International Trade:  Economics 4370

Spring, 2008                                                                                                                    Roy Ruffin

Texts:  Salvatore, International Economics, 8th Edition
 (J) May be accessed at www.jstor.org.
Objectives of Course:

1. Learn how comparative and not absolute advantage directs trade

2. Learn how economies of scale operate in international trade

3. Understand how tariffs and quotas affect international trade

Tests and Grading: 25% for the 8 pop quizzes; 25% for each of 3 exams.

Students will be dropped for excessive absences (or receive an F after the April 1 drop date).  

Students who surf the internet or text message during class will be dropped or given an “F.”

Office:  229C, McElhinney,  Office hours: 4-5:30 MW or by appointment. rruffin@uh.edu.

I. Introduction

*The U.S. in a New Global Economy? A Century’s Perspective, by Doug Irwin, AER, 1996.  (J)
Salvatore, Ch. 1
II. The Ricardian Law of Comparative Advantage

Salvatore, Ch. 2.  Trade theory can be presented either as “output per unit labor” or “labor per unit output.”  Text uses former.  Relationship: output per unit labor = 1/(labor per unit of output).  In other words, labor productivity = 1/labor cost.  Let bi = output per unit labor, i.e.,  Qi/Li  and ai =labor input per unit output = 1/bi for good “i”, i.e., Li/Qi    For two goods and countries (Home and Foreign *), Home has a comparative advantage in good 1 if:

a1/a2 < a1*/a2*  OR    b2/b1 < b2*/b1* Equivalent statements.  You need to know both.

The law of comparative advantage is that the world price of good 1 in terms of good 2 is between those ratios.  You should know how to prove this law.
Ruffin, “David Ricardo’s Discovery of Comparative Advantage,” HOPE, Winter 2002, http://muse.jhu.edu/journals/history_of_political_economy/  Go to electronic resources for library and go to “Project Muse”.  

“What do undergrads need to know about trade?” Paul Krugman, AER, 1993 (J)
III. The Standard or Neoclassical Theory of International Trade.

Salvatore, Chs. 3, 4.

Exam 1:  Feb. 20

IV. Heckscher-Ohlin or Factor Endowment Approach.

             Salvatore, Ch. 5
*International Trade and the Equalisation of Factor Prices, by Paul A. Samuelson 
                     The Economic Journal © 1948    (J)  The single best explanation of HO theory.

*Protection and Real Wages, by. W. Stolper and P. Samuelson, Review of Economic Studies, 1941, (J)
*Tariffs, the Terms of Trade, and the Distribution of National Income, by Lloyd A. Metzler 
The Journal of Political Economy © 1949
(J)   The first few pages (pp. 1-5) of this paper explains the theory in words by a master economist.
VII. Imperfect Competition and Empirical Studies
Salvatore, Ch. 6

Ruffin, "The Nature and Significance of Intra-Industry Trade.” 1999, Econ. and Fin. Rev. (Dallas Fed) http://www.dallasfed.org/research/efr/1999/index.html.
Exam 2: April 2

VIII. Tariffs and Quotas

*Integration and Growth of the World Economy in Historical Perspective, by Gottfried Haberler 
The American Economic Review © 1964 (J).   
Salvatore, Chs. 8-10

Exam 3: April 28   (Comprehensive)
