Syllabus
ITRN 503
Investment and M acr oeconomicsfor International Commer ce
Spring 2003

Thursday 4.30pm —7.10 pm
Arlington Room 251

Professor: Kenneth Button Office: Fairfax: Finley 102C
Tel: 703-993-4647

E-mail: kbutton@gmu.edu

Contacts:
Office Hours: By appointment (BUT | am normdly available at Arlington between 4.00 and 4.30 on
Thursday if there is something urgent. | am aways ready to help with anything by telephone or e-mail.)

PL EASE inform me at once of any changein your GM U e-mail address since |l will use that
extensively for communications.

Course Goals: The objective of the course isto provide a basic foundation alowing sudentsto gain an
understanding of the macroeconomic aspects of world commerce. This commerce is influenced by the
financia decisons of businesses and the fiscal, monetary and trade policies of governments. It isaso
important for afull appreciation of international commence and policy that the interactions between
government and business are understood. The objective is hot to be doctrinaire in terms of the
macroeconomic theory covered but to indicate to students the various theories and approaches that
have evolved.

Course Content: A part of the course is concerned with straightforward macroeconomic theory and
how thisisimportant for an understanding how internationa trade has developed and how government
economic policy can influenceit. The course adso provides consderable background materid, in the
form of case dudies, that highlight the relevance of macroeconomics in the gppreciation of how nationd
economies have performed in the twentieth century both in their own right and in relation to their trading
activities Trade in this context embraces dl types of economic activity including foreign investment and
the service sector. The case sudy approach aso forces sudents to become familiar with the standard
sets of economic statistics used in trade policy assessment and to gppreciate some of ther limitations.

Texts: Michael Ruckstad, Macroeconomic Decision Making in the World Economy and various
cases as enumerated below. (It HAS been ordered from the bookshop — | have seen it there— and
there may be ‘used’ copies available))



In addition to this there will be additional materia given out during the semedter.

It would aso be useful to have a standard text that covers basic macroeconomics. | have found in the
past that students find this helpful to follow up basic ideas and concepts brought up in the case studies.
Further, from experience | have found that different people have difference needs from these texts and
to make a strong recommendation is not dways helpful (each book hasits own style and method of
presentation). | normally suggest that students spend alittle timein alibrary and look over the numerous
options available and make their own choice. Having said that!

The popular introductory economics book (and it should be since the author got a $1millionin
advanced roydlities) is. G. Mankiw: Principle of Economics (Dryden).
Thiswould also be of use for microeconomics.
Specificdly on macroeconomicsthereis W. Baumol and A, Binder: Macroeconomics (Dryden)
persondly | find it has too many diagrams and the visud presentation is not very attractive, and D.
Hymean: Macroeconomics (Irwin) which is a little more advanced.
Anyone interested in pure internationa economics may find the following useful:
Appleyard and Fidd: International Economics (McGrw-Hill).
Pedagogy: Ingruction will be in part by the case method, which requires everyone to cometo each
classfully prepared to discuss the issues raised by the assigned reading materiad. The qudity of learning
depends in large measure on everyone' s preparation for and participation in the case discussions.
Examinations: There will be one mid-term and one fina examination.
Grading: Gradeswill depend on contributions to class discussion and short exercises (30%), on the
mid-term (30%) and the find (40%) examinations.
NOTE:
Should for any reason a session be cancelled (wesether, illness, etc), | build in alittle dack in terms of the
substance for each component. It there are no cancdllations then | will add alittle more materid into the
latter component — advanced notice will be given.

OUTLINE OF COURSE IN DETAIL

INTRODUCTION (January 23)



Introduction and adminigration. Outline of course, rationae, students' role, course assessment, reading
materid, faculty/student contact.

THEME #1 (January 30)
Cases: An Introduction to M acr oconomics

Reading: Refer back to any standard 101 text thet is available and refresh ideas on the basis of
macroeconomic and trade theory.

I ntroduction to macroeconomics. Thisis particularly designed to assst those with no prior background
in economics or with only avery basic grounding. Definining macro, meso and micro economics.

I dentifying common schools of thought in macroeconomics. The links between the domestic and the
internationa economy. Circular flow of income concepts. Basic revison and smple extensonsto
Economics 101. Ussful basic microeconomics to understand the macro economy. The key figuresin
macroeconomic thought. Definitions. It runs over some of the very basic concepts in both macro and
microeconomics that are required to fully understand the macroeconomics. These include such things as
supply and demand, eladticities, rationa behavior, and so on.

uestions:
1. How is consumption determined in a Keynesian framework?
2. In what generd ways can government intervene in the economy?

