
international economics

Charles pJKindleberger
Massachusetts Institute of Technology

peter H.lLindert
University of Sal i fornia at Davis

TECHNISCHE HOCHSCHULE

DABMSTAuT

Inv.-Nr.:

WIRTSCHAFTSPOLillK
(VWL II)

1978
Sixth edition

RICHARD D. IRWIN, INC. ^HomewoodJ_lliinojs_60430
Irwin-Dorsey Limited Georgetown, Ontario L7G 4B3



Contents

1. The study of international economics 1

Four events: Floating the dollar. U.S. protectionism and the near miss of
1970-1973. The victory of OPEC. Regulating the multinationals. Eco-
nomics and the nation state. Different moneys. Different fiscal policies.
Factor mobility. Separate markets. The scheme of this book.

part I
The theory of international trade

2. The pure theory of international trade: Supply 15

The trade issue. An early view—Ricardo's law of comparative advan-
tage. Production possibility curves with constant costs. Increasing oppor-
tunity costs. Factor proportions. Trade and factor efficiency. Decreasing
costs (increasing returns to scale).

3. The pure theory of international trade: Demand 36

Trade with demand and supply. Behind the demand curves: Indifference
curves. The gains from trade. The terms of trade. Different tastes as a
basis for trade. More commodities, more countries.

4. Economic growth and changes in trade 58

Shifts in demand. Factor growth. Technological progress—making old
goods more cheaply. The case of immiserizing growth. The bade position
of primary-product exporters: The gains from opening trade. Trends in
the terms of trade for primary-product exporters. New goods and the
product cycle. Need for a new theory of trade in manufactured goods?



x Contents

5. Trade and income distribution 83

Prices affect the income distribution. The Stopler-Samuelson theorem.
The factor-price equalization theorem. A more general view of trade and
factor rewards: Factor specialization. Factor mobility. Consumption
patterns. Who are the exporting and the import-competing factors? The
Leontiev paradox. The paradox retained: A closer look at trade and factor
proportions. U.S. labor's stake in foreign trade.

part II . f
Trade policy

6. The basic analysis of a tariff 107

A preview of conclusions. The effect of a tariff on consumers. The effect
on producers. The effective rate of protection. The tariff as government
revenue. The net national loss from the tariff. Past measurements of the
national loss. Toward better measures. The tariff again, with production
and indifference curves.

7. Arguments for and against a tariff 130

The nationally optimal tariff. Retaliation. The troubled world of second
best: A rule of thumb. A tariff to promote domestic production. The
infant-industry argument. The infant-government argument. Non-
economic arguments. ^

8. Other national policies affecting trade 148

The import quota: Reasons for quotas. Quota versus tariff. Ways of al-
locating import licenses. Export barriers. Differences in tax rates and tax
systems. State trading. Trade among socialist countries. East-west trade.
Dumping. Retaliation against dumping. Adjustment assistance.

9. Economic integration 172

The theory of customs unions. The real world. The dynamic effects of
customs union. Beyond customs union. Some lesser problems of customs
unions and free-trade areas. EEC's special regime for agriculture. Re-
gional integration among developing countries.

10. International cartels 187
7

The rise of OPEC. Monopoly as a model for cartels. The theoretical limits
to cartel power. Prospects for OPEC. Cartels for other primary products.

11. Trade policy and'developing countries 201

The issue of primary-product instability. Commodity price stabilization.



Contents xi

ISI: Import substituting industrialization. Barriers to exports from
developing countries.

12. The political economy of trade barriers 214

What explains our trade barriers? The goals of policymakers. Biases in
lobbying power. Recent evidence of trade lo'bbying bias. Reinterpreting
the history of trade barriers. The political role of the analysis of hade.

part III f

Foreign exchange and the payments adjustment process

13. The foreign exchange market 231

Functions of the foreign exchange market: International clearing.
Hedging. Speculation. The forward market. The spot exchange rate.

. Types of official intervention. The Eurodollar market.

14. The balance-of-payments account 253

Definition. Economic transactions. Balance-of-payments accounting.
Balances within the total: Tlie merchandise balance. The current account
balance. The liquidity balance. The overall balance (official settlements
balance). Banker's deficits. The international investment position. Na-
tions and currencies.

