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My belief is that the best way to motivate students to learn a subject is to demonstrate
how it is used in practice. The first twelve editions of International Trade reflected this
belief and were written to provide a serious presentation of international economic
theory with an emphasis on current applications. Adopters of these editions strongly
supported the integration of economic theory with current events.

The thirteenth edition has been revised with an eye toward improving this
presentation and updating the applications as well as toward including the latest
theoretical developments. Like its predecessors, this edition is intended for use in a
one-quarter or one-semester course for students who have no more of a background
than the principles of economics. This book’s strengths are its clarity, organization,
and applications, which demonstrate the usefulness of theory to students. The
revised and updated material in this edition emphasizes current applications of
economic theory and incorporates recent theoretical and policy developments in
internatjonal trade.

This edition highlights six current themes that are at the forefront of international
economics:

« The Global Economic Downturn of 2007-2009
« Anatomy of the economic crisis—Ch. 1
« Trade protectionism intensifies as economies fall into recession—Ch. 4
o U.S. fiscal stimulus and “Buy American” legislation—Ch. 5
« Do government subsidies to automakers weaken the World Trade
Organization?—Ch. 6
« Falling commodity prices squeeze the economies of developing nations—Ch. 7
« Does the U.S. tax code send American jobs offshore?—Ch. 9
»  Globalization of economic activity
« Waves of globalization—Ch. 1
o Has globalization gone too far?—Ch. 1
Putting the H-P Pavilion together—Ch. 1
« Soaring transportation costs hinder globalization—Ch. 3
»  Free trade and the quality of life issues
« Does the principle of comparative advantage apply in the face of job
outsourcing?—Ch. 2
« Boeing outsources work, but protects its secrets—Ch. 2
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e Does trade make the poor even poorer?—Ch. 3
« Does wage insurance make free trade more acceptable to workers?—Ch. 6
o The environment and free trade—Ch. 6
« Trade conflicts between developing and advanced nations
« s international trade a substitute for migration?—Ch. 3
e Economic growth strategies—import substitution versus export-led
growth—Ch. 7
« Does foreign aid promote the growth of developing countries?—Ch. 7
« How to bring developing countries in from the cold—Ch. 7
« The Doha Round of multilateral trade negotiations—Ch. 6
« China’s export boom comes at a cost: how to make factories play fair—Ch. 7
« Do U.S. multinationals exploit foreign workers?—Ch. 9
« Liberalizing trade: the WTO versus regional trading arrangements
Does the WTO reduce national sovereignty?—Ch. 6
Regional integration versus multilateralism—Ch. 8
Is Europe really a common market?—Ch. 8
French and Dutch Voters Sidetrack European Integration—Ch. 8
From NAFTA to CAFTA—Ch. 8
Will the Euro Fail?—Ch. 8

Besides emphasizing current economic themes, the thirteenth edition of this
text contains many new contemporary topics such as outsourcing and the U.S. auto
industry, U.S. safeguards limit imports of textiles from China, bailout fund for the
Eurozone, bike imports force Schwinn to downshift. Faculty and students will
appreciate how this edition provides a contemporary approach to international Trade.

Organizational Framework: Exploring Further Sections

Although instructors generally agree on the basic content of an international econom-
ics course, opinions vary widely about which arrangement of material is appropriate.
This book is structured to provide considerable organizational flexibility.

The thirteenth edition streamlines its presentation of theory so as to provide greater
flexibility for instructors. This edition uses Exploring Further sections at the end of cer-
tain chapters to discuss more advanced topics. The Exploring Further sections consist of
the following:

+ Comparative advantage in money terms—Ch. 2

« Indifference curves and trade—Ch. 2

«  Offer curves and the equilibrium terms of trade—Ch. 2

+  The specific-factors theory—Ch. 3

«  WTO Makes Ruling on Boeing-Airbus Aircraft Subsidy Dispute—Ch. 3
«  Offer curves and tariffs—Ch. 4

+ Tariff-rate quota welfare effects—Ch. 5

+ Export quota welfare effects—Ch. 5

«  Welfare effects of strategic trade policy—Ch. 6

. Government procurement policy and the European Union—Ch. 8
. Economies of scale and NAFTA—Ch. 8

« Can the Euro Survive?—Ch. 8

AVAILABILITY OF RESOURCES MAY DIFFER BY REGION. Check with your local Cengage Learning representative for details.
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‘Supplementary Materials

international Trade Web Site
(www.cengage.com/international)

In this age of technology, no text package would be complete without Web-based re-
sources. An international economics website is offered with the thirteenth edition.
This site, www.cengage.com/international, contains many useful pedagogical enrich-
ment features including NetLink Exercises, which draw upon the expanded NetLinks
feature at the end of each chapter. While the NetLinks direct the student to an appro-
priate international economics website to gather data and other relevant information,
the NetLink Exercises allow students to access these Web sites to answer pertinent and
practical questions that relate to international economics. As an added enrichment
feature, a Virtual Scavenger Hunt engages and encourages students to search for inter-
national economics answers at various Internet Web sites.

