B 4' . &,

2 PEARSON ¢
B T e
Prentice

Hall

NTERNATIONAL
ECONOMICS sssicen

P& bt

(%8 —hR)

V » #5/RH + ZHP (W. Charles Sawyer)
#f - L - Hri% bk 75 (Richard L. Sprinkle)

o X@me ®k & &

e



W

e
|

i
i
o

L (%

W « #5/R- - ZHS (W. Charles Sawyer)

A « T, « 7K 78 (Richard L. Sprinkle)
KEB %F

pUEIE

UL FROE gk k& o#

FEARXFHRE

S |-



Authorized adaptation from the English language edition, entitled International Economics, 2nd Edition,
9780131704169 by Sawyer, W. Charles; Sprinkle, Richard L., Published by Pearson Education, Inc, pub-
lishing as Prentice Hall, Copyright © 2006, 2003 by Pearson Education, Inc.

All rights Reserved. No part of this book may be reproduced or transmitted in any form or by any means, elec-
tronic or mechanical, including photocopying, recording or by any information Storage retrieval system,

without permission from Pearson Education, Inc.

English language adaptation edition published by PEARSON EDUCATION ASIA LTD. and CHINA RENMIN
UNIVERSITY PRESS, Copyright © 2008.

ENGLISH language adaptation edition is manufactured in the People’s Republic of China, and is authorized for
sale only in People’s Republic of China excluding Hong Kong and Macau.

ABRIBBEHFEHFTHRARAENIRARKEREHEELR, REHREBEFA, N8B
AT R RAE B HEMED ‘
A E WA Pearson Education GRAEH T HRERD BOLHhirE. TREEABHE.

R FHEARMERN (FEETERFE. RITHITBEXATEEEBRX) HERT.



EHERSB (CIP) i

ERZFE: F2R/ BRI, HEMHEE: KEHRF; NFEAK; NEESF.
b PEARKFHMAE. 2009

HEREIEAM - BRRA S ZF

ISBN 978-7-300-10074-6

=2 5=

@...

. DB OB QDX B -
- BIREF ¥ SEHF-REFR-HM
. F11-0

P EREAEEE CIP EZ T (2008) 5 192820 5

HERBREHM - BRHH A7
ERREFF (F )

W BIRE - REE
BEE L - HEMR

KB mEH

XEE K

XEE EHR XNFR ks F

e

HRR & 47
4
B
] Ht
2 W
Ep Rl
®OW
Ep 3
F |

PEARKE R

EEF RN RE L5 HREI4R A 100080

010 - 62511242 (BB E) 010 - 62511398 (FREEE)
010 - 82501766 (i ¥y &K) 010 - 62514148 ([T #D
010 - 62515195 (RATAFD 010 - 62515275 (¥SRREEH)
http://www. crup. com. cn

http://www. ttrnet. com( A K2 BF M

FEHE

VAT 3E B M 2 T B R PR 2 )

215mmX 275mm 16 F& KE & 200941 BB 1K
24 1B 1 ER WO2009 1 A& 1 RELRI
693 000 ® # 36.005%

IMARFTH WK EPREWH AWAEK



L

PEAANY, EEAENBAITEF AR MREF, FERMF 3ok, 2HE” &,
ERTELZFHREFEARN “BRAL” AXHEE, XRARE - SABERSERFLRH
E-%F (%) HERUTRUR, MERBRBAEF XL VAR ERF R ERERE, BX
HZEH 200l £FAEXHUARAE: “FRAFTEURABEALELENEHTLARERL L
ROHEF, NEZFA, NEHFRBEAFITREN SZ~10%", BENREF 5N F L L H T ER
FERREGNFEGESLBRBEURAEXTERHEARNINESALFNEREFER S
H, WHBE, AFER, FRALERKEVNARZFEEAILE, RBRWIXHR, £k £ -
wYE, RFERNTERNBRBRXTEREFEHZ X LN MBELAE LS R, Bk, A&k
ANEHFARNER T ARN LR LT EHAAEANALENL, h b, £EREFER H %4
REMBFERERSCALERAERT VR LERRER, RAXIH, FEFUFAE-—WERKRS
KREAZAL, IRALERETHEFALBERZAFNEREFEA G F L L ERER o H %
W&, 5 HHBRIRTY, BEEFREX, ELFHIAEIN LR AEFRABANE, ELEHE
B8 A E A B W KR 00 5 b Bl R

ENX-FE, PEARA¥UBHEFEARELNHRAE, RBEABRELT £ L8 RE
RAVBAM, RRAFIBMAFUTH A .

