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PREFACE

It is our view that as the new millennium gets under way amid a dramatic increase in glob-
alization, every student must have a conscious awareness of “things international.”
Whether one is studying, for example, political science, sociology, chemistry, art, history,
or economics, developments worldwide impinge upon the subject matter of the chosen dis-
cipline. Such developments may take the form of the discovery of a new compound in Ger-
many, an unexpected election result in India, an archeological find in Cyprus, a new
awareness of AIDS in Sierra Leone, or a startling new political/terrorist/military develop-
ment in Afghanistan, Iraq, or Israel. And, because information now gets transmitted instan-
taneously across continents and oceans, scientists, governments, firms, and households all
react quickly to new information by altering behavior in laboratories, clinics, legislative
processes, production and marketing strategies, consumption and travel decisions, and
research projects. Without keeping track of international developments, today’s student
will be unable to understand the changing nature of the world and the material that he or
she is studying,

In addition to perceiving the need for international awareness on the part of students
in general, we think it is absolutely mandatory that students with an interest in econom-
ics recognize that international economic events and the international dimensions of the
subject surround us every day. As we prepared to launch this sixth edition of
International Trade, we could not help noting how much had changed since the ini-
tial writing for our first edition. The world has economically internationalized even
faster than we anticipated nearly 20 years ago, and the awareness of the role of interna-
tional issues in our lives has increased substantially. Almost daily, headlines focus on
developments such as the European Union and the increased economic integration
efforts that have fostered monetary union and the euro; policy issues related to reducing
trade barriers and the effects of threatened retaliatory actions such as the United States
has experienced with its recent steel tariffs; increased integration efforts such as the
ongoing negotiations of the Free Trade Agreement for the Americas; and the tensions
accompanying growth, structural change, and globalization that surfaced at meetings of
international economic organizations such as the World Bank and the World Trade Orga-
nization. Beyond these broad issues, headlines also trumpet news of the U.S. trade
deficit, rising (or falling) gasoline prices, the value of the Chinese renminbi yuan, and
outsourcing to call centers in India. '

The growing awareness of the importance of international issues is also in evidence in
increased student interest in such issues, particularly those related to employment, interna-
tional working conditions, and equity. It is thus increasingly important that individuals
have a practical working knowledge of the economic fundamentals underlying interna-
tional actions to find their way through the myriad arguments, emotions, and statistics that
bombard them almost daily. Young, budding economists need to be equipped with the
framework, the tools, and the basic institutional knowledge that will permit them to make
sense of the increasingly interdependent economic environment. Further, there will be few
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jobs that they will later pursue that will not have an international dimension, whether it be
ordering components from a Brazilian firm, traveling to a trade show in Malaysia, making
a loan for the transport of Caspian Sea oil, or working in an embassy in Quito or in a med-
ical mission in Burundi.

Thus, the motive for writing this edition is much the same as in earlier editions: to pro-
vide a clear and comprehensive text that will help students move beyond simple recogni-
tion and interest in international issues and toward a level of understanding of current and
future international developments that will be of use to them in analyzing the problem at
hand and selecting a policy position. In other words, we seek to help these scholars acquire
the necessary human capital for dealing with important questions, for satisfying their intel-
lectual curiosity, and for providing a foundation for future on-the-job decisions.

We have been very flattered by the favorable response to the first five editions of our
book. In this sixth edition, we continue to build upon the well-received features to develop
a text that is even more attuned to our objectives. We have also, in a number of instances,
attempted to clarify our presentation of some of the more difficult concepts and models in
order to be more student-friendly.

In this edition, as usual, we have attempted to provide current and timely information
on the wide variety of international economic phenomena. Further, new boxes have
been added to cover emerging issues in the global economy. The text has been updated
to include recent developments in U.S. trade policy, major changes in the European
Union, progress in the transition from command to market economies, and special
issues related to developing nations. We should note that, in the monetary material, we
continue to maintain our reliance on the IS/LM/BP framework for analyzing macroeco-
nomic policy because we believe that the framework is effective in facilitating student
understanding and because that material was favorably received by users of the earlier
editions. We also continue to incorporate key aspects of the asset approach into the
IS/LM/BP model.

Particular mention should be made of the fact that, in this edition, we have introduced
Learning Objectives at the beginning of each chapter to orient the reader to the central
issues. This text is comprehensive in its coverage of international concepts, and the Learn-
ing Objectives are designed to assist the instructor with the choice of chapters to cover in
designing the course and to assist the students in focusing on the critical concepts as they
begin to read each chapter. Because of the positive response to the addition of the opening
vignettes in the fifth edition, we have retained and updated them in this edition to focus on
the real-world applicability of the material.

Another improvement introduced throughout the text is a new organization of our ped-
agogical boxes. The “In the Real World” boxes are designed to provide examples of cur-
rent international issues and developments drawn straight from the news that illustrate the
concepts developed in the chapter. In situations where particularly critical concepts would
benefit from further elaboration or graphical representation, we have utilized “Concept”
boxes. Finally, there are a number of cases where prominent figures in international eco-
nomics are profiled. This biographical information is presented in the “Titans of Interna-
tional Economics” boxes.

