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Faculty of Economic Sciences  
National Research University Higher School of Economics 

 

Theory and Practice of Macroeconomic Policy (Fall 2019) 

Instructors: Assaf Razin, Hubert Kempf, Olga Kuznetsova  

Class Times and Locations: 

Olga Kuznetsova: Tuesdays 18.10-21.00, room TBA 

Assaf Razin: TBA 

Hubert Kempf: TBA 

Email: okuznetsova@hse.ru 

Office Location: TBA 

Office Hours: TBA 

Сourse page MACROPOLICY on Piazza will be the most accurate source of information for the course. 

Students are responsible to check MACROPOLICY page regularly. Announcements, lecture slides, the 

course calendar and other useful material will be posted there.  

 

Section 1.  General information about the course 

 

Course “Theory and practice of macroeconomic policy” consists of three parts. The first part is devoted 

to the discussion of the main problems of macroeconomic policy. The second part of the course deals 

with the peculiarities of macroeconomic policy in monetary unions. The last part of the course studies 

the macroeconomic policy regimes. The main emphasis will be made on the current tendencies in 

macroeconomic policy throughout the world, especially on communication policies in different 

countries. The Russian macroeconomic policy will be widely discussed. 

 

 

Section 2. Course goals, learning objectives, expected learning outcomes 

 

The goal of the course is to provide students with the profound understanding of the theory and practice 

of macroeconomic policy.  

Learning objectives of the course are: 

 to present the main current macroeconomic problems; 

 to describe the role of government and central banks in the economy; 

 to introduce the students to the standard analytical methodology that figures out the optimal 

macroeconomic policy measures. 
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 Learning outcomes. By the completion of the course, students will be able to: 

 understand the role of fiscal and monetary policy as output, inflation and exchange rate 

determinants, the difference between monetary policy regimes, the causes and features of 

financial crises in the modern economy, the opportunities and feasibilities of stabilization 

policy; 

 analyze financial and real data, apply the macroeconomic tools for the analysis of both 

monetary and financial sphere; 

 acquire the necessary skills to discuss different macroeconomic problems, the fiscal and 

monetary authorities’ actions and decisions, the consequences of macroeconomic policy 

changes for the economy. 

Prerequisites: Intermediate or Advanced Macroeconomics, Econometrics.  

 

Section 3.  Course Outline    

 

The course consists of 16 lectures of 3 hours each. The preliminary schedule is as follows: 

 

Lecture 1. Introduction. The main objectives of macroeconomic policy 

Inflation as policy target. Social costs and benefits of inflation. Sacrifice ratio. Optimal inflation 

level. Target output level. Optimal and natural output. Exchange rate policy. Exchange rate and real 

variables. Exchange rate policy as an anti-inflation measure. 

Part 1. The main problems of macroeconomic policy 

Lecture 2. Inflation  

Monetary factors of inflation. Unpleasant monetary arithmetic. Fiscal theory of price level. Dynamic 

inconsistency of low-inflation policy. The role of reputation and delegation of policy. Policy rules. 

The role of central bank’s independence. Inflation persistence. Hyperinflations and stabilization 

programs.  

Lecture 3. Zero-lower bound  

ZLB and monetary policy efficiency. The origins of liquidity traps. The role of exchange rate policy. 

Unconventional monetary policy: targets and instruments. Fiscal policy at ZLB. The role of strategic 

interaction between a central bank and a government. 

Lecture 4. Global financial crises 

The global crisis of 2008. Policy mistakes and uncertainty. Exchange rate crises. Fisrt-, second- and 

third-generation models of currency crises. Monetary policy during exchange rate crises. European 

debt crisis. European macroeconomic policy. 

Lecture 5. International migration 
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Migration of low- and high skilled labor force. International migration and the distribution of 

resources, incomes and welfare. Intra- and inter-generation conflicts. Fiscal effects of international 

migration. 

Lecture 6. Financial globalization 

Trade and financial globalization. Financial integration as a tax problem. Tax competition. 

International capital flows. A stylized model of financial integration. 

Lecture 7. Government debt 

Government debt as a fiscal instrument. The role of a central bank’s independence. The structure of 

government debt. Tax smoothing as a factor of debt accumulation. The model of government debt 

accumulation. The role of uncertainty. Debt crises. The model of sovereign debt default with self-

fulfilling prophecies (Cole, Kehoe). Stabilization policy. 

Part 2. The economics of monetary unions 

Lecture 8. Between international openness and monetary sovereignty  

A simple model of a monetary union. Theory of optimum currency areas. Currency unions in 

prospect and retrospect. 

Lecture 9. Monetary policy in currency unions 

The role of idiosyncratic shocks in monetary unions. Policy effects. The optimal monetary policy in 

a monetary union. 

Lecture 10. Fiscal policies in currency unions 

Public deficits, transfers and public debts in currency unions. Federal fiscal transfer rules in monetary 

unions. Imbalances and fiscal policy in a monetary union. 

Lecture 11. Fiscal federalism or intergovernmental cooperation?  

Regional fiscal policy spillovers in a monetary union. Cooperation and commitment. Symbiosis of 

monetary and fiscal policies in a monetary union. Federal fiscal transfers in monetary unions. Fiscal 

federalism versus fiscal cooperation. 