PowerPoint Slides

The thirteenth edition also includes PowerPoint slides created by Andreea Chiritescu
of Eastern Illinois University. These slides can be easily downloaded from the
Carbaugh Web site (www.cengage.com/international). The slides offer professors
flexibility in enhancing classroom lectures. Slides may be edited to meet individual
needs.

Instructor’s Manual

To assist instructors in the teaching of international economics, I have written an
Instructor’s Manual with Test Bank that accompanies the thirteenth edition. It contains:
(1) brief answers to end-of-chapter study questions; (2) multiple-choice questions for
each chapter; and (3) true-false questions for each chapter. The Instructor’s Manual
with Test Bank is available for download for qualified instructors from the Carbaugh
Web site (www.cengage.com/international).

Study Guide

To accompany the thirteenth edition of the international economics text, Professor
Jim Hanson of Willamette University has prepared an online Study Guide for stu-
dents. This guide reinforces key concepts by providing a review of the text’s main
topics and offering practice problems, true-false and multiple-choice questions, and
short-answer questions. Contact your local Cengage representative for details.
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CHAPTER 1

In today’s world, no nation exists in economic isolation. All aspects of a nation’s
economy—its industries, service sectors, levels of income and employment, and
living standard—are linked to the economies of its trading partners. This linkage
takes the form of international movements of goods and services, labor, business
enterprise, investment funds, and technology. Indeed, national economic policies
cannot be formulated without evaluating their probable impacts on the economies of
other countries.

The high degree of economic interdependence among today’s economies reflects
the historical evolution of the world’s economic and political order. At the end of
World War II, the United States was economically and politically the most powerful
nation in the world, a situation expressed in the saying, “When the United States
sneezes, the economies of other nations catch a cold.” But with the passage of time,
the U.S. economy has become increasingly integrated into the economic activities of
foreign countries. The formation in the 1950s of the European Community (now
known as the European Union), the rising importance in the 1960s of multinational
corporations, the market power in the 1970s enjoyed by the Organization of
Petroleum Exporting Countries (OPEC), and the creation of the euro at the turn of
the twenty-first century have all resulted in the evolution of the world community
into a complicated system based on a growing interdependence among nations.

Recognizing that world economic interdependence is complex and its effects
uneven, the economic community has taken steps toward international cooperation.
Conferences devoted to global economic issues have explored the avenues through
which cooperation could be fostered between industrial and developing nations. The
efforts of developing nations to reap larger gains from international trade and to
participate more fully in international institutions have been hastened by the impact
of the global recession, industrial inflation, and the burdens of high-priced energy.

Over the past 50 years, the world’s market economies have become increasingly
interdependent. Exports and imports as a share of national output have risen for
most industrial nations, while foreign investment and international lending have
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expanded. This closer linkage of economies can be mutually advantageous for trading
nations. It permits producers in each nation to take advantage of the specialization
and efficiencies of large scale production. A nation can consume a wider variety of
products at a cost less than that which could be achieved in the absence of trade.
Despite these advantages, demands have grown for protection against imports.
Protectionist pressures have been strongest during periods of rising unemployment
caused by economic recession. Moreover, developing nations often maintain that the
so-called liberalized trading system called for by industrial nations serves to keep the
developing nations in poverty.

Economic interdependence also has direct consequences for a student taking an
introductory course in international economics. As consumers, we can be affected by
changes in the international values of currencies. Should the Japanese yen or British
pound appreciate against the U.S. dollar, it would cost us more to purchase Japanese
television sets or British automobiles. As investors, we might prefer to purchase Swiss
securities if Swiss interest rates rise above U.S. levels. As members of the labor force,
we might want to know whether the president plans to protect U.S. steelworkers and
autoworkers from foreign competition.

In short, economic interdependence has become a complex issue in recent times,
often resulting in strong and uneven impacts among nations and among sectors within
a given nation. Business, labor, investors, and consumers all feel the repercussions
of changing economic conditions and trade policies in other nations. Today’s global
economy requires cooperation on an international level to cope with the myriad
issues and problems.

Globalization of Economic Activity

When listening to the news, we often hear about globalization. What does this term
mean? Globalization is the process of greater interdependence among countries and
their citizens. It consists of the increased interaction of product and resource mar-
kets across nations via trade, immigration, and foreign investment—that is, via inter-
national flows of goods and services, of people, and of investments in equipment,
factories, stocks, and bonds. It also includes non-economic elements such as culture
and the environment. Simply put, globalization is political, technological, and cultural,
as well as economic.

In terms of people’s daily lives, globalization means that the residents of one
country are more likely now than they were 50 years ago to consume the products
of another country, to invest in another country, to earn income from other coun-
tries, to talk by telephone to people in other countries, to visit other countries, to
know that they are being affected by economic developments in other countries,
and to know about developments in other countries.

What forces are driving globalization?' The first and perhaps most profound
influence is technological change. Since the industrial revolution of the late 1700s,
technical innovations have led to an explosion in productivity and slashed transpor-
tation costs. The steam engine preceded the arrival of railways and the mechanization
of a growing number of activities hitherto reliant on muscle power. Later discoveries
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