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DESCRIPTION
A proper understanding of many of the problems facing economic policy makers today requires an analysis of open economies that trade with one another. This course is designed to introduce students to the economic tool kit most widely employed to analyse policy issues in the field of international economics.

The course is split into two parts:

1. The Theory and Practice of International Trade and Protection
2. The Macroeconomics of Open Economies.
PREREQUISITES: EC1001: Introduction to Economics 

ASSESSMENT 
An essay (limit 2000 words) will be required for each part of the course. Each essay will count for 10 percent of the mark. Essay topics will be handed out in approximately the sixth week of each term and completed essays will be due at the end of that term. An exam covering both parts will be held at the end of the year and will count for 80 percent. 
TEACHING AND LEARNING
 2 lecture hours and one class hour per week for 10 weeks. Lectures will be held on Wednesdays, 10-11:50 (with a 10 minute break in between). Class will follow at 12:00-12:50. 
COURSE OUTLINE 

Aims of the Course

To give students a strong theoretical base from which to analyse international trade and finance.

To introduce students to relevant empirical evidence on the theories discussed.

To enable students to interpret current policy concerns in both the trade and open economy macroeconomics sphere.

Objectives

PART 1  The Theory and Practice of International Trade and Protection

1
To understand the difference between comparative and absolute advantage.

2 To understand the relationship between opportunity costs and gains from trade.

3 To understand how trade affects the income distribution within a country.

4
To understand other gains from exchange such as economics of scale, competition effects, efficiency effects, product variety, technology and knowledge transfer etc.

5           To understand the Heckscher-Ohlin model of trade, its limitations and

 empirical relevance , especially in relation to the Leontief paradox.

6
To understand how trade can lead to the narrowing of factor prices between

countries and discuss the empirical evidence in relation to the factor price equalization theorem. In particular, students need to understand why equalization of factor prices is not the same as equalization of per capita GDPs.

7      To understand the effects of the imposition of a tariff by a small country on

both consumer and producer surplus and what is meant by consumption and production effect losses.

8        To understand what is meant by an “optimum tariff” by a large country and

why it may not prove to be so optimal in the long run (ie the threat of retaliation.)

9      To understand what is meant by a “tariff distorted equilibrium” and the theoretical

     basis for tariff reduction negotiations and why a unilateral tariff reduction may be sub-             optimal for a large country.

10     To understand what is meant by the term economic integration and to distinguish

          between different types of economic integration.

11     To distinguish between “trade creation” and “trade diversion” and evaluate the net

          effect of customs union formation.

12      To understand the rationale for and consequences of strategic trade policy. 
13
To explain the principles of the GATT /WTO framework of international trade. In particular to be able to discuss the economic pros and cons of (a) the principle on non discrimination (most favoured nation clause) (b) reciprocity (c) transparency (tariffs preferred to quotas).

14
To have an understanding of post second world war trade trends and some basic knowledge of the history of tariff negotiations within the GATT/WTO framework.

PART 2  The Macroeconomics of Open Economies

1. To understand what the balance of payments measures and the distinction between the

current account, capital account and settlements balance.

2    To understand the importance of the balance of payments figures and what are the factors need to be considered when determining if the figures are “good” are “bad.”

3    To understand the difference between a closed economy fiscal multiplier and the open             economy fiscal multiplier.

4 To understand the differing impacts on the current account of an export led export led              economic recovery and a government expenditure led economic recovery.

5  To understand how the current account balance is equal to the sum of savings less

      investment and taxes less government expenditure and possible policy implications.

6 To understand how devaluation impacts upon the current account according to the       elasticity and absorption models. Also to understand and discuss the broader macroeconomic effects of devaluation.

7   To describe the Swan diagram and understand how it can be used to illustrate Tinbergen’s       instruments-targets rule.

8 To describe the IS/LM/BP model of an open economy and discuss the differing impacts of  fiscal and monetary policy on real output under fixed and floating exchange rates.

9 To discuss the impact of international capital mobility on the conduct of economic policy

       under both fixed and floating exchange rates.

10.  To discuss the Principle of Effective Market Classification and how it complements                 Tinbergen’s instruments-targets rule.

11.   To understand the limitations of  the IS/LM/BP framework.

12    To describe the assumptions underlying the monetary model.

13    To discuss the effects of devaluation on the balance of payments according to the

       monetary model.

14 To discuss the effects of monetary expansion under both fixed and floating exchange rates  according to the monetary model.

