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Course overview 

One of the central structural changes that has reshaped the global macroeconomic 
environment since early 1990s is the extraordinary increase in cross border financial 
holdings (“financial globalisation”) across countries. Financial globalisation has the 
potential to promote macroeconomic stability and economic growth; at the same time, it 
also has the scope to amplify domestic macroeconomic shocks and increase cross-border 
contagion dynamics. 

Section 1 of this course will begin with a review of the underlying theoretical 
foundations for cross-border financial flows including consumption smoothing, efficient 
global allocation of capital, global interdependence, sustainability of current account 
imbalances and international risk sharing. 

Section 2 will give an introduction to the measurement issues involved in capturing 
cross-border financial positions. This will discuss the balance of payments, its 
components and the determinants of its dynamics as well as those for net international 
investment positions. In addition, it will describe the properties and contributions of 
recent data developments as well as discuss stylized facts.  

Section 3 will look at the geography of the international investment positions, discuss 
recent data developments and present empirical methods used to improve bilateral 
estimates of international investment positions. In addition, this part will give examples 
of applied research using these data to study the geography and the dynamics of cross-
border investments.  

Section 4 will put the focus on the currency dimension of financial globalisation. It will 
discuss the role of exchange rate fluctuations on the local currency value of international 
investments as well as on the potential stabilising role of exchange rate-induced valuation 
effects. Stylised facts associated with the geography and dynamics of international 
currency exposures will be presented.  

The final two sections provide a financial globalisation perspective on the current 
global financial crisis and the current European financial crisis. Section 5 will probe how 
cross-border financial positions affected the transmission and dynamics of the global 
financial crisis, while Section 6 will address the specific analytical issues that arise in 
dealing with external imbalances and capital flows in Europe. In particular, the former 
will put the focus on how financial globalisation affected the crisis dynamics, global 
imbalances and subsequent adjustment process and the risks in international balance 
sheets. The latter will focus on current account imbalances, financial and trade linkages, 
capital flows and domestic credit growth from a European perspective. 

In summary, the goal of this course is to provide a review of the baseline theoretical 
models and the relevant empirical evidence, together with applications to the main policy 
issues in open-economy macroeconomics/finance today. 
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