3. What are the benefits of trade?

THEME #2 (February 6)

Cases: An Introduction to M acroconomics
How to Read Data Exhibits

This component also looks at the types of data available to analyze macroeconomic problems. It
congders the problemsinvolved in the data. It looks at leading indicators and aggregate measures of
key parameters. It looks at key macro economic linkages in a Keynesian framework. Bascdly it is
concerned with the tool kit of macroeconomics.

uestions:
1 Isit possible to aggregate individuas demand curves?

2. What is the difference between optimum and equilibrium?
3. What are the problems of developing Nationa Income Accounts?



4. What is the circular flow of income?

THEME #3 (February 13)

Cases. Money and the Deter mination of Income
The U.S. Financial Crisisof 1931

These materias introduce the underlying economic concepts of the money creation process, the banking
system, and how the money supply affects aggregate demand. We aso explore the monetary policies,
tools and role of the Federd Reserve System during the early years of the Great Depression. There will
a so be some discussion on how monetary controls differ now as compared to that period.

uestions:

1 What is money?

2. How is money created?

3. Evauate the gods of the Federal Reserve in the 1920s and in the 1930s.

4 How did the money supply change between 1929 and 1933 and why? Did the Fed's action
create the Depresson?

5. What actions might you yoursdlf have taken as a member of the Fed? When? Why?

THEME #4 (February 20)

Cases. A Keynesian Curefor Depression
Data on U.S. Economy (through 1941)

This sesson focuses on Keynesian macroeconomic concepts that will be useful in the rest of the course.
“The Means to Prosperity,” an article written in 1933 by John Maynard Keynes, lays out the
fundamentas of the Keynesian prescription for meeting the problems of the Great Depression. The
article was a prelude to Keynes s masterwork, The Generd Theory of Employment, Interest and
Money, which was published three years later and which established Keynes as the mogt influentia
western economigt of the mid-twentieth century. Because of the power of Keynesan ideason a
generation of economists and policy makers (especidly in the U.S. and the U .K.), this statement of his
andysis has an importance beyond the context of its composition in 1933.

uestions:

1. Evauate the Keynesian diagnoss. What were Keynes' s assumptions about the nature of
unemployment, the relation between savings and investment, and the role of government?

2. How might Roosevet go about implementing a full-scale Keynesian program? How much,
roughly, would such a program cost?



Cases: The Tax Cut of 1964
Data on U.S. Economy (through 1970s)

In this sesson we examine the intdlectud, politica, and economic underpinnings of the landmark tax
legidation begun by John F. Kennedy and carried through Congress by his successor, Lyndon B.
Johnson. Our am is to examine the economic thinking that grew out of the Depression experience and
reached its climax in the 1964 legidation.

uestions:

1 What are the assumptions of Kennedy, Heller, Keyserling, and other players regarding the

proposed actsin individua and corporate income taxes?

How well did Kennedy manage the political process required for passing his proposa ?

3. Evauate the tax cut package actually passed in 1964. By whét criteria should its success
be measured? (Use the exhibits to support your conclusion.)

N

THEME#5 (February 27)

Cases. The Reagan Plan

In 1981 President Reagan is a new manager confronting a set of problems that seem more intractable
than ever. Thiscasedlowsfor an andyss of Reagan’s program and especidly the assumptions that

underlie particular policy measures. We aso introduce concepts in supply-side economics.

uestions:

=

Evauate the Stuation facing President Reagan in February 1981.

2. How was the Reagan strategy supposed to work, in theory? Does it address the causes of
U.S. economic problems?

3. What assumptions--economic, socid, palitica and internationd--did the Presdent make in his

gpeech? To what extent are they valid?

MID-TERM EXAMINATION (March 6)

SPRING BREAK (March 13)

THEM E#6 (March 20)



Cases. Kennedy and the Balance of Payments,
An Introduction to the Balance of Payments

Our objective in this sesson isto introduce baance of payments andyss, an important tool in many
internationa cases. A technicad note and exercise provide andyticd tools. The case setting isthe
Kennedy Adminidration’s attempt to achieve satisfactory tradeoffs among the competing god's of world
politica and military leadership, commercia and industrid supremacy, and avoidance of baance of
payments deficits.

uestions:

1. Cdculate and analyze the U.S. payment balances for 1960 using thework sheet and  Exhibits

1 and 2 on pp. 475-479.

2. What are Kennedy’s balance of payments problems and how are they reflected in the
datistics?

4, What policy options are available to Kennedy?

