Course ID: 14335.1010 Winter 2016/17

Syllabus: Political Economy of Exchange Rate Politics

Instructor:
Contact:

Alexander Spielau, Max-Planck-Institut fiir Gesellschaftsforschung, Paulstr. 3, 50676 Kdln
Email: spielau@mpifg.de Tel: +49 221 2767 — 162 Skype: alexsp1201

Appointments:

- Wednesday, 2pm at the MPIfG (only after prior notice),
- Every time via email,
- Skype and telephone calls (after prior notice)

Course Details:

Dates:

October 29, 2016, 9:30am — 6:30pm, Seminarraum 2 (110 WiSo Modulbau),
November 12, 2016, 9:30am — 6:30pm, Seminarraum 2 (110 WiSo Modulbau),
November 26, 2016, 9:30am - 6:30pm, Seminarraum 2 (110 WiSo Modulbau)

Description:

The course focuses on the most important policy field for macroeconomic adjustment: exchange rate
politics. We will analyze the basics of why macroeconomic governance is necessary for open capitalist
economies, how it is pursued, and why conflicts over macroeconomic adjustment arise constantly
between and within these economies. To overcome these adjustment needs, governments have only a
limited set of instruments in four distinct policy fields at their disposal: exchange rate, fiscal, and
monetary policy as well as wage setting. In its core, the course will take the perspective that
institutional features of countries are responsible for differences in macroeconomic outcomes and
performances.

The course will introduce into a variety of global and regional exchange rate regimes that governed
monetary relations and provided macroeconomic governance. Then, adjustment conflicts are put in
context of the process of European monetary integration and different capitalist growth models. It is
noteworthy that the usage and applicability of exchange rate policy has been successively limited in
the process of European integration, despite the fact that the causes for macroeconomic imbalances
and its continuous emergence remain present. This aspect and the institutional embedding of
macroeconomic adjustment in European economic policy will be find particular consideration.

Requirements:

Mandatory reading: Each block of the seminar contains four or five sessions, respectively. Each
session will have one required reading, which means that each block will have between four and five
required readings. Students are asked to read at least the required readings to ensure a minimum of
discussion in the course.

Caretaker for additional reading: Instead of ordinary presentation, this course wants to engage in
productive discussion about theories, problems, and empirical outcomes. The intellectual interaction of
students is the eventual aim of this seminar. Therefore, the course will ask every student to be a
caretaker for additional literature in at least one session.



A caretaker is expected to read and prepare not only the required reading for the respective session,
but some additional texts as well. The task will be write up a short text of three to five pages that
summarizes and discusses the texts and points to noteworthy aspects, questions, and concepts.

> Please send the prepared text at least five days before the respective session via email to all course
participants. They are meant to support the capacity to discuss of all your fellow students.

» To fulfill the task in all its aspects at least once during the term is necessary to pass the
requirements for course participation (‘Teilnahmeschein’).

Term paper: Term papers have to be handed in on March 31, 2017 at the latest. Students are required
to consult with the instructor about their topics of choice before handing in. It is recommended to
approach the instructor at the end of teaching period.

» The papers should have between 4500 and a maximum of 6000 words (15 and 20 pages).

> All papers need to follow the formal rules of academic writing (proper citations, a list of
references and sources, etc.). A section on methodology is strongly recommended. Plagiarism as
well as plagiarism attempts will lead to a failing of the course.

I: Concepts: Exchange rates and macroeconomic governance

The first block of the seminar lays the groundwork for the discussion on exchange rate policy-making.
We will first focus on external and internal dimension of macroeconomic imbalances and the necessity
of adjustment between open economies. Therein, developments both in regard to inflation as well as
the balance of payments will play a central role. We will elaborate on the internal and external
management of prices for the purpose of macroeconomic governance in an open economy. Four this
purpose, the course will introduce and discuss the four most important policy fields that are employed
for the removal and management of macroeconomic imbalances. These policy fields are exchange rate
policy for the steering of the external economic relations and monetary policy, fiscal policy and wage-
setting for the domestic price level management.

a) Introduction and organization

No reading

b) Internal and external dimensions of macroeconomic imbalances

SCHARPF, F. 1991. Crisis and choice in European social democracy. Ithaca, Cornell University
Press, Chp.1and 2.

