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and money in long run, 371–372
money market and, 365–366, 366f
money supply in short run and, 363–368
nominal, 404, 408–410
nominal and real effective dollar

indexes (1975–2006), 535f
oil shocks and (1975–1980), 533–537
output, asset market equilibrium, and,

432–434, 433f
pass-through, inflation, and, 449–451
pegged, 464, 502, 517, 527n, 531, 571f
permanent money supply changes and,

374–377
price levels and, 373f, 384–385
quotations for, 322t
real, 404–405, 408–410
relative prices and, 323–324, 327f
trends and inflation differentials in, 545f
U.S. national income and balance of

payments and, 313
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Exchange rates (continued)
U.S. net foreign debt and, 316
yen/dollar, 395f

Exchange Stabilization Fund, 312
Exchange trading, nondeliverable forward,

in Asia, 330–331, 331f
Expansion. See Fiscal expansion
Expansionary monetary policy, after gold

standard, 518
Expectations, interest rates, equilibrium,

and, 341–346
Expected returns

exchange rates and, 338–339
from money, 357–358

Expenditure-changing policy, 524
Expenditure-switching policy, 524
Exploitation, by trade, 39–40
Export-biased growth, 121
Export credit subsidies, 210
Export-oriented industrialization, in East

Asia, 265–268
Export restraint

defined, 193
voluntary, 208–209

Exports, 1, 2f. See also Exchange rates
balance of payments and, 309–310
comparisons of North-South, 102–104
decline of, in 2009, 1
developing country, 19, 19f
from East Asian economies, 266
of entertainment, 151
fall in demand for, 531–533, 532f
in Mexico, 261
as percentage of national income, 2f, 3f
productivity and, 46f
trade costs and, 176–178, 176t, 177f
in 2008, 17, 18f
values of, 17f
voluntary restraints, 208–209

Export sector, entertainment as, 151
Export subsidies, 124–127, 203–204, 210,

233, 243–244
defined, 124, 203
effects of, 126, 203f
EU’s Common Agricultural Policy and,

204–205, 205f
foreign, 233

Export supply curve, 193, 194f
External balance

under Bretton Woods system, 
523–524, 523f

crisis, 543–544
defined, 505
optimal level of current account, 507–509
policies for, 525f
U.S. problem with, 525–527, 540

External economies
in Hollywood entertainment firms, 151
increasing returns and, 143–145
international trade and, 143–150
losses from trade and, 148f
market equilibrium and, 143, 143f
output and prices and, 143–145
pattern of trade and, 145–147
specialized suppliers, 140–141
theory of, 140–143
before trade, 144, 144f

External economies of scale, 139
Externalities

defined, 272
importance of, 272–273

External prices, 125

Factor abundance, 80, 91
Factor content, of U.S. exports and

imports (1962), 99t
Factor intensity, 80
Factor movements, international

borrowing and lending and, 127–130
Factor prices

defined, 85, 86
equalization of, 97–98
goods prices and, 86–88, 86f, 86n,

107–110
and input choices, 87f, 107–110

Factor-proportions model, 661–684
basic equations in, 662–663
factor prices and costs, 661–663, 662f
factor supplies and outputs, 664
goods prices and factor prices, 663

Factor-proportions theory, 80, 93. See also
Heckscher-Ohlin theory

Factors, scarce, 91
Factors of production. See Labor; Specific

factors
Factor specificity. See Specific factors
Factor substitution, 82, 82n, 83

production possibility frontier with, 84f
production possibility frontier 

without, 83f
Fallows, James, 278
Federal Deposit Insurance Corporation

(FDIC), 596
Federalism, fiscal, 577–578
Federal Reserve System, 365

as global LLR for U.S. dollars, 606
LTCM rescue and, 601–602
money supplies and, 356n
swap lines, 606–608

