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PREFACE

The ninth edition of World Trade and Payments arrives at a time of both triumph and tension in the
world economy. The triumph lies in the sweep of an apparently effective market organization of economic
activity across the trading nations of the world. Nobody expected a smooth transition for the centrally
planned economies of the former Soviet Union and Eastern Europe, but the transition is making progress,
bumps and all, and trade between these nations and the rest of the world (suppressed under central plan-
ning) is fast being restored. In 1992 the members of the European Union took a big step toward the elimi-
nation of remaining border restrictions and the economic unification of their national markets. The Union’s
membership has expanded to embrace most of Western Europe, and the Eastern European nations are
knocking at the door. The less-developed countries have continued a decades-long trend toward reducing
their restrictions on international commerce and, increasingly, have removed many other regulatory re-
straints that were apparently dysfunctional for their development. After a perilous journey of negotiation,
the world’ s trading nations reached an agreement in the Uruguay Round to reduce restrictions on trade—
not just conventional tariffs, but also nontariff barriers and deterrents to trade in services and foreign in-
vestment. The World Trade Organization provides a new governance structure to limit and resolve trade
disputes. World capital markets grow increasingly integrated, providing new funding opportunities for bor-
rowers and making it increasingly easy for lenders to diversify their risks internationally.

Yet beneath these triumphs there remain tensions of discontent with national and international eco-
nomic performance. The United States remains fixated—inappropriately in the eyes of most economists—
on its deficit in merchandise trade with Japan. Integrated international capital markets make it harder and
harder for countries to implement policies to stabilize or manage their foreign exchange rates: the bursting
of securities-market bubbles in several Asian countries undermined the expectations of foreign lenders and
forced depreciation of the exchange rates. The Western European countries struggle with macroeconomic
problems of high unemployment and central government deficits that clearly cannot be sustained without se-
rious consequences. Despite appearances of prosperity and growth, wages and real personal incomes in
some industrial countries rise slowly or even fall, generating disappointment and discontent.

The subject of international economics takes on the large task of explaining the economic mechanisms
and the policy options behind all these complex developments. We claim no clairvoyance about how these
issues will be resolved. We do, however, believe that students can be prepared to understand and inter-
pret these structural changes and policy issues in the international economy along with others now unfore-
seen.

What’s New in This Edition

Through this and previous editions of World Trade and Payments we have sought to combine clear ex-
position of the proven and long-lasting basic theories and analytical constructs of international trade and fi-
nance with applications that illustrate their uses. We have incorporated new theoretical developments as
they have come on stream and adjusted the emphasis given to those—new or old—that seem particularly
helpful to the student seeking to understand the currently high-profile issues. At the same time we have
kept a place for analyses speaking to issues currently shaded from popular attention, but likely to burst
forth in the future into the light of public discourse. : '

This general objective guides the changes that were made in this ninth edition. Chapter 8 was reorga-
nized to give it a more logical structure. Several emerging issues of policy have been given their due.
These include international aspects of environmental degradation, treated in Chapters 11 and 14, the in-
ternational treatment of intellectual property rights (Chapter 12), and issues raised by preferential trading
arrangements between industrial and developing countries (Chapter 14). A new chapter (24) deals with
crises in emerging financial markets, and the former chapter on interdependence, aggregate supply, and
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policy coordination has been divided into two more convenient chapters (25 and 26) .

Changes in this edition seek to extend some features of our analysis that differentiate it from other
texts. The “new trade theory” dealing with product differentiation and intra-industry trade is fully integrat-
ed into the analysis, appearing in Chapters 2, 3, 8, and 12. The political economy of international trade
receives a good deal of emphasis, in relation to differing degrees of factor mobility, and as a basis for un-
derstanding why nations choose the trade controls that they do. The prevalence and importance of spillovers
of welfare effects from one trading country to another are emphasized, as is the importance of international
trade for economic development and the essential role in development of the shifting composition of trade.

Pedagogy

Pedagogical features from previous editions of this book are retained and strengthened. Chapters end
with a series of problems and discussion questions, as well as a list of suggestions for further reading.
These readings represent either fundamental contributions or elaborations and applications that might prove
useful to both student and instructor. The accompanying Online Study Guide by Carsten Kowalczyk and
Linda Tesar and updated by Eirlk Evenhouse and Siobhan Reilly provides an extensive review of key con-
cepts and contains numerous problem sets. We are pleased that Bill Seyfried has updated the Instructor’ s
Manual/ Test Bank, originally created by Gregory Leonard, to accompany this edition. The companion
Web site, http;//www.aw.com/caves, features an all-new collection of PowerPoint slides for the text, as
well as a comprehensive Online Study Guide and other valuable resources for the course.

Adapting the Course

World Trade and Payments is adaptable to various tracking styles. Some chapters are followed by one
or more appendixes that explain specialized points or analytical constructions that some instructors might
want to emphasize (but others want to avoid) . Omitting any appendix will not lessen comprehension of the
chapter. For instructors wanting a more advanced approach we have retained, at the back of the text, the
mathematical supplements present in previous editions.

The book covers a conventional, full line of topics and, with some additional material, can serve as
the basis for a full-year course at the undergraduate level or for separate semester (quarter) courses on the
real and financial aspects of international trade. We have paid special attention, however, to the needs of
one-semester courses. The chapters in Part I and Chapters 16, 17, 23, and part of 19 provide the nucleus
of a one-semester course that covers both the core of the real theory (with applications) and elements of
open-economy macroeconomics and balance-of-payments adjustment. Many of the chapters outside this
core are at least somewhat independent of one another, so that instructors can round out the course with
selections from them (examples are Chapters 9 and 14). A course in international macroeconomics might
include Chapters 15 to 19 (Section 19.2) and 22 to 27, and then might emphasize Chapters 21 and 28 if
the orientation is toward finance, or Chapter 20 and Section 19.3 if it is toward developing countries.

Acknowledgments

As authors of a textbook in its ninth edition, we have acquired debts to colleagues, students, and
various helpers that stretch the bounds of memory, let alone explicit acknowledgment. We confine our-
selves to recognizing those who helped with the ninth edition. Thanks go to George Karras, Paul Pecorino,
Peter Rosendorff, Kay Strong, and Rob Swanson for their insightful reviews and suggestions, as well as to
Jiaying Huang, Mei Jin, Eric Lockwood, and Ronald Mendoza for research assistance.

Richard E. Caves
Jeffrey A. Frankel
Ronald W. Jones
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