F—, BAZE, REHMBLET - RENFLHBRLAANEFEMN, PREKT S, BRL
FFE,HRELE, BFES. ERTHEY. BERHSRALERE, BETERES T LW OE
%,

B, RERR, AEHMNE BN RS ERHAFHELED L, MAT - BHEELRSL
ELRBEERWAE, ARRXRPAALRETREAMOEE,

=, RBWuH, XAEHAMEZ LB L B ENRENL, EALHABENRATEM N E
A, EANTHERELEBENHEATARTF LRSS,

FW, PXER, RNEFTEFREHC LN —KEFRT, SEXHMWELANE ., EEHR
&, FERERMTPXER, AEEFEMAMTEXRE, ETREREWTE,

AEHHMHEATHEMEERERE AL LN AN Y, ARLERFERE T MALA R &t
B2 HREXBEAL,

AEFMABL, WR, 8, FEEFTERIATRBEAYEREF S HAHEAXNEL LW
K dh, #i—FRTEH,

REFMRAERE T E LN ERFNPREER, $RMARIAE RS, BRES KEHH
E,

FEARK¥EH R




ifl

ABRGERNBTEREFERRIRNAGHB, AZFTR, HEHRP. BERK L P&
e B E IR R AR,

LCEAZMEREABRRBAENE, RTBBRARAFHEENAASS, BREGHZ ¥ E

A THENEREFERMN, AFENEZENFEREFFTINIERAF T, REH

FRAAAEES, BOFE. WEFHR. RZEXLEFRA

EEBRATERNBER, EFRFLQMMARBREENLTES, AFEAARBEBNFERE
FEFHELRER, Ao, RNEEAINFEREFETREFRAARNITARRE, #1

54

LN
AEELGURAZBNBALTERUEHBEREELEREKERT S, EFABMEL LN H
M, bTEANEGEHAE . ERABEMXFRNINLARGSELER S,







2

International Economics

most students need to learn international economics in a way that prepares them
to take the next course in international economics. Increasingly, neither of these
assumptions is correct as an ever-larger percentage of the students taking this
course are not economics majors. Further, the vast majority of economics majors
are not planning to attend graduate school in economics. The typical economics
major is headed for law school, an MBA program, or a career. Even a book
designed to prepare students for graduate work in economics is not likely to serve
the interests of economics majors much less nonmajors.

The reality is that most students studying international economics need to pre-
pare for success in their chosen careers. To us this means two things. First, students
need to learn the parts of international economic theory that they will most likely
need to know for a career in the public or private sector. Second, learning some
theory will not do these students much good if they cannot apply it. This book’s
approach is to apply basic economic theory to international economic issues. In
one sense, the approach in International Economics is simpler because it is less
purely theoretical. However, learning some economic theory, what the theory
means, and how to use it is not so easy.

Our approach is driven by what we are trying to accomplish. Most students
entering this course have only a vague understanding of the terminology associ-
ated with international economics. The main goal of International Economics is to
guide students to the point at which they can easily understand any information on
international economics that they may encounter in their careers. If students can
understand and apply international economics, then they have a good chance of
having a more successful career. Both of us have spent some time teaching in exec-
utive MBA programs and have found that the average midcareer manager knows
little more about international economics than the typical junior in college. This
lack of knowledge makes them uncomfortable and in many cases, may be costing
them higher salaries and/or promotions. These students have been invaluable in
teaching us what our younger students need to know before they start their
careers: basic theory and how to apply it.