Additional reading:

FRIEDEN, J. A. 2014. The Political Economy of Adjustment and Rebalancing. JIMF-USC
Conference Constraints, Distributive Conflicts, and the State. Princeton, NJ: Princeton UP,
319-350.

IVERSEN, T. & SOSKICE, D. 2006. New Macroeconomics and Political Science. Annual Review of
Political Science, 9, 425-453.

c) External price management Exchange rate policy, exchange rates, regimes etc.

FRIEDEN, J. A. 2015. Currency Politics. The Political Economy of Exchange Rate Policy,
Princeton/Oxford, Princeton UP, Introduction



Additional reading:

BHALLA, S. S. 2012. Devaluing to Prosperity: Misaligned Currencies and Their Growth
Consequences, Washington, DC, Peterson Institute for Interantioanl Economics, Chp. 3 and 4.

COHEN, B. J. 2000. The Triad and the Unholy Trinity, Problems of Intrenational Monetary
Cooperation. In: FRIEDEN, J. & LAKE, D. A. (eds.) International Political Economy:
Perspectives on Global Power and Wealth. Third ed. London and New York: Routledge, 209-
229.

HALLERBERG, M. 2002. Veto Players and the Choice of Monetary Institutions. International
Organization, 56, 83-110.

d) Internal price management: monetary, fiscal and wage policies

HANCKE, B. & SOSKICE, D. 2003. Wage-Setting and Inflation Targets in EMU. Oxford
Review of Economic Policy, 19, 149-160.

Additional reading:
ARMINGEON, K. & BACCARO, L. 2012a. Political Economy of the Sovereign debt Crisis: The
Limits of Internal Devaluation. Industrial Law Journal, 41, 254-275.
BUSCH, A. 1995. Preisstabilitatspolitik. Politik und Inflationsraten im internationalen Vergleich,
Opladen, Leske+Budrich, Kapitel 4.
DYSON, K. & QUAGLIA, L. 2010. European Economic Governance and Policies: Commentaryon
Key Policy Documents, Chapter 7 and 8.

e) Monetary relations and currency order

COHEN, B. J. 1997. The Political Economy of Currency Regions. In: MANSFIELD, E. D. &
MILNER, H. V. (eds.) The Political Economy of Regionalism. New York: Columbia
University Press, 50-76.

Additional reading:
BENASSY-QUERE, A. & CEURE, B. 2005. Big and small currencies: the regional connection. In:
ARTUS, P., CARTAPANIS, A. & LEGROS, F. (eds.) Regional Currency Areas in Financial
Globalization: A Survey of Current Issues. Cheltenham: Edward Elgar, 182-199.
EICHENGREEN, B. 2000. Hegemonic Stability Theories of the International Monetary System. In:
FRIEDEN, J. & LAKE, D. A. (eds.) International Political Economy: Perspectives on Global
Power and Wealth. Third. Ed. London and New York: Routledge, 230-254.

KIRSHNER, J. 1995. Currency and Coercion, Princton, New Jersey, Princton University Press, Chp.
1and 2.

11: Theories of exchange rate policy-making and monetary relations

In the second block of the seminar, we will learn about theoretical approaches to exchange rate policy
making. First, functionalistic and macroeconomic contributions to the choice of exchange rate regimes
will be discussed. In particular, the optimum currency area approach, (derived from this approach) a
set of literature on macroeconomic convergence, as well as a broad literature on currency crises are
examined. Afterwards, determinants of exchange rate policy-making will be discussed from two
perspectives. The International Political Economy perspective stresses rational choice institutionalism
based arguments that link exchange rate policies to economic and partisan preferences of important
actors in a given economy. The Comparative Political Economy perspective focuses on institutions,
especially those that serve as determinants of inflation, which create different macroeconomic
outcomes, shifts in competitiveness, as well as incentives for its actors to pursue systematically
distinguishable strategies of macroeconomic adjustment. This discussion will lead to a consideration
of institutional heterogeneity of European political economies for explaining different



a) Optimum currency area and convergence theories

DYSON, K. 2002. Introduction: EMU as Integration, Europeanization, and Convergence. In:
DYSON, K. (ed.) European States and the Euro: Europeanization, Variation, and
Convergence. Oxford: Oxford UP, 1-27.

Additional reading:

CORSETTI, G. 2008. A Modern Reconsideration of the Theory of Optimal Currency Areas. EUI
Working Paper, ECO 2008/12.

