What is a capstone?

e A course at the end of studies, where the
student can apply widely the knowledge and
skills that he/she has acquired

— Subject-specific knowledge, but also
communications skills etc.



Economics capstone

e 1) take an elective economics course
e 2) participate in the capstone seminar

— Essay
— Seminar

e Grade is given for the combination of 1) & 2),
6 cr in total (no separate credits for the course
and capstone)



The essay

An essay on a topic related to the area of the
elective course

Policy-oriented: Something that has practical
relevance for policy-makers, firms, or consumers

Written in such a style that it is understandable to
non-experts: No formulas, no econometrics

Use economic arguments, but you can be polemic
Be concise: Length 3-5 pages

Imagine you were writing an economics blog or
an op-ed to a newspaper
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Free exchange | Zoning out

Why leaving the euro would still be bad for both Greece and the currency area

IN 20u2 Greece held two elections which might have led to s exit
from the euro rone. In the event, that was avoided—a good
thing since the costs of a "Grexat” would almost certainly have
cutweighed any gains, not only for Greece but for the entire cur-
rency ares, Now yet another election, on January 25th, threatens
Greece's membership of the euro zone. What would Grexitentail
this time? And does it make any more sense?

The mechanics of Grexit would be straightforward. The
change in currencies would be immediate as the government re-
denominated damestic assets and liabilities into drachma, most
likely on & one-to-one basis with euros. The Greek central hank
would be severed from the European Central Bank (Ecp) in
Frankfurt. Instead it would conduct Greek monetary policy, in
drachma, through operations with banks whose domesiic bal-
ance-sheets would now bein drachma, too,

Though the starting-point might be parity between a euro and
& drachma, the new currency would quickly depreciate. Esti-
mates from the 1M in 2012 suggested that it would fall against the
euro by 0%, Such a reduction could spur an eventual ecanomic
revival by making Greece more competitive. After Argentina sev-
ered its decade-long link with the dollar in 2002, it experienced
several years of rapid growth, helped admittedly by a commod-
ity-price haom that played to its strengths as an agriculiural ex:
porter. The hope would be that Greece could also exploit its im
proved competitiveness, especially by attracting more tourists.

Evenso, there would be several drawhbacks. Grexit would be a
huge short-term shock to the economy, Reintroducing new notes
and colns would take several months, This would be likely 1o
create chaos, even though ever more people are making pay-
ments electronically. [n all likelihood, Greece would have to
leave the ku as well, which would cut it off fom the bloc's single
market {and regional financial assistance). Inflation would surge
as sparing import prices rippled through the economy; the iMF's
analysisin 2012 suggested that Greek domestic prices would rise
by 35%. The uncertainties caused by Grexit would undermine
both consumer and business conhdence.

All of which makes an Argentina-style boom highly unlikely.
The economy would probably be pushed back into recession,
anly a year after it had started to recover. The IMF estimated that

Grexit would cause an already sliding economy 1o eantract by an
additional eight percentage points in 2012,

The uncertainties would persist as the Greek povernment
found itself stuck in an Argentine-styla legal imbroglio, making it
impossible to hortow from abroad. Although the Greek govern-
mernteould redenominate domestic debtit couldnot do so for for-
ign debt. That burden, still in euros, would grow dramatically
avernight in relation to the devalued drachma-based economy
and the Greek tax base, which would make a fresh default un-
avoidable. Longlegal hattles would be inevitahle especially with
private holders of the méw Greek bonds issued in a restructuring
in 201z, which were written under English law.

In some respecis, Greece is better-placed now to cope with an
exit than in 2ma2. According to the European Commission, the
government ran a primary surples {ie, before interest payments)
of 27% of GDE i 2004, whereas two years earlier it was still heavi-
Iy in defielt (3.6%). Greece's once forbiddingly large current-ac-
count deficit iwhich reached 5% of GOP in 2008) is more or less
backin balance, Grexit would therefore not cause a sudden bud-
getary crunch, and the balance of payments would he mare resil-
ient to the immediate effects of rising import prices and would
gain from bigger expaorts,

But Greece is also better placed than before to prosper within
the euro zone. A sudden exit would sethack a promising recovery,
Following a savage recession, in which Gor shrank by 27% from
its previous peak, the economy has been growing since the start
of 2m4. 1t is now much more competitive than before, following
hig falls in wage costs. The sheer size of Greek public debr, armps%
of Gor, is cause for concern. But in fact much of this is owed 1o
other euro-zone countries, and these have provided hidden debt
relief through extending maturities and charging minimally low
interest rates, Interest payments have also been deferred for ten
years on a hig chunk of Greek debt. As a result, even though
Greece's stocleof debt is now much higher than before the crisis,
1ts interest payments are lower: 4% of oor compared with 5% in
2008, when the debt wasw09% of Gop,

Beware Greeks bearing precedents

For the euro zong, the balance of benefits and costs is also unfe
vourable, though less so than in 2012. The gain for Greece's credi-
tars from Grexit would be one of discipline. A departure would
show that members of the currency club have to abide by it
rules, sending a strong message to rebellious politicians else-
where on the periphery to fall into line. The risk that Grexitmight
cause a wider break-up s lower than in 202 thanks to various
new defence mechanisms, including 8 permanent reseue fund
and the readinessof the Eceto come 1o the ald of countries facing
a buyers' strike on their government bonds.

Even so, Grexit would still be a shock, Irs detrimental impact
on an already weak economic recovery could cause GoP across
the rest of the euro zone to be lower by 15% in 28 months' time
than it would otherwise have been, according to JPMomgan
Chase, a bank. Grexit would shatter the principle that member-
ship of the single currency is for ever. A sell-off in the bonds of
other countries that might appear suseeptible would natseally
follow. The euro zone might now cope better with Grexit, but the
cost of showing that the currency club can fracture would stll
outweigh the gain of enforcing discipline. m
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Example of the writing
style and length: “Free
exchange” columns in
The Economist

1 page in the magazine,
which is about 3 pages
on A4 sized paper in
Times Roman 12 pt font
and 1.5 line spacing



* In the seminar someone else will present your
essay
— Presenters chosen randomly
— Presentation max 2 slides
— The presenter can be critical, but you have chance

to defend your views

* Binding registration 2 weeks before the
seminar by e-malil
(pekka.ilmakunnas@aalto.fi), deadline for the
essay 1 week before the seminar