Most international economics textbooks are trying, in varying degrees, to do three
things. First, they are teaching some new theoretical tools. Second, they are teach-
ing students how to apply these tools in a “real world” context. Finally, they are
preparing students for further study in international economics. But teaching
international economics to a diverse group of majors using a book designed for
economics majors is like trying to juggle too many balls: It can lead to a lot of frus-
tration. To make the course easier to teach and more useful to the new students
taking this course, we have adopted a different pedagogical approach to the sub-
ject. Because most students taking this course have either had a one-semester sur-
vey course or the traditional two-semester principles of microeconomics and
macroeconomics, the theory we use throughout this book to analyze economics is
the same theory students have already learned in principles of economics. This
approach accomplishes two things. First, instructors have to teach little if any
“new” theory. This allows them to move at a much faster pace and cover much
more of the subject than would be the case if they spent a substantial amount of
class time teaching theory that many of the students have not been prepared to
easily learn. Second, it becomes much easier to focus on applying the theory. Since
the students are seeing the theory for the “second” time, they can spend more time
on learning how to apply the theory and use it in their careers.

The book employs a number of pedagogical features to reinforce this basic
approach.
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O The book is written in a user-friendly style that emphasizes how to use
international economic theory and where to apply it.

O Students can’t possibly comprehend international economics unless
they know the specialized terms of the discipline. That’s why we
define important terms in the margins. The margin definitions provide
a quick way for students to recognize the terms that are important to
know. In addition, students may not always have time to read the
entire chapter before class and studying the margin terms beforehand
should improve their understanding of it.

O We can’t assume that students will remember everything they learned
in their principles of economics course. That’s why we provide a quick
review of economic principles at key points in the text. This gives
instructors the flexibility to review the material in class or to let stu-
dents review the material on their own. To accommodate those stu-
dents who have had only the one-semester survey course (which is
usually less oriented toward macroeconomics), these reviews are
more extensive in the second half of the book.

O Although applications of international economics are liberally distrib-
uted throughout the text, each chapter includes a number of boxes
that provide more extensive examples or applications of the previ-
ously described theory.

Q The end-of-chapter questions accomplish two things. First, many of
the questions are designed to encourage students to describe what
they know in their own words. This allows them to discover what they
don’t know before it really matters (i.e., an exam). Second, the
remaining questions are designed to motivate students to either apply
the theory and/or to think about issues that the theory implies.

Q FEach chapter ends with a “Suggested Readings and Web Sites” sec-
tion. These sections provide students with options for exploring both
traditional and Internet-based sources of information on the concepts
they’ve learned in the chapter. For instructors who want to assign out-
of-class coursework, these sections enable them to easily direct stu-
dents to the information needed for these assignments. Unlike most
books, the readings in these sections are easily accessible for under-
graduate students as the primary sources are publications such as The
Economist, The Wall Street Journal, The New York Times, The
Financial Times, Newsweek, Business Week, Fortune, and Forbes.

Beyond the book’s basic approach and pedagogy, International Economics con-

tains some content-oriented features that represent a somewhat different
approach to teaching the course.

Q Data—The world of international economics is full of numerical data.
However, this is not always reflected in the way international econom-
ics textbooks teach the subject. In this book, there is a more extensive
presentation of international economic data than is usually the case.
For example, it is quite possible for an international economics text to
neglect to mention the size of the world economy. In International
Economics that number is just the starting point for discussing other
types of international economic data. However, in the discipline of
international economics, the numbers can seem, at first glance, to be
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implausibly large. To remedy these perceptual problems, we put the
data into perspective with regard to national economies and the world
economy so that students can see how international economic data
compares with national economies and the world economy. For exam-
ple, learning that U.S. exports are over $1 trillion is a useful thing to
know. If you also learn that the size of the U.S. economy is $10 trillion
and the size of the world economy is $32 trillion, then the information
on U.S. exports has more meaning. Students learn not only how large
exports are, but how they fit into the economy overall.

Intraindustry Trade—Intraindustry trade has become an extremely
important part of total international trade. The explanations for this
type of trade are different than those used to explain interindustry
trade. To adequately cover both the phenomenon and its explana-
tions, intraindustry trade is covered in a separate chapter (Chapter 3).

Public Choice—Tariff and nontariff barriers to trade are policies
made in a political market. Students need to know not only what
effects these barriers have on trade but also why they exist in the first
place. The chapter on public choice (Chapter 6) is designed to explain
the process that leads to trade barriers. This chapter also enables stu-
dents to better understand both today’s trade policy debates and
those they will no doubt encounter during their careers.

