
FOURTH EDITION 

INTERNATIONAL 

TRADE 

ROBERT C. FEENSTRA • ALAN M. TAYLOR 

University of California, Davis University of California, Davis 

££ worth publishers 
Macmillan Learning 
New York 



Contents 

Preface viii 

PART 1 Introduction to International 
Trade 

CHARTER 1 Trade in the Global Economy 1 

1 International Trade 3 
The Basics of World Trade 3 
HEADLINES Sum of iPhone Parts: Trade Distortion 5 

APPLICATION Is Trade Today Different from the 
Past? 5 

Map of World Trade 7 
Trade Compared with GDP 11 
Barriers to Trade 13 
"First Golden Age" of Trade 14 
"Second Golden Age" of Trade 15 
HEADLINES A Sea Change in Shipping 60 Years 

Ago 16 

The Future of Trade 17 

2 Migration and Foreign Direct Investment 19 
Map of Migration 19 
Map of Foreign Direct Investment 22 

3 Conclusions 26 
Key Points, Key Terms, and Problems 

PART 2 Patterns of International 
Trade 

CHARTER 2 Trade and Technology: 
The Ricardian Model 29 

1 Reasons for Trade 31 
Proximity 31 
Resources 32 
Absolute Advantage 32 

SIDE BAR Can Comparative Advantage Be Created? 
The Gase of "Icewine" 33 

Comparative Advantage 33 
SIDE BAR David Ricardo and Mercantilism 34 

2 Ricardian Model 35 
The Home Country 35 
The Foreign Country 39 
APPLICATION Comparative Advantage in Apparel, Textiles, 

and Wheat 41 

3 Determining the Pattern of International 
Trade 42 
International Trade Equilibrium 43 
APPLICATION Labor Productivity and Wages 48 

4 Solving for International Prices 50 
Home Export Supply Curve 50 
International Trade Equilibrium 53 
APPLICATION The Terms of Trade for Primary 

Commodities 54 

5 Conclusions 56 
Key Points, Key Terms, and Problems 

CHARTER 3 Gains and Losses from 
Trade in the Specific-Factors 
Model 61 

1 Specific-Factors Model 63 
The Home Country 63 
The Foreign Country 65 
Overall Gains from Trade 66 
APPLICATION How Large Are the Gains from Trade? 67 

2 Earnings of Labor 68 
Determination of Wages 68 
Change in Relative Price of Manufactures 70 
APPLICATION Manufacturing and Services in the United 

States: Employment and Wages Across 
Sectors 73 

APPLICATION Trade Adjustment Assistance Programs: 
Financing the Adjustment Costs of Trade 76 

XV 



XVI | CONTENTS 

HEADLINES Services Workers Are Now Eligible for Trade 
Adjustment Assistance 77 

3 Earnings of Capital and Land 77 
Determining the Payments to Capital and Land 77 
Numerical Example 79 
What It All Means 82 
APPLICATION Prices in Agriculture 82 

4 Conclusions 84 
HEADLINES Rise in Coffee Prices—Great for Farmers, Tough 

on Co-ops 85 

Key Points, Key Terms, and Problems 

CHARTER 4 Trade and Resources: The 
Heckscher-Ohlin Model 89 

1 Heckscher-Ohlin Model 90 
Assumptions of the Heckscher-Ohlin Model 91 
APPLICATION Are Factor Intensities the Same Across 

Countries? 93 

No-Trade Equilibrium 94 
Free-Trade Equilibrium 96 

2 Testing the Heckscher-Ohlin Model 100 
Leontief's Paradox 101 
Factor Endowments in 2013 102 
Differing Productivities Across Countries 105 
Leontief's Paradox Once Again 108 

3 Effects of Trade on Factor Prices 111 
Effect of Trade on the Wage and Rental of Home 111 
Determination of the Real Wage and Real Rental 115 
Changes in the Real Wage and Rental: A Numerical Example 116 
APPLICATION Opinions Toward Free Trade 119 

4 Conclusions 121 
Key Points, Key Terms, and Problems 

CHARTER 5 Movement of Labor and Capital 
Between Countries 125 

1 Movement of Labor Between Countries: 
Migration 127 
Effects of Immigration in the Short Run: Specific-Factors 
Model 127 

