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Course Description 
 
This course provided students with an advanced 
understanding of basic international trade theory that allows 
for imperfect competition and increasing returns while 
teaching them to think with general equilibrium models and 
to extend models to address new issues. Much class time 
is devoted to exercises, to discussion of the underlying 
mechanisms driving the models, and to ways of extending 
the models. 
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Syllabus
Grading: The course grade will be based on one in-class exam (40%), class participation (10%), an 

in-class presentation of a paper (30%), and weekly assignments done in groups (total 20%).  

Preparation in advance: You must read the required readings and read the slides in advance of the 

lecture. There will be a weekly assignment based on this material that will be prepared in groups and 

uploaded to the Moodle the night before the lecture (at the latest). This is so we can make the 

lectures more about answering questions, exploring the economic logic, considering applications, 

doing some exercises, etc – instead of me just reading the slides to you. This way you will get more 

out of the course, be better prepared for the exam, and better learn how to conceptualise trade issues 

with general equilibrium models.  

To reduce the number of in person meetings while allowing paced learning, the online group work is 

spaced out over every week, but the in-person lectures are concentrated into 3 days. Exams are in-

class and student must be present to take them.   

Students who have not taken the two-semester sequence of trade classes at HEID, or the equivalent 

elsewhere will have to do additional work to catch up. My MIS lectures are available on the Moodle 

(with and without videos), as are the MIS handouts that cover the same material with more emphasis 
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on graphical and verbal analysis. To be really well prepared, you should read the MIS handout and 

slides first, then the PhD handout, then the PhD slides. 

 

Lecture 1 Oligopoly and trade (Neary) 

Lecture outline 
• Oligopoly primer 

• Oligopoly with differentiated goods 

• Trade with oligopolistic market structure  

• A non comparative advantage model of trade 

• Strategic Trade and Industrial Policy 

• Background intuition from the monopoly case 

Readings 

Required 

 “Oligopoly and Trade,” Dermont Leahy and Peter Neary, Oxford department of economics, DP series, 

Number 517, December 2010, https://www.economics.ox.ac.uk/department-of-economics-discussion-
paper-series/oligopoly-and-trade 

Optional and background: 

 MMKM, chap 11, 12 

 History of oligopoly model and empirical validity (an easy read), “Oligopoly in international trade: rise, 

fall and resurgence,” Keith Head, Barbara J Spencer, NBER Working Paper 23720, 

http://www.nber.org/papers/w23720 . 

 There are many sets of slides on the internet based on Krugman, Obstfeld and Melitz textbook; these are 

often an excellent introduction to the models. One of my favourites is by Thibault Fally, 

https://are.berkeley.edu/~fally/teaching.html  

 This lecture is especially clear on oligopoly and the imperfect competition background 

https://are.berkeley.edu/~fally/Courses/Econ181Lecture7a.pdf  

o This lecture shows an alternative (non-DS) approach to monopolistic competition where the 

markup variety with the number of firms; the CC-PP curve diagram can be helpful for thinking 

about both branches of imperfect competition and trade together (monopolistic competition and 

oligopoly) https://are.berkeley.edu/~fally/Courses/Econ181Lecture7b.pdf 

Original contributions 

 Brander, James A. "Intra-Industry Trade in Identical Commodities." Journal of International Economics 

11, no. 1 (1981): 1-14. 

 Brander, James, and Paul R. Krugman. "A Reciprocal Dumping Model of International Trade." Journal 

of International Economics 15 (1983): 313-321. 

Lecture 2 Krugman model 

Lecture outline 
• Dixit-Stiglitz (DS) model made easy 

• Krugman model 

• Helpman-Krugman (HK) model  

• Home Market Effect (HME) and magnification 

Required 

 From Dixit-Stiglitz and Krugman to Helpman-Krugman and the Home Market Effect: Handout for PhD 

students 

 Web Appendix For Chapter 2: All You Wanted To Know About Dixit-Stiglitz But Were Afraid To Ask 

