Chapter 16 

International Trade and Trade Policy

Outline
I. Introduction/Overview
A. Blockade of trade during the civil war: Irony: On the one hand we use blockades to cripple our enemies, on the other hand we institute trade policies to limit our own ability to trade freely.
B. Arguments over whether free trade is "good"
II. Comparative Advantage as a Basis for Trade
A. Open versus closed economy
B. Two-worker production possibilities curve (revisited)
1. example of a hypothetical economy
C. The many-worker production possibilities curve
1. expanded example of a hypothetical economy
D. Consumption Possibilities 
1. autarky
2. consumption possibilities with trade
3. Economic Naturalist 16.1: "Does "cheap" foreign labor pose a danger to high-wage economies?"
E. A supply-and-demand perspective on trade
1. world price: Above the domestic price, below the domestic price
2. winners and losers from trade
a. winners
i. consumers of imported goods
ii. producers of exported goods
b. losers
i. consumers of exported goods
ii. producers of imported goods
3. efficiency of free trade
II. Protectionist Policies
A. Definitions
1. protectionism
2. tariff
3. quota
B. Tariffs
1. the market after imposition of a tariff
2. winners and losers with a tariff
3. numerical example of a tariff
C. Quotas
1. the market after the imposition of a quota
2. the difference between a tariff and a quota
a. government revenue
3. numerical example of a quota
4. Economic naturalist 16.2: "Who benefited from, and who was hurt by, voluntary export restraints on Japanese automobiles in the 1980's?"
III. The inefficiency of protectionism

IV. Trade Deficit and Current Account Deficit
A. Trade Deficit = Exports – Imports

B. Current Account = (Exports – Imports) + Investment Income from Overseas
C. Net Capital Outflows = Purchase of Foreign Assets – Foreign Purchases of US Assets

