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The course is designed to introduce students to the positive theory of International
Trade. In the first two-thirds of the semester we will go through the core theory of trade:
the “classical” model with constant returns to scale and the so-called “New Trade
Theory” that explores the role of increasing returns. In the last part of the course | plan to
cover two additional topics. One is the connection between trade and growth, including
open-economy versions of endogenous growth models and models of North-South trade.
The second, more amorphous, topic will concentrate on trade, migration and wages. This
has received considerable attention lately, and | think it is a good exercise in applied trade

theory to look at the debate on the effects of globalization.

There is no single book that covers al of the topics. | will use two books for the
core material: The Theory of International Trade by A. Dixit and V. Norman and Market
Structure and Foreign Trade by E. Helpman and P. Krugman. An alternative book,
which is currently being written by Robert Feenstra, covers much of the same material,
and more. It is somewhat less detailed on the theory than DN and HK, but the main
concepts are there. Its main strength is the inclusion of many empirical applications,
which are — fortunately — dso very up-to-date. You are strongly encouraged to read the

appropriate chapters, and | will also use the problems and empirical exercises from that



book. There are other books that | found useful and | list them under the References. At
each topic | aso indicated articles that | plan to cover, though we will see what time
allows. Most of them are available online either through JSTOR or NBER, so you should
have no problems to get them. Some of the articles are also reprinted in the monographs
on the book list. Thereading list is deliberately short, because Feenstra (2002) has a very
extensive list of references. | strongly recommend checking the relevant papers for each
topic. You should also go to the course web page regularly for announcements and

solutions: http://www?2.bc.edu/~konya/teaching/intrade.html.

There will be an exam after the core topics 2 and 3, which you could call a
Midterm. | will also assign regular homework, one for each topic. These will include both
theoretical questions and empirical ones, since datais readily available through the
Feenstra book. For the homework, you should form study groups of 2, and hand in
solutions as a group. Finally, you should write a research proposal by the end of the
semester. Y our proposal should be based on one of the topics discussed in the class, and
it should be 3-5 pages long. If your proposal is theoretical, briefly summarize the existing
literature, state your planned contribution, and sketch a model briefly that you think
would capture your ideas. If your proposal is empirical, again summarize the literature,
state your planned contribution, outline the empirical approach you want to follow and
discuss how you will get the data. The final grade will be calculated as follows: Midterm

(50%), Homework (20%), Proposal (30%).


http://www2.bc.edu/~konya/teaching/intrade.html

Topics

1. Introduction, plan of the course

2. The“classical” theory of international trade

a. Basicissues, anaytica tools (DN Ch.1, DN Ch.2)

b.

C.

The Heckscher-Ohlin model (DN Ch.2, F Ch.1-2, Jones 1965)

The Ricardian model (DN Ch.2, F Ch.1, Dornbusch et. al 1977)

The Specific Factors model (DN Ch.2, F Ch.3, Neary 1978)

International equilibrium and the gains from trade (DN Ch.3, F Ch.3)
Factor price equalization and the pattern of trade (DN Ch.4, HK Ch.1, F
Ch.3)

Comparative statics, welfare and protection (DN Ch 5, DN Ch.6, F Ch.6)
Empirical results (F Ch.2-3, Davis — Weinstein 2001, Helpman 1998,

Trefler 1995)

3. The“New Trade Theory”

a. Externa economiesof scae (HK Ch 3)

b.

C.

Cournot-oligopoly and strategic trade policy (HK Ch.5, F Ch.7)
Differentiated products (HK Ch. 6-8, F Ch.5)

Transportation costs and the home market effect (HK Ch.10, Krugman
1980)

Trade and Geography (KrugmartV enables 1995, Puga-V enables 1996)



f.

o.

The gravity equation and the border effect (F. Ch.5, Anderson — Van
Wincoop 2001)
Empirical studies (F Ch.5, Helpman 1998, Davis-Weinstein 2002,

Overman et a. 2001)

4. Trade, Growth and North-South Trade

a

b.

C.

d.

e

Trade and growth under constant returns (Findlay 1995, HB 1. Ch.4)
Learning-by-doing (Krugman 1987, Brezis et.al. 1993, Matsuyama 1992)
Endogenous innovation (F Ch.10, GH)

North-South trade (Y oung 1991, GH)

Trade and growth: the evidence (F Ch.10, RodriguezRodrik 1999,

Bhagwati- Srinivasan 1999, Keller 2000)

5. International Trade, Migration and Wages

a

b.

Immigration and trade — theory (DN Ch. 5, Trefler 1997)

Globalization, migration and trade: evidence from history (Collins et al.
1997, Lindert and Williamson 2001)

The effect of trade on wages: factor contents (Borjas et a. 1997, Krugman
2000, Leamer 2000)

Trade and wages: aternative explanations (F Ch.4, Feenstra-Hanson 1995,
Acemoglu 1999)

The effect of immigration on wages (Borjas et a. 1997, Hanson Slaughter

1999)
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