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Modern day corporations operate in a complex macroeconomic environment in which their strategic choices are influenced by international interest rates, inflation, exchange rates, monetary and fiscal policies, business cycles and financial markets. This is especially true when the global economy is prone to unexpected and large changes in these variables. The aim of the course is to help students acquire an understanding of the interactions between these variables and their influence on the business environment.

In this course we study economic growth, business cycles, and some recent global events to understand how these variables influence the business environment. Starting from very basic and only the most essential theoretical foundations, we discuss examples and applications that help participants understand economic theory and enrich their knowledge of the global economic environment. Our objective is to introduce the participants to the principles of economic analysis and to build the foundations for managerial decision making.

Our discussion consists of four parts. The first section is a brief review of how macro-economists view an economy, some micro economic principles and familiarization with some important aspects of a market economy. In the second section we get to know how households and government make their economic decisions. In the third section we develop the importance of international trade and financial links of an economy, with special emphasis on the current international financial problems of the US economy. The last section integrates the material from the previous sections to understand the state of the contemporary global economy.

The class sessions will be devoted to discussion and elaboration of assigned readings as well as their integration with current global events. You will acquire familiarity with the use of economic tools and analysis to be able to understand how the global events will impact a business. You are encouraged to keep abreast of current economic and business events through financial newspapers and periodicals.

Required material

The economic way of thinking, 11th edition, Paul Heyne, Peter J. Boettke, David L. Prychitko, Prentice Hall, 2005,

(ISBN 0-13-154369-5, paperback); (Shown as HBP on the reading list below.)

A required readings package (and an optional readings package) will be on reserve in the Webster library.

Grading

Class tests 30%

Final examination 50%

Class participation 20%

Overview of the course

Session Topic Assignment/Discussion

Basics of a market economy

1 Introduction to the course and national income accounting

2 Some microeconomic tools “Lemon dilemma”

3 Market structure and competition

4 Handling market imperfections “Bad answers to a nasty problem”; What is “market failure”? What is the necessary role of government in a modern economy?
5 Sources of economic growth; achieving sustainable economic growth
6 Development strategies: China and India

Households and public sector

7 Households: Consumption and savings

8 Fiscal policy “Research on effects of fiscal stimulus”

9 Monetary policy “A tale of two monetary policies,”

Financial and trade links in the global economy

10 Trade theories and trade policies; exchange rates; the impacts of cross-border capital flows 

11 Financial links between economies
Prepare answers for discussion

Contemporary global economy

12-13 Global business cycle; transmission of shocks between countries; coupling and decoupling of economies; sub-prime crisis

Prepare answers for discussion

Class tests

There will be at least five short class quizzes during the semester. Usually these quizzes will be at the end of the class and on the material discussed during the day. These quizzes will presume that you are familiar with the required readings for the day. You will be allowed to miss one quiz without penalty.

Final Examination

There will be an open book final examination in which you will have to answer some questions about an economy that you would have selected. You will select the economy for your final examination from a list that I will provide about two weeks before the end of classes. The questions that you will have to answer will be similar to the ones we would have discussed during the course. You may bring any information you like to the examination but you will not be allowed access to the internet during the exam. You may cut and paste data from the information you would have brought for your answers.

Class participation

By default, your class participation mark (weight of 20%) is the same percent as for the other 80%. If your participation adds to everyone’s learning, you will get a higher mark. Missing too many class discussion or being unprepared for the discussions will lower that grade.

Final letter grade

Number grades will be converted into letter grades at the end of the semester based on a curve. About 20 to

25% of the grades will be in the “A” category. I hope there will not be too many “C” grades – if at all. If you convince me to fail you, I will.

Academic Integrity

The Code of Conduct (Academic) at Concordia University states that the “integrity of University academic life and of the degrees, diplomas and certificates the University confers is dependent upon the honesty and soundness of the instructor-student learning relationship and, in particular, that of the evaluation process. As such, all students are expected to be honest in all of their academic endeavours and relationships with the University.” (Graduate Calendar 2006-2007, pages 698-711).