15. The role of price in international adjustment, 269

A preview of policy issues. The specter of unstable exchange markets.
Linking the foreign exchange market to export and import markets. Does
devaluation improve the trade balance?/* isn't obvious. Four important
cases. The pattern. The general formula, and the Marsh all-hern er condi-
tion. Elasticity, pessimism, and optimism. Devaluation and relative
prices: Devaluation and the terms of trade. In the background: Non-
traded goods and money.

16. Income and international adjustment 298

Setting prices aside. Trade depends on income. Equilibrium income in
an open economy. The foreign trade multiplier. Foreign income reper-
cussions. Devaluation and national income. Devaluation and income

- distribution.

17. Money in the adjustment process 315

From the balance of payments to the money supply. From the money
supply to the balance of payments: Hume's price-specie-flow mecha-
nism. Modern variations. Exchange rates and the money supply. Pur-
chasing power parity. Money, prices, and exchange rates in the long run.



xii Contents

part IV
Adjustment policies

18. Policy options for payments adjustment: Overview 335

The options for one country. Financing temporary disequilibriums.
Reserve-center financing. Exchange controls. Who should adjust?

19. Internal and external balance with fixed exchange rates 349

The IS-LM-FtE model: Assumptions. The FE curve. The IS curve. The
LM curve. Two policies and two targets. The assignment problem. Per-
fect capital mobility. Qualifications.

20. Flexible exchange rates and internal balance 371

Flexible exchange rates in the 1S-LM-FE model. Monetary policy with
flexible exchange rates. Fiscal policy with flexible exchange rates. Is
national income more stable with fixed or with flexible exchange rates?
Export demand shocks. International capital-flow shocks. Internal
shocks.

21. The debate over fixed and flexible exchange rates 383

The issue of price "discipline." The risk argument. Destabilizing
speculation. International currency experience: The gold standard era,
1870-1914. Interwar instability. The Bretton Woods era, 1944-1971.
Floating rates after 1971. The limited case for flexible exchange rates.

22. International monetary arrangements 406

The issues. International money. National money. Optimum currency
area. Europe of the nine as an optimum currency area. The costs and
benefits of a single money. Compromise solutions. Regional compromise.
Symmetry. Seigniorage.

part V
Factor movements

23. The international movement of labor 423

Labor migration. The international labor market. Patterns of labor
movement. The European labor market. Does emigration benefit the
sending country? Does immigration benefit the receiving country?
Technical assistance. Freedom of movement and social interaction.

24. Long-term portfolio capital 438

Forms of long-term capital. New bond issues. Foreign and domestic in-
vestment. The institutional pattern of lending. Capital movements and



Contents xiii

welfare. The feasibility of controlling capital movements. Tied loans.
The project basis for loans. Debt service ratio.

25. The theory of direct investment 453

Direct investment, as capital movement. Monopolistic competition.
Bilateral monopoly: Direct investment in resource industries in develop-
ing countries. Direct investment and welfare. The international corpora-
tion. Direct investment and the balance of payments: In the home coun-
try. The impact on the balance of payments of the host country.

26. Policies toward direct investment 470

Instinctive reactions. Foreign enterprise and exports. Foreign control.
Market failure. Restricting nonessentials. Mitigating the effects of foreign
investment. Joint ventures. Selectivity. Limiting takeovers. Excluding
foreigners from the local capital market. Taking tine package apart. Disin-
vestment and disappearing investment. The Burke-Hartke bill. Govern-
ment guarantees and insurance. A forum for resolving conflicts over di-
rect investment.

appendix A: Factor supply, technology, and production possibilities 489

appendix B: Deriving the offer curve: Another way of modelling

trade demand and supply 496

appendix C: Factor-price equalization .• 503

appendix D: The nationally optimal tariff 511

appendix E: The monopoly effect of a quota 518

appendix F: The welfare effects of stabilizing commodity prices 522

appendix G: The forward exchange market 527

appendix H: Devaluation, the trade balance, and the terms of trade 536

appendix I: High finance, or the international beer-drinking puzzle 543

Index 547