Feenstra, Robert C., 96n
Fees, in service exports, 18
Feldstein, Martin, 611, 637, 637n
Film industry, U.S. entertainment exports

and, 151
Financial account, 306, 310–311
Financial crises. See Developing countries;

specific countries and regions
Financial derivatives, 311, 328
Financial flows, private, 520–521
Financial inflows

alternate forms of, 629–631
to developing countries, 626–627
sudden stop in, 628

Financial institutions, reforming world’s
financial architecture and, 647–653

Financial markets, in developing 
countries, 624

Firms. See also Corporations
clusters of, 140
foreign-controlled, 180
market size increases and, 174–175
outsourcing and, 185–186
responses to trade of, 172–175

Fiscal expansion
under fixed exchange rate, 474f
permanent, 444–446, 445f

Fiscal policy, 438–439, 473–474
adjustment to, 476
current account, protectionism, and, 538
defined, 437
global economy and, 2
permanent shift in, 442–446
temporary changes in, 437–441, 439f

Fischer, Stanley, 451n, 649n, 653n
Fisher, Irving, 391n
Fisher effect, 391–394, 506n

defined, 391
flexible price-monetary approach and,

418–420
Fixed exchange rate area

GG schedule and, 566–568
LL schedule and, 568–570, 571f

Fixed exchange rates, 530. See also
Bretton Woods agreement; Exchange
rates; Floating exchange rates

asset market equilibrium with, 471f
balance of payments crisis and, 501
currency boards and, 644–645
diagrammatic analysis, 471–472
in EU, 547
fiscal expansion under, 473–474
foreign exchange intervention and,

463–493
foreign exchange market equilibrium

under, 469–470
IMF and, 519
importance of, 464–465
monetary expansion under, 473f
money market equilibrium under,

470–471
as option, 547–548
stabilization policies with, 472–476

Fixed parties, Bretton Woods system 
and, 526

Flandreau, Marc, 512n
Flexible price-monetary approach,

418–420
Floating exchange rates, 464, 491–492,

501. See also Fixed exchange rates
capital flows across borders and,

592–594
case against, 530–533
destabilizing speculation and, 533
dollar devaluation and, 526–527
inflation and, 529–533
international trade and, 533, 546
investment and, 546
macroeconomic policy under, 529–533
managed, 463
money demand and, 532f
reform and, 547–548
stabilization through, 546
transition to, 529–533

Flood, Robert P., 492n, 501n
Folkerts-Landau, David, 546n
Food

EU trade in, 223
input possibilities in production of, 85f
production function for, 54, 55f

Ford, Whitey, 33
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Ford “Transit Connect,” 203
Foreign competition, myth of, 37–39
Foreign-controlled firms, 180
Foreign currencies, developing country

debt in, 631
Foreign currency assets, demand for,

328–337
Foreign direct investment, 180, 180f.

See also Direct foreign investment
firm’s decisions regarding, 183–185
horizontal and vertical, 183
outsourcing and, 185–186
outward, for top 25 countries, 182f
patterns of, 180–181
proximity-concentration trade-off, 

183, 184
Foreign exchange instability, and central

bank swap lines, 606–608
Foreign exchange intervention

effects of, 468t
money supply and, 467
signaling effect of, 484
sterilized, 467–468

Foreign exchange market, 324–328. 
See also Fisher effect

actors in, 324–325
after dollar devaluation, 527
carry trade, 344–346
characteristics of, 325–326
defined, 324
efficiency of, 611–615
exchange rates in, 531
futures, options, and, 328
money market and, 365
return, risk, and liquidity in, 336–337
spot rates, forward rates, and, 326–328
U.S. money market equilibrium and,

367–368
Foreign exchange market equilibrium,

337–341, 364f, 498–500
under fixed exchange rate, 469–470
under imperfect asset substitutability,

481–482
Foreign exchange option, 328
Foreign exchange swaps, 328
Foreign investment. See Direct foreign

investment; Investment
Foreign outsourcing, 185
Foreign prices, 321–323
Forward exchange rates, 326–328

covered interest parity and, 351–353
defined, 327
dollar and pound, 327f

Forward exchange trading, nondeliverable,
in Asia, 330–331, 331f

Forward-falling supply curve, 143
Forward premium, on euros against

dollars, 352
“Four zones of economic discomfort,” 

external and internal balance and, 523f
Frankel, Jeffrey A., 401n, 493n
Frankfurt, foreign exchange trading in, 325
Free competition, pricing to market and, 397
Free trade, 21. See also Free trade area;