All students enrolled at Concordia are expected to familiarize themselves with the contents of this Code. You are strongly encouraged to visit the following web address:

http://johnmolson.Concordia.ca/ugrad/codeofconduct.pdf, which provides useful information about proper academic conduct.

Reading list

The reading list below lists required readings from the text as well as from other sources. All required readings not in the text are on reserve in Webster library in one package. Participants should go over the required readings and identify the main concepts and issues. The material in these readings will be discussed during the class and will be required for the class tests and the final examination. The outline below also identifies some optional readings. These readings, marked with (o), are mentioned in the outline below for those of you who may have further interest in that topic. The contents of these optional readings will not be discussed during the class and are not required for the class test or the final examination. Copies of these readings are also on reserve in the library.

Basics of a market economy

1. National income accounting

HBP: Chapter 14.

Jain, “Gross National Product,” Global Business, 2009.

Canada: GDP components.

(o) Major schools of economic thought.

(o) Measuring economic variables, a collection of readings.

2. Tools for the analysis of market economies. Review of some microeconomic concepts: supply and

demand analysis, information asymmetry, role of expectations, behavioral economics.

HBP: Chapters 1, 3-6, pp. 345-50, 359-63, 521-24.

“The lemon dilemma.”

Phung, “Behavioral finance,” (excerpts from the website)

(o) “Iraq war explained by behavioral finance”

3. Market structure and competition: importance of competition in a market economy; structures other than perfect competition.

HBP: Chapter 8.

4. Handling market imperfections and role of government. What is “market failure”? What is the necessary role of government in a modern economy?

HBP: Chapters 12, 13, 18.

“Bad answers to a nasty problem,” Economist.

5. Economic growth. What are the sources of economic growth in modern economies?

HBP: chapter 20.

“Readings on Economic Growth.”

Naughton, The Chinese Economy, pp. 139-48

6. Development strategies: China and India. What are the development strategies of these two

countries? What has brought about the rapid growth in these economies?

Harford, The undercover Economist, pp. 179-202.

Naughton, The Chinese Economy, pp. 85-109, 148-157, 402-413.

“Wild or tamed: India’s potential growth,” IMF, 2007, pp. 4-11.

Households and public sector

7. Households: What are the key determinants of households’ consumption and savings decisions?

FRBSF, “Disentangling the Wealth Effect,” January 2007.

8. Fiscal policy: How does fiscal policy work? Is it an effective tool for macroeconomic management?

HBP: pp. 434-440.

FRBSF, “Research on effects of fiscal stimulus” July 2008.

9. Monetary policy . What does the monetary policy attempt to achieve? What are the tools of monetary

policy? Why is it difficult to implement monetary policy?

HBP: Chapter 17.

“ECB’s monetary policy strategy” (section 3.2).

“A tale of two monetary policies,” FT, August 2008.

(o)“Troubled by bubbles” May 2008

Financial and trade links in the global economy

10. International trade. Principle of comparative advantage; international trade policy

HBP: Chapter 19.

“Miracle of trade” Economist.

11. Financial flows, balance of payments and US balance of payments deficits.

HBP: Chapter 19.

Mann, “Is US current account deficit sustainable?” Read this article and prepare your answers to the

following question for discussion: What were the reasons for US current account deficits in

2001?

Krugman, “Will there be a dollar crisis?” 2007.

Contemporary global economy

12. & 13. Global business cycle. What are some of the developments and events shaping the global

economy at this juncture? How are major economies around the world going through different phases of

their business cycles? How well are these economies “coupled” with each other? How are the effects of

credit crisis and increases in oil and commodity prices affecting the global economic prospects?

HBP: chapter 15.

“Big Freeze,” FT, August 2008.

BIS, “The global economy,” July 2008.

“Asia’s continued rise and decoupling” FT, November 2007.

“Market couplings revisited” FT, July 2008.

(o) IMF, “Global slowdown and rising inflation,” July 2008

(o) Economic Survey of Canada, OECD, can also be downloaded from

www.OECD.org/publications/Policybriefs.