Background 

  There are many sets of slides on the internet based on Krugman, Obstfeld and Melitz textbook; these 

are often an excellent introduction to the models. One of my favourites is by Thibault Fally, 

https://are.berkeley.edu/~fally/teaching.html  

o This lecture shows an alternative (non-DS) approach to monopolistic competition where the 
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markup variety with the number of firms; the CC-PP curve diagram can be helpful for thinking 

about both branches of imperfect competition and trade together (monopolistic competition and 

oligopoly) https://are.berkeley.edu/~fally/Courses/Econ181Lecture7b.pdf 

 Treb Allen and Costas Arkolakis have a partial manuscript for an advanced trade textbook that uses the 

‘hammer and tongs’ approach to models solving them head on, in detail with lots of the calculations are 

worked out. Good for the maths; not so much for intuition an 

Original contributions 

 Krugman, Paul R. "Scale Economies, Product Differentiation, and the Pattern of Trade." American 

Economic Review 70 (1980): 950-959. 

 Krugman, Paul R. "Increasing Returns, Monopolistic Competition, and International Trade." Journal of 

International Economics 9 (1979): 469-479. 

 Krugman, Paul,"Intraindustry Specialization and the Gains from Trade." Journal of Political Economy 

89, no. 5 (1981): 959-973. 

 Helpman, Elhanan. "International Trade in the Presence of Produce Differentiation, Economies of Scale 

and Monopolistic Competition: A Chamberlin-Heckscher-Ohlin Approach." Journal of International 

Economics 11, no. 3 (1981): 305-340.  

  

Lecture 3 and 4 “New new” trade theory: Melitz Model and extensions 

 
Readings 

Required 

 Melitz, Marc J. "The Impact of Trade on Intra-Industry Reallocations and Aggregate Industry 

Productivity." Econometrica 71, no. 6 (2003): 1695-1725. 

 Melitz, M., and S. Redding. "Heterogeneous Firms and Trade." NBER Working Paper No. 18652, 2012. 

(Handbook (2013)) 

Optional and background: 

 Melitz-Ottaviano (2005), NBER Working Paper No. NBER_W11393, Multi-nation, linear demand, 

analytic solutions. 

  Helpman, Melitz and Yeaple (2004 AER), Adds in scale-vs-proximity MNCs; most productive firms 

do FDI, then next export, then lowest D-types; the maths are easier than Melitz (2003). 

 “Extending the Melitz Model to Asymmetric Countries”, Rod Falvey, David Greenaway, and Zhihong 

Yu (2006). 

 Baldwin and Robert-Nicoud (2006). 

 Heterogeneous Firms and Trade: Testable And Untestable Properties Of The Melitz Model, WORKING 

PAPER 11471, ISSUE DATE July 2005 

 Baldwin RE, Forslid R. 2010. Trade Liberalization with Heterogeneous Firms. Review of Development 

Economics, 14(2): 161-176. 

 Bernard, Andrew B., Stephen Redding, and Peter K. Schott. "Comparative Advantage and 

Heterogeneous Firms." Review of Economic Studies no. 1 (2007): 31-66. 

 Yeaple, Stephen. "A Simple Model of Firm Heterogeneity, International Trade, and Wages." Journal of 

International Economics 65, no. 1 (2005): 1-20. 

Lecture 5 Trade and growth  

Readings 

Required 

 Grossman and Helpman, 1991, chapters 3 and 4. 

Optional and background: 

 Acemoglu, Daron, and Jaume Ventura. "The World Income Distribution." Quarterly Journal of 

Economics 117, no. 2 (2002): 659-694. 

https://are.berkeley.edu/~fally/Courses/Econ181Lecture7b.pdf


 
- Page 4 - 

 Antràs, Pol. "Incomplete Contracts and the Product Cycle." American Economic Review 95, no. 4 

(2005): 1054-1073. 

 Krugman, Paul R. "A Model of Innovation, Technology Transfer, and the World Distribution of 

Income." Journal of Political Economy 87, no. 2 (1979): 253-266. 

 Ventura, Jaume. Growth and Interdependence." Quarterly Journal of Economics 111 (1997): 57-84.do 

FDI, then next export, then lowest D-types; the maths are easier than Melitz (2003). 

  

 


