Chapter IX:  Money and Business
Pg 343-377
I:  Money

The need for money

The coincidence of wants

Real and Fiat 


The Gold Standard

World Currency



The American Dollar (pound sterling, Euro, Yen, Petro-Dollars)

II:  Currency Exchange

The Breton Woods System


The World Bank and IMF



The need for stability



The Dollar Peg, and the Gold Standard



The 1971 Collapse of Breton Woods




U.S. inflation, the dollar attack, collapse of the gold standard



Floating Exchange Rates

III:  Advantages and disadvantages of Fixed and Floating rates

Fixed Rates



Trade predictability



A means of controlling inflation, and gaining credibility (dollar peg)


Floating Rates



Macro-economic flexibility




The business cycle



Can adjust to multiple currencies




Thailand and Dollar/Yen trade



But discretion can always lead to bad policies – credibility issues




The wise central banker – the benevolent despot
Sample Chart:  Baht/Dollar/Yen currency movements….

IV:  Why currencies rise and fall


MV=PT


Inflation (printing money)  


Recessions and booms

Future expectations

Real asset price increases (oil, commodities, supply and demand shocks)


Central Bank Interventions



Interest Rates



Devaluations



Competitive devaluations



Balance of payment crises

Digression:  pg 352 and economic stability; hegemonic and group dynamics


The U.S. as a Hegemonic Power

Currency stability as a common good (tragedy of the commons)
V:  Current Account Flows

 Key Items

Exports

Imports

Capital Flows

Currency flows


Example of a current account balance sheet

Question:  the U.S. Current Account Deficit


Public (government) role



Excess U.S. spending, excess Asian savings?

VI:  Regional Issues

The U.S.


Military Superpower, Economic Great Power




Shifts in U.S. power since WWII



The U.S Current Account Balance



U.S. Macro-economy, growth rates



How sustainable is the current account deficit?


Eastern Europe and Russia



The break-up of the USSR



The transition from communism to free markets




Big bang vs. transformation



The east European success stories, and failures



The Russians




Big power pretensions, Gas


Arab (OPEC) World



The price of Gas




The petro-dollars, and Arab Banking


Europe



The Euro



The problem of macro-economic stabilizers



The political problem of the Euro


Asia



The Japanese




The Japanese Recession; and demographic crises



The Tigers



The problem of China




Chinese purchase of U.S. govt. bonds




Transparency, 
Growth rates and corruption

VII:  Non State Actors – the Multi National Corporations

Examples of MNCs

Industrial;  (Toyota, Exxon-Mobil)

Financial;  (Citibank, GenRe)

Services; (KFC, Japan Air)


Size and Role of MNCs



200 billion a year for Exxon Mobil



Economic powerhouses, political lightweights




Represent what interests?



State owned vs. public/private MNCs




Gazpom vs. BP



The MNCs and stability, interdependence




Iran and Europe, Iran and America


How they are organized


National, w/trade relationships (suppliers)

Or with international offices



National, with foreign subsidiaries




Manufacturing for the home, or the foreign, market

Truly International




Staffing, hiring, management



Specialized or Diversified (corporations or conglomerates)


Perceptions…..



The Lawlessness MNC




Corporate vs. Individual greed



The Environment, wages, and labor laws




Nike in Vietnam



MNCs as agents of Foreign Policy




Boeing and Airbus, Honda, Gazpom


… and reality


Stability, stability, stability



Free trade, rule of law



Safe manufacturing, open markets



No publicity….



Profits and competence

VI:  Foreign Direct Investment


FDI as opposed to money transfers

The benefits of FDI
Digression:  Capital and Labor



Y=f(A,K,L)


How important is a hammer?


The Law of diminishing returns


To the country receiving it



New Capital, New technology



Jobs and development


To the company doing it



New profit opportunities, New Markets

A Free Market;  so by definition everybody thinks they are gaining


The problems of FDI


Host/Home country issues



Instability



Culture shock/cultural practices



Expat managers
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