APPLICATION Immigration to the New World 130 

APPLICATION Immigration into Europe Today 131 

HEADLINES Brüssels Resumes Policy Push to Share Out 
Refugees Across EU 133 

Other Effects of Immigration in the Short Run 134 
HEADLINES Refugees Can Be an Investment, Rather than a 

Bürden 135 

Effects of Immigration in the Long Run 136 
Rybczynski Theorem 141 
Factor Price Insensitivity Theorem 142 
APPLICATION The Effects of the Mariel Boat Lift on 

Industry Output in Miami 142 

APPLICATION Immigration into the United States 144 

2 Movement of Capital Between Countries: 
Foreign Direct Investment 148 
Greenfield Investment 149 
FDI in the Short Run: Specific-Factors Model 149 
FDI in the Long Run 151 
APPLICATION The Effect of FDI on Rentals and Wages in 

Singapore 153 

HEADLINES The Myth of Asia's Miracle 155 

3 Gains from Labor and Capital 
Flows 156 
Gains from Immigration 156 

SIDE BAR Immigrants and Their Remittances 159 
APPLICATION Gains from Migration 160 

Gains from Foreign Direct Investment 163 

4 Conclusions 164 
Key Points, Key Terms, and Problems 

PART 3 New Explanations for 
International Trade 

CHARTER 6 Increasing Returns to Scale and 
Monopolistic Competition 169 

1 Basics of Imperfect Competition 172 
Monopoly Equilibrium 173 
Demand with Duopoly 173 



CONTENTS | XVII 

2 Trade Under Monopolistic Competition 175 
Equilibrium Without Trade 177 
Equilibrium with Free Trade 179 

3 The North American Free Trade Agreement 182 
Gains and Adjustment Costs for Canada Under NAFTA 182 
Gains and Adjustment Costs for Mexico Under NAFTA 183 
HEADLINES Nearly 20 Years After NAFTA, First Mexican 

Truck Arrives In U.S. Interior 184 

Gains and Adjustment Costs for the United States Under 
NAFTA 187 
HEADLINES Opposing Viewpoints on the Effect of NAFTA, 

20 Years Later 188 

4 Intra-Industry Trade and the Gravity 
Equation 192 
Index of Intra-Industry Trade 192 
The Gravity Equation 193 
APPLICATION The Gravity Equation for Canada and the 

United States 195 

5 Conclusions 198 
Key Points, Key Terms, and Problems 

CHARTER 7 Offshoring of Goods and 
Services 201 

SIDE BAR "Foreign Outsourcing" Versus 
"Offshoring" 203 

1 A Model of Offshoring 204 
Value Chain of Activities 204 
Slicing the Value Chain 206 
Changes in Foreign Costs and in Offshoring 208 

2 Explaining Changes in Wages 
and Employment 211 
Changes in the Relative Wage of Nonproduction Workers 
in the United States 211 
Changes in the Relative Wage of Nonproduction Workers 
in Mexico 215 
Job Polarization in the United States 216 

3 The Gains from Offshoring 221 
Simplified Offshoring Model 222 
Production in the Absence of Offshoring 223 
Terms of Trade 225 

APPLICATION U.S. Terms of Trade and Service Exports 228 

4 The Future of Offshoring and You 231 
HEADLINES Mexico: The New China 233 

5 Conclusions 234 
Key Points, Key Terms, and Problems 

PART 4 International Trade Policies 

CHARTER 8 Import Tariffs and Quotas Under 
Perfect Competition 241 

1 A Brief History of the World Trade 
Organization 243 

SIDE BAR Key Provisions of the GATT 245 

2 The Gains from Trade 246 
Consumer and Producer Surplus 246 
Home Weifare 247 
Home Import Demand Curve 249 

3 Import Tariffs for a Small Country 250 
Free Trade for a Small Country 250 
Effect of the Tariff 250 
Why and How Are Tariffs Applied? 254 

SIDE BAR Safeguard Tariffs 255 
APPLICATION U.S. Tariffs on Steel and Tires 256 

4 Import Tariffs for a Large Country 263 
Foreign Export Supply 264 
Effect of the Tariff 265 
APPLICATION U.S. Tariffs on Steel Once Again 269 

5 Import Quotas 270 
HEADLINES Sugar Could Sweeten U.S. Australia Trans-

Pacific Trade Talks 271 

Import Quota in a Small Country 272 
APPLICATION China and the Multifibre Arrangement 276 

