
Economics 723 Macroeconomic Theory I Fall 2017

Instructor

Marc-André Letendre
Kenneth Taylor Hall, Room 410
letendre@mcmaster.ca
905-525-9140 x23810
Office Hours: Wednesday 11-12 and Thursday 10:30-11:30

Graduate Calendar Course Description

This course is an introduction to advanced macroeconomic theory. The focus of the course
is on models with explicit microeconomic foundations. The broad topics covered this year
are asset pricing, economic growth and dynamic programming.

Schedule

Lectures

Wednesday 9:30-11am in LRW room 5001

Friday 9:30-11:20am in LRW room 5001

Tutorials (tentative)

Wednesday September 27th, 9:30-10:50am in LRW room 5001

Friday October 20th, 9:30-11:20am in LRW room 5001

Wednesday November 8th, 9:30-10:50am in LRW room 5001

Wednesday December 6th, 9:30-10:50am in LRW room 5001

The problems to be covered in tutorials will be announced in class and posted on Avenue to
Learn (A2L) a week or so in advance.

Website—Avenue to Learn (A2L)

The course’s web page is on Avenue to Learn at http://avenue.mcmaster.ca/ You need your
MACID (part of your email address preceding @mcmaster.ca) and password to log into
avenue to learn.
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Assessment

• The grade for the course will be calculated as follows:

Prep Math exam 10%
Test 1 20%
Test 2 35%
Test 3 35%

Test 1: Asset Pricing, Wednesday October 4th, 9:30-10:50am.

Test 2: Growth, Friday November 10th, 9:30-11:20am.

Test 3: Dynamic Programming, to be held during the final examination period. Date,
time and location will be announced later in the term.

• If you miss a test because you are sick, then you have to bring me a doctor’s
note as soon as possible and you have to write a makeup test. If a medical note is not
provided, then you get a grade of zero on the test.

• Method of evaluation for tests: primarily problem-solving questions, short-answer ques-
tions, mathematical derivations/proofs, numerical calculations and short essay-type
question; secondarily true-false-justify questions.

• Students who want to audit the course are welcome to do so as long as room capacity
allows. Please notify the instructor of your plans to audit the course.

• Please read the statement on Academic Dishonesty on the last page of this
outline and behave accordingly.

Readings

A reading list is posted on A2L. Students are expected to have read the relevant material
before the lectures. Reading in advance is a great way to prepare for the tests. This way
when you walk into class to hear my presentations, you will be able to focus on things that
are not in the notes, to ask questions about things that you did not understand and to
maximize the efficiency of your preparation. I strongly encourage students to ask clarifying
questions during the lectures and office hours.

Practice Questions

The course internet site lists many practice questions (most of them with solutions). I
strongly encourage students to work out as many exercises as possible and to attempt to
solve tutorial questions in advance of the tutorials. Those practice questions are a very good
way to learn and to prepare for the tests. Do not expect to be able to do all this in a day or
two before the tests.

Course Material

• A large share of the material to read will be available electronically.

– From A2L you can download instructor’s lecture notes.
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– Lars Ljungqvist and Thomas J. Sargent, 2004, Recursive macroeconomic theory
2nd edition, MIT Press. Available as an electronic resource from the library’s web
site at http://library.mcmaster.ca/. You can print up to 60 pages.

– Robert G. King and Sergio T. Rebelo, 2000, Resuscitating real business cycles,
NBER working paper 7534. http://www.nber.org/papers/w7534

– Greenwood, Hercowitz and Krusell, 1997, Long-run implications of investment-
specific technological change, American Economic Review. Available electroni-
cally from the library’s web site at http://library.mcmaster.ca/.

– Gregor W. Smith, MAcroeconomics lecture notes, August 1999 edition. Internet
address: http://qed.econ.queensu.ca/pub/faculty/smithgw/econ815A/

• You will find the following items on reserve in Mills Library:

– Dynamic Economics: Quantitative Methods and Applications by Jerome Adda
and Russell W. Cooper. MIT Press 2003. ISBN:0-262-01201-4.

