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Paso. Professor Sprinkle holds a Ph.D. in Economics from the University of
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College of the Ozarks, Louisiana State University, the Helsinki School of
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Professor Sprinkle’s research has focused on U.S. international trade relations
and the effects of trade agreements on trade and employment. He has published
numerous journal articles, book chapters, and technical documents. Professor
Sprinkle is a co-author of two books The Demand for Imports and Exports in the
World Economy and Regional Case Studies in International Business and Strategic
Policy. Both his teaching and research have been recognized by a number of pro-
fessional awards. Professor Sprinkle is the former Director of the Center for the
Study of Western Hemispheric Trade at UTEP and currently holds the Western
Hemispheric Trade Research Professorship.



It is difficult to get through a day without the world economy touching our lives in
some way. Everyday, we spend much of our time either consuming goods and ser-
vices from or producing goods and services for other countries. Our exposure to the
language of international economics is pervasive as terms like the exchange rate, the
trade balance, the WTO, or NAFTA frequently appear in newspapers, magazines,
news programs, and the Internet. In addition, the profitability of many businesses
depends on their ability to effectively manage an increasingly global business envi-
ronment. Governments also must deal with the world economy’s influence on public
policy. In most countries, international trade in goods and services is becoming an
increasingly large percentage of total economic activity. As a result, national govern-
ments need to consider the international implications of their policies. Despite the
growing importance of international economics, general knowledge about the sub-
ject is often superficial at best. This lack of understanding has resulted in an increas-
ing number of students who are enrolling in international economics courses.

Until recently, international economics was a course that only economics majors
who had completed courses in intermediate microeconomic and macroeconomic
theory took. As international economics has become a more important subject in
business, government, and our daily lives, the enrollment in international economics
courses has been increasing. This increase is not due to a sudden boom in the num-
ber of economics majors. Rather, it is related to the growing number of students
taking the course who are not majoring in economics. Many business majors now
take international economics as part of their core degree requirements, and the
course has become a common elective course for MBA students attempting to get a
more global perspective on business problems. The international economics course
is a natural part of the curriculum for liberal arts students majoring in international
or regional studies. Finally, an increasing number of political science or public
administration students take the course as global economic conditions may have
important effects on the public sector. The diversity of students enrolled in interna-
tional economics today is the main reason why we wrote International Economics.

Approach: Preparing Students
for Successful Careers

Most international textbooks are written with two unstated assumptions. The first
is that the students enrolled in the course are economics majors. The second is that
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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.

Q

Q

The book is written in a user-friendly style that emphasizes how to use
international economic theory and where to apply it.

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.

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.

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.

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.

Each 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.

Preface
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Features: Content that Makes a Difference

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.

0 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
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.

O 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 4).

U Factor Movements—The international movements of labor and capital
play a critical role in the world economy. Immigrants are now a large
part of the population in many developed countries, and firms building
plants and investors buying stocks and bonds in other countries are
just a normal part of the global business environment. The importance
of these labor and capital movements is one of the reasons why we
cover factor movements in a separate chapter early in the book
(Chapter 5). Since the factors that drive these movements can be
related to the traditional explanations of international trade, the early
placement of this chapter makes the material easier to teach and learn.

O 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 8) 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.



d 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 11 and are an integral part of the discus-
sion of open economy macroeconomics in Chapters 16 through 19.

O 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 15
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.

O Open Economy Macroeconomics—The focus of International
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.

O 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 17
and 18, respectively. Chapter 19 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. In the second edition this led to two signifi-
cant changes. The first change is the addition of two new chapters on international
trade and economic development. Chapter 10 covers the relationship between
international trade and economic development. The first part of the chapter covers
the basic theory of economic growth. The theory is then used to show how open-
ness to both trade and FDI enhances economic growth. The second part of the
chapter examines various economic growth strategies and relates them to the the-
ory covered in the first part of the chapter. The final section discusses official
development assistance and the institutions involved in providing it. Chapter 20
deals with the relationships between capital flows and economic development. The
first part of the chapter is a detailed look at the reasons for capital flows to the

Preface
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developing countries. The focus of the second part of the chapter is on the macro-
economic difficulties that changes in these inflows can cause. The final part of the
chapter covers the relationship between the IMF and the developing countries in
the post Bretton Woods era. The focus of both new chapters is to help students
understand articles on the developing countries they are likely to see in common
business publications.

In addition to two new chapters, a number of other significant changes have been
made to make the book easier and/or more flexible to use. Chapter 2 now contains
an example of trade in a single product to help introduce the concept of compara-
tive advantage. The discussion of U.S. trade policy in Chapter 8 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 future of WTO negotiations. Chapter 9 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 sec-
ond part of the book has been modified in several ways. Chapter 11 includes some
of the recent modifications to the reporting of the U.S. balance of payments. A new
section in Chapter 13 covers the concept of exchange rate pass through. Chapters
14 and 15 have been modified to shorten the coverage of interest rates and the
exchange rate, purchasing 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 5 (International Factor Movements), Chapter 10
(International Trade and Economic Growth), Chapter 12 (International Transactions
and Financial Markets), or Chapter 20 (Capital Flows and the Developing
Countries) 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. /nternational 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 11, 13, and 16 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 12, 14, 15, and 19
produces a course with a focus on exchange rates. A course with a focus on open
economy macroeconomics can be obtained by covering Chapters 17 through 20. A
blend of the two topics can be covered by adding Chapters 14, 15,17, and 19. These
alternatives are shown at the end of the Preface.

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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