
McMaster University, Department of Economics, ECON 724 

Page 1 of 7 

 

ECON 724: Macroeconomic Theory II 

Winter 2021

Instructor: Bettina Brüggemann   Email: brueggeb@mcmaster.ca  

Office: KTH 432     Office Hours: By email and appointment 

Lectures: Tue, Thu, 10:30am-12:00pm   

COURSE DESCRIPTION 

This course is a continuation of ECON 723 further broadens students understanding of 

foundational models of Macroeconomics. The focus of the course is on models with explicit 

microeconomic foundations. The broad topics covered this year are complete market models, 

overlapping generation economies, real business cycle models, and models with heterogeneous 

agents. 

CLASS FORMAT 

The course is being taught virtually. Course content will be delivered through virtual lectures and 

reading the associated material. It is your responsibility to check Avenue daily for class 

announcements (see the section “Communication” on page 4 of this document). 

COURSE MATERIALS AND TEXTS  

We use a variety of sources, most of which are easily accessible online or through the library. 

Links to papers and other readings will be posted on the course website. The most important 

textbooks and papers for this course are listed below. For a more detailed reading list, see the 

section “Course Contents”. 

• Lars Ljungqvist & Thomas J. Sargent, 2004. “Recursive Macroeconomic Theory,” MIT 

Press. I mostly use the 4th edition, but as earlier editions are freely available as ebooks 

in the library and they are not significantly different, it would be fine to use those too.  

• King, Robert G. & Rebelo, Sergio T., 1999. "Resuscitating real business cycles," 

Handbook of Macroeconomics, in: J. B. Taylor & M. Woodford (ed.), Handbook of 

Macroeconomics, edition 1, volume 1, chapter 14, pages 927-1007 Elsevier. 

• Fatih Guvenen, 2011. "Macroeconomics with heterogeneity: a practical guide," 

Economic Quarterly, Federal Reserve Bank of Richmond, Issue 3Q, pages 255-326. 

• Jonathan Heathcote & Kjetil Storesletten & Giovanni L. Violante, 2009. "Quantitative 

Macroeconomics with Heterogeneous Households," Annual Review of Economics, 

Annual Reviews, vol. 1(1), pages 319-354. 

COURSE WEBSITE  

Avenue to Learn, A2L, or “Avenue” (terms are used interchangeably): 

http://avenue.mcmaster.ca  

COURSE CONTENTS 

The list of readings in this outline may be extended to include further papers. Please consult the 

course website to find the final list of readings for each part that we cover.  

mailto:brueggeb@mcmaster.ca
http://avenue.mcmaster.ca/
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1. Macroeconomics with Uncertainty and Complete Markets (ca. 4 weeks) 

a. Equilibrium with Complete Markets 

• Ljungqvist/Sargent, Chapter 8 

• Dirk Krueger, 2002. “Macroeconomic Theory”, Manuscript, Ch. 6. 

• Per Krusell, 2014. “Real Macroeconomic Theory”, Manuscript, Ch. 5.  

b. The Overlapping Generations Model: Theory and Applications 

• Ljungqvist/Sargent, Chapter 9 

• Krueger, Chapter 8 

• Blanchard, O. and S. Fischer, Lectures on Macroeconomics, Chapter 3 

• R. Barro, 1974. “Are Government Bonds Net Wealth?”, Journal of Political 

Economy, 82, 1095-1117. 

• P. Diamond, 1965. “National Debt in a Neo-Classical Growth Model”, 

Amerian Economic Review, 55, 1126-1150 

c. Full Insurance and Perfect Risk-Sharing 

• Ljungqvist/Sargent, Chapter 10 

• B. Mace, 1991. “Full Insurance in the Presence of Aggregate Uncertainty", 

Journal of Political Economy, 99, 928-956. 

• J. H. Cochrane, 1991. “A Simple Test of Consumption Insurance”, Journal of 

Political Economy, 99, 958-976. 

 

2. Real Business Cycle Models (ca. 3 weeks) 

a. Real Business Cycle Facts 

• King/Rebelo 

b. From the Neoclassical Growth Model to the Basic Real Business Cycle Model 

• King/Rebelo 

• E. Prescott, 1986. “Theory Ahead of Business Cycle Measurement”, Federal 
Reserve Bank of Minneapolis Quarterly Review 10, 9-22. 

• F. Kydland & E. Prescott, 1982. “Time to Build and Aggregate Fluctuations”, 
Econometrica  50, 1345-1370. 

