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Economics 271: International Trade

Fall 2003 - TT 2:40-4:00 – PAC 125
Professor Alberto Isgut

PAC 222, Phone: 685-3958

aisgut@wesleyan.edu
http://aisgut.web.wesleyan.edu
Office hours: M 3-4, W 11-12, or by appointment

Teaching assistant: Vanessa Goh
Introduction: Is trade beneficial to a country? Why do countries export certain goods and import certain other goods?  Why countries sometimes import and export the same goods?  What is the relationship between trade and income distribution?  If free trade is good, why countries keep using protectionist policies?  These are some of the questions that we will explore in this course.  For that purpose we will rely heavily on the microeconomic analysis of a series of trade models.  Starting with the traditional Ricardian, specific factors, and Heckscher-Ohlin models, we then examine what happens when we relax some assumptions, for example by allowing for scale economies or externalities.  After making a more or less strong case for free trade, we then turn to the question of why countries use protectionist trade policies.  After taking this course the student will gain an appreciation of why the free-trade vs. protectionism debate is so very much alive today, as it was 200 years ago.

Requirements: The final grade will be based on the following assignments.  

	Assignment
	Date 
	Weight

	Problem sets, short papers, class participation
	Weekly
	25%

	First test
	Thursday 10/16
	25%

	Second test
	Thursday 12/4 
	25%

	Term paper
	Monday 12/15 at 2 pm
	25%


Readings: (i) Textbook: Krugman and Obstfeld (2003), International Economics: Theory and Policy, 6th ed., Addison-Wesley; (ii) Bhagwati (2002), Free Trade Today, Princeton University Press, (iii) a series of articles available at Olin Reserve Collection and/or the electronic reserve system.

Term paper: The term paper will examine critically some of the arguments made in the Bhagwati’s book through a case study of your choice.  The case study will be based on information on trade policy collected throughout the semester and on complementary statistical data.  The paper should have a length of between 2,000 and 2,500 words of text, with tables, figures, and bibliographical references included in separate pages.
Writing tips: (a) The paper should have a clearly defined thesis in the introductory paragraph.  The thesis is an assertion the author makes about a particular issue.  The thesis guides both the writer and the reader about where the essay is going.  (b) Every paragraph must contain a single, self-contained point.  (c) Paragraphs are arranged sequentially in a logical order, aimed at providing support to the thesis.  While many of your paragraphs are likely to be descriptive (of data, of a policy, or of passages of a book), their connection to the thesis must be clear to the reader.  (d) The conclusion should convince the reader that you have supported the thesis compellingly.

Honor code: All work handed in must be your own and must be performed for this course only. This does not mean that you must refrain from discussing problems with other students as an aid to understanding the material, but it does preclude copying other students' work. You are expected to discourage such behavior on the part of others. This distinction is generally clear enough to make in practice; when in doubt, please discuss it with me.  
Policy on late assignments: All tests must be written and all assignments must be handed in at the dates and times indicated on this syllabus or announced in class. Please do not request a personal exception from this policy, or an incomplete, except in the event of a grave medical or family emergency.

Class participation and homework assignments:  While the instructor will have an important role in introducing topics and explaining economic concepts, this course requires the active involvement of students in the discussion of the material.  Frequent homework assignments will be due at the beginning of class and will be discussed in the classroom.  Coming to class prepared is, therefore, essential.
Topics and Readings


A] Central Issues in International Trade Theory

Sept. 2

Introduction: Methods of analysis, data, and policy issues

Sept. 4

A look at the classics

· Reference: The History of Economic Thought Website, David Ricardo’s page: http://cepa.newschool.edu/~het/profiles/ricardo.htm
· Ricardo, David (1815), “An essay on the influence of a low price of corn on the profits of stock,” in Piero Sraffa (ed.), The works and correspondence of David Ricardo, London: Cambridge University Press, 1951, v. IV, pp. 8-27 only

· Smith, Adam (1776), An inquiry into the nature and causes of the wealth of Nations, Indianapolis: Liberty Fund, 1981, Vol. 1pp. 446-51 and paragraphs 15-16 pp. 458-9

· Myint, H. (1958), “The ‘classical theory’ of international trade and the underdeveloped countries, Economic Journal 68, Num. 270, pp. 317-37

Sept. 9

An introduction to the Ricardian model of trade

· Krugman and Obstfeld (2003), Ch. 2, pp. 10-14

· Isgut, “Learning-by-playing: Economic concepts for the Ricardian Explorer game”

Sept. 11
Ricardian model: International trade equilibrium, gains from trade, and extensions

· Krugman and Obstfeld (2003), Ch. 2, pp. 14-34

Sept. 16
Specific factors model: Basic setup
-
Krugman and Obstfeld (2003), Ch. 3, pp. 38-50 and 63-6; pp. 708-13

Sept. 18
Specific factors model: International trade equilibrium, gains from trade, and income distribution
· Krugman and Obstfeld (2003), Ch. 3. pp. 50-60 

