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• Thinking about Macroeconomics
• The aggregate performance of an economy

• Determination of 

• Quantities: total output and its components, 
consumption, investment, government spending; 
savings; employment, unemployment,…

• Prices: Inflation, wages, interest rates,..

• How quantities and prices are affected by shocks 
(technological progress, globalization, war,..) and 
policy (monetary-fiscal policy, regulations, taxes,..) 

.



.
• Thinking about International Macroeconomics:
• The aggregate performance of an open economy

• Determination of 
• Quantities: total output and its components, 

consumption, investment, government spending; 
savings; employment, unemployment; balance of 
payments, trade balance, the current and 
capital account, Net International Investment 
Position (NIIP)

• Prices: Inflation, wages, interest rates; exchange 
rates (nominal and real)



So in an open economy, there are additional
variables to be determined.

Moreover, the determination of other variables 
is also affected by degree of openness. 

Example: investment in a closed vs an open 
economy.



Preview of the topics

• 1. Definitions and measurement of the 
foreign accounts (ch. 12)

• Balance of Payments (BOP)
• BOP—a record of a country’s economic 

transactions with the rest of the world.
• The BOP’s main components are the current 

account (CA) and the Financial-Capital 
Account (KFA).

• The CA’s main components are the trade 
balance (TB) (or net exports (NX)) and the 
income account.



Ch 12
• Interesting questions, ch. 12
• How do BOP variables relate to National 

Income Accounts variables (Consumption, 
Investment, Savings,..)? 

• Does a country become richer or poorer 
when it runs a CA surplus? 

• Why has VH been running CA surpluses for 
many years and Greece CA deficits?

• The US has been running trade deficits for 
the last 40+ years. What does this imply for 
its relative wealth? Can it continue doing it 
indefinitely?



2. A description of the foreign 
exchange market, FEM (ch. 13)

• What is the Exchange Rate (ER)? 
• Types of Exchange Rates (spot, forward)
• Activities in the FEM: Arbitrage, Hedging, 

Speculation
• Instruments for these activities: Swaps, 

Futures, Options 
• Central Bank Intervention in FEM (the 

recent Swiss –SNB- experience)
• Interesting question: Are risk free profits available in the 

FEM?



3. Relationship between the key 
aggregate prices (ch. 14, 15)

• Prices and Exchange Rates (Purchasing Power 
Parity, PPP)

• Interest Rates and Exchange Rates (Interest Rate
Parity, IRP)

• Interesting questions
• Why has the CHF been so strong while interest 

rates in CH have been typically lower than those 
abroad?

• When is a currency overvalued? Is the CHF 
overvalued?

• Why have the Turkish Lira and the Argentinian 
Peso lost so much of their value this year?

• Does it pay to borrow in foreign currency when 
foreign interest rates are low?



4. Theories of the international 
quantities (BOP) and prices (FE) 
(ch. 17,18)

• Interesting questions
• What moves exchange rates?
• Why has the CHF appreciated strongly vs 

the EUR? Why is the USD worth now ¼ of 
its value in 1950?

• What are the implications of movements in 
the FE for GDP and unemployment? 

• Are more open economies more volatile?



5. International Monetary Arrangements 
(ch. 19)

• Types of exchange rate regimes (Fixed, 
Flexible, Currency Union, Dollarization)

• Interesting questions
• What are the pros and cons for CH adopting 

the EUR?
• Have economies fared better under fixed or 

flexible rates?
• What causes currency crises? Can they be 

defended? Does the Central Bank have 
complete control over the FE?



6. International Debt (ch. 20)

• International Financial (Credit) Markets

• Interesting questions
• Why do countries borrow internationally?
• What causes defaults?
• What are the consequences of defaults?
• Case studies: Greece, Argentina



Open-Economy Macroeconomic 
Policy and Adjustment (ch 21)

• How does economic (monetary and fiscal) 
policy matter for the open macro-economy?

• Is it more or less effective in open 
economies? 
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By Andrew Walker & Daniele Palumbo
BBC World Service economics correspondents

Argentines are angry that the government turned to the IMF (FMI in Spanish)

Argentina is once again looking into the barrel of an economic crisis.

The currency is sliding, inflation rising and there could well be a recession in the making.

The International Monetary Fund (IMF) is providing an emergency loan.

It's all happening under a government that was seen by the international financial markets as
offering Argentina new hope, one which, under the leadership of President Mauricio Macri, held
out the prospect of stability and sustainable market-oriented economic policy that could begin to
reverse a century of poor performance.
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ADVERTISEMENT

We look at six factors which have helped drive the crisis.

Peso plummets

It has been a grim year for the Argentine economy and the national currency, the Peso. Almost
all emerging market currencies are down, due to rising interest rates in the United States
encouraging investors to move money there.

But the Peso has declined further than any other.

Argentina - the crisis in six charts - BBC News https://www.bbc.com/news/business-45451208
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Argentina has IMF history

Once again, Argentina has turned to the IMF for financial help in a crisis.

It has agreed to lend Argentina a total of $50bn. Going to the IMF is a controversial move,
especially so in Argentina.

IMF support generally comes with conditions that include unpopular austerity. Many Argentines
blamed the IMF for the previous crisis in 2001. And there's a history. Argentina had its first IMF
programme sixty years ago.
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Messy finances

The loss of confidence among international investors reflects concerns about whether the
government can meet all its debt repayments and borrow the new money it needs to finance its
spending.

When President Macri took office at the end of 2015 the deficit in the government's finances -
how much more it spends than it takes in taxes - was large. He wanted to bring it down but
adopted a gradual approach to economic reform.

There is also a growing deficit in the country's international trade (or strictly speaking its current
account). That has to be financed by foreign borrowing or investment, which is increasingly
challenging at a time when US interest rates are rising.

Argentina - the crisis in six charts - BBC News https://www.bbc.com/news/business-45451208
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In fact the deficit got slightly larger leaving Argentina at risk from anything that might make
investors more inclined to pull their money out.

Rocketing inflation

Argentina's long standing inflation problem is another element in the crisis. The most recent
figure is around 30%. That is one of the highest in the world, although not exceptional in
Argentina's history.

There was a period of relatively moderate inflation in the 2000s, but it didn't last. (There is a gap
in the graph, where the IMF thought the official inflation figures unreliable).

The economy (GDP in the graph) grew strongly in the years after the previous crisis in 2001-2.
But its recent performance has been more uneven. Over the long term, Argentina's performance
has been dismal.

Argentina - the crisis in six charts - BBC News https://www.bbc.com/news/business-45451208
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A hundred years ago, it was richer than many countries in Western Europe, in terms of economic
activity (GDP) per person. Now it's less than half the levels of France Germany and the UK. The
intervening century has been described as "one of the most puzzling stories in the annals of
modern economic history."

Interest rates soar

Interest rates have been increased sharply by the central bank in an effort to stabilise the Peso
and bring inflation under control.

That is painfully high for consumers and businesses that want or need to borrow.

Even if the IMF bailout and the government's reforms do work, it looks like Argentina is, again, in
for a torrid time as it seeks to chart its way through yet another economic crisis.
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