The Relationship between the Current Account and Capital Account—
In addition to the traditional emphasis on the current account,
International Economics highlights the role of the capital account. The
discussion focuses on the relationship among the current account, the
capital account, GDP, and the components of GDP. These relationships
are identified first in Chapter 8 and are an integral part of the discus-
sion of open economy macroeconomics in Chapters 13 through 16.

Asset Market Approach to Exchange-Rate Determination—The
approach we use to explain the determination of exchange rates is the
modern asset market approach. The focus is on how interest rates and
other factors cause short-run changes in exchange rates. Chapter 12
on purchasing power parity emphasizes the modern asset market
approach as a useful reference point in analyzing commonly used
terms such as “overvalued” or “undervalued” exchange rates.

Open Economy Macroeconomics—The focus of [nternational
Economics is on how changes in the exchange rate affect output and
the price level. In much of our discussion we assume that the
exchange rate and the current account are usually allowed to adjust to
macroeconomic policies aimed at inflation and unemployment. This
allows the discussion to be more representative of macroeconomic
policy in most countries.

Fixed vs. Flexible Exchange Rate Systems—Despite the wide use of
flexible exchange rate systems, fixed exchange rates are still an impor-
tant part of the international monetary system. However, there are
newer forms of fixed exchange rate systems such as currency boards
and monetary unions that countries are now using to replace more
traditional ways of fixing the exchange rate. In order to cover both
exchange rate systems adequately, International Economics covers
flexible and fixed exchange rate systems separately in Chapters 14
and 15, respectively. Chapter 16 summarizes the discussion as a choice
entailing different mixes of costs and benefits.



Changes in the Second Edition Most of the changes in the second edition are
related to the primary purpose of the book. Our intention has always been to teach
international economics in a way that will enhance the ability of students to use
what they learn during their careers.

A number of significant changes have been made to make the book easier and/
or more flexible to use. Chapter 1 now contains an example of trade in a single pr-
oduct to help introduce the concept of comparative advantage. The discussion of
U.S. trade policy in Chapter 6 has been reinforced with the added sections on
antidumping, countervailing duties, and the escape clause. This chapter now ends
with a section on the difficulties associated with the Doha Round and the fut-
ure of WTO negotiations. Chapter 7 on Regional Trade Agreements contains a
complete discussion of future U.S. trade agreements and an expanded section on
the EU that includes the most recent enlargement. The second part of the book
has been modified in several ways. Chapter 8 includes some of the recent modifi-
cations to the reporting of the U.S. balance of payments. A new section in Chapter
10 covers the concept of exchange rate pass through. Chapters 11 and 12 have been
modified to shorten the coverage of interest rates and the exchange rate, purc-
hasing power parity, and the real exchange rate.

Alternative Course Designs International Economics was designed to be used in
two commonly used course formats. The first half of the book on international
trade, factor movements, and trade and economic development are frequently cov-
ered in most international economics courses. The final ten chapters on interna-
tional finance can be divided into at least three parts: national income accounting,
and exchange rate determination; purchasing power parity and the real exchange
rate; and open economy macroeconomics. The result is that instructors have the
flexibility to design a course appropriate for both the content of the course and the
background of the students.

The traditional international economics course is a one-semester course covering
both international trade and finance. Students in this course normally are either
majoring in economics or in a related discipline such as finance or international busi-
ness. International Economics was written concisely to allow instructors to finish all
of the chapters and/or omit chapters in order to cover readings or other material, In
this type of course Chapter 9 (International Transactions and Financial Markets)
could be omitted without loss of continuity.

It is increasingly common for International Economics to be taught as a one-
semester “Survey” course to classes where the majority of students are not major-
ing in economics. International Economics also was designed to accommodate this
type of course. Throughout the book, the basic material is presented using only the
tools the students learned in principles of economics. The more technical points
are always covered in separate sections to allow instructors to move at a faster
pace by omitting this material. Most courses of this type are more heavily weighted
toward international trade and add some international finance at the end of the
course. The book is organized to allow instructors to cover all of the essential parts
of international trade. The second half of the text was written to allow for flexibil-
ity of coverage in international finance. The ten chapters on international finance
can be considered in a number of different ways. Chapters 8, 10, and 13 cover the
“core” topics of the balance of payments, exchange rate determination, and open
economy macroeconomics. These chapters can be combined with groups of other
chapters to produce a course with a focus on exchange rates, open economy
macroeconomics, or a combination of the two. Adding Chapters 9, 11, 12, and 16
produces a course with a focus on exchange rates. A course with a focus on open
economy macroeconomics can be obtained by covering Chapters 14 through 16. A
blend of the two topics can be covered by adding Chapters 11,12, 14, and 16. These
alternatives are shown at the end of the Preface.