15   To describe the policy implications of the monetary model and how they differ from the           Keynesian IS/LM/BP framework.

16   To describe the difference between absolute and relative Purchasing Power Parity and       the importance of distinguishing between traded and non traded goods in a generalised      form of PPP.

17 To discuss the empirical evidence on PPP including the results of basic econometric tests of  PPP.

18 To explain the concept of uncovered interest parity.

19 To discuss the difference between the "flexible price" monetary model, the 
"sticky price" monetary model (Dornbusch) and the Frankel "real interest rate differential" model.

20 To discuss the empirical results of exchange rate models and the results of exchange rate forecasting tests.

Structure
PART 1 The Theory and Practice of International Trade and Protection

a)       The Classical Model

· absolute and comparative advantage

· opportunity costs and potential gains from trade.

b)       The Tool Kit of the Neoclassical Model

· assumptions of neoclassical trade theory

· the Edgeworth box diagram

· derivation of the production possibility frontier

· community indifference curves

c)
The Gains from Trade

· the gains from specialization and exchange

· the income redistribution issue

d)
The Heckscher-Ohlin Model

· factor abundance defined in quantity and price terms

· the Stolper Samuelson Theorem

· the Factor Price Equalization Theorem

· the Rybzcynki Theorem

· the Leontief paradox

f)
The Theory of Protection

· the small country model

· the large country model

· the optimum tariffs, tariff wars, tariff bargaining and international cooperation

g)
The Theory of Economic Integration

· free trade areas and the problem of trade deflection

· customs unions - trade creation and trade diversion

· measuring the effects of economic integration

h)        Strategic Trade Policy. 

i)
The GATT Principles and Current International Trading Order

· Reciprocity

· Non discrimination (most favoured nation clause)

· tariffs preferred to quotas

Part 2: The Macroeconomics of Open Economies

a)
The Balance of Payments and Devaluation

· trade account, capital account, balance for official financing 
· disequilibrium concepts

b)
Approaches to the Balance of Payments and Devaluation

· the Marshall-Lerner condition and J-curve effect

· the Absorption approach

· the Keynesian approach

· the Monetary approach

c)
Internal and External Balance

· the Swan diagram

· the Mundell-Fleming model

· the effectiveness of monetary and fiscal policy in an open economy

· expenditure switching and expenditure changing policies

· Tinbergen’s “instruments-targets” rule

· the principle of effective market classification the Swan diagram

d)
Exchange Rate Determination

· the current account model

· Purchasing Power Parity theory

· The Modern Asset Market approach

· the “flexible price” monetary model

· the “sticky price” monetary model

· the portfolio balance model

· exchange rate forecasting

· the relationship between the spot and forward exchange rate

e)
Fixed, Floating and Managed Exchange Rates

· advantages/disadvantages approach

· price-output stability properties approach

· the case for exchange rate management

f)
The International Monetary System - Past, Present and Future

· Bretton Woods

· Floating Exchange Rates

· The International Monetary System

· the European Monetary System and European Monetary Union

BIBLIOGRAPHY:
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Dominick Salvatore: International Economics, Maxwell Macmillan, London, 8th Edition, 2004 

You are urged to buy it. But you are strongly advised to consult more than one textbook, at least for writing your essay.
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PART 1: International Trade
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Mia Mikic: International Trade, Macmillan, 1998.

Some older books are fine on neoclassical trade theory but could be weak on newer theories!

Herbert Grubel: International Economics, Richard D Irwin Inc, 1977.

Wilfred J Ethier: Modern International Economics, W W Norton & Co, New York, 2nd edition, 1984.
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PART 2: INTERNATIONAL FINANCE
Keith Pilbeam: International Finance, Macmillan Texts in Economics, Palgrave Macmillan  2006.
Laurence S Copeland: Exchange Rates and International Finance, Addison Wesley Publishing Co 2004
Paul Hallwood and Ronald MacDonald: International Money and Finance: Theory, Evidence and Institutions, Basil Blackwell 2000
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Peter Kenen: The International Economy, Cambridge University Press, Cambridge, 4th Edition, 2000

Keith Pilbeam: Exchange Rate Management: Theory and Evidence, Macmillan, London 1991.

Ronald MacDonald: Floating Exchange Rates Theory and Evidence, Hyman, London 1988.

Francisco L.Rivera-Batiz and Luis Rivera-Batiz: International Finance and Open Economy Macroeconomics, Macmillan, 2nd edition 1994.
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