Infant industry argument
in automobiles (U.S.-Canada), 171
case for, 220–224, 221t

domestic market failure argument
against, 226–227

efficiency case for, 220, 220f
in Europe, 170
gains from, 221–222, 243t
international negotiations and, 234–243
interventionism and, 278
market failures and, 228–229
misconceptions about, 37
monopolist under, 215–218, 215f
national welfare arguments against,

224–229
political argument for, 222
terms of trade argument against,

224–229
Free trade area

defined, 246
vs. customs union, 246–247
in Western Europe, 170

Frieden, Jeffry, 515
Friedman, Milton, 374n
Frisch, Max, 73
Full employment, 506

after money-demand increase, 440f
maintaining, 439–441
price-level stability, and, 506
and world demand for domestic

products, 440f
Fundamental disequilibrium, 531, 533
Futures contract, 328

Gains from trade, 4–5, 34–35
defined, 4, 34
to domestic producers, 201
types of, 587–588, 588f

Garber, Peter M, 286nn, 501n, 546n
Gasoline imports

pollution and, 284
U.S.-Venezuela dispute over, 240–241

GATT. See General Agreement on Tariffs
and Trade (GATT)

GDP. See Gross domestic product (GDP)
Genberg, Hans, 395n
General Agreement on Tariffs and Trade

(GATT), 7, 231, 242, 518n
defined, 239–240
WTO and, 239–240

General Agreement on Trade in Services
(GATS), 240

General equilibrium analysis
defined, 31
of theory of trade, 193

Genoa, demonstrations at summit meeting
in, 280

Genoa Conference, 516
Geography

economic, 150–152
global capital flows, global distribution

of income, and, 653–656
Germany. See also Deutsche mark (DM);

European Union (EU)
asymmetric shocks in, 575–577
average government nominal borrowing

spreads, 581
banana imports and, 248
Bundesbank in, 7

EMS credibility theory and, 561
Euro zone debt crisis and, 580–581
reunification of, 538, 561
Volkswagen and, 202–203
vs. China, 47t

GG-LL model, 570–573. See also LL
schedule

GG schedule, 566–568, 568f
Ghosh, Atish, 629n
Giavazzi, Francesco, 559n, 561n
Gifts, of foreign assets, 301n
Giovannini, Alberto, 559n
Glaeser, Edward L, 656n
Global imbalances

high-tech dot-coms and, 539–542
real interest rates and, 541f, 543–544

Globalization, 5–6
anti-globalization movement and, 5,

241, 280
backlash against, 2
environment and, 286–287
Keynes on, 17
low-wage labor and, 279–280
shadow banking system, 594–595
trade, wages, and, 280–282

GNP. See Gross national product (GNP)
Goldberg, Linda S., 380n, 608n
Goldberg, Pinelopi Koujianou, 394n, 397n
Gold exchange standard, 489, 516
Gold points, 487n
Goldsmith, James, 38
Gold standard, 486–493. See also Bretton

Woods agreement
benefits and drawbacks of, 487–488
bimetallic standard and, 488–489
defined, 485
era of, 504
external balance under, 511
Great Depression and, 517–518
in interwar years (1918–1939), 516–518
macroeconomic policy under, 510
mechanics of, 486–487
origins of, 511
“rules of the game” for, 512–513
symmetric monetary adjustment 

under, 487
U.S. adoption of, 514–515

Gold Standard Act (1900), 515
Goods

in developing-country exports, 19, 19f
output, income, and, 296
trade in, 17–19
transport costs for, 43–44

Goods and services, trade in, 4
Goods prices, factor prices, input choices,

and, 86–88, 87f, 107–110
Gourinchas, Pierre-Olivier, 654n
Government

as debtor in domestic economy, 506n
in developing countries, 623–624
of ESCB, 579
high-technology industries and, 273
institutions hypothesis and, 656
role of institutions of, 654
in Russia, 642–643

Government budget deficit, 304
Government-organized bank bailouts, 597
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Government purchases, 239
defined, 299
GNP and, 295