– David Romer, 2006, Advanced macroeconomics third edition, McGraw-Hill Irwin.
Call number HB172.5 .R66 2006

– Thomas J. Sargent, 1987, Dynamic macroeconomic theory, Harvard University
Press. Call number HB172.5 .S267 1987

– Michael Wickens, 2012, Macroeconomic Theory: A Dynamic General Equilibrium
Approach, Second edition, Princeton University Press Call number HB172.5 .W53

Topics Outline and Readings

1. Asset Pricing

(a) Asset pricing in en endowment economy (Lucas asset pricing model)

(b) Review concept of a competitive equilibrium

(c) Pricing formula for bonds; covariances as risk premia

(d) Expectations theory of the term structure

(e) Pricing formula for shares/stocks

(f) Pricing formula for contingent claims

(g) Solving for competitive equilibrium prices and allocations

(h) Ricardian equivalence (if time allows)

Readings

• Instructor’s lecture notes

• Ljungqvist and Sargent (2004) chapter 13

• Sargent (1987) chapter 3

2. Economic Growth Models I: Exogenous Growth

(a) DGE model: representative consumer’s problem
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(b) DGE model: representative firm’s problem

(c) Solve and study the DGE model with full depreciation (steady state, transitional
dynamics)

(d) Solve and study a model with labour-augmenting technical progress (balanced
growth path, transitional dynamics, model detrending and steady state)

(e) Investment specific technical progress (if time allows)

Readings

• Instructor’s lecture notes

• King and Rebelo (2000)

• Greenwood, Hercowitz and Krusell (1997) [if time allows]

• Ljungqvist and Sargent (2004) chapter 14

• Wickens chapters 1, 2, 3

3. Economic Growth Models II: Endogenous Growth

(a) The AK model

(b) Romer’s learning-by-doing model (private vs social return to K)

(c) Lucas’ human capital accumulation model (two sectors)

(d) Rebelo’s 3-sector model

Readings

• Instructor’s lecture notes

• Ljungqvist and Sargent (2004) chapter 14

• Wickens chapter 3

4. Dynamic Programming

(a) Intro to dynamic optimization: Cake-eating problem

(b) DP method in deterministic setting

(c) DP applications in deterministic settings:

i. Optimal Growth Model

ii. Habit Formation

iii. Labour-Leisure Choice

iv. Labour Adjustment Costs

v. Investment Adjustment Costs

(d) DP-general stochastic case

(e) DP applications in stochastic settings:

i. Stochastic optimal growth model (Brock-Mirman)

ii. A Real Business Cycle Model
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iii. Indivisible Labour and Labour Effort

iv. A Simple Savings Decision

v. Consumption (AC ch. 6)

vi. Durable Consumption (AC ch. 7)

vii. Investment (AC ch. 8)

Readings

• Instructor’s lecture notes

• Adda and Cooper (2003) chapters 2, 5, 6, 7 and 8

• Ljungqvist and Sargent (2004) chapter 3

• Sargent (1987) chapter 1

• Manuelli and Sargent (1987) chapter 1

Other Policies

Course Modification
The instructors and university reserve the right to modify elements of the course during
the term. The university may change the dates and deadlines for any or all courses in
extreme circumstances. If either type of modification becomes necessary, reasonable notice
and communication with the students will be given with explanation and the opportunity
to comment on changes. It is the responsibility of the student to check his/her McMaster
email and course websites weekly during the term and to note any changes.

Academic Dishonesty
Academic dishonesty consists of misrepresentation by deception or by other fraudulent means
and can result in serious consequences, e.g. the grade of zero on an assignment, loss of
credit with a notation on the transcript (notation reads: “Grade of F assigned for academic
dishonesty”), and/or suspension or expulsion from the university.

It is your responsibility to understand what constitutes academic dishonesty. For information
on the various kinds of academic dishonesty please refer to the Academic Integrity Policy,
specifically Appendix 3, located at
http://www.mcmaster.ca/policy/Students-AcademicStudies/AcademicIntegrity.pdf

The following illustrates only three forms of academic dishonesty:

1. Plagiarism, e.g. the submission of work that is not one’s own or for which other credit
has been obtained.

2. Improper collaboration in group work.

3. Copying or using unauthorized aids in tests and examinations.
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Faculty of Social Sciences E-Mail Communication Policy

Effective September 1, 2010, it is the policy of the Faculty of Social Sciences that all e-
mail communication sent from students to instructors (including TAs), and from students
to staff, must originate from the student’s own McMaster University e-mail account. This
policy protects confidentiality and confirms the identity of the student. It is the student’s
responsibility to ensure that communication is sent to the university from a McMaster ac-
count. If an instructor becomes aware that a communication has come from an alternate
address, the instructor may not reply at his or her discretion.
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