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1. Introduction and Overview

1.1 Motivation, key questions, and methodology

Cross-border economic activity = International division of labor = Globalization: Causes and effects (overview) = Why “Interna-
tional Economics” is different (and why it is not) = Economics and the nation state ® Microeconomic and macroeconomic foun-
dations = Methodological individualism = Gains from trade and voluntary contracts = Pitfalls of collectivist analysis

1.2 Course scheme
Reading: Pugel (2012), Ch. 1

2. Systemizing and Recording Cross-border Economic Activity

2.1 The Balance of Payments (BoP)
Types of cross-border transactions = Accounting principles: Credit and debit items (double-entry bookkeeping) = Valuation: cif
vs. fob = People in the BoP: Residents vs. nationals ® Timing: Accrual principle ® The consolidated BoP account = BoP sections I:
Current vs. financial account = BoP sections II: The detailed BoP structure (IMF BoP Manual) = Official reserve assets and the role
of the central bank = Real-life BoPs = Interpreting BoP balances (BoP and National Accounts) = Accounting exercise

2.2 The International Investment Position (IIP)
Stocks vs. flows = Linking BoP and IIP = Transaction-based flows vs. revaluations of stocks

Reading: Briimmerhoff (2007), Ch. 9; Dieckheuer (2001), Section 1.1; Pugel (2012), Ch. 16

3. The Pure Theory of International Trade

3.1 General analysis of cross-border trade
Four basic questions about trade: Trigger, impact, national and international gains = Categories: Non-availability (trade in com-
modities), inter-industry trade (specialization), intra-industry trade = Product markets: General assumptions, demand and sup-
ply, consumer and producer surplus, elasticities ®* Opening of trade: National and international markets = Arbitrage and free-
trade equilibrium = Terms of trade = Four basic answers to trade

3.2 Reasons for inter-industry trade: Absolute and comparative advantage

Adam Smith: Theory of absolute advantage = David Ricardo: Opportunity cost and theorem of comparative advantage = Produc-
tion-possibility curve = Exchange rate and terms of trade = Mercantilism and unbalanced trade = Complete vs. incomplete spe-
cialization: Constant vs. increasing marginal cost ® Production conditions, preferences and trade patterns = Trade effects and
gains from trade = Country size and relative international winners

3.3 Causes and consequences of cost differences: The role of factor endowments and factor proportions
Factor proportions and factor endowments = The Heckscher-Ohlin theory and income distribution = Short-run and long-run ef-
fects: National losers and winners = The Stolper-Samuelson theorem and factor price equalization = The Rybczynski-theorem =
The Leontief-paradox and empirical evidence

3.4 “Imperfect” competition and intra-industry trade

Internal and external scale economies and complete specialization = Preferences, product differentiation: Monopolistic competi-
tion = Global oligopolies

Reading: Eibner (2006), Ch. 3—7; Pugel (2012), Ch. 2-6

4. Trade Policy: Free Trade vs. Protectionism
4.1 Protectionism: Goals and instruments
Goals of protectionism = Mercantilism = Tariffs vs. nontariff barriers to trade
4.2 Tariffs

Tariff as a tax on imports = Types of custom duties = Effect on domestic producers = Effect on domestic consumers = Govern-
ment revenues ® Net national effect » Terms-of-trade effect: Small vs. large countries = Nationally “optimal” tariffs

4.3 Nontariff barriers to trade

Types of nontariff barriers = Import quotas: Small country analysis = Allocating import licenses = Import quotas: Large country
analysis = “Voluntary” export restraints = Other nontariff barriers

4.4 Export subsidies (dumping)

Dumping vs. fair market value = Types of dumping = Small exporting country analysis = Large exporting country analysis = Retali-
ation = Strategic trade policy

4.5 Economic integration and multilateral trade policy

Stages of economic integration = Trade creation and trade diversion = Other effects of economic integration = Case study: The
European Union = Trade embargoes ® International trade disputes * GATT and WTO

4.6 Free trade: Pros and cons

First best vs. second best = Costs of protection = Externalities * Promoting domestic production or employment = The infant in-
dustry/dying industry arguments = Public revenues = Noneconomic objectives

Reading: Eibner (2006), Ch. 8—11; Pugel (2012), Ch. 8-12
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5.

