life Cycle Journal of Monetary Economics, 51, 609–633.
Townsend, Robert. (1994): “Risk and Insurance in Village India,” Econometrica, Vol. 62, pp. 539-590.

Guidelines for the “Referee Report”

Read the paper to be refereed carefully so that you understand what is going on in the paper.  You may confer with classmates regarding the details of the paper but the writing up of the report must be the work of the students who are assigned the paper.  The report should be about 3 pages double-spaced (font size =12 pts) and in any case not more 1000 words.  It should cover the following questions:  

1.  What is the motivation for the paper? What is its contribution relative to the prior literature? 

3.  What are the main features of the model tested? What are its testable hypotheses? How plausible are the underlying assumptions?

3. What type of data is used in the study and what is the econometric method used to test the model(s)? (Be very brief here) 

5.  What are the main conclusions of the study?  What would be your concerns about the conclusions and their validity?

Your grade will depend on the quality of your analysis and the quality of the writing.  Check for grammatical and spelling errors; nothing makes an author more annoyed than a report that looks like it is carelessly prepared.

Texts for Further Reading

John Cochrane, Asset Pricing, Princeton University Press, 2001. 

Stephen LeRoy and Jan Werner, Principles of Financial Economics, Cambridge University Press, 2001.

Christian Gollier, The Economics of Risk and Time, MIT press, 2001.

John Campbell, Andrew Lo and Craig MacKinlay, The Econometrics of Financial Markets, Princeton University Press, 1997.

Jean-Pierre Danthine and John Donaldson, Intermediate Financial Theory, Prentice-Hall Publishing, 2001.

Chi-Fu Huang, Robert H. Litzenberger, Foundations for Financial Economics, Simon and Schuster, 1998.
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