• J. Long & C. Plosser, 1983. “Real business cycles”, Journal of Political 
Economy 91, 39-69. 

c. Criticism and Extensions 

• G. Hansen, 1985. "Indivisible labor and the business cycle." Journal of 
monetary Economics 16.3, 309-327. 

• J. Greenwood, Z. Hercowitz, & P. Krusell, 1997. “Long-run Implications of 
Investment-Specific Technological Change,” The American Economic 
Review, 342-362. 

• A. Hornstein, 1993. “Monopolistic competition, increasing returns to scale, 
and the importance of productivity shocks”, Journal of Monetary Economics 
31.3, 299-316. 

• J. Gali, 1999. "Technology, Employment, and the Business Cycle: Do 
Technology Shocks Explain Aggregate Fluctuations?." American Economic 
Review 89.1, 249-271. 

• P. Beaudry & F. Portier. "Stock prices, news, and economic 
fluctuations." American Economic Review 96.4, 1293-1307. 

• C. M. Gunn & A. Johri, 2011. “News and knowledge capital,” Review of 
Economic Dynamics, 14.1, 92-101. 
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• N. Jaimovich & S. Rebelo, 2009. “Can News About the Future Drive the 
Business Cycle?” The American Economic Review, 99. 4, 1097-1118. 

• N. Bloom, 2009. "The Impact of Uncertainty Shocks." Econometrica 77.3, 
623-685. 

 
3. Macroeconomics with Heterogeneity (ca. 5 weeks) 

a. Self-Insurance 

• Ljungqvist/Sargent, Chapter 17 

• Guvenen 

• A. Deaton & C. Paxson. 1994. “Intertemporal Choice and Inequality,” Journal 
of Political Economy 102, 437–67. 

b. Incomplete Markets in General Equilibrium 

• Ljungqvist/Sargent, Chapter 18 

• T. F. Bewley, undated. “Interest Bearing Money and the Equilibrium Stock of 
Capital,” Working Paper. 

• A. Imrohoroglu, 1989. “Cost of Business Cycles with Indivisibilities and 
Liquidity Constraints,” Journal of Political Economy 97, 1364-1383. 

• M. Huggett, 1993. “The Risk-Free Rate in Hetereogeneous-Agent 
Incomplete-Insurance Economies", Journal of Economic Dynamics and 
Control 17, 953-969. 

• S. R. Aiyagari, 1994. “Uninsured Idiosyncratic Risk and Aggregate Saving”, 
Quarterly Journal of Economic 109, 659-684. 

c. Sources of Heterogeneity 

• Guvenen 

• Heathcote/Storesletten/Violante 

• T. E. MaCurdy, 1982. “The Use of Time Series Processes to Model the Error 
Structure of Earnings in a Longitudinal Data Analysis,” Journal of 
Econometrics 18, 83–114. 

• K. Storesletten, C. I. Telmer & A. Yaron, 2004. “Cyclical dynamics in 
idiosyncratic labor market risk,“ Journal of Political Economy 112(3), 695–
717. 

• E. French & J. B. Jones, 2004. “On the distribution and dynamics of health 
care costs,” Journal of Applied Econometrics 19(6), 705–21. 

• M. De Nardi, E. French, and J. B. Jones, 2010. “Why Do the Elderly Save? 
The Role of Medical Expenses.” Journal of Political Economy 118 (1), 39–75. 

• Greenwood, Jeremy, and Nezih Guner. 2009. “Marriage and Divorce since 
World War II: Analyzing the Role of Technological Progress on the Formation 
of Households.” In NBER Macroeconomics Annual, Vol. 23. Cambridge, 
Mass.: National Bureau of Economic Research, 231–76. 

• J. A. Knowles, 2013. "Why are married men working so much? An aggregate 
analysis of intra-household bargaining and labour supply." Review of 
Economic Studies 80.3, 1055-1085. 

• N. Guner, R. Kaygusuz, and G. Ventura, 2012. "Taxation and household 
labour supply." The Review of Economic Studies 79.3, 1113-1149. 

• V. Quadrini, 2000. “Entrepreneurship, Saving, and Social Mobility.” Review of 
Economic Dynamics 3, 1–40. 

d. Inequality: Consumption, Wealth, and Earnings 
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• D. Krueger & F. Perri. 2006. “Does Income Inequality Lead to Consumption 
Inequality? Evidence and Theory.” Review of Economic Studies 73 (1), 163–
93. 

• J. Heathcote, K. Storesletten, & G. L. Violante. 2014. "Consumption and 
Labor Supply with Partial Insurance: An Analytical Framework." American 
Economic Review, 104 (7), 2075-2126. 

