
POLI 144: 
International Political Economy: 

Money

Instructor Lauren Ferry
Tu/Th 2-4:50 



Class Agenda 

● Welcome! 
● The balance of payments trade off 
● What causes economic crises?  
● Is economic stability a public good? 
● Who should provide economic stability? 
● Course details 



Introductions 

● Name (Nickname)
● Year
● Major 
● One thing you expect to learn from this course 
● One thing interesting about yourself 



What is IPE?

International Political Economy is a subfield of political 
science that attempts to explain international and global 
problems using interdisciplinary tools and theoretical 
perspectives.

● How does politics constrain economic choices? (of governments, 
individuals, firms, etc). 

● How does economic forces motivate political or social choices? 
(like voting, social participation, or policy preferences) 



A dilemma  

● Leaders and citizens have policy objectives 
● It takes money to fulfill these objectives
● Resources are finite (taxes and tariffs)  
● Leaders have to make a choice -- they can fulfill 

only those objectives that they can afford OR 
they can borrow money



What would you choose?

http://fiscalship.org/

● Find a partner 
● Together, you are the 

government 
● Choose your objectives
● Choose your policies 
● Observe your deficit 

http://fiscalship.org/


Lesson: We want it all! But we have to make choices! 



A closer look at the balance of payments 

● Americans buy $100 worth of wool for the UK
○ Sell $ (+), buy £ (-)

● The British buy $100 worth of t-shirts from the US.
○ Sell £ (-), buy $ (-)

● Everytime someone makes an international purchase the 
bank has to exchange domestic currency for foreign 
currency.

● They should balance. 



A closer look at the balance of payments 

https://www.youtube.com/watch?v=YlQgeyKV-QM

Balance of Payments: an accounting device that 
records all international transactions between a 
particular country and the rest of the world in a 
given period (usually quarterly or annual)

Current account + capital account=0

https://www.youtube.com/watch?v=YlQgeyKV-QM


A closer look at the balance of payments 

Current account: The current account measures the 
movement of goods and services into a country

Capital account: The capital account measures change in the 
ownership of national assets

Countries buying more than they are selling, experience a 
current account deficit. It has to build up liabilities (borrow) to 
pay for extra goods.



Balance of payments deficit  

● Americans buy $200 worth of wool for the UK
○ Sell $ (++), buy £ (--)

●  The British buy $100 worth of t-shirts from the US.
○ Sell £ (-), buy $ (-)

● The bank must use their reserves to complete the 
transaction 

● If this happens a lot, the bank will run out of £. 



Foreign exchange reserves 

Foreign exchange reserves: any foreign money held by a 
central bank. These reserves can include banknotes, deposits, 
bonds, treasury bills and other governmental securities. These 
assets are primarily held to ensure that the government has 
backup funds if it becomes insolvent. 

Reserves are a finite resource. In the long term, the 
government has a choice...



An even bigger dilemma! 

Current account + capital account=0
● They can adjust (lower current account)

○ Export more, import less
○ Can raise domestic prices, reduce domestic investment and lower growth 
○ Politically difficult! 

● They can borrow (increase capital account)
○ Sell assets to foreigners (accumulate liabilities) 
○ Creditors must have faith in your ability to pay 
○ Must be paid back (with interest)

● There is no correct answer! It’s a tradeoff. 



Worst case scenario

What if the country runs out of money and can’t borrow?

● If creditors worry about repayment, they will stop lending
● Vulnerable to external crises that limit “ability to pay” 
● Without new loans, countries can run out of foreign currency

Can lead to economic crises: currency crises, sovereign debt 
crises and banking crises  



Crisis! 

https://www.youtube.com/watch?v=iPkJH6BT7dM

https://www.youtube.com/watch?v=iPkJH6BT7dM


Crisis! 

● Why was the bank in trouble? 
● Who saved the bank? How? 
● Why did we watch this?
● How is this similar to international crises? How is this 

different?



Side note: Why not repudiate? The enforcement problem



Side note: Why not repudiate? 

Reputation! 
● You may need to borrow again 
● No one will lend to you if you they know you won’t pay 
● Countries who default are excluded from 

international capital markets 



How else are international crises different? 

Spillover 

● If countries can’t pay, their creditors are also in trouble 
○ “If you owe your bank a hundred pounds, you have a problem. 

But if you owe your bank a million pounds, it has”  --John 
Maynard Keynes

● Creditors restrict credit to other risky countries
● They run out of reserves too! 

Crises spread through the global economy 



Who plays “George” in the world economy? Who 
bails out countries in trouble?



Public goods 

What’s wrong with this video?

https://www.youtube.com/watch?v=EJJL5dxgVaM

https://www.youtube.com/watch?v=EJJL5dxgVaM


Public goods 

● Nonexcludable: It is impossible (or costly) to exclude others 
from using the good

● Nonrival: One person using a good does not prevent 
another from using it 

Public goods have a free rider problem. You can’t stop people 
from using them even though they don’t contribute. 