Lecture 12. Thoughts of a fiscal union 

Fiscal union desirability. Fiscal union in Europe: pros and cons. ComPact and Maastricht 

comemorandum. 

Part 3. The evolution and the current state of macroeconomic policy 

Lecture 13. Monetary policy regimes 

Discretion versus commitment policy. Taylor rule and its evolution. Advantages and disadvantages 

of policy rules. Exchange rate regimes. Monetary base and interest rate as policy intermediate targets. 

Inflation targeting: introduction. 

Lecture 14. Inflation targeting 

Strict and flexible inflation targeting. The role of expectations. Inflation targeting in advanced 

economies. Forward guidance as an instrument of inflation targeting. Inflation targeting in 

developing countries. The optimal design of inflation targeting. The role of communication policy. 
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Lecture 15. Communication policy of central banks 

The role of public and private information for agents’ actions. Strategic complementarity. The impact 

of a central bank’s verbal interventions on forecasts’ precision and market volatility. Central bank 

transparency: pros and cons. The model of Morris and Shin (2002). Verbal interventions and 

financial crises. Information policy of central banks in practice: the Fed, the ECB, the Bank of Russia, 

etc. 

Lecture 16. Macroprudential tools and unconventional monetary policy 

Peculiarities of the global financial crisis of 2008. Shadow banking sector. Macroprudential policy. 

Basel 3. Unconventional monetary policy. Quantitative and qualitative easing. Efficiency of 

unconventional policies. Developed countries’ experience: Japan, the USA, the UK, the eurozone. 

Normalization of monetary policy. 

Assessment forms to be used: short quizzes during lectures, one essay, one home assignment and one 

written exam. 

 

Section 4. Texts, readings and other informational resources 

 

1. Required readings:  

• Romer D., Advanced Macroeconomics, 5th edition, Mcgraw-hill Economics, 2019 

• Walsh C.E., Monetary Theory and Policy, 2nd ed., The MIT Press, Cambridge, 2003. 
2. Additional readings: 

• S. Ghatak, J. Sanchez-Fung (2007) Monetary Economics in Developing Countries. 3nd 
ed. Palgrave Macmillan.  

• M. Wickens (2008) Macroeconomic Theory: A Dynamic General Equilibrium 
Approach. 2nd ed. Princeton University Press. 

 

Section 5. Examination/Evaluation 

 

1. Attendance (0%)  

Attendance is not evaluated but is highly recommended to understand better the concepts learned during 

the classes. Previous experience has shown that the average mark is usually higher for the students who 

actively participate in sessions. Lectures will be interactive with discussions between the lecturer and 

students. Questions and comments are welcome during the lectures. 

2. Short quizzes (10%)  

Short quizzes are based on topics covered in the class. No possibility is given to complete the missed 

quizzes. 

3. Home assignment (25%)  

The home assignment (case study) is to be prepared after the first part of the course. Each student has 

to describe a modern example of macroeconomic policy completion and to analyze the efficiency of a 

central bank/government actions. As a result of this case study, a student has to prepare an analytical 
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outlook, which covers: 

 the problems present in an analyzed economy; 

 fiscal and monetary policies taken to face with these problems; 

 analysis of policy efficiency or policy mistakes. 

Max length of the document is 10 pages (appendices and covers not included). The documents sent 

after the dead-line are not evaluated. 

4. Essay (25%)  

The essay is to be prepared after the second part of the course. The essay is the critical literature 

overview at a chosen topic. Max length of the document is 5 pages (appendices and covers not 

included). The preliminary topic examples are as follows: 

 The EMU: is it the optimum currency area? 

 Fiscal policy in monetary unions. 

 Verbal interventions by the ECB and financial markets. 

 International effects of communication by central banks. 

 The ECB as a lender of last resort for the European countries. 

 The effect of the Brexit on the European financial markets.  

The topic list is to be provided at latest three weeks before the deadline. The documents sent after the 

dead-line are not evaluated. 

5. Exam (40%)  

The final exam will consist of four exercises: 

 one theoretical question,  

 one numerical exercise, 

 one analytical exercise, 

 one discussion.  

These exercises will cover the topics of the course and will be correlated with the quizzes during the 

lectures. The students absent from the final exam get a zero mark for it unless the absence is excused. 

The written documentation for the excuse is to be presented to the Students’ Office in accordance with 

the HSE’s rules. 

 

Section 6. Academic Integrity 

 

The Higher School of Economics strictly adheres to the principle of academic integrity and honesty. 
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Accordingly, in this course there will be a zero-tolerance policy toward academic dishonesty. This 

includes, but is not limited to, cheating, plagiarism (including failure to properly cite sources), 

fabricating citations or information, tampering with other students’ work, and presenting a part of or 

the entirety of another person’s work as your own. HSE uses an automated plagiarism-detection system 

to ensure the originality of students’ work. Students who violate university rules on academic honesty 

will face disciplinary consequences, which, depending on the severity of the offense, may include 

having points deducted on a specific assignment, receiving a failing grade for the course, being expelled 

from the university, or other measures specified in HSE’s Internal Regulations. 

 

 

http://www.hse.ru/docs/48094015.html
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