Preface
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Supplementary Materials

Acknowledgments

Instructor’s Manual with Testbank. The Instructor’s Manual with Testbank con-
tains a chapter outline and summary for each chapter, answers to end-of-chapter
questions, lecture suggestions, and a complete bank of questions for quizzes and
tests. The TestGen-EQ test generating software allows instructors to custom
design, save, and generate classroom tests. The test program allows instructors to
edit, add, or delete questions from the test banks; edit existing graphics and create
new graphics; analyze test results; and organize a database of tests and student
results. This software allows for greater flexibility and ease of use. It provides many
options for organizing and displaying tests, along with a search and sort feature.
The software, as well as the Testbank is available for download from the link for the
Instructor Resource Center on the book’s Companion Web site.

The Companion Web site (www.prenhall.com/sawyer) is a Web site with
resources related specifically to International Economics. For Students, the Online
Study Guide offers another opportunity for them to sharpen their problem-solving
skills and to assess their understanding of the text material. The Online Study
Guide grades each question submitted by the student, provides immediate and
detailed feedback for correct and incorrect answers, and allows students to e-mail
results to up to four e-mail addresses. For instructors, the Companion Web site
contains the Syllabus Manager which allows instructors to create a syllabus that
they may publish for their students to access. Instructors may add exams or assign-
ments of their own, edit any of the student resources available on the Companion
Web site, post discussion topics, and more. Instructors may find downloadable
resources (including the Instructor’s Manual, Testbank, TestGen EQ software, and
PowerPoint Presentations) from the link on the site for the Instructor Resource
Center.

PowerPoint Lecture Presentation: This lecture presentation tool offers outlines
and summaries of important text material, tables and graphs that build, and addi-
tional exercises. The package will allow for instructors to make full-color, profes-
sional-looking presentations while providing the ability for custom handouts to be
provided to the students. Instructors may download the PowerPoint Presentations
from the link for the Instructor Resource Center at www.prenhall.com/sawyer.
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Writing a book involves the accumulation of a number of debts. First, this
includes the following colleagues and friends. We would like to thank Don Clark of
the University of Tennessee for discussions on a number of points in international
trade that show up in the first part of the book. Several colleagues at the
University of Southern Mississippi have contributed to the book. Tyrone Black is
the author of the diagram on intraindustry trade in Chapter 4; James McQuiston
taught us much of what is contained in Chapter 8. Several users of the first edition
have provided useful comments on various points. These include James Dunlevy of
Miami University of Ohio; Isobel Lobo of Benedictine University; and Sunny
Wong of the University of Southern Mississippi. We are deeply indebted to a num-
ber of people at Prentice Hall that have worked to make this a better book. Rod
Banister (Executive Editor) was instrumental in making the first edition possible
and Gladys Soto (Managing Editor) took care of the maze of details involved in
getting a rough draft into a usable book. Rebecca Johnson (Development Editor)
did a great job of adding clarity and conciseness to the writing. The second edition
has greatly benefited from the work and enthusiasm of David Alexander
(Executive Editor) and Sharon Koch (Executive Marketing Manager). Marie
McHale (Project Manager) managed most of the details of the second edition with
the assistance of Katy Rank (Editorial Assistant). Denise Culhane (Production
Editor) was responsible for getting the manuscript into the form you’re reading.
Our debt to all of these people is immense.

Finally, there are a couple of acknowledgments that go beyond the narrow con-
fines of a textbook. We would like to thank Tracy Murray for both his instruction
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and support for more years than any of us would like to recall. In a different vein,
we owe debts to our families who have put up with not only this book, but a lot of
other “projects” over the years. Without their support, none of this work would
have been possible.
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