B IR TR IR RIES RSN < Education

BUSTNHESS
ADMNINISTRATIO )
CLASSIOS

FINANCE

(Fourteenth Edition)

2] £ 587 - A - E4&/R (Thomas A. Pugel) #

@ T EARKZFH R .




HEBERIHEEARYFIESEREWERFEFTIM

 IBEREARN - BREERRS

Bk &R

INTERNATIONAL - (1418
FINANCE

(Fourteenth Edition)

[2£] #£287 - A - /K (Thomas A. Pugel) #

I E A RKZF H At
- L -



BBERMIE (CIP) ¥iE

EbrLm. 8140/ (F) HHIRE.

Jbm. FEARKZEH B, 2009

TREHZMEN - BirbEHES)

HERSR T HERRHFRIRE R SNUE SR
ISBN 978-7-300-10658-8

1. -
. 3.

0. Ebrg - BUEH2E-5 S8 -3
IV. F831

o E A E B CIP BIEZ T (2009) 4 073042 5

BERHRIAETEEHA LR FERA L EHFHANAM
IRHERZEHEM - BIRLE R L)
EER&m (5 14 MO

(] £TH - A« WK E

HEETT PEARKEHET

# u JEEENKHEN S HREC4RAD 100080

;) iE 010-62511242 (43 010 - 62511398 (JFEH)
010 - 82501766 (HEMIER) 010 - 62514148 ([IRHIT)
010 - 62515195 CEFFLFED 010 - 62515275 (IEAREEHR)

| it hitp: //www. crup. com. cn
http: //www. ttrnet. com (AKEHBIR)

2] ¥ FEHE

e B BB R ER A BR A F]

# ¥ 215mmX275mm 16 FA R WO20094E7 ALK

Ep K 204ET 1 Ep 2009 7 A8 LK
=] 472 000 = ffr  35.00 7T

JRARFTH TRARKET BPEREW AITIAKR



&KX

Ft

MA&ZBRWMA WTO, #ik# 2 EALLALHRAGRES Tk, AEEKLA
RAeEERE, I/, LANRILARATH FM, IH—FHLRAEDL
EAARE SO —HARIL, BRKFTNM., EERRAL — & 7 B 6K H
Mﬁﬁ~ﬁé%%,%ﬁm&ﬁ*i&m%,ﬁﬁ%%kkﬁﬁﬁiﬂ*ﬁmﬁﬁ
1, MBHPHAIHTF TH ALK,

REHFELADEZLZBEFERERAGEERSY, FHE, HEXFAXE
BERCERRZ-AFEAMNBILT, AREHREA TGN RBALOLINARE “+
E” AR ELRE, BAF —FEAE, WGERFUALEEA N A4k o B L
A HERERASFEF, b, REZFEARRFALNS, BRAEZHHE ST L
Bt bk, RiEHFOAEL Y RERAGAB ERNY X, L2ZXXREZH,
—EEARITRERFORBRAEFTERTRETEE, R¥mukst; —gFitAL
LEBEPET, FHERIRRME AKX 77, O TABD KRR HE B2
(BIEHEIE) B, FESGERF BEHAG B, Bk, k8 A& H MK
HABERFERAE G —AEZRHE., BATAA, SEHKF A —FF 43 5548 F R
HRH) B R FAAHAM, mARZ WA LT Y BAKM, AmTl#E S B X EE
M, RIEETHRITE)R, BB LT E RFA G F X RAREZ A, B
BRFESCGERFOHEREE, ESHEKFRENEE, GRABKFH. 4
& W iEHH

MR X —FROHFTARAY, PTEAARKXFHMAR KRS B R L6 kb
WBANE), deE A G-HRERAE], BAKTERAINELE, OOKRFARLEE
K, BT —MHANBEFHETRZLBRHEM, FRELRBIR, AVKTRER,
THEMRBARKERF LT LT AR, HS 2 HFRAZFTHE—ERFRHY
HIFE A EL, SRBEMBTTESGES, BAT - LERELKEEE A
ARELSHFNHAS; F—F 8, REXKFTHESUERFHMERLE, TNRGE
R, BEMERFARAN TN TR LB HLEEHELFE IR, £ L HPIRG X
k, WEAREZAVUTLEXFARLEER, AEHRMALERT AT 45,

o BHELERBMOKFE, AEWEHEMRERAKFEGREE, STRB3
FT—Re% %, T EZRBRT 2 RESBEFURRKLSLBER VAL, 24
KRALEMPAZKE T GRERET RBRAM GRS, $RNGAAR B RT L, &
AEHMBEEFTFARA LA TS, X WEPRELRE; RAERITHKFE, XF7@F
s @ @ffiR,