7.

Foreign Exchange Markets and the Open Macroeconomy
5.1 Foreign exchange markets and currency systems

Exchange rates (spot vs. forward rate) = Appreciation/revaluation and depreciation/devaluation * Demand and supply of foreign
exchange = Arbitrage ® Currency systems: Floating vs. fixed exchange-rate systems = Pegged exchange rates = Defending the
peg: Official interventions = Exchange control = International experience: From the Gold Standard until today

5.2 International financial investment
Exchange rate risk and speculation = Hedging and forward exchange contracts = Futures, Options, Swaps = The “Lake” model =
Covered and uncovered transactions ® Interest parity

5.3 Determinants of exchange rate movements
Short run vs. long run analysis = Asset market approach and interest rate parity = Purchasing Power Parity (PPP) = Absolute vs.
relative PPP = Monetary approach = Exchange rate overshooting

5.4 Open-economy macroeconomics

Demand-side economics: Income-expenditure equilibrium and spending multipliers ®* Small vs. large economies: Foreign spillo-
vers and foreign-income repercussions ® The Mundell-Fleming framework: I1S-LM-FE models ® Internal and external equilibrium =
Fiscal and monetary policy with fixed exchange rates = Sterilization and realignments = Fiscal and monetary policy with floating
exchange rates ® Price-competitiveness, aggregate demand, and J-Curve effects = The long-run perspective: AD-AS

Reading: Eibner (2006),12-14; Kooths (2000), Case 16—-18; Pugel (2012), Ch. 16—-20 and 22-25

Case Study: The Euro Area Crisis
The European Monetary Union (EMU) = Roots and background of the crisis ®* Monetary policy in crisis mode ® Intra-EMU BoP-
financing and the Target2 controversy = Risks for EMU stability » The intergovernmental fiscal response = Fiscal union vs. nation-
al fiscal sovereignty = The role of international competitiveness = A holistic approach for overcoming the crisis: The Kiel Policy
Package

Reading: Eibner (2006), Ch. 15; Kooths/van Roye (2012); Kooths (2013); Pugel (2012), Ch. 21; Snower et al. (2013)

Summary: The Key Lessons Learnt

References

4
4
4

Brimmerhoff, D. (2007): Volkswirtschaftliche Gesamtrechnungen; 8. Aufl., Oldenbourg Verlag: Minchen.
Dieckheuer, G. (2001): “Internationale Wirtschaftsbeziehungen”, 5. Aufl., Miinchen/Wien.

Eibner, W. (2006): “Understanding International Trade: Theory & Policy/Anwendungsorientierte AuRen-
wirtschaft: Theorie & Politik”, Oldenbourg Verlag: Miinchen/Wien.

Kooths, S. (2000): Gesamtwirtschaftlicher Modellbau mit MAKROMAT; Verlag Vahlen: Minchen.

Kooths, S. (2013a): Wirtschaftspolitik mit Weitwinkel; in: Frankfurter Allgemeine Zeitung, 1. Februar 2013,
S. 12 (,,Ordnung der Wirtschaft“).

Kooths, S. and B. van Roye (2012): “Euro Area: Single Currency — National Money Creation”, Kiel Working
Papers, No. 1787, Kiel.

Pugel, T, A. (2012): “International Economics”, 15™ Edition, McGraw-Hill: New York.

Snower, D., J. Boysen-Hogrefe, K.-J. Gern, H. Klodt, S. Kooths, C.-F. Laaser, C. Reicher, B. van Roye, J.

Scheide and K. Schrader (2013): “The Kiel Policy Package to Address the Crisis in the Euro Area”, Kiel Policy
Brief, No. 58a, Kiel.

CAL-Software (optional)
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Balance of Payments: ACTAS (www.kooths.de/actas)

Open economy macroeconomics: MAKROMAT (www.makromat.de)
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