Syllabus for Econ 281:
Real Frictions and Financial Frictions

Winter 2013

Marjorie Flavin

In the core Macro sequence, most of the material is devoted to the complete markets,
frictionless model. While understanding how the macro economy behaves in the ideal,
frictionless setting is indispensible, most of the interesting issues in macro arise as a
consequence of some sort of friction or missing market. In this course, we will study
some models based on “real frictions” and “financial frictions”. While there are other
types of real frictions that we could considers, in this course the “real friction” is a lumpy,
or nonconvex, adjustment cost on adjusting the quantity of a durable good. In particular,
we will look at the basic macro/finance model that is generalized to include housing, and
assume that housing is subject to a nonconvex adjustment cost. The second half of the
course will focus on financial frictions and their role in the financial crisis.

Lectures: Tuesdays and Thursdays, 2:00 — 3:20, Econ 304
Office Hours: Wednesdays, 1:00 — 3:00, Econ 216

Grading: Your grade for the course will be based on four short written assignments;
there will not be a midterm or a final exam. The four written assignments will consist of
two referee reports and two short paper proposals, one referee report and one short paper
proposal for each of the two components of the course.

For each of the referee reports, you will choose a paper (not covered in class) and
write a 2-3 page referee report that provides a critical assessment of the contribution of
the paper.

For the “paper topic” assignments, the intent is for students to think through, and write
up, the germ of a possible paper related to the material covered in the course. The “paper
topic” assignments will be brief sketches (3 — 4 pages) of a potential research topic in the
preliminary stage.
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