Economics 475
Office: 101-C Morton

D.H. Feldman, Spring 2007
Hours: T,W,Th. 11:00 – 12:00

email: dhfeld@wm.edu
 private 

International Trade: Theory and Policy
Texts: 
International Economics: Theory and Policy, by Krugman, P. and M. Obstfeld, (Reading: Addison Wesley, 2005).  Seventh Edition.  At Bookstore

Globaphobia,  by Burtless, G., Lawrence, R., Litan, R. and Shapiro, R., Washington: The Brookings Institution, 1998.  At Bookstore and Available online.

Course Outline
I. Introduction to World Trade



-   Basic patterns of world trade


-    The Gravity Model



-    The WTO and the institutional structure of world trade.  


Reading: Krugman-Obstfeld, chapters 1-2.



  The WTO in Brief (all four sections).  On Blackboard in External Links.



  Trebilcock, M. J., and Howse, Robert, (2005).  The Regulation of International Trade,



 
Routledge: London.  Ch. 1, pp. 1-38.  On Blackboard under Course Documents.

I. Basic Trade Theory

A. Comparative Advantage in the Ricardian Model



-     The gains from trade



-     The Terms of Trade

· Some common myths

· traded and non-traded goods

· An infinite-goods version of the Ricardian Model


Reading: Krugman-Obstfeld, chapters 3.



  Krugman, P., "What do Undergrads Need to Know About Trade," American Economic



Review, 83 (May 1993), 23-27.  On Blackboard in Course Documents (PDF file)


  Globaphobia, Chapters 1-3.

An Extension:  Why are price levels lower in developing countries? or, a dollar sure is worth more in


Delhi than in Detroit.

Reference: The Penn World Table.  On Blackboard in External Links.
First Quiz
B.  Specific Factors, Trade, and the distribution of income



- Factor mobility and the gains from trade (an immobile factor’s model)

 

- Winners and losers: why free trade does trade NOT benefit everyone?


Reading: Krugman-Obstfeld, chapter 3 (from sixth edition) On Blackboard in Course 



  Documents (PDF file)
C. Resources: the Heckscher-Ohlin model and the Standard Trade Model


-     Relative factor abundance and the pattern of trade

· Winners and losers again: Factor Price Equalization and the Stolper-Samuelson theorem

· Changes in factor endowments: The Rybczynski theorem.

· The Standard Trade Model: growth and the terms of trade


Reading: Krugman-Obstfeld, chapters 4-5.

An Extension:  Economic Sanctions

Reading: Davis, Lance, and Engerman, Stanley, “Sanctions: Neither War Nor Peace,”  Journal of


  Economic Perspectives, 17 (Spring 2003), 187-97. On Blackboard in Course



  Documents (PDF file)
D.  Regions vs. Nations


- absolute vs. comparative advantage again


Reading: Krugman-Obstfeld, chapter 8 from 3rd edition, on reserve at Swem, and On


  Blackboard in Course Documents (PDF file)
E.  Economies of scale and imperfect competition



- Scale economies, monopolistic competition, and trade



- Historically determined trade patterns



- External economies and trade



- Intra-industry vs. inter-industry trade



- Dumping


Reading: Krugman-Obstfeld, chapter 6.

FIRST EXAM:  Monday, March 5th 

II. Global Economic Integration: Consequences and Controversies

A. International Factor Movements



- immigration

- international borrowing and lending

Two extensions:   - The Immigration Surplus

  - Globalization in historical perspective


Reading: Krugman-Obstfeld, chapter 7.



  Borjas, George J., "The Economic Benefits of Immigration," Journal of Economic 



Perspectives, 9 (Spring 1995), 3-22.  On Blackboard in Course Documents 



(PDF file).


  Williamson, Jeffrey, “Globalization, Labor Markets, and Policy Backlash in the Past,”




Journal of Economic Perspectives, 12 (Fall 1998), 51-72. On Blackboard



in Course Documents (PDF file).

B.   The Outsourcing Debate




- What is outsourcing?



- Outsourcing in goods and services



- Outsourcing and transportation costs


Readings: Schumer/Roberts:  “Second thoughts on Free Trade,” New York Times, Jan. 6, 2004. 




On Blackboard in Course Documents.


   Bhagwati, J., Panagariya, A., and Srinivasan, T.N., “The Muddles over Outsourcing,”




Journal of Economic Perspectives 18 (Fall 2004), 93-114. On Blackboard in 



Course Documents (PDF file).
   Globaphobia, chapter 4, "Openness and Wages."


Further Reading:



   Irwin, Douglas:  “Outsourcing is Good for America,” AEI, February 2004.



   Mann, Catherine: “Globalization of IT Services and White Collar Jobs:  The Next




Wave of Productivity Growth,” IIE Policy Briefs, PB03-11, December 2003.



   Bureau of Labor Statistics, Occupational Employment Statistics.  The raw data on 




employment by occupation is here:  http://www.bls.gov/oes/home.htm
Short Paper Due Monday, April 2nd 
III. Commercial Policy 

A. Economic implications of tariffs and quotas



- welfare effects of commercial policy



- non-economic objectives



- tariff equivalence propositions



- measurement of costs



- effective protection



- role of uncertainty

B. Principles of "optimal" policy



- externalities and the hierarchy of policies



- tariffs to generate government revenue



- Infant industry protection

- the "optimal" tariff for a large country


Reading: Krugman-Obstfeld, chapter 8 (with appendices), chapter 9 (pages 218-228, and




 appendix).



