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Outline of the lecture

» Objectives:
m Theories of global economic integration
m Principle of comparative advantage
m Consequences of globalization on growth, surplus and inequality

» Readings
m Krugman, P.R., M. Obstfeld and M. J. Melitz (2011) International
Economics, Theory and Policy
m D. Salvatore (2011) International Economics, Trade and Finance

» Evaluation

m Two probem sets : due on scheduled dates prior to the exams
(45+45 points)

m Midterm exam (90 minutes) : 90 points

m Final exam (120 minutes): 120 points



Schedule

» International Product Market

m Ricardo model
m HOS model
m Cost and benefit of trade restrictions

> Midterm Exam

» International Capital Market
m Capital Flows and the Current Account

» Final Exam



Motivations of the lecture (1/3)

» International fragmentation of production processes
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Sources: Maddison (2001, Tables B18, F2, F5) and World Bank (URI
data.worldbank.orgfindicator/NE.ELXP.GNF5.Z5, /NY.GDPMKTE.CD 2012).

Note: The graph is based on a consistent sample of 56 countries (accounting for 93
percent of world output and §7 percent of world exports on average, see Angus
Maddison 1995), except in 1820, when the sample consisted of 8 countries. The
comparison over time is based on international (Geary-Khamis) dollar prices for 1990.

Figure 1.1: Share of Exports in World GDP, 1820-2010



Motivations of the lecture (1/3)

» Globalization has many aspects (1/3)
m International fragmentation of production processes
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Source: World Trade Organization, Infernational Trade Stafistics, 2002



» Globalization has many aspects (2/3)
m International capital markets
» There are many measures of capital market integration (1/2)
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Source: Obstfeld and Taylor (2004, Figure 1.3)



» There are many measures of capital market integration (2/2)
m The volume of capital a country receives

Figure 2. FDI inflows: top 20 host economies, 2012 and 2013
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» Globalization has many aspects (3/3)
m flows of ideas/migration

Country 1870 1890 1910 1990 2000 2010
“New World”
Argentina 121 25.5 299 5.1 42 3.6
Brazil 3.9 25 7.3 0.5 04 04
Australia 46.5 3.8 171 21.0 21.0 21.9
New Zealand 63.5 41.5 303 155 17.7 224
Canada 16.5 13.3 220 16.2 18.1 213
United States 144 14.7 147 9.1 121 13.5
Asig
India . . . 0.9 0.6 0.4
Japan . 2 4 0.9 1.3 1.7
Europe
France 2.0 3.0 3.0 104 10.6 10.7
Germany .05 0.9 1.9 7.5 12.2 13.1
United Kingdom 0.5 0.7 0.9 6.5 8.1 10.4
Sweden 0.3 0.5 0.9 9.1 11.2 141
Russian Federation 7.8 8.1 87

Sources: Timothy ]. Hatton and Jeffrey G. Williamson (2008) for 1870-1910 and United Nations (URL esa.un.org/migration
2012) for 1990-2010.

Note: The statistics are for foreign-born residents when available. Otherwise they are for foreign nationals as a share of
total population.



Motivations of the lecture (2/3)

v

Humankind achieved most of its living standard just over the last
two centuries

1820: income per person 50% higher than 1000

v

v

The global economy showed its best performance in the 2/3
decades after WW2

v

2000: World GDP has risen by 850% compared to 1820



Motivations of the lecture (3/3)

» The global distribution of income has shifted over the last century
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Source: Bourguignon and Morrisson (2002) for 1820-1992 and Morrisson and Murtin
(2011) for 2000-2008.



Conclusion

» Three themes have guided this introduction and will continue to
guide the exposition of the lecture:

m Why do countries globalize?
m How do they globalize?
m Should they globalize?

» This lecture will explore the nexus between trade, capital market
integration and incomes from several perspectives
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