Government saving, 303–304
Gravity model of trade, 11–13

anomalies in, 13
defined, 12
logic of, 11–12

Great Britain. See England (Britain)
Great Depression, gold standard and, 516,

517–518
Greece, 565

Euro zone debt crisis and, 580–581
Greenbacks, 514
Greenfield foreign direct investment, 180
Greenhouse gases, limiting, 287, 289
Greenpeace, Alang shipbreaking industry

and, 289
Gregorio, José de, 635n
Grilli, Vittorio, 565n
Gross domestic product (GDP), 297–298

defined, 11, 297
foreign direct investment and, 182
gravity model of trade and, 11–12
imports and exports as share of, 2
per capita, 257t
world trade as share of, 17

Grossman, Gene M, 232n, 286n, 614n
Gross national product (GNP)

defined, 295
division of, 295–296
as real national income, 358
in United States, 296f

Group of Twenty (G20) nations, 547
Grove, Andy, 277
Growth. See Economic growth
Guns, Germs, and Steel (Diamond), 654

Haber, Stephen, 655n
Hamburger standard. See Big Mac standard
Hansen, Lars Peter, 613n
Hanson, Gordon, 72n, 96n
“Hat algebra,” 662
Hausmann, Ricardo, 631
Heckscher, Eli, 80
Heckscher-Ohlin theory, 91, 100, 111

defined, 80
empirical evidence on, 98–104
testing of, 100t

Heller, H. Robert, 490n
Helpman, Elhanan, 232n
Herbert, Bob, 39n
High-income economies, 620
High-performance Asian economies

(HPAEs), 640
High-tech goods, 93. See also Dot-com

crash
High-technology industries, government

support for, 273
High-wage nations, trade with low-wage

nations, 169n
Hodrick, Robert J., 613n
Hollywood, entertainment industry in, 151
Home mortgage market, in U.S., 543
Home prices, U.S. (2000-2010), 540f
Homogenization, of culture, 284

Hong Kong, 539
economy in, 265, 636, 642
entertainment industry in, 151
exports from, 265–266

Horioka, Charles, 610, 611
Horizontal FDI (foreign direct

investment), 183, 183n, 184
Howell, Kristy, 306n
HPAEs. See High-performance Asian

economies (HPAEs)
Hsieh, Chang-Tai, 518n
Huber, Peter, 575n
Human resources, trade in, 21
Hume, David, 1, 2, 511–512, 514
Humpage, Owen F, 484n, 645n
Hungary, American buses made in, 210
Hybrid monetary system, 464
Hyperinflation, in Bolivia, 374

ICT industries, decline of, 273–274, 274f
IMF. See International Monetary 

Fund (IMF)
Immigration. See also International labor

mobility
mass migration and, 69–73
U.S. economy and, 71–73, 72f

Immiserizing growth, 122
Imperfect asset substitutability, 

481–483, 524n
defined, 480
domestic bond supply and foreign

exchange market risk premium 
under, 481

equilibrium in foreign exchange market
with, 498–500

sterilized intervention and, 
481–482, 483f

Imperfect capital markets
defined, 259
infant industry protection and, 259

Imperfect competition, 137
defined, 156
strategic trade policy and, 274–277
theory of, 156–164

Import-biased growth, 121
Import demand curve, 193, 194f
Import quota, 205–206

on automobiles, 228
on bananas, 248
defined, 193
grandfathering of, 237
in presence of monopoly, 215–218, 218f

Imports, 1, 2f. See also Exchange rates
balance of payments and, 309–310
decline of, in 2009, 1
education levels of origins, 99
limiting manufactured goods, 257
as percentage of national income, 

2f, 3f
share of U.S. by industry, 102f, 103f
skill of work force and, 99–100, 103f
of sugar, 68

Import-substituting industrialization,
257–261

defined, 259
infant industry argument and, 258–259
in Mexico, 261

promoting manufacturing through
protection, 259–260

results of favoring manufacturing and,
262–263

Import tariffs, 124. See also Tariffs
Income

on foreign investments in current
account, 309–310

gains under Doha scenarios, 243t
from land, 52
protecting, 224
transfers of, 300n
in world economy, 620–623

