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SYLLABUS

This course covers the determinants of the pattern of trade in goods and services, the interaction
of trade with income distribution and economic growth, and commercialpolicy. The emphasis is
on theory, with some empiricalillustration and motivation. The empiricalside of international
trade will be covered in Economics 232c, taught by Prof Gordon Hanson.

There will be three or four problem sets in the course, each of which will count for 10 percent of
the course grade. The remainder of the grade will be determinedby a three hour final
examination. The course maybe taken for a grade or on an SIU basis.

The text for this course is:

Bhagwati, I., A. Panagariya, and T. N. Srinivasan, 1998,
Lectures on international trade, hereafter called B-P-S.

A more technical and mathematicallygeneral treatment of some of the course material is available
m:

Wong, Kar-Yiu, 1995,
International trade in goods and factor mobility.

Students who have not studied international trade before may find it helpful to do the readings for
my undergraduate course (Econ 101). The text for that course is:

Appleyard, Dennis R. and Alfted 1. Field, Ir., 2001,
International economics, 4thedition.

In the following outline and reading list, items marked with an asterisk (*) are required; unmarked
items are recommended.

I. Trade in Models with Constant Returns to Scale

A. The Ricardian theory of comparative advantage

*B-P-S, chapters 2-4.



2

*Dornbusch, R., S. Fischer and P. Samuelson, 1977,
Comparative advantage, trade and payments in a Ricardian model with a continuum of
goods, AmericanEconomic Review, December.

Eaton, Jonathan and SamuelKortum, forthcoming,
Technology, geography, and trade, Econometrica.

*MacDougall, G. D. A., 1951,
British and American exports: A study suggested by the theory of comparative costs,
Economic Journal 61 (December): 697-724. Reprinted in Caves, Richard E., and
Harry G. Johnson, eds., Readings in International Economics (Homewood, IL: Irwin),
1968.

Rauch, James E., 1991,
Comparative advantage, geographic advantage, and the volume of trade,
Economic Journal 101 (September): 1230-1244.

B. The Ricardian model and the product cycle

*Vernon, R., 1966,
International investment and internationaltrade in the product cycle, Quarterly Journal
of Economics 80, 190-207.

Vernon, R., 1979,
The product cycle hypothesis in a new international environment, Oxford Bulletin of
Economics and Statistics 41,255-267.

*Krugman, P., 1979,
A model of innovation, technology transfer, and the world distribution of income,
Journal of Political Economy 87 (April), 253-266.

*Grossman, Gene and ElhananHelpman, 1991,
Endogenous product cycles, Economic Journal 101 (September): 1214-1229.

*Grossman, Gene and Elhanan Helpman, 1991,
Imitation (Chapter 11 in their book Innovation and Growth in the Global Economy.)

Lai, Edwin L. C., 1995,
The product cycle and the world distribution of income: A reformulation, Journal of
International Economics 39: 369-382.

~ - -
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C. The Heckscher-OWin-Samuelson(H-O-S) theory of comparative advantage

*B-P-S, chapters 5-6 and AppendixB.

*Helpman,E. and P. Krugman, 1985,
Market structure and international trade, chapter 1.

*Findlay,Ronald and Henryk Kierzkowski, 1983,
International trade and human capital: A simplegeneral equilibriummodel, Journal of
Political Economy 91 (December): 957-978.

Bhagwati, J., 1972,
The Heckscher-OWintheorem in the multi-commoditycase, Journal of Political
Economy 80, 1052-1055.

*Deardorff, A., 1979,
Weak links in the chain of comparative advantage, Journal oflnternational Economics,
May. Reprinted as chapter 6 in B.

*Deardorff, A., 1980,
The general validityof the law of comparative advantage, Journal of Political
Economy, October.

Deardorff, A., 1982,
The general validity of the Heckscher-Ohlintheorem, American Economic Review,
September.

Dornbusch, R., S. Fischer and P. Samuelson, 1980,
Heckscher-OWintrade theory with a continuum of goods, Quarterly Journal of
Economics, September.

II. Trade in Models with Increasing Returns to Scale

*Jones, R. and P. Kenen, eds., 1984,
Handbook of international economics, Vol. I, chapter 7, especially sections 6 and 7.

A. Economies of scale and inter-industry trade

*Helpman,E. and P. Krugman, 1985,
Market structure and internationaltrade, chapters 2-4.

--
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Ethier, Wilfred J., 1979,
Internationally decreasing costs and world trade, Journal ofInternational Economics,
February.

*Ethier, Wilfred J., 1982,
National and international returns to scale in the modem theory of international trade,
American Economic Review, June.

Rivera-Batiz, Francisco L., 1988,
Increasing returns, monopolistic competition, and agglomeration economies in
consumption and production, Regional Science and Urban Economics 18: 125-153.

Rauch, James E., 1989,
Increasing returns to scale and the pattern of trade, Journal of International Economics
26 (May): 359-369.

Rauch, James E., 1993,
Does history matter only when it matters little? The case of city-industry location,
Quarterly Journal of Economics 108 (August): 843-867.

B. Economies of scale and intra-industry trade

*B-P-S, section 11.2.

Krugman, P., 1979,
Increasing returns, monopolistic competition, and international trade, Journal of
International Economics, November. Reprinted as chapter 7 in B.

Krugman, P., 1981,
Intra-industry specializationand the gains from trade, Journal of Political Economy,
November.

Lancaster, K., 1980,
Intra-industry trade under perfect monopolistic competition, Journal ofInternational
Economics, May.

*Helpman,E., 1981,
International trade in the presence of product differentiation,economies of scale, and
monopolistic competition: A Chamberlin-Heckscher-Ohlinapproach, Journal of
International Economics 11, 305-340.
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m. Putting it All Together: How Much is Trade Worth?

*Frankel, JeflTeyA. and Romer, David, 1999,
Does trade cause growth? AmericanEconomic Review 89 (June): 379-399.

IV. Trade Barriers and Determination of Bilateral Trade

*Romalis, John, 2001,
Factor proportions and the structure of commodity trade, Chicago GSB working paper.

Deardorff, Alan V., 1998,
Determinants of bilateral trade: Does gravity work in a neoclassicalworld?" In JeflTeyA.
Frankel, ed., The Regionalization of the WorldEconomy (Chicago: University of
Chicago): 7-28.

Rauch, James E., 2001,
Business and social networks in international trade, Journal of Economic Literature 39
(December): 1177-1203.

*Rauch, James E. and Alessandra Casella, forthcoming,
Overcoming informationalbarriers to international resource allocation: Prices and ties,
Economic Journal.

*Rauch, James E. and Vitor Trindade, 2002,
Information, international substitutability,and globalization,UCSD working paper.

V. CommercialPolicy

*B-P-S, Chapters 17-18,20-21

B-P-S, Chapters 13-14, 28, 31

Krishna, Pravin and Arvind Panagariya, 2000,
A unificationof second best results in internationaltrade, Journal ofInternational
Economics 52 (December): 235-257.

Bagwell, Kyle and Robert W. Staiger, 2001,
Domestic policies, national sovereignty, and internationaleconomic institutions, Quarterly
Journal of Economics 116 (May): 519-562.


