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Office Hours: Thursday afternoon.
Textbooks: 
Krugman, Obstfel and Melitz (2012), International Economics: Theory and Policy, (9th ed).  KOM
Caves, D. J. Frankel and R. Jones (2007), World Trade and Payments, (10th ed), Pearson. CFJ
Salvatore, Dominick, International Economics (8th ed), Wiley.  S
There are many international economics textbooks in the library that can be used. They are classified under 

337 or 382.  

Course Overview (International Trade)
Trade theory is the oldest branch of economics. The positive and normative aspects of trade engaged Mercantilist, Classical and currently Neo-Classical writers on economics. A central concept that was successfully adopted from Classical theory and adapted with Neo-Classical tools is Comparative Advantage (CA), the idea that all countries, regardless of their level of technological development, can unambiguously gain from trade. Paul Samuelson when asked by a hostile journalist to name an idea in economics that was not just common sense dressed up in fancy language replied “The theory of Comparative Advantage; not only is it uncommon sense, it is even counter-intuitive, yet it captures a profound and significant insight” . A significant portion of this course will examine the concept of CA. A survey conducted among academic economists in the US in 1996 revealed that 97% of them believed that all countries can gain from free trade. In addition to examining the standard literature, this course will also look at the arguments of the dissenting voices and the basis for their disquiet with the orthodoxy. Subsequent developments within the neo-classical canon, such as market distortions and their implication for trade policy will also be analysed. In addition to the textbook students will be encouraged to read and critique the original articles of some of the most influential thinkers in the history of trade theory.

Evaluation for the module is by a final exam. 

Course Outline

International Trade Theory

Topic 1
Mercantalism and its early detractors Hume and Smith.


Hume and the price specie flow mechanism

Smith, the invisible hand and Absolute Advantage


(S. Ch. 2, pp. 29-33).
Topic 2
Classical theory of Comparative Advantage
                             A
Static story

Ricardo’s static theory or his famous 4 numbers (KOM , Ch.3, CFJ, Ch. 4, S. Ch.2)



John Stuart Mill on the terms of trade



The relevance of Hume’s specie flow




Wage limits, Exchange Rate limits and the relation between C.Adv and absolute competitiveness.



Multiple goods




Multiple countries




Empirical tests




Policy implications 


B
Krugman’s defence of Comparative Advantage and the method of economics



How valid are the assumptions?
(Krugman, P. (1998), Ricardo’s difficult idea: Why Intellectuals don’t understand comparative advantage,  in Cook, G. (ed). The Economics and Politics of International Trade, Routledge.

C
Ricardo’s dynamic theory of trade and policy implications

(Read an account of the repeal of the Corn laws in any History of Economics book). 

Neoclassical theory of Comparative Advantage and the Gains from Trade liberalisation
Topic 3


General theory of gains from and causes of International Trade
A
Tools of analysis

General Equilibrium (production possibility frontiers and indifference curves)

Consumption and Production gains from trade

Neoclassical account of basis for trade
(CFJ, Ch. 2, S. Ch.3, notes on web)
B
Partial Equilibrium (demand and supply) analysis of gains from trade
(KOM, Ch. 9, pp. 222-232, CFJ, Ch. 10, pp. 169-71, S. Ch.8, pp. 236-242)

C
Auguste Cournot’s positive and normative theory of trade

(notes)
Topic 4 
Factor Endowments and the Heckscher-Ohlin Model of why countries trade



Heckscher-Ohlin theorem




Rybczynski theorem. 




Leontief’s test and other empirical research



(KOM, Ch. 5, CFJ, Ch. 6, S. Ch. 5)

Topic 5 


The Income distribution effect of trade



A
When all factors of production are inter-sectorally mobile




Factor Price equalisation theorem




Stolper-Samuelson theorem

(KOM, Ch. 5, CFJ, Ch. 6, S. Ch. 5)


B
When some factors of production are sector specific



(KOM, Ch. 4, CFJ, Ch. 5, S. Ch. 5, S. pp154-155 and notes)


C 
Debate on trade and income inequality

Wood, A. (1995), "How Trade hurt Unskilled Workers",   Journal of Economic Perspectives (JEP) , Vol 9, No. 3,  pp. 57-80.

Freeman, R. (1995), "Are your Wages set in Beijing?"  Journal of Economic Perspectives, Vol. 9, No. 3, pp15-32

Richardson, D. (1995), "Income Inequality and Trade: How to Think, What to Conclude", JEP, Vol 9, No. 3, pp. 33-55

Krugman, P.  (2008). Trade and Wages reconsidered, Brookings Papers on Economic Activity, pp. 103-137.
Krugman’s Connundrum-Economic Focus, The Economist, April 19, 2008. 

Topic  6


Applications of the Neo-Classical  Model



KOM, Ch. 6. CFJ, Ch. 3, S. Ch. 7. 


Topic 7


Early Critics



Graham, F. Some Aspects of Protection further considered, Quarterly 




Journal of Economics, Vol. 37, 1923

Williams J. The Theory of International Trade reconsidered, Economic Journal, 1929, pps. 195-209

Myint, H (1958), The Classical Theory of International Trade and the Underdeveloped Countries, Economic Journal, Vol. 68, pp.317-337

Topic 8


Neo-Classical treatment of Adjustment costs, factor market distortions and the aggregate and distributional effects of trade 


Haberler, G. (1958), Some Problems in the Pure Theory of International Trade, , Economic Journal, 1950

Bhagwati , J. (1971) The Generalised Theory of Distortions and Welfare, , in Bhagwati, Jones et al. Trade Balance of Payments and Growth. 

Topic 9


Neo-Classical treatment of Economies of Scale, Imperfect markets and international trade



KOM, Chs 7-8, CJF, Chs. 7&12, S. Ch. 6 
Topic 10

Trade Policy Issues




Case for free trade and the case for intervention



KOM, Chs. 10-12., S. Ch. 9

Chang, Ha. Joon, Kicking Away the Ladder, Ch. 2​​​​​



_____, Bad Samaritans, Ch. 3. 

Topic 9


The Infant Industry argument 





(S. pp. 287-289, CFJ, pp. 261-262)


Kemp, M. The Mill Bastable Infant Industry Dogma, JPE, Vol. 68, No. 1

Baldwin, Robert E., "The Case Against Infant Industry Tariff Protection,"

Journal of Political Economy 77, May/June 1969, pp. 295-305.

Chang, Ha. Joon, Kicking Away the Ladder, Ch. 2​​​​​



_____,  Bad Samaritans, Ch. 3
Topic 10 

Trade, growth and Development



Krueger, A. Trade Policy and Development: How we learn.




American Economic Review, March 1997

Baldwin, R. Trade and Growth: Still Disagreements about the Relationships