Income distribution, 115n
within countries, 4
global, 653–656
North-South trade and inequality of,

92–96
political economy of trade and, 66, 68
relative prices and, 60–62, 61f, 78–79,

78f, 79f
in short run, 91–92
trade policy and, 229–234
trade politics and, 93–94

Income distribution effects on trade, 91–93
Income effects, 115
Income gap, 256, 620–621, 621t

narrowing of, 621–623
Income inequality, North-South trade and,

92–96
Increasing returns

dynamic, 149–150
external economies and, 143–145
trade with, 168t
trade without, 168t

Increasing returns to scale, external
economies and, 145

India, 656
Bollywood in, 151
economic boom in, 265, 267–268
foreign direct investment and, 181
import-substituting industrialization

and, 262
pollution in, 287–289
shipbreaking industry in, 288–289
trade liberalization on, 263–264
wage rates in, 38
workers’ conditions in, 285

Indifference curves, 114–115, 676–677
Indonesia, 539, 636, 640–642
Industrial concentration, 146
Industrial countries

current account balances of, 627t
exchange rate systems and, 591–592
floating exchange rates and, 546
gross foreign assets and liabilities of, 609t
growth rate of international reserves

and, 491
Industrial districts, Marshall on, 140
Industrialization, import-substitution and,

257–261
Industrial policy, in Asian economies, 266
Industries

concentrations of, 150–152
protection from import competition and,

233–234
tradable and nontradable, 150, 150t
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Infant industry argument, 150, 258–259
Inflation, 372–380, 506. See also Fisher

effect
balance of payments crises and, 501
central bank interest rates and, 378–379
convergence for six original EMS

members, 562f
currency appreciation and, 376–377
defined, 372
depreciation and, 545–546
in EU, 575–576
exchange rate pass-through, 449–451
expectations of, 374
floating exchange rates and, 529–533
full employment and, 506
in Germany, 561
in industrialized countries, 539
interest parity, PPP, and, 390–391
in Latin America, 371
in Mexico, 636
monetary policy and, 544–545, 554f
and real output growth in Russia and

Poland, 643t
in 1960s, 526
sterilized intervention and, 479

Inflation bias, 441–442
Information flow. See Knowledge

spillovers
Information goods, U.S. trade balance 

in, 274f
Information industry, decline of, 

273–274, 274f
Input choices

factor prices, goods prices, and, 86–88,
86n, 107–110

from goods prices to, 87f
Input possibilities, in food production, 85f
Inputs

output and, 138t
production, 639
in two-factor economy, 84–86

Institutions hypothesis, 654–656
Integer constraint problems, 164n
Intel, 183, 277
Intensity, 80
Interbank trading, 324–325
Interest parity

basic equilibrium condition and, 337–338
condition, 337
foreign exchange market efficiency and,

612–613
inflation, PPP, and, 390–391

Interest rate, 332–333. See also
Equilibrium interest rate; Fisher effect

aggregate money demand and, 358, 359f
capital flight, money supply, and, 477f
current exchange rate and, 342–343
defined, 332
exchange rate management and, 376
flexible price-monetary approach and,

418–420
international differences and real

exchange rate, 410–412
liquidity trap and, 451–454
long-run effects on exchange rate of

changes in, 389
monetary policy and, 376–377

money, exchange rates, and, 354–355
money demand and, 357
money supply and, 362, 362f
nominal, 333n
output and, 363
real, 129, 333n
real income and, 363f
U.S. mortgage market and, 539, 543

Intermediate materials/goods, 296, 297
Internal balance

under Bretton Woods, 521–523, 523f
defined, 505
full employment, price-level stability,

and, 506
under gold standard, 513
policies for, 521f

Internal economies of scale, 139
Internalization motive, 185
Internal prices, 125
International banking. See also Banks and

banking
and international capital market,

590–595
regulation of, 595–597

International borrowing and lending, 4,
127–130

intertemporal comparative advantage, 130
intertemporal production possibilities,

trade, and, 128
real interest rate and, 129

International capital market, 7–8. See also
Capital market

banking regulation and, 595–597
defined, 586
gains from trade and, 587–590
growth of, 591–592
international banking and, 590–595
performance of, 608–615
stability of, 629