It is our hope that these changes in the sixth edition will prove beneficial to students as
well as to instructors. The improvements are designed to help readers both understand and
appreciate more fully the growing importance of the global economy in their lives.
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DESCRIPTION OF TEXT

Our book follows the traditional division of international economics into the trade and
monetary sides of the subject. Although the primary audience for the book will be students
in upper-level economics courses, we think that the material can effectively reach a broad,
diversified group of students—including those in political science, international studies,
history, and business who may have fewer economics courses in their background. Having
taught international economics ourselves in specific nonmajors’ sections and Master’s of
Business Administration sections as well as in the traditional economics department set-
ting, we are confident that the material is accessible to both noneconomics and economics
students. This broad audience will be assisted in its learning through the fact that we have
included separate, extensive review chapters of microeconomic (Chapter 5).

International Trade presents international trade theory and policy first. Introductory
material and data are found in Chapter 1, and Chapters 2 through 4 present the Classical
model of trade, including a treatment of pre-Classical Mercantilism. A unique feature is the
devotion of an entire chapter to extensions of the Classical model to include more than two
countries, more than two goods, money wages and prices, exchange rates, and transportation
costs. The analysis is brought forward through the modern Dornbusch-Fischer-Samuelson
model including a treatment of the impact of productivity improvements in one country on
the trading partner. Chapter 5 provides an extensive review of microeconomic tools used in
international trade and can be thought of as a “short course” in intermediate micro. Chapters 6
through 9 present the workhorse neoclassical and Heckscher-Ohlin trade theory, including an
examination of the assumptions of the model. Chapter 6 focuses on the traditional production
possibilities—indifference curve exposition. We are unabashed fans of the offer curve because
of the nice general equilibrium properties of the device and because of its usefulness in ana-
lyzing trade policy and in interpreting economic events, and Chapter 7 extensively develops
this concept. Chapter 8 explores Heckscher-Ohlin in a theoretical context, and Chapter 9 is
unique in its focus on testing the factor endowments approach, including empirical work on
the trade-income inequality debate in the context of Heckscher-Ohlin.

Continuing with theory, Chapters 10 through 12 treat extensions of the traditional mate-
rial. Chapter 10 discusses various post—~Heckscher-Ohlin trade theories that relax standard
assumptions such as international factor immobility, homogeneous products, constant returns
to scale, and perfect competition. An important focus here is upon imperfect competition and
intra-industry trade. Chapter 11 explores the comparative statics of economic growth and the
relative importance of trade, and it includes material on endogenous growth models and on
the effects of growth on the offer curve. Chapter 12 examines causes and consequences of
international factor movements, including both capital movements and labor flows.

Chapters 13 through 17 are devoted to trade policy. Chapter 13 is exclusively devoted to
presentation of the various instruments of trade policy. Chapter 14 then explores the welfare
effects of the instruments, including discussion of such effects in a “small-country” as well as a
“large-country” setting. Chapter 15 examines various arguments for protection, including
strategic trade policy approaches. Chapter 16 begins with a discussion of the political economy
of trade policy, followed by a review of various trade policy actions involving the United States
as well as issues currently confronting the WTO. Chapter 17 is a separate chapter on economic
integration. We have updated the discussion of the transition economies, the European Union,
and the North American Free Trade Agreement. The trade part of the book concludes with
Chapter 18, which provides an overview of how international trade influences growth and
change in the developing countries as well as a discussion of the external debt problem.
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PEDAGOGICAL DEVICES

Learning Objectives

Opening Vignettes

Boxes

Concept Checks

End-of-Chapter
Questions and
Problems

Lists of Key Terms

References for
Further Reading

Instructor’s Manual
and Test Bank

To assist the student in learning the material, we have included a variety of pedagogical
devices. We like to think of course that the major device in this edition is again clear expo-
sition. Although all authors stress. clarity of exposition as a strong point, we continue to be
pleased that many reviewers praised this feature. Beyond this general feature, more spe-
cific devices are described herein.

Virtually every chapter begins with a set of explicit learning objectives to help students
focus on key concepts. The learning objectives can also be useful to instructors in selecting
material to cover in their respective classes.

These opening vignettes or cases were mentioned earlier. The intent of each case is to motivate
the student toward pursuing the material in the forthcoming chapter as well as to enable the
student to see how the chapter’s topics fit with actual applied situations in the world economy.

There are three types of material that appear in boxes (more than 100 of them) in International
Trade. Some are analytical in nature (Concept Boxes), and they explain further some dif-
ficult concepts or relationships. We have also included several biographical boxes (Titans of
International Economics). These short sketches of well-known economists add a personal
dimension to the work being studied, and they discuss not only the professional interests and
concerns of the individuals but also some of their less well-known “human” characteristics.
Finally, the majority of the boxes are case studies (In the Real World), appearing throughout
chapters and supplemental to the opening vignettes. These boxes serve to illuminate concepts
and analyses under discussion. As with the opening vignettes, they give students an opportu-
nity to see the relevance of the material to current events. They also provide a break from the
sometimes heavy dose of theory that permeates international economics texts.

