Study Questions

Week 10

1. 

Tomz argues that private bondholders and commercial banks base their lending decisions on the “reputation” of sovereign borrowers.  Thacker, in contrast, claims that political considerations – especially alignment with the United States – strongly affect which countries receive credit from the IMF.

· Do you see any holes in their theories or evidence?  How would you improve or extend upon the research?  Try to offer constructive criticism.

· According to Tomz, countries repay their debts to avoid being labeled as lemons and screened out of capital markets.  If so, why do countries ever default on their foreign debts?  What explains why some countries default and others repay?  Propose your own theory and say why it’s plausible.

· To what extent can Tomz’s theory help us understand the behavior of international financial institutions?  Is Thacker’s argument relevant for relations between sovereign debtors and private creditors?

· Countries tend repay the IMF more regularly and completely than they repay private creditors.  Why does the IMF get privileged treatment?

2.

IMF was established in the 1940s to maintain the stable exchange rates under a modified Gold Standard.  However, the modified Gold Standard was abandoned in 1971, and many countries shifted from fixed to floating exchange rates.  Has IMF been successful in inventing a new raison d’etre since then?  How would you measure the effectiveness of the IMF?

3.

We have discussed free trade vs. protectionism at great length.  International trade is about the movement of goods and services across boundaries.  International finance is the same idea applied to capital.  However, the problem with the international movement of capital is that it is very “mobile.”  Should developing countries adopt “protectionist policies” in international finance, restricting the capital flows into the country or should they adopt “free capital flow” policies?  What are the advantages and disadvantages of the policy you suggest?  Support your case referring to developing countries’ experiences with capital flows where possible.

4.

The readings for this week offer several ethical perspectives on international distributive justice.  Hardin, for example, argues in favor of “lifeboat ethics,” whereas Singer calls for massive redistribution from rich to poor.  The libertarian party wants to abolish foreign aid, but Beitz presents three liberal arguments in favor of it.  Suppose you have been assigned to a presidential task force on ethics in international affairs.  Write a short paper for the president in which you critique one of the ethical perspectives, or defend a perspective against anticipated counter-arguments. 

