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Preface 47 =

t the beginning of the twenty-first century, international trade plays a larger

role in the world economy than at any other time in history. We live at a time

when many corporations are truly global and consumers have access to a
wide variety of goods produced all over the world. Indeed, since 1990, trade in man-
ufactures has grown three times faster than overall world production. In addition,
trade in services has also expanded considerably. Part of this growth is because many
developing countries are adopting more market-based, outward-looking develop-
ment strategies. Many countries in transition from centrally planned economies have
chosen to follow similar policies. Overseeing this process is the World Trade Orga-
nization (WTO) that began operations in 1995. The WTO administers existing trade
agreements, settles trade disputes between member countries, and provides a forum
for future trade negotiations. It has quickly become an effective institution in settling
trade disputes. The WTO is now in the midst of a new round of negotiations, called
the Doha Round, that could produce an even greater expansion of world trade.

Recent years have also seen a number of changes in international financial
arrangements. The advent of the euro was the most important change in over 50
years. Famous European currencies like the German mark and French franc no
longer exist. International investment continues to grow and now it is common for
individual households to own mutual funds specializing in foreign markets so that
a middle-income household may have an internationally diversified portfolio.
National economies are now more closely linked than ever, and developing an
understanding of these links is crucial to interpreting domestic and foreign social,
political, and economic developments.

As we have stated in previous editions of this book, our goal in writing this text
is simple: We hope to provide the student with a guide to the study of international
economics that is accessible, comprehensive, relevant, and up to date. Judging by
the many favorable reviews we have received from students and professors who have
used this book, we feel that we have been generally successful in accomplishing our
goal. Our purpose remains unchanged. To that end, we have substantially revised
this edition in order to cover all of the material discussed above as well as many
other topics, such as the effect of trade on the quality and quantity of U.S. jobs, that
have recently been the subject of substantial debate.

Level of Presentation

We have sought to write a text that covers current developments in international
economics but at the same time is accessible to students who may have had only one
or two courses in the principles of economics. To that end, we have minimized
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mathematics and relegated more difficult extensions to appendixes. The book con-
tains a wide range of helpful learning aids, including a marginal glossary that defines
new concepts, boxed items and case studies that present “real-world” counterparts
to the ideas being developed in the main text, and a set of exercises at the end of
each chapter. Going beyond the text presentation, we have incorporated interesting
and timely material from Internet Web sites into exercises that build upon chapter
material. At the end of each chapter a WWW icon in the margin will identify a ref-
erence to the International Economics Web site, where Internet exercises may be
found. The exercises allow a dynamic relevancy not possible in standard textbook
approaches. In addition to these features, a Study Guide is available to accompany the
book. This guide offers a variety of problems and questions aimed at helping the stu-
dent explore and learn the text material.

Coverage and Emphasis

To give the student a better feel for the issues discussed in the text, we have incor-
porated an extensive amount of data from the real world. For instance, Chapter 1 is
devoted almost entirely to describing national economies and the patterns and direc-
tions of international trade. Other tables appear throughout the book. To every extent
possible, we have sought to provide the most up-to-date statistics currently available.

Chapter 2 is one of the more unusual chapters to be found in a textbook on
international economics. Its purpose is to provide a review of basic general equilib-
rium analysis, and, in particular, to introduce students to the logic and method of
economic model building. The chapter begins with a straightforward analysis of the
general equilibrium of a closed economy, using simple production possibility fron-
tier diagrams. It then proceeds to the first description of what it means for an econ-
omy to engage in international trade. The next two chapters of the text detail the
classical and Heckscher-Ohlin models of trade, using production possibility frontiers
as the chief analytical tool.

Chapter 5 is devoted to empirical tests of the classical and HO trade models. It
then goes on to deal briefly with new trade theories, including models involving
imperfect competition and increasing returns to scale. Chapter 6 introduces a four-
chapter sequence of material on commercial policy with a discussion of tariffs,
Strategic trade policy and protection of the environment as justifications for trade
protection are discussed in Chapter 7. Chapter 8 provides considerable detail on
U.S. trade policy, including trade policy case studies that deal with environmental
issues, the recent trade dispute with the European Union (EU) over bananas, and the
safeguards protection for the U.S. steel industry. Also in this chapter is an extended
discussion of the WTO and the Doha Round.

Chapter 9 is devoted entirely to the economics of regional trade agreements. The
chapter begins with a standard discussion of the costs and benefits of such arrange-
ments. It then turns to consider both NAFTA and the EU. Chapter 10 completes this
section of the book with a treatment of trade and growth and international flows of
factors of production.

Chapter 11 provides an introduction to international finance and introduces
important concepts along with data. Chapter 12 covers the balance of payments and
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uses the national income accounts to illustrate the links between national saving,
investment, and the current account. The description of the foreign-exchange market
in Chapter 13 goes well beyond the traditional detail found in other texts. A descrip-
tion of the 24-hour nature of the market, including local trading times and trading
volumes, is included. Chapters 14 and 15 provide solid grounding in the fundamen-
tals with links between prices and exchange rates and interest rates and exchange
rates discussed in the context of current examples and data. Chapter 16 discusses
international investment and includes a detailed analysis of international financial
crises. Chapter 17 presents balance of payments theories. Theories of the exchange
rate are presented in Chapter 18. Chapter 19 presents a history and current analysis
of international monetary standards, including exchange rate target zones and cur-
rency boards. International banking and country risk analysis are covered in Chap-
ter 20. The text concludes with Chapter 21 on open-economy macroeconomics.

New to This Edition

In addition to updating data and examples, there are several new additions to this
edition that have enhanced the relevancy of the text.

In the first half of the book, a number of new features have been introduced.
Chapter 1 now includes a discussion of how real-world trade patterns are consistent
with the predictions of gravity models. In Chapter 8 we have added a new trade pol-
icy case study on the dispute between Canada and the United States over softwood
lumber imports. Chapter 9 offers expanded discussion on the European Union and
its new members. Chapter 10 contains a discussion of outsourcing.

In the international money and finance half of the text, substantial changes are
found in many chapters. Most notable are the following. Chapter 12 has simplified
the presentation of the balance of payments and now includes a discussion of global
adjustments required to reduce external imbalances. Chapter 17 contains a new dis-
cussion of the effects of exchange rate changes on domestic prices. Finally, Chap-
ter 21 now incorporates the controversy over the U.S. current account deficit and its
role in international economic policy discussions.

It is our hope that these changes will contribute to a further enhancement of the
learning process for our readers. International economics is a dynamic field, and the
world is rapidly changing. Our duty as authors is to ensure that our text incorpo-
rates all relevant changes at a level suitable for the student.

Alternative Course Emphases

The text is designed to provide sufficient flexibility to be used for a one-term survey
of international economics or two separate terms devoted to a more comprehensive
study of international trade and international finance. Realizing that individual
instructors may have unique preferences regarding material to be presented, we offer
the following suggestions:

« For a one-term overview of international economics: Chapters 1-4, 6-8, 11-15,
and 19-20
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« For a one-term course in international trade theory: Chapters 1-10
« For a one-term course in international finance: Chapters 11-21

An online Instructor’s Manual is available to accompany the text, and provides
suggested answers to the end-of-chapter questions. An online Test Bank and a Com-
puterized Test Bank offer a variety of testing material. For the first time, the Power-
Point presentations incorporate lecture outlines with figures and tables from the
book. These resources are included on the Instructor’s Resource Disk and are avail-
able for download from the Instructors Resource Center at www.aw-bc.com/irc.
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