6 Conclusions 279 
Key Points, Key Terms, and Problems 



XVIII | CONTENTS 

CHARTER 9 Import Tariffs and Quotas Under 
Imperfect Competition 285 

1 Tariffs and Quotas with Home 
Monopoly 287 
No-Trade Equilibrium 288 
Free-Trade Equilibrium 289 
Effect of a Home Tariff 290 
Effect of a Home Quota 292 
APPLICATION U.S. Imports of Japanese Automobiles 294 

2 Tariffs with Foreign Monopoly 297 
Foreign Monopoly 297 
APPLICATION Import Tariffs on Japanese Trucks 299 

HEADLINES The Chickens Have Come Home to 
Roost 301 

3 Dumping 301 
Numerical Example of Dumping 304 

4 Policy Response to Dumping 304 
Antidumping Duties 304 
APPLICATION United States and European Duties on Solar 

Panels from China 305 

APPLICATION Antidumping Duties Versus Safeguard 
Tariffs 309 

5 Infant Industry Protection 311 
Free-Trade Equilibrium 312 
Tariff Equilibrium 313 
APPLICATION Examples of Infant Industry Protection 314 

Government Policies in the Solar Panel Industry 315 
U.S. Tariff on Heavyweight Motorcycles 317 
Computers in Brazil 320 
Protect!ng the Automobile Industry in China 322 

6 Conclusions 325 
Key Points, Key Terms, and Problems 

CHARTER 10 Export Policies in Resource-
Based and High-Technology 
Industries 333 

1 WTO Goals on Agricultural Subsidies 335 
Agricultural Export Subsidies 336 

HEADLINES WTO Leaders Agree to End Farm Subsidies 
as Doha Unresolved 336 

Other Matters from the Hong Kong WTO Meeting 337 

2 Export Subsidies in a Small Home Country 338 
Impact of an Export Subsidy 338 

3 Export Subsidies in a Large Home Country 341 
Effect of the Subsidy 342 
APPLICATION Who Gains andWho Loses? 343 

4 Production Subsidies 346 
Effect of a Production Subsidy in a Small Home Country 346 
Effect of the Production Subsidy in a Large Home Country 348 

5 Export Tariffs 349 
Impact of an Export Tariff in a Small Country 349 
Impact of an Export Tariff in a Large Country 351 

6 Export Quotas 353 
APPLICATION Chinese Export Policies in Mineral 

Products 355 

HEADLINES China Ends Rare-Earth Minerals Export 
Quotas 358 

7 High-Technology Export Subsidies 359 
"Strategie" Use of High-Tech Export Subsidies 359 
Effect of a Subsidy to Airbus 362 
Subsidy with Cost Advantage for Boeing 364 
APPLICATION Subsidies to Commercial Aircraft 365 

8 Conclusions 368 
Key Points, Key Terms, and Problems 

CHARTER 11 International Agreements: Trade, 
Labor, and the Environment 375 

1 Multilateral Trade Agreements 377 
The Logic of Multilateral Trade Agreements 377 
Prisoner's Dilemma 379 

HEADLINES Trade Talks Lead to 'Death of Doha and Birth of 
New WTO' 381 

2 Regional Trade Agreements 382 
HEADLINES Making the Case for Trade 384 

APPLICATION The Trans-Pacific Partnership 384 



CONTENTS | XIX 

Controversial Issues in the Trans-Pacific Partnership 386 
Trade Creation and Trade Diversion 388 
Numerical Example of Trade Creation and Diversion 389 
Trade Diversion in a Graph 390 
APPLICATION Trade Creation and Diversion for Canada 393 

3 International Agreements on Labor 
Issues 393 
How to Promote Labor Standards 394 
HEADLINES Wal-Mart Orders Chinese Suppliers to Lift 

Standards 396 

HEADLINES American Tariffs, Bangladeshi Deaths 398 

HEADLINES U.S. Suspends Bangladeshi Preferential Trade 
Status 399 

4 International Agreements on the 
Environment 400 
Environmental Issues in the GATT and WTO 401 
Does Trade Help or Harm the Environment? 404 
The Tragedy of the Commons 409 
International Agreements on Pollution 413 
APPLICATION The Kyoto Protocol and the COP21 Paris 

Agreement 415 

HEADLINES Nations Unite in Global Agreement on Climate 
Change 417 

5 Conclusions 418 
Key Points, Key Terms, and Problems 

Index 1-1 