o RHEAFE LU HMATAMK, KEHMBEEBRAERG AN, LEMEA
gk RMELFATRAARANERIR, FRAEFELERXFTX, XFAE
B HMAFRRRGERRS, AR TEEANRS LG D4LEH, BATHRG TR
HEE



o RAZIM MY, REXMEKZEMEA S F ERSHREBELELAHKT
MBI 7 SR At HE, B R4 T AR IRAR A B IRALAR B A B0 A b AT
MAEBM K, ERE LB AR ELEE LR, X EHRAA TRB T
BREEBERFOEZYE, BAGERFWAAEHIEGEE, LA THRIVKE £ TF
WIEFFBA I, EAFAE RS 0 SGEHM R AR A A,

o BiasE, MAAMNEK, AELENERFRNERRE LG ERE S,
AEBMBFTT —EAMBRAE R, EEAEREALSE,; HRBUKEN, WAS
FREATFAZFRHABERS, A EAEHKMFAAEAL Kikd,

o RMBAMHFIH, REAFKERANN A S, KEXKMARITRET
BLE W H A H, doBFFH. PowerPoint # X ., RHME%E, ARAFANENAES
BB F R, AmIEIFE R AR,

AEHMZAESBRFBMBRT B —FEK, RNERD, KHAHRY
THEFPHRIATEAAFEERGEFR, PG LS, ERFEARE, AN, #
EEMNEEHEAHMPE THF, BRNELARRBE RitERIETSE LS
#F, FEEZHAGRE, REXMNAERBOIR PO IAEE, 20 TFTEHMGESL
Fisb e Bib . 5 XAAFRARE, BPASVTRAREZ 4, 2ikd @ik at
EE B A,

="M
HE A R K2ER B



Preface

International economics combines the excitement of world events and the incisiveness
of economic analysis. We are now deeply into the second great wave of globalization,
in which product, capital, and labor markets are becoming more integrated across
countries. This second wave, which began in about 1950 and picked up steam in the
1980s, has now lasted at least as long as the first, which began in about 1870 and
ended with World War I (or perhaps with the onset of the Depression in 1930).

As indicators of the current process of globalization, we see that international trade,
foreign direct investment, cross-border lending, and international portfolio investments
are growing faster than world production. Information, data, and rumors now spread
around the world instantly through the Internet and other global electronic media.

As the world becomes more integrated, countries become more interdependent.
Increasingly, events and policy changes in one country affect many other countries.
Also increasingly, companies make decisions about production and product develop-
ment based on global markets.

My goal in writing and revising this book is to provide the best blend of events
and analysis, so that the reader builds the abilities to understand global economic
developments and to evaluate proposals for changes in economic policies. The book
is informed by current events and by the latest in applied international research.
My job is to synthesize all of this to facilitate learning. The book

» Combines rigorous economic analysis with attention to the issues of economic
policy that are alive and important today.

» Is written to be concise and readable.

+ Uses economic terminology when it enhances the analysis, but avoids jargon for
jargon’s sake.

I follow these principles when I teach international economics to undergraduates and
master’s degree students. I believe that the book benefits as I bring into it what I learn
from the classroom.

CURRENT EVENTS AND NEW EXAMPLES

It is a joy and a challenge for me to incorporate the events and policy changes that
continue to transform the global economy, and to find the new examples that show
the effects of globalization (both its upside and its downside). Here are some of the
current and recent events and issues that are included in this edition to provide new
examples that show the practical use of our economic analysis:

« International outsourcing of services continues to be controversial, as this new form
of international trade affects workers who previously thought that their jobs were
insulated from international competition.

« New free trade areas continue to appear. Since 2004 the United States has imple-
mented the Central American Free Trade Area and bilateral agreements with
Bahrain, Morocco, Oman, and Peru.

« Romania and Bulgaria joined the European Union in 2007, bringing membership
to 27 countries.

« The Doha Round of multilateral trade negotiations has stalled over the inability of
industrialized countries to offer sufficient liberalizations of their protectionist agri-
cultural policies. The outlook is murky for achieving substantial agreement.

» Rising since the late 1990s, the price of crude oil doubled during 2007 and into
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2008. Oil exporting countries have remerged as large financial investors in the rest
of the world, with the governments of several of these countries using sovereign
wealth funds to channel their investments.