These are short “stopping points” at various intervals within chapters (about two per chap-
ter). The concept checks pose questions that are designed to see if basic points made in the
text have been grasped by the student.

These are standard fare in all texts. The questions and problems are broader and more com-
prehensive than the questions contained in the concept checks.

The major terms in each chapter are boldfaced in the chapters themselves and then are
brought together at the end of the chapter in list form. A review of each list can serve as a
quick review of the chapter.

These lists occur at the end of the book, organized by chapter. We have provided bibliographic
sources that we have found useful in our own work as well as entries that are relatively accessi-
ble and offer further theoretical and empirical exploration opportunities for interested students.

This companion work offers instructors assistance in preparing for and teaching the
course. We have included suggestions for presenting the material as well as answers to the
end-of-chapter questions and problems. In addition, sample examination questions are pro-
vided, including some of the hundreds of multiple-choice questions and problems that we
have used for examining our own students. Access this ancillary, as well as the online ver-
sion of the test bank, through the text’s Online Learning Center.
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The sixth edition of International Trade is accompanied by a comprehensive Web site,
www.mhhe.com/appleyard6e. The Instructor’s Manual and Test Bank exist in Word format on
the password protected portion. Additionally, the password protected site includes the link to
EZ Test Online, answers to the Graphing Exercises, and a Digital Image Library containing all
of the images from the text. Students also benefit from visiting the Online Learning Center.
Chapter-specific graphing exercises and interactive quizzes serve as helpful study materials.

ACKNOWLEDGMENTS

Our major intellectual debts are to the many professors who taught us economics, but particu-
Jarly to Robert Stern of the University of Michigan and Erik Thorbecke of Cornell University.
We also have found conversations and seminars over the years with faculty colleagues at the
University of North Carolina at Chapel Hill to have been extremely helpful. We particularly
wish to thank Stanley Black, Patrick Conway, William A. Darity, Jr., Richard Froyen, and
James Ingram. Thanks also to colleagues at Davidson College, especially Peter Hess, Vikram
Kumar, David Martin, Lou Ortmayer, and Clark Ross; and colleagues at the University of
North Texas, especially Michael McPherson, David Molina, and Margie Tieslau; and to the
many students at Chapel Hill and Davidson who were guinea pigs for the material. We also
express our appreciation to Barbara Carmack for her cheerful and very extensive help with the
mechanics of manuscript preparation. Timely assistance was also provided by Christoph Pross.

We are also indebted to the entire staff at McGraw-Hill/Irwin, especially Dana Pauley,
Gina Hangos, Cara David, Lori Kramer, Susan Lombardi, Douglas Reiner, Elizabeth
Clevenger, and Kelly Odom. We thank them for their cooperation, patience, encourage-
ment, and guidance in the development of this sixth edition.

In addition, we are grateful to the following reviewers; their thoughtful, prescriptive
comments have helped guide the development of these six editions:

Mohsen Bahmani-Oskooee University of Wisconsin-Milwaukee

Michael Barry
Scott Baier

Bruce Blonigen
Eric Bond

Harry Bowen
Victor Brajer
Drusilla Brown
Geoffrey Carliner
Roman Cech
Winston Chang
Charles Chittle
Bienvenido Cortes
Kamran Dadkhah
Joseph Daniels
William Davis
Alan Deardorff
Khosrow Doroodian
Mary Epps

Jim Gerber

Mount St. Mary’s University
Clemson University

University of Oregon

Pennsylvania State University
University of California—Irvine
California State University—Fullerton
Tufts University

Babson College

Longwood University

State University of New York at Buffalo
Bowling Green State University
Pittst;urg State University
Northeastern University

Marquette University

Unijversity of Tennessee at Martin
University of Michigan

Ohio University—Athens

University of Virginia

San Diego State University



Norman Gharrity
Animesh Ghoshal
James Hartigan
Stephen Haynes
Pershing Hill
William Hutchinson
William Kaempfer
Mitsuhiro Kaneda
Patrick Kehoe
Frank Kelly

David Kemme
Madhu Khanna
Yih-Wu Liu
Thomas Love
Judith McDonald
Thomas McGahagan
Joseph McKinney
Thomas McKinnon
Michael McPherson
William G. Mertens
Thomas Mondschean
Michael Moore
Sudesh Mujundar
John Pomery
Michael Quinn
James Rakowski
James Rauch
Simran Sahi

Jetf Sarbaum

W. Charles Sawyer
Don Schilling

Modiful Shumon Islam

John N. Smithin
Richard G. Stahl
Jeffrey Steagall
Edward Tower
John Wilson

PREFACE

Ohio Wesleyan University

DePaul Univesity

University of Oklahoma

University of Oregon

University of Alaska

Vanderbilt University

University of Colorado
Georgetown University

University of Pennsylvania

Indiana University—Purdue University Indianapolis
Wichita State University

University of Illinois—Champaign
Youngstown State University
North Central College

Lehigh University

University of Pittsburgh at Johnstown
Baylor University

University of Arkansas

University of North Texas
University of Colorado at Boulder
DePaul University

The George Washington University
University of