KRUGMAN, P. 2012. Revenge of the Optimum Currency Area. In: RESEARCH, N. B. O. E. (ed.)
NBER Macroeconomics Annual 2012. Washington: NBER, 439-448.

DE GRAUWE, P. & MONGELLLI, F. P. 2005. Endogeneities of Optimum Currency Areas — What
brings Countries Sharing a Regional Currency together? European Central Bank (ECB)
Working Paper Series No. 468.

b) Currency crises and macroeconomic adjustment

SATTLER, T. & WALTER, S. 2010. Political Institutions and Exchange-Rate Stabilization
during Crisis. Economics and Politics, 22, 392-418.

Additional reading:

BAYOUMI, T. A. & EICHENGREEN, B. 1993. Shocking aspects of European monetary integration.
In: TORRES, F. & GIAVAZZI, F. (eds.) Adjustment and growth in the European Monetary
Union. Cambridge: Cambridge University Press, 193-229.

KRUGMAN, P. 1993. Lessons of Massachusetts for EMU. In: TORRES, F. & GIAVAZZI, F. (eds.)
Adjustment and growth in the European Monetary Union. Cambridge: Cambridge UP, 241-260.

WALTER, S. & WILLETT, T. D. 2010. Delaying the inevitable: A political economy apprach to
currencydefenses and depreciation. Review of International Political Economy, 19, 114-139.

¢) Determinants of exchange rate policy choices from an IPE perspective

FRIEDEN, J. A. 2015. Currency Politics. The Political Economy of Exchange Rate Policy,
Princeton/Oxford, Princeton UP, Chapter 1.

Additional reading:
BROZ, J. L. & FRIEDEN, J. A. 2001. The Political Economy of International Monetary Relations.
Annual Review of Political Science, 317-343.

STEINBERG, D. & WALTER, S. 2013. The Political Economy of Exchange Rate. In: CAPRIO, G.
(ed.) Handbook of Safeguarding Global Financial Stbility: Political, Social, Cultural, and
Economic Theories and Models. Oxford: Elsevier, 27-36.

WALTER, S. (2016). Crisis politics in Europe: Why austerity is easier to implement in some

countries than in others. Comparative Political Studies, 49, 7, 841-873.

d) Macroeconomic adjustment from a CPE perspective: Institutional determinants of inflation

HALL, P. A. & FRANZESE, R. J. 1998. Mixed Signals: Central Bank Independence,
Coordinated Wage Bargaining, and European Monetary Union. International
Organization, 52, 505-535.

Additional reading:

HANCKE, B. 2013. Unions, Central Banks, and EMU: Labour Market Institutions and Monetary
Integration in Europe, Oxford, Oxford UP, Kapitel 4 und 6.

MCNAMARA, K. R. & JONES, E. 1996. The Clash of Instiutions: Germany in European Monetary
Affairs. German Politics and Society, 14, 5-30.

HALL, P. A. 1994. Central Bank Independence and Coordinated Wage Bargaining: Their Interaction
in Germany and Europe. German Politics & Society, 1-23.



e) Heterogeneity of European political economies and growth models

JOHNSTON, A. & REGAN, A. 2016. European Integration and the Incompatibility of National
Varieties of Capitalism. Journal of Common Market Studies, 54, 318-336.

Additional reading:

BOYER, R. 2005. How and why capitalisms differ. Economy and Society, 34, 509-557.

HOPNER, M. & LUTTER, M. 2014. One Currency and Many Modes of Wage Formation Why the
Eurozone Is Too Heterogeneous for the Euro. MPIfG Discussion Paper, 14.

STREECK, W. 2011b. E Pluribus Unum? Varieties and Commonalities of Capitalism. In:
GRANOVETTER, M. & SWEDBERG, R. (eds.) The Sociology of Economic Life. 3rd ed. ed.
Boulder, CO: Westview, 419-455.