Sept. 23
Heckscher-Ohlin model: Basic setup; the Stolper-Samuelson theorem
· Krugman and Obstfeld (2003), Ch. 4, pp. 67-72 and 89-92; pp. 714-15
· Stolper, W. F. and  P. A. Samuelson (1941), “Protection and real wages,” Review of Economic Studies 9, No. 1., pp. 58-73
Sept. 25
Heckscher-Ohlin model: Rybczynski’s theorem; International trade equilibrium and model implications

· Krugman and Obstfeld (2003), Ch. 4, pp. 72-81; pp. 715-16
Sept. 30
Empirical evidence of the HO model

· Krugman and Obstfeld (2003), Ch. 4, pp. 82-86

· Magee, Stephen P. (1978), “Three tests of the Stolper-Samuelson theorem,” in Peter Oppenheimer (ed.), Issues in international economics, Stockfield, England: Oriel Press

Oct. 2

Empirical evidence of the HO model (cont’d)

· Rogowski, Ronald (1987), “Political cleavages and changing exposure to trade,” American Political Science Review 81, No. 4, pp. 1121-37

· Leamer, Edward (1995), The Heckscher-Ohlin model in theory and practice,” Princeton Studies in International Finance, No. 77, pp. 39-43 only
· Freeman, Richard B. (1995), “Are your wages set in Beijing?” Journal of Economic Perspectives 9, No. 3, pp. 15-32

Oct. 7

Introducing demand into the trade model: Basics

· Krugman and Obstfeld (2003), Ch. 5, pp. 93-99 and 117-9; pp. 717-22

Oct. 9

Welfare effects of growth, transfers, tariffs, and export subsidies

· Krugman and Obstfeld (2003), Ch. 5, pp. 99-113; pp. 722-5
Oct. 14

Review

Oct. 16

First test
Oct. 21

Fall break

B] Trade policy, its causes and consequences

Oct. 23

Basic tariff analysis; effective tariff

· Krugman and Obstfeld (2003), Ch. 8, pp. 186-196 and 210-3

Oct. 28

Quotas and other instruments of trade policy

· Krugman and Obstfeld (2003), Ch. 8, pp.196-206 and 214-7

· Krueger, Anne O. (1974), “The political economy of the rent-seeking society,” American Economic Review 64, No. 3, pp. 291-4 and 302-3 only
Oct. 30

Political economy of trade policy

· Krugman and Obstfeld (2003), Ch. 9, pp. 218-36

· Baldwin, Robert E. (1989), “The Political Economy of Trade Policy,” Journal of Economic Perspectives 3, No. 4, pp. 119-135
Nov. 4

The General Agreement on Tariffs and Trade (GATT) 

· Krugman and Obstfeld (2003), Ch. 9, pp. 237-47

· Tussie, Diana (1987), The less developed countries and the world trading system, London: Frances Pinter, Chs. 1 and 2

· Trebilcok, Michael J. and Robert Howse (1995), The regulation of international trade, London: Routledge, Ch. 2, pp. 25-39 only

Nov. 6

New protectionism 

· Wolf, Martin (1989), “Why voluntary export restraints? An historical analysis,” World Economy 12, No. 3, pp. 273-91

· Kostecki, Michael (1987), “Export restraint arrangements and trade liberalization,” World Economy 10, No. 4, pp. 425-53

· Finger, J.M., H. Keith Hall, and Douglas R. Nelson (1982), “The Political Economy of Administered Protection ,” American Economic Review 72, No. 3, pp. 452-466
C] Further topics

Nov. 11

International factor movements

· Krugman and Obstfeld (2003), Ch. 7, pp. 160-9 and 181-4

· Friedberg, Rachel M. and Jennifer Hunt (1995), “The Impact of Immigrants on Host Country Wages, Employment and Growth,” Journal of Economic Perspectives 9, No. 2, pp. 23-44

Nov. 13

Introduction to the “new” trade theories

· Tussie, Diana (1987), Ch. 3, pp. 38-63

· Vernon, Raymond (1966),”International investment and international trade in the product cycle,” Quarterly Journal of Economics 80, No. 2, pp. 190-207

· Krugman and Obstfeld (2003), Ch. 6, pp. 139-42; Ch. 7, pp. 169-77

Nov. 18

Monopolistic competition and trade

· Krugman and Obstfeld (2003), Ch. 6, pp. 120-138 and 158-9; pp. 726-7

Nov. 20

Dumping, external economies, and global production networks

· Krugman and Obstfeld (2003), Ch 6, pp. 142-55

· Saxenian, AnnaLee (2002), “Transnational communities and the evolution of global production networks: The cases of Taiwan, China, and India,” forthcoming in Industry and Innovation
Nov. 25 
Multilateralism vs. regionalism

· Krueger, Anne O. (1999), “Are Preferential Trading Arrangements Trade-Liberalizing or Protectionist?” Journal of Economic Perspectives 13, No. 4, pp. 105-124
· Trebilcok and Howse (1995), Ch. 2, pp. 39-55 only

Nov. 27

Thanksgiving recess

Dec. 2 

Review
Dec. 4

Second test 
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