International distribution of income. See
Income distribution

International economics, subject matter 
of, 3–8

International gold standard. See Gold
standard

International investment. See Investment
International labor mobility, 52–53, 

69–73, 69f
International Ladies’ Garment Worker’s

Union, 233
International macroeconomics. See

Macroeconomic policies;
Macroeconomics

International Monetary Fund (IMF), 
237, 464n

aid to Asia, 642
Bretton Woods system and, 518–521
debt crises and, 600–601
default crises and, 600–601
defined, 518
demonstrations against, 280
goals and structure of, 519–520
member country classification for

monetary policy and exchange rate
systems, 379n

role and policies of, in financial crisis, 650
Russia and, 643

International monetary system, 504–548
classification of, 509–510, 510f
reserve currencies in, 484–486,

489–493
International money, study of, 8
International negotiations

advantages of, 235–236
defined, 235
trade liberalization and, 233–235,

237–239, 243–244
trade policy and, 234–243
Uruguay Round and, 238

International policy coordination. See
Policy coordination

International portfolio diversification,
675–681

analytical derivation of optimal
portfolio, 675–676

changing rates of return and, 679–681,
680f

diagrammatic derivation of optimal
portfolio, 676–679, 677f, 678f

International reserves
demand for, 489–493
growth rate of, 491f

International trade, 1. See also Exchange
rates; Patterns of trade; Trade
agreements; Specific factors model

access to, 654
beneficial nature of, 25
costs of, and export decisions, 176–178,

176t, 177f
economies of scale and, 138–139
effect on distribution of income, 4–5,

50, 60–65
equalization of factor prices in, 97
expansion of choice and, 65
as exploitation, 39–40
external economies and, 143–150
floating exchange rates and, 533, 546
income distribution and gains from,

4–5, 63–65, 64f
interregional trade and, 150–152
intra-industry, 169–171, 169t
North-South, 92–96
political economy of, 65–66
reasons for, 24
study of, 8
two-factor economies and, 89–98
unemployment and, 66–68, 67f
volume of, 5–6

International Trade Organization (ITO),
237, 518n

International transfers, 297
International wage rates, comparative, 97t
Internet, communication via, 16
Interregional trade

defined, 150
economic geography and, 150–152
in United States, 573

Intertemporal comparative advantage, 130
Intertemporal production possibility

frontier, 128, 128f
Intertemporal trade, 134–136, 301, 303,

508, 587–588
consumption demand and, 458–459
defined, 127
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Intertemporal trade (continued)
determining intertemporal consumption

pattern, 135f, 136f
determining intertemporal production

pattern, 134f, 136f
developing-country borrowing and, 627
extent of, 610–611

Interventionism, in Japan, 278
Interwar period (1918–1939), international

monetary system during, 504,
516–518

Intra-EU trade, 573–574, 574f
Intra-industry trade, 169

importance of, 169–170
indexes for U.S. industries (1993), 169t
North American Auto Pact (1964) as, 171
significance of, 169–171

Investment, 298. See also specific countries
defined, 298
in East Asia, 639–641
floating exchange rates and, 546
GNP and, 295
international position of U.S. (2005 and

2006), 314t
rates for 24 countries, 610f
in U.S., 540

Iran, assets in U.S. banks, 594
Iraq, assets in U.S. banks, 594
Ireland, U.S. trade with, 13
Irwin, Douglas, 36
Isard, Peter, 394n
IS-LM model, capital flight and, 478n
Isocost lines, 107
Isovalue lines, 113–115, 114f

Janssens, Marc, 395n
Japan, 539. See also Yen (Japan)

auto and truck manufacturing, 203,
208–209

economy in, 636, 642
foreign assets of, 8
investments in U.S. by, 8
liquidity trap of 1990s, 452–453
protection in, 235–236
rice import policy, 51
rice tariff by, 233
semiconductor industry in, 278–279
voluntary export restraints and, 208–209