111: Empirical analysis of exchange rate policy making and macroeconomic adjustment

In the third and last part of the seminar, we will analyze practices of macroeconomic policy-making
with a particular focus on exchange rate politics in various empirical settings. First, we examine global
arrangements such as the Bretton Woods System that existed between 1944 and 1973 and look on
current institutions and practices of monetary governance. Then, we consider non-European exchange
rate regimes as well as different forms of monetary cooperation on regional level below the far
advanced example of EMU. Eventually, we study European monetary arrangements and forms of
macroeconomic governance prior to EMU as well as since the introduction of the monetary union. The
focus will lay on the institutional settings of European exchange rate regimes and macroeconomic
adjustment practices in light of historical crises and challenges, such as the stagflation in the early
1980s and the ongoing euro crisis. We will elaborate on dominant policy paradigms during the process
of European monetary integration and on how this shaped options for macroeconomic adjustment as
well as distributional outcomes.

a) Bretton Woods System and global monetary governance

BORDO, M.D. 1993. The Bretton Woods International Monetary System: A Historical
Overview. In: BORDO, M. D. & EICHENGREEN, B. (eds.). A Retrospective on the Bretton
Woods System: Lessons for International Monetary Reform, Chicago: Chicago University
Press, 3-108.

Additional reading:

BORDO, M.D. & JAMES; H. (2000). The International Monetary Fund: Its Present Role In
Historical Perspective. NBER Working Paper, No. 7724.

BORDO, M.D., SIMARD, D. & WHITE, E.N. 1995. France and the Bretton Woods International
Monetary System 1960 to 1968. In: REIS, J. (ed.) International Monetary Systems. In Historical
Perspective. Houndmills: Macmillan Press, 153-180.

EICHENGREEN, B. 1992. Three Perspectives on the Bretton Woods System. NBER Working Paper,
No. 441.

b) Regional exchange rate regimes outside of Europe

FRIEDEN, J. A. 2015. Currency Politics. The Political Economy of Exchange Rate Policy,
Princeton/Oxford, Princeton UP, chapter 7.

Additional reading:



FRIEDEN, J. A., GHEZZO, P. & STEIN, E. 2014. Politics and Exchange Rates: A Cross-Country
Approach to Latin America. In: FRIEDEN, J. A. & STEIN, E. (eds.) The Currency Game:
Exchange Rate Politics in Latin America. Baltimore: Johns Hopkins University Press., 1-20.

SPIELAU, A. 2012. Monetary Integration Through the Backdoor: Does NAFTA Promote Monetary
Policy Harmonization in North America. In: BORZEL, T. A, GOLTERMANN, L.,
LOHAUS, M. & STRIEBINGER, K. (eds.) Roads to Regionalism: Genesis, Design, and
Effects of Regional Organization. Aldershot: Ashgate, 235-250.

c) Pre-monetary Union macroeconomic governance in Europe: From the European Payments
Union to the European Monetary System

FRIEDEN, J. A. 2001. Making Commitments: European Monetary System, 1979-1985. In:
EICHENGREEN, B. & FRIEDEN, J. A. (eds.) The Political Economy of European
Monetary Integration. Westview: Westview Press, 25-46.

Additional reading:

STORY, J. 1988. The Launching of the EMS: An Analysis of Change in Foreign Economic Policy.
Political Studies, 36, 397-412.

VERDUN, A. 2002. The Political Economy of the Werner and Delors Reports: Continuity amidst
Change or Chane amidst Continuity? In: MAGNUSSON, L. & STRATH, B. (eds.) From the
Werner Plan to the EMU: In Search of a European Political Economy. Historical Perspectives
and Future Prospects. Brussels: P.1.E. - Peter Lang, 73-96.

GIAVAZZI, F. & PAGANO, M. 1988. The Advantage of Tying One’s Hands: EMS Discipline and
Central Bank Credibility. European Economic Review, 32, 1055-1082.

d) EMU: macroeconomic adjustment without nominal exchange rate policies

HASSEL, A. 2014. Adjustments in the Eurozone: Varieties of Capitalism and the Crisis in
Southern Europe. LSE ‘Europe in Question’ Discussion Paper Series, LEQS Paper

Additional reading:

CROUCH, C. 2000a. Introduction:The Political and Institutional Deficits of European Monetary
Union. In: CROUCH, C. (ed.) After The Euro: Shaping Institutions for Governance in the Wake
of European Monetary Union. Oxford: Oxford UP, 1-23.

SCHARPF, F. 2011b. Monetary Union, Fiscal Crisis and the Preemption of Democracy. MPIfG
Discussion Paper, 11/11.

STREECK, W. & ELSASSER, L. 2014. Monetary Disunion: The Domestic Politics of Euroland.
MPIfG Discussion Paper, 14.

e) Worap up and discussion on term papers