In 2007, the United States and Canada reached a settlement of their long-running
dispute over lumber. The Canadian government agreed to impose an export tax
whenever the price of its lumber exported to the United States is too low.

The price of illegal ivory has risen dramatically, creating an incentive for increased
poaching of elephants and for increased illegal trade in ivory.

In 2006 the Venezuelan and Bolivian governments nationalized the investments of
foreign-owned energy firms in their countries.

China has refined its policy toward direct investments by foreign firms. It has
moved away from encouraging foreign-owned firms in basic, low-skill production
and assembly of products like toys and electronics.

Immigration has become more controversial in the United States and a number of
European countries. An effort for comprehensive reform of U.S. laws failed in 2007
over provisions that were attacked by opponents as amnesty for illegal immigrants.
In Europe political parties that support anti-immigrant policies gained votes in
various elections.

After rising during 1991-2006, the U.S. current account deficit shrank in 2007 and
2008. We seem finally to be seeing the delayed effects of the depreciation of the
exchange rate value of the U.S. dollar that began in 2002.

The amount of trading in the world foreign exchange market, the market in which
currencies are traded for each other, doubled between 2001 and 2007, to a stagger-
ing $3.2 trillion of trading per day.

In 2007 Slovenia joined the euro area, and in 2008 Cyprus and Malia joined, bring-
ing to 15 the number of countries that use the euro as their currency.

Starting in 2005 the Chinese government began to allow a gradual appreciation
of the exchange rate value of its currency. To prevent more rapid appreciation, the
Chinese government has continued to sell its currency and to buy dollars in the
foreign exchange market. By 2008 the government’s official holdings of dollar and
other foreign-currency assets reached more than $1.5 trillion. In 2007 the Chinese
government set up its own sovereign wealth fund to seek higher returns on its
foreign financial investments.

In 2007 and 2008, Saudi Arabia and several other Middle East oil exporting coun-
tries saw their economies overheating and inflation pressures rising, as income
from oil exports surged. The fixed exchange rates of their currencies to the U.S.
dollar prevented them from tightening their domestic monetary policies. Instead,
the fixed exchange rate pushed them to follow the U.S. shift toward lower interest
rates and expansionary monetary policy.

In December 2007 and early 2008, the U.S. Federal Reserve, the European Central
Bank, and the central banks of three other countries launched coordinated offerings
of unusual loans to financial institutions, to attempt to encourage bank lending that
had been nearly frozen by the credit crunch brought on by losses to those holding
mortgage-backed securities.

The price of gold shot up during 2007-2008, driven in part by fears about the
financial system during the credit crunch.

IMPROVING THE BOOK: ORGANIZATION AND TOPICS

In this edition I introduce and extend a number of improvements to the pedagogical
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structure and topical coverage of the book.

+ The World Trade Organization (WTO) and the International Monetary Fund (IMF)
are the key multilateral forums for addressing international economic issues. With
this edition I add a series of shaded boxes on Global Governance, to the other
four series, Focus on China, Focus on Labor, Case Studies and Extensions.
For the IMF, the box in Chapter 6 presents the organization’s goals and activities,
and the first box in Chapter 7 examines IMF lending to countries with intern-
ational payments problems, including the conditions imposed by the IMF on
the borrowing countries. A second box in Chapter 7 summarizes criticism of the
IMF by Nobel prize-winner Joseph Stiglitz and the response by the IMF.

« China continues to receive attention as a rapidly rising force in the global economy.
Specific aspects of China’s international activities appear throughout the text, incl-
uding, in Chapters 1 and 6, China’s rising holdings of official international reserve
assets and the foreign pressures on China to allow more appreciation of the
exchange rate value of its currency.

* Throughout Parts One and Two, we now use the term financial account in place
of the older term capital account. This matches the terminology used by the IMF
and national governments. Financial account also better describes the items that
belong in this part of the balance of payments.

* In Chapter 11 the section on the Exchange Rate Mechanism has been condensed, to
shift the focus of this part of the chapter to the euro and European Monetary Union.
The discussion now includes estimates of the actual expansion of international
trade within the euro area as a result of the adoption of the single currency.

» I have enhanced other discussions of international monetary issues. Chapter
5 uses the new estimates from the World Bank on national income levels per
person that are comparable across countries because they use common prices.
Among other changes in the new estimates, the average income level in China is not
as high as previous, less accurate estimates indicated. Chapter 4 has new charts
showing deviations from uncovered interest parity for the time period 1991-2005.
Chapter 5 has a new figure with a schematic that shows the key relationships in
exchange-rate overshooting. The schematic is intended to assist students to better
understand an analysis that they often find challenging because of its complexity.
A new figure in Chapter 8 summarizes recent research from the IMF about how
economic expansions and recessions in the United States and the euro area spill
over to affect production and income in other countries.

