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Aim of the course: This course will introduce students to the analysis of income and wealth
heterogeneity in macroeconomic models, highlighting their role for the levels and dynamics of
asset prices, aggregate demand, and the effects of policies. The focus will be on simple, tractable
models.

Course Organisation and Format:

Assessment: The course will be assessed on the basis of graded problem sets that account for
40 % of the final grade. The rest is assessed on the basis of a research project: You are asked to

1. formulate a precise research question
2. indicate two to three key references from the literature and how you relate to them

3. describe in detail a framework of analysis (model environment, key frictions, key equations;
or dataset with estimating equation and identifying assumptions)

4. Describe the results you expect and how they answer your research question

5. (TBD: Briefly present your research project in an online session.)

1 Introduction: Heterogeneity in macroeconomics, and in data

e Why macroeconomics?
e Why ’heterogeneity’?
e Key facts about inequality

2 When does heterogeneity (not) matter for aggregate con-
sumption demand

A two-period illustration

Aggregation

The permanent-income hypothesis

e Prudence and precautionary savings



3 The income fluctuation problem and the consumption func-
tion
e Permanent income
e Precautionary savings

e Concavity of the consumption function

4 Stationary equilibria with idiosyncratic risk and incomplete
markets

Recap: Models and equilibria

Stationary equilibrium with idiosyncratic risk and incomplete markets

e Key properties

Applications: Precautionary savings, optimal redistribution, and the optimal quantity of
public debt

5 Equilibria with aggregate fluctuations, idiosyncratic risk, and
incomplete markets
e The complications with aggregate risk

e Simplifying assumptions and computational solution methods

6 Simple heterogeneous-agent New Keynesian models

e Campbell and Mankiw (1990)
o [Bilbiie (2020)
o Bilbiie (2021)

e Broer et al. (2020)

7 Labor-market frictions and the cyclicality of risk

e Werning (2015))
e Ravn and Sterk (2021))

e Broer et al. (2021)
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