Who provides public goods?

● Markets often have a difficult time producing public goods 
because free riders attempt to use the public good without 
paying for it.

● In domestic politics, the government can provide public 
goods by taxing its citizens (Ex. defense) 
a. Public goods do not automatically have to be provided 

by the government (broadcast radio is provided 
privately by charging for advertisements) 



Is economic stability a public good? 

● Dani Rodrik says no

● Martin Wolf says yes

● What do you say? 



Is economic stability a public good? 

● Dani Rodrik says no
○ Economic stability benefits the domestic economy more, even if there 

are positive global spillovers 

○ Domestic distributional objectives dominate economy wide motivates 

○ We need to improve how democracies function at home)

● Martin Wolf says yes
○ Economic stability suffers the same problem as all public goods 

○ States are no longer the clear provider, but international authority is 
difficult to achieve in a more global world.







Can international institutions provide economic stability? 

How do you get 2+ international actors to forgo their self interests 
and contribute to mutual benefits? 

Broadly, international organizations can: (Axelrod and Keohane 1985)

● Provide information
● Ensure repeated interaction 
● Provide opportunities for issue linkage 
● Lower transaction costs
● Identify free riders (mutual monitoring) 



Can international institutions provide economic stability? 

It wasn’t until after WWII that international institutions commanded 
permanent attention. 

A more globalized world increases incentives to form economic 
institutions. 

● More interdependence → more issue linkage 
● New technology lowers the costs of coordinating 
● Repeated interactions are more likely 



Debates in international relations

● Neoliberal (institutionalists): Cooperation can occur with repeated 
interaction, mutual monitoring, reciprocity, and lowering 
transaction costs (Keohane 1984; Axelrod and Keohane 1985). 

○ Economic interdependence increases states’ incentives to cooperate.

● Realists: Institutions were designed and used to perpetuate the 
interests of the most powerful (Mearsheimer 1995; Gilpin 1981)

● Constructivists: Importance of ideas in shaping actors’ 
perceptions of self-interest 

○ Ideas and norms about international cooperation 



The International Monetary Fund 

The Bretton Woods conference in 1944 created the IMF and 
World Bank (next class)

● The IMF
○ “The IMF's primary purpose is to ensure the stability of 

the international monetary system—the system of 
exchange rates and international payments that 
enables countries (and their citizens) to transact with 
each other.”

○ Global lender of last resort 



The World Bank

The same Bretton Woods conference in 1944 also created the 
World Bank (next class) 

● The World Bank
○ “To end extreme poverty and promote shared 

prosperity in a sustainable way”
○ Funds long run development 



IPE: Money 

Course objectives: 
1. Understand the defining characteristics of major international financial 

institutions, their purpose, policies, and outcomes.

2. Identify tensions within international financial institutions and their role in 
reforming the global economic infrastructure.

3. Create an original and evidence-based argument about what the role of 
international financial institutions should be in regulating future 
economic crises. 

4. Develop clear and persuasive forms of visual, oral and written 
communication



Contact information

Instructor Lauren Ferry

● Email: lferry@ucsd.edu
○ 24 hour response on weekdays; 48 hours on weekends
○ Most likely to get a response before 6pm 

● Office hours 
○ 10-12 Mondays in SSB 446
○ “Virtual” office hours by appointment

mailto:lferry@ucsd.edu


Requirements 
● Policy memos (2 memos, 30% each) 

○ Memos are client based, problem driven recommendations
○ Memo 1: Due August 3rd (in class and TritonEd)
○ Memo 2: Due September 7th (TritonEd only) 
○ Topic and directions will be distributed 1 week prior 
○ Each memo will be followed by an in-class “think tank”

● Infographic (30%) 
○ Visual representation of information on the development bank of 

your choice 
○ Directions and sign up will be distributed on August 28th 
○ Due August 4th (in class and TritonEd)

● Participation and Professionalism (10%) 



Extra Credit

● Extra credit presentations
○ 3 minute, 1 slide presentations on questions not answered in class

○ 1% extra credit towards the final grade

○ Max 2 presentations per class and two presentations per student 



Expectations 
● Supportive classroom environment

○ Respect for all class members’ contributions and ideas is required

● Communication 
○ I can’t help if I don’t know 

● Academic Integrity 
○ Students will do their own work and violators will be reported to the 

academic integrity office 

● Technology 
○ Both technology and technology-free periods 



Readings 

Available electronically through the UCSD Library 

● Kaya, Ayse. 2015. Power and Global Institutions. Cambridge 
University Press

● Woods, Ngaire. 2006. The Globalizers: the IMF, the World Bank, and 
their Borrowers. Cornell University Press. 

Podcasts, videos, and other readings electronically linked in syllabus 
or uploaded to TritonEd (https://tritoned.ucsd.edu) 

Reading guides for each week uploaded to TritonEd

https://tritoned.ucsd.edu