+ I have used the latest available sources to update the wide range of data and infor-
mation presented in the figures and text of the book. Among many other updates,
the book offers the latest information on international trade in specific products
for the United States, China, and Japan; trends in the relative prices of primary
products; patterns of foreign direct investments broadly and by major home coun-
try; rates of immigration into the United States, Canada, and the European Union;
the sizes of foreign exchange trading and foreign exchange futures, swaps, and
options; evidence about relative purchasing power parity; the exchange rate policies
chosen by national governments; and the flows of international financing to and the
outstanding foreign debt of developing countries.

FORMAT AND STYLE

I have been careful to retain the goals of clarity and honesty that have made International
Economics an extraordinary success in classrooms and courses around the world. There
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are plenty of quick road signs at the start of and within chapters. The summaries at the
end of the chapters offer an integration of what has been discussed. Students get the
signs, “Here’s where we are going, here’s where we have just been.” I use bullet-point
and numbered lists to add to the visual appeal of the text and to emphasize sets of deter-
minants or effects. I strive to keep paragraphs to reasonable lengths, and I have found
ways to break up some long paragraphs to make the text easier to read.

I am candid about ranking some tools or facts ahead of others. The undeniable
power of some of the economist’s tools is applied repeatedly to events and issues
without apology. Theories and concepts that fail to improve on common sense are not
oversold.

The format of the book is fine-tuned for better learning. Students need to master
the language of international economics. Most exam-worthy terms appear in boldface
in the text, with their definitions usually contiguous. The material at the end of each
chapter includes a listing of these Key Terms, and on-line Glossary has definitions of
each term. Words and phrases that deserve special emphasis are in italics.

Each chapter (except for the short introductory chapter) has at least ten questions
and problems. The answers to all odd-numbered questions and problems are included
in the material at the end of the book. As a reminder, these odd-numbered questions
are marked with a 4 .

Shaded boxes appear in different font with a discussions of the roles of the WTO and the IMF
different right-edge format and two columns in global governance, China’s international trade
per page, in contrast to the style of main text. and investment, labor issues, case studies, and
The boxes are labeled by type and provide extensions of the concepts presented in the text.

SUPPLEMENTS

PowerPoint Slides

PowerPoint Slides include figures and graphs to make teaching and learning more
accessible.

Test Bank

The test bank for the fourteenth edition of International Economics has over 1,000
questions, including about 300 new questions. Updated and extended by Damian S.
Damianov and Gokge Soydemir of University of Texas-Pan American, the bank offers
a plethora of testing options for the instructor, and includes such types of questions as
multiple-choice, fill-in-the-blank, matching, true/false, and short-answer.

Instructor’s Manual

Written by the author, the Instructor’s Manual contains chapter overviews, teaching
tips, and suggested answers to the even-numbered questions and problems that are
contained in the textbook. To increase flexibility, the “Tips” section in each chapter
often provides the author’s thoughts and suggestions for customizing the coverage of
certain sections and chapters.




Preface v

Study Guide

Written by Kerry Odell of Scripps College, the same author as the previous editions,
the Study Guide is designed to provide students with materials and exercises that they
can use to elevate their own learning. Each chapter is broken down into six sections—
Objectives of the Chapter, Important Terms, Warm-Up Questions, Multiple-Choice
Questions, Problems, and Discussion Topics.

Online Quizzes

A complimentary quiz for each chapter, written by Robert Allen of Columbia
Southern University, highlights important chapter concepts and enables students
to check their progress. Answers are provided so that students can assure reading
comprehension or prepare for an exam. The quizzes are also a great way to refresh
crucial information before class.

COURSE WEB SITE

All updated supplements are available on the Web site to accompany Pugel’s
fourteenth edition. Organized into separate sections for the instructor and the student,
the Web site provides a wide variety of learning devices geared specifically for each
group. To access these supplements, please visit www.mhhe com/pugelide.