• M. De Nardi & Giulio Fella. "Saving and Wealth Inequality." Review of 
Economic Dynamics 26, 280-300. 

• A. Deaton & C. Paxson. 1994. “Intertemporal Choice and Inequality,” Journal 
of Political Economy 102, 437–67. 

• J. Heathcote, F. Perri & G. L. Violante. 2010. “Unequal We Stand: An 
Empirical Analysis of Economic Inequality in the United States, 1967–2006.” 
Review of Economic Dynamics 13, 15–51. 

e. Aggregate Risk 

• P. Krusell & A. A. Smith, Jr.,1998. “Income and Wealth Heterogeneity in the 
Macroeconomy.” Journal of Political Economy 106, 867–96. 

f. Policy Applications 
 

AVENUE TO LEARN 

This course will be delivered through Avenue to Learn. Students should be aware that, when 

they access the electronic components of this course, private information such as first and last 

names, user names for the McMaster e-mail accounts, and program affiliation may become 

apparent to all other students in the same course. The available information is dependent on the 

technology used. Continuation in this course will be deemed consent to this disclosure. If you 

have any questions or concerns about such disclosure please discuss this with the course 

instructor. 

COURSE EVALUATION – OVERVIEW 

1. 4 Homework Assignments (4x5%=20%) 

2. 1 Matlab Project (10%) 

3. 1 Presentation (10%) 

4. 1 Midterm Exam (30%) 

5. 1 Final Exam (30%) 

COURSE EVALUATION – DETAILS 

Midterm Exam: February 25, 2021, 10:30am-12:00pm on Zoom 

Material tested: Part 1 – Macroeconomics with Uncertainty and Complete Markets 

Final Exam: TBD (during final examination period), on Zoom 

Material tested: Parts 2 & 3 – Real Business Cycle Models and Macroeconomics with 

Heterogeneity 
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COURSE POLICIES 

Communication 

The primary way for me to communicate with you is via the Announcements section of the 

Avenue homepage.  It is your responsibility to check the Announcements on Avenue daily.  If 

you click your name in the top right corner of the Avenue page and choose “Notifications”, you 

will see a list of items that you can receive notifications for.  Choose “Announcements” – any 

time there is a new or updated announcement, you will receive an email or SMS on your phone. 

Grades 

Your grades in the exams and assignments will be posted on Avenue to Learn. Please 

immediately report to the instructor any discrepancy between the posted and actual grades. 

Grades will be based on the McMaster University grading scale: 

MARK GRADE 

90-100 A+ 
85-90 A 
80-84 A- 
77-79 B+ 
73-76 B 
70-72 B- 
0-69 F 
  

Absences, Missed Work, Illness  

If you miss a test because of illness you must contact me as soon as possible. 

UNIVERSITY POLICIES 

Academic Integrity  

You are expected to exhibit honesty and use ethical behaviour in all aspects of the learning 
process. Academic credentials you earn are rooted in principles of honesty and academic 
integrity. It is your responsibility to understand what constitutes academic dishonesty. 

Academic dishonesty is to knowingly act or fail to act in a way that results or could result in 

unearned academic credit or advantage. This behaviour 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. For information on the various types of academic dishonesty 
please refer to the Academic Integrity Policy, located at 
https://secretariat.mcmaster.ca/university-policies-procedures- guidelines/. 

The following illustrates only three forms of academic dishonesty: 

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

• improper collaboration in group work. 

• copying or using unauthorized aids in tests and examinations. 

 

https://secretariat.mcmaster.ca/app/uploads/Academic-Integrity-Policy-1-1.pdf
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Authenticity/Plagiarism Detection  

Some courses may use a web-based service (Turnitin.com) to reveal authenticity and 
ownership of student submitted work. For courses using such software, students will be 
expected to submit their work electronically either directly to Turnitin.com or via an online 
learning platform (e.g. A2L, etc.) using plagiarism detection (a service supported by 
Turnitin.com) so it can be checked for academic dishonesty. 

 
Students who do not wish their work to be submitted through the plagiarism detection software 
must inform the Instructor before the assignment is due. No penalty will be assigned to a 
student who does not submit work to the plagiarism detection software. All submitted work is 
subject to normal verification that standards of academic integrity have been upheld 
(e.g., on-line search, other software, etc.). For more details about McMaster’s use of 
Turnitin.com please go to www.mcmaster.ca/academicintegrity. 