THEM E#7(March 27)

Cases. Nixon’s New Economic Policy: 1971
Data on U.S. Economy (through 1970s)

Thisisthe first of two sessons covering the U.S. economic Stuation and strategy form 1969 to 1978.
Richard Nixon has become President and must assess the Stuation he inherited. His diagnosisis that
inflation isthe principa problem. Do the exhibits confirm this diagnoss? If o, what are the causes and
consequences of thisinflation? Why are some of his advisers confused? What are Nixon's optionsin
the Spring 19717

Here we see Richard Nixon's hand forced, as he smultaneoudy takes action on the foreign and
domestic economic fronts. August 15, 1971 marks the end of the dollar’ s convertibility to gold and to
growth without inflation.

uestions:

1. Evduate the economic situation Nixon confronted upon taking office in 1969. How
effective were the policies implemented at that time?

What is stagflation? What accounts for it?

3. Evauate Nixon's August 15th actions. Are they appropriate?

N

THEME#8 (April 3)



Cases. The Decline of the Dollar: 1978
Exchange Rate Deter mination

In this session we examine factors that affect the exchange rate for anetion’s currency; important
economic concepts will be introduced that will be useful in the rest of the course. What, in fact,
determines the vaue of one currency againgt another? What is the meaning of a“strong” or “weak”
currency? What should amgor industriad power such as the United States dtrive for? All these
guestions confront the American government in 1978, asit tries to decide whether to “strengthen” the
dollar by more active intervention.

uestions:

1. What were the primary forces accounting for the decline of the dollar during 1977 and 197872
How flexible was the exchange rate system during this period?

2. Why did the Carter adminigiration face an “inescgpable dilemma’ between a strong dollar and a
“robust economy,” while Germany and Japan had both a strong economy and a strong
currency?

3. As an adviser to the Carter administration, be prepared to evauate the strengths and
weeknesses of the options available to the President for dedling with decline of the dollar in late
October of 1978.

THEM E#9 (April 10)
Case: Europe 1992

The case looks at the effortsin the early 1990s within the European union to remove the barriersto
trade that till remained. The EU had until that time been dow to harmonize nationd policies and
relaively high barriers il exited to trade within the Union. The session looks at some of the problems
of trying to integrate the economies of the EU and at some of the successes and failures. It goes on to
congder the issue of the importance of having some form of common currency structure within an
€conomic union.

Questions:

1 What were the objectives of the 1992 Single Market initiative?
2. What were the main impediments to free trade in the EU prior to 1992?
3. How do the main policy making indtitutions of the EU differ from those of the US?

Case: The Single European Currency.
(Note additiond materia will be provided on this prior to the class)



This looks at the rationae behind and actions taken to alow for the introduction of the Euro. It looks a
issues of the advantages and problems of a single currency and the conditions required for its
introduction. It consders matters as optimal currency aress.

Questions.

Is the Single European Currency an economic or apolitical measure/

What are the problems of having a single currency?

How does the existence of a Single Currency for the EU affect non-member countries?
What istherole of the centra bank when there is a Single Currecy?

A owbdpE

THEME#10 (April 17)
Case: Mexico: Crisisof Confidence

The economic performance of Mexico led in the to it becoming a member of the OECD in the mid-
1990s but prior to that (and dso after!) it went through a number of economic criss. In particular in the
early 1980siit, like many other developing countries, found itsef in difficulties regarding debt ligbilities. It
had enjoyed a period of growth due to petroleum exports. The subsequent problems were in part due
to the links the economy had to larger international markets.

Questions.

1. What were the underlying weaknesses of the Mexican economy in 19817
2. What actions should an agency take in the circumstances of 1991?
3. What options were open to the new government of Mexico at the end of 19817?

THEME#11 (April 24)

Case: Privatization in the United Kingdom
Dergulation of US Domedtic Air Transportation (To be handed out separately)

The sesson will initidly look at the link between microeconomic issues of public ownership and the use
of privatization as a macroeconomic policy ingrument. The stuation in the UK represented a dramdtic
shift in the way in which public ownership was viewed that went well beyond the boundaries of that
country. It will dso congder the implications of excessive regulation of the private sector on the
performance of the larger economy, taking US domestic airline deregulation as an example.

Questions.

1 Why should industries by owned by the sate?
2. What are the macroeconomic gains from privatization in the short term and in the longer term?



3. What sort of regulation should accompany privatization?
4, What were the implications of deregulating US domegtic air trangportation on the US economy?
THEME#11 (May 1)

The state of the US macro economy and the global economy. This classwill be concerned with
looking at how the US economy is performing at the end of the twentieth century and into the twenty-
first. Materia, mainly data and other economic indicators will be handed out to students the week prior

to thisclass.

Quedtions.

1. Did the end of the twentieth century see the end of a pre-longed period economic growth?

2. What sort of dructure does the US economy require to continue its growth over the next
decade?

3. What should be the policy of the Federd Reserve over the next year or s0?

4, How important will internationa trade be to the US economy in the future?

5. Can the US continue to be the World' s leading economic power?

6. How should the US handle the expansion of economies such as China s?

FINAL EXAMINATION (May 8)