  Feenstra, R., "How Costly is Protectionism," Journal of Economic Perspectives,




Summer 1992, 159-68.  On Blackboard in Course Documents (PDF file).


Further Reading:



 Corden, W.M., Trade Policy and Economic Welfare, Oxford: Clarendon Press, 1974.  



Chapters 2-4.  [Many lectures are drawn from this material]  On reserve

C.  The "New International Economics" and Activist Trade Policy



- Scale economies and "strategic" sectors.



- Duopoly and other game theoretic approaches.

- Problems with strategic trade policy


Reading: Krugman-Obstfeld, chapter 11, pp. 276-283.



  In Strategic Trade: chapters 2,3  On reserve.




"What Should Trade Policy Target?" by Barbara Spencer.



  “The Airbus Showdown,” by Robert Samuelson.  Washington Post, December 8, 2004.




On Blackboard in Course Documents.


Further Reading:

Irwin, D, and N. Pavcnik (2004). “Airbus versus Boeing revisited: International Competition in the Aircraft Market”. Journal of International Economics; V.64-#2, pp. 223-245.
IV. The Political Economy of Trade Policy

A. Income Distribution and Trade Policy: who gets protected?



- Rent-Seeking



- Self-interest and the role of interest groups



- Endogenous Policy Theory 


Reading: Krugman-Obstfeld, chapter 9, pp. 228-236.



  Baldwin, R., "The Political Economy of Trade Policy, Integrating the Perspectives of




Economists and Political Scientists," in The Political Economy of Trade Policy,




Ed. by Feenstra, Grossman, and Irwin.  (Cambridge: MIT Press, 1996). 




On reserve.



  Irwin, D., "The U.S.-Japan Semiconductor Trade Conflict," in The Political Economy 



of Trade Protection, ed. by Anne Krueger, Chicago: University of Chicago 



Press,  1996.  On reserve.



  Nelson, D. "Making Sense of the 1981 Automobile VER..." in The Political Economy 



of Trade Protection, ed. by Anne Krueger, Chicago: University of Chicago 



Press, 
1996.  On reserve.


B.  Administered Protection and Declining Industries

· The International Trade Commission

· Anti-Dumping, Safeguard, and Countervailing Duty processes.

· Trade Adjustment Assistance



  Globaphobia, Chapter 7, "Addressing Dislocation and Inequality."



  Hufbauer, Gary C., and Goodrich, Ben, “Steel Policy, the Good, the Bad, and the




Ugly,”  Institute for International Economcs, Policy Brief PB03-1, January 2003.




On Blackboard in Course Documents (PDF file).



  Kletzer Lori G., and Litan, Robert, “A Prescription to Relieve Worker Anxiety,




Institute for International Economics, Policy Brief PB01-02, January 2001.





On Blackboard in External Links.

C. International Negotiation and the World Trade Organization 

· From the GATT to the WTO

· Rationales for multilateral negotiation: the case for MFN

· Rules and dispute mechanisms


Reading:  Krugman-Obstfeld, chapter 9 (pages 237-247).



  Globaphobia, Chapter 5, "Level Playing Fields."



   “Lori’s War,” Foreign Policy, Spring 2000, 28-57.  On reserve.

V.  New Controversies

A. Trade, the Environment, and Standards


- Competition for industries: A race to the bottom?


- Cross-border externalities and the global commons

- process vs. product

- the role of the WTO 


Reading: Krugman-Obstfeld: Chapter 11 (pages 283-290).



  The Environment -- A New High Profile. On Blackboard in External Links.



  Krugman, P., "What Should Trade Negotiators Negotiate About" On Blackboard in



External Links  [Note: this is a book review, but it is also a nice summary of all




the issues]


  Globaphobia, Chapter 6, "Sovereignty and Standards."



  Bagwell, K, and Staiger, R., “The WTO as a Mechanism for Securing Market Access




Propery Rights, Implications for Global Labor and Environmental Issues,” 




The Journal of Economic Perspectives, 15 (Summer, 2001), 69-88.  On




Blackboard in Course Documents (PDF file).


  Brown, D., “Labor Standards: Where do they Belong on the International Trade




Agenda?” The Journal of Economic Perspectives, 15 (Summer, 2001), 89-112.




On Blackboard in Course Documents (PDF file).

Further Reading:



   Bhagwati, J., and Srinivasan, T.N., "Trade and the Environment: Does Environmental




Diversity Detract from the Case for Free Trade," Fair Trade and




Harmonization: Prerequisites for Free Trade?, Cambridge: MIT Press, 1996)




[More Technical, and quite provocative.  From the book Krugman reviews]



    Corden, W. Max, Trade Policy and Economic Welfare, ch. 13 “Trade Policy and the 




Environment,” 2nd edition, Oxford: Oxford University Press, 1997.

Final Exam

EVALUATION:  


You will have four graded assignments this semester.  The first is a quiz following the Ricardian model.  It will be worth 15% of your grade.  The first exam, after section I of the course, is worth 35%.  The final exam is also worth 35% of your grade.  It will be comprehensive but weighted toward material from the second half of the course.  As a reward for improvement, if you do better on the final than on the first exam I will reweight the two exams so that the final is worth 40% and the first hour exam 30%.  The other graded assignment is a two page paper on the material in section II. The topic will require you to draw on that section’s readings and class discussion as well as any relevant material from earlier readings and models.  You may consult all relevant texts and notes, and you may read any other articles that you find.   