Courses with an On-Line Element 

Some courses may use on-line elements (e.g. e-mail, Avenue to Learn (A2L), LearnLink, web 

pages, capa, Moodle, ThinkingCap, etc.). Students should be aware that, when they access the 

electronic components of a course using these elements, private information such as first and 

last names, user names for the McMaster e-mail accounts, and program affiliation may become 

apparent to all other students in the same course. The available information is dependent on the 

technology used. Continuation in a course that uses on-line elements will be deemed consent to 

this disclosure. If you have any questions or concerns about such disclosure please discuss this 

with the course instructor. 

Online Proctoring 

Some courses may use online proctoring software for tests and exams. This software may 

require students to turn on their video camera, present identification, monitor and record their 

computer activities, and/or lock/restrict their browser or other applications/software during tests 

or exams. This software may be required to be installed before the test/exam begins. 

Conduct Expectations 

As a McMaster student, you have the right to experience, and the responsibility to 

demonstrate, respectful and dignified interactions within all of our living, learning and working 
communities. These expectations are described in the Code of Student Rights & 
Responsibilities (the “Code”). All students share the responsibility of maintaining a positive 
environment for the academic and personal growth of all McMaster community members, 
whether in person or online. 

It is essential that students be mindful of their interactions online, as the Code remains in effect 

in virtual learning environments. The Code applies to any interactions that adversely affect, 

disrupt, or interfere with reasonable participation in University activities. Student disruptions or 

behaviours that interfere with university functions on online platforms (e.g. use of Avenue 2 

Learn, WebEx or Zoom for delivery), will be taken very seriously and will be investigated. 

Outcomes may include restriction or removal of the involved students’ access to these 

platforms. 

http://www.mcmaster.ca/academicintegrity
http://www.mcmaster.ca/academicintegrity
https://secretariat.mcmaster.ca/app/uploads/Code-of-Student-Rights-and-Responsibilities.pdf
https://secretariat.mcmaster.ca/app/uploads/Code-of-Student-Rights-and-Responsibilities.pdf
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Academic Accommodation of Students with Disabilities 

Students with disabilities who require academic accommodation must contact Student 

Accessibility Services (SAS) at 905-525-9140 ext. 28652 or sas@mcmaster.ca to make 

arrangements with a Program Coordinator. For further information, consult McMaster 

University’s Academic Accommodation of Students with Disabilities policy.Academic 

Accommodation for Religious, Indigenous and Spiritual Observances 

Requests for Relief for Missed Academic Term Work 

McMaster Student Absence Form (MSAF): In the event of an absence for medical or other 

reasons, students should review and follow the Academic Regulation in the Undergraduate 

Calendar “Requests for Relief for Missed Academic Term Work”. 

Academic Accommodation for Religious, Indigenous or Spiritual Observances 

(RISO) 

Students requiring academic accommodation based on religious, indigenous or spiritual 

observances should follow the procedures set out in the RISO policy. Students should submit 

their request to their Faculty Office normally within 10 working days of the beginning of term 

in which they anticipate a need for accommodation or to the Registrar's Office prior to their 

examinations. Students should also contact their instructors as soon as possible to make 

alternative arrangements for classes, assignments, and tests. 

Copyright and Recording 

Students are advised that lectures, demonstrations, performances, and any other course 
material provided by an instructor include copyright protected works. The Copyright Act and 
copyright law protect every original literary, dramatic, musical and artistic work, including 
lectures by University instructors 

The recording of lectures, tutorials, or other methods of instruction may occur during a course. 

Recording may be done by either the instructor for the purpose of authorized distribution, or by 

a student for the purpose of personal study. Students should be aware that their voice and/or 

image may be recorded by others during the class. Please speak with the instructor if this is a 

concern for you. 

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 account. If an instructor becomes 

aware that a communication has come from an alternate address, the instructor may not reply at 

his or her discretion. 

Extreme Circumstances 

The University reserves the right to change the dates and deadlines for any or all courses in 

extreme circumstances (e.g., severe weather, labour disruptions, etc.). Changes will be 

communicated through regular McMaster communication channels, such as McMaster Daily 

News, A2L and/or McMaster email. 

https://sas.mcmaster.ca/
https://sas.mcmaster.ca/
mailto:sas@mcmaster.ca
https://secretariat.mcmaster.ca/app/uploads/Academic-Accommodations-Policy.pdf
https://secretariat.mcmaster.ca/app/uploads/2019/02/Academic-Accommodation-for-Religious-Indigenous-and-Spiritual-Observances-Policy-on.pdf
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