J-curve, 447–449, 448f, 449, 450
Jeanne, Olivier, D., 654n
Jefferson, Thomas, 36
Jensen, J. Bradford, 150n
Johnson, Lyndon B., 202
Johnson, Simon, 655
Jones, Ronald, 51

Kaminsky, Graciela L., 629n
Katz, Lawrence F., 575n
Kennedy, Craig, 608n
Kennedy, Paul, 37n
Kennedy Round, 238
Keynes, John Maynard

on globalization, 17
on gold standard, 488, 512

Klein, Michael W., 380n
Klenow, Peter J., 373n
Kletzer, Lori G., 67n, 150n

Knetter, Michael M., 394n, 397n
Knowledge spillovers, 140, 142
Kochin, Levis A., 517n
Korea, 539. See also South Korea
Kravis, Irving B., 394n, 403
Krone. See Norway
Krueger, Alan, 286n
Krugman, Paul R., 395n, 397n, 451n,

453n, 501n
Kuznets curve, environmental, 286, 287f

Labán, Raúl, 635n
Labor

allocation of, 88–89
demand for, 373–374
home and foreign unit requirements,

40–42, 41t
marginal product of, 53, 54f
migration of, 577
as mobile factor, 51
mobility of workers, 52–53
productivity of, 24
in specific factors model, 56–57, 57f
trade in, 4, 100
unit requirements for, 28–29

Labor force
comparisons of Southern and Northern

exports and, 102–104
immigration and, 71–73, 72f
mobility of European, 575–577

Labor market pooling, 141–142
Labor markets, in EU, 578
Labor productivity, comparative advantage

and, 24–48
Labor standards, trade negotiations and,

282–283
Land

allocation of, 88–89
as specific factor, 52

Land-capital ratio, choosing optimal, 107f
Lane, Philip R., 609n
LaPorta, Rafael, 656n
Lardy, Nicholas P., 653n
Latin America, 7. See also specific countries

debt crisis in, 7–8, 632
economies in, 639
import substitution and, 260, 262
inflation and money-supply growth 

in, 371
reforms and capital inflows in, 633–636
Spanish-language television programs

for, 151
trade liberalization in, 263–265

Law of one price, 385–386, 398, 399t
defined, 385
purchasing power parity and, 386–387
sticky prices and, 406–407

Lawrence, Robert, 67n, 93n
Laws, Asian economies and, 641
LDCs. See Less-developed countries
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in world trade, 17–19

Manufacturing
in developing countries, 262t
employment and, 275f
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monopolisitc competition and, 161–166
output, in short run, 428–432

Market failure argument, 227–229, 262
for infant industry protection, 258–259
labor standards, trade negotiations, and,

282–283
Market integration, gains from, 168t
Markets, emerging, 600. See also
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Misalignments, 547
Mishkin, Frederic S., 356n, 467n
Miu, Jason, 608n
Mobile factor, 51
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effects on long-run nominal dollar/euro

exchange rate, 411t
equilibrium in, 360–362, 364f, 367n,

470–471
exchange rate and, 365–366, 366f
foreign exchange market and, 365
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Procurement, government, 239
Producers, performance differences across,

172–174, 173f
Producer surplus

defined, 198
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resource allocation and, 88–89, 89f
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long-run exchange rate model and,

388–394
monetary policy autonomy and, 544
problems with, 395–403
in short and long run, 400–401

Pure monopoly, 157
Put option, 328
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rent-seeking and, 222
tariffs compared with, 206, 

217–218, 218f

RAM (random access memories),
production of, 278–279
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Regulation. See also specific regulations

asymmetries of, 594
banking, 639–641
in developing countries, 624
of international banking, 595–597

international cooperation in, 599–601
local content requirement as, 209

Regulatory arbitrage, 606
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Self-fulfilling currency crises, 478, 628
Semiconductor industry, 278–279
Service offshoring, 19–21
Service outsourcing, 19
Services, trade in, 18
Settler mortality, of European settlers, 655
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Shadow banking system, 594–595
Shakti Industries, 285
Shambaugh, Jay C., 492n, 608n
Shatz, Howard, 93n
Shipbreaking industry, 287–289
Shleifer, Andrei, 656n
Short run

defined, 363
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