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Advanced Course in Economics V

5.00 credits 15.0 h Q1 and Q2

Teacher(s) Monti Francesca ;

Language : English

Place of the course Louvain-la-Neuve

Learning outcomes

Evaluation methods For the evaluation students will prepare and present in class an extended "discussion" of a relevant paper to be
chosen in agreement with the teacher of the course. The final grade is awarded based on the presentation.

What does "discussion" mean exactly? Academic conferences often feature a discussant, who speaks after the
presenter of a paper. They generally summarise the paper and provide in depth comments on the paper being
presented, highlighting the key contributions as well as the drawbacks and issues with the paper.

Teaching methods This is an advanced class based mostly on the papers listed below. Students are expected to engage actively in
the class, read the material ahead and participate in discussions.

The expectation is that the class will be taught in person, subject to the evolving situation with Covid-19.

Content Given the intertemporal nature of most economic decisions, the role of expectations is central to macroeconomics.
Until recently modern macroeconomic analysis typically relied heavily upon the full-information rational
expectations paradigm, which assumes that economic agents are fully informed about their environment, and that
they act on expectations that are rational given the available information. With the increased availability of well-
designed survey data, a growing body of empirical work has questioned both these hypotheses, and a number of
alternative models for expectations formation and equilibrium have been put forward.

The aim of this course is to discuss with the students some of the recent evidence on deviations from the full
expectations rational expectations hypothesis. We will then talk about some of the recently proposed alternative
models for expectations formation and equilibrium, focusing on work that relaxes rational expectations (rather than
relaxing full information). For example, we will look at :

• Models that introduce cognitive discounting of the future (e.g. McKay, Nakamura and Steinsson, 2017 and
Gabaix, 2019).

• Diagnostic expectations, which overweigh more “representative” information (Bordalo, Gennaioli, and Shleifer,
2018, Bianchi, Ilut and Saijo, 2021).

• Models in which economic agents maintain as possible many models, but are unable to assign exact
probabilities to any of these models (e.g. Ilut and Schneider, 2014).

• Models that relax the idea of common knowledge, introducing k-level thinking, (Garc#a-Schmidt and Woodford,
2019; Farhi and Werning, 2019)

Inline resources Slides and other relevant materials are available on Moodle.
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https://drive.google.com/file/d/1Wr_apT8fyJqtQvTzUGzJGxkyfIUDsDuK/view
https://drive.google.com/file/d/1Wr_apT8fyJqtQvTzUGzJGxkyfIUDsDuK/view
https://scholar.harvard.edu/xgabaix/publications/behavioral-new-keynesian-model-working-paper
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Programmes containing this learning unit (UE)

Program title Acronym Credits Prerequisite Learning outcomes

Master [120] in Economics:

Econometrics
ETRI2M 5

https://sites.uclouvain.be/archives-portail/ppe2022/en-prog-2022-etri2m.html
https://sites.uclouvain.be/archives-portail/ppe2022/en-prog-2022-etri2m-cours_acquis_apprentissages.html