For the student:
+ complimentary study guide
+ downloadable PowerPoints
» book-level glossary
+ chapter quizzes

For the instructor:

» downloadable Instructor Manual
» downloadable PowerPoints
+ access to all materials on the student section
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Chapter One

International
“conomics Is Different

. Nations are not like regions or families. They are sovereign, meaning that no central
court can enforce its will on them with a global police force. Being sovereign, nations
put all sorts of barriers between their residents and the outside world. A region or
amily must deal with the political reality that others within the same nation can out-
vote it and can therefore coerce it or tax it. A family or region has to compromise with
others who have political voice. A nation feels less pressure to compromise and often
ignores the interests of foreigners. A nation uses policy tools that are seldom available
to a region and never available to a family. A nation can have its own currency, its own
barriers to trading with foreigners, its own government taxing and spending, and its
own laws of citizenship and residence.

As long as countries exist, international economics will be a body of analysis dis-
tinct from the rest of economics. The special nature of international economics makes
it fascinating and sometimes difficult. Let’s look at four controversial developments
that frame the scope of this book.

FOUR CONTROVERSIES -

Outsourcing

International outsourcing leapt to prominence in the early 2000s, when we noticed
that firms in the United States and other industrialized countries were shifting service
activities and jobs to developing countries, especially India. For a typical firm interna-
tional outsourcing (or, as it is sometimes more suitably called, offshoring) can reduce
its cost of these service activities by about half.

Why this outsourcing has received so much attention is part of what makes
international economics different. Firms are always attempting to lower the costs
that they incur in their production activities. If this occurs within the country, it is
just part of everyday business decisions, with outsourcing being the “buy” part of
the make-or-buy problem—how a firm sources the various materials, components,
and services that it needs to carry out its overall production. But if the outsourcing
crosses national boundaries, it can become a controversial political issue. What’s new
here is that international competition from developing countries is directly affecting
white-collar workers in service activities that had previously been largely insulated.




2 Chapter 1

International Economics Is Different

(Interestingly, lost in much of the U.S. discussion is the fact that the United States
overall is a large net exporter of business services [exports exceed imports]. U.S. firms
actually gain much business though “inshoring” of work in such areas as computer,
consulting, research, architectural, industrial engineering, and legal services.)

The start of the international outsourcing story is in India, which until 1991 had
been following a policy aimed at self-sufficiency and government direction of the
economy, with poor resuits. In 1991 the Indian government enacted a set of major lib-
eralizations, including opening its economy to international trade and foreign compa-
nies. In the 1990s a number of U.S. and British companies quietly began to shift some
back-office work like payroll processing to India, to take advantage of the availability
of low-cost but educated workers who could speak English. Other firms, including
Indian firms like Wipro and Infosys, noticed how successful this was, and began to
expand the business further. At the same time the cost of voice and data transmission
plummeted (a cost decline of more than 80 percent since 2000), with a rapid increase
in the bandwidth in place between India and the United States and Britain.

This international outsourcing includes a range of business services, including data
entry, telephone call centers, and software development. Firms in the United States
and Britain are the largest users of international outsourcing. In addition to India, the
Philippines, China, Russia, and the countries of Central Europe are also important
providers.

How large 1s this international outsourcing? It seems to be rather surprisingly small
for all the attention that it has received, though it is growing. A reasonable estimate
is that by 2005 perhaps 600,000 service jobs (in total, not per year) had been shifted
from the United States to India and other developing countries, a number which is
less than one percent of service sector jobs in the United States. Another way to gain
perspective on this number is to compare it to the flow of job gains and losses in the
U.S. economy. Each year about 30 million people lose or quit their jobs (and some-
thing more than 30 million new jobs are filled).

Which kinds of jobs have been affected, or might be affected in the future?
The work that is being outsourced is generally work that is repetitive and routi-
nized. In the United States outsourcing seems to be a driver behind the decline in
the number of lower-paid and somewhat less-skilled positions such as data entry
keyers, phone operators in call centers, and computer programmers. Even though
there is some outsourcing of higher paid and more skilled positions in the computer
services area, the number of U.S. workers in such positions as computer software
engineers has increased since the late 1990s, and their wages have risen faster than the
economy average.

More generally, there is a limited range of service jobs that can be outsourced,
because positions that require substantial face-to-face contact with customers or
in-depth local knowledge camnot readily be outsourced. Essentially, the work that
is most readily offshored is work that can flow internationally over wires. In total
it appears that in the range of 11-18 percent of service sector jobs are potentially
affected by international outsourcing, and most likely the actual number that will be
offshored will be much less than this.

So, we have a new form of international trade, and white-collar workers, espe-
cially those in the information technology sector, feel threatened. Another thing that
is different about international economics is that national government officials have
the power to enact laws and regulations that can limit international transactions.
If the whole world were one country, the issue of outsourcing would be left to the
marketplace. Within a country, it is usually impermissible for one region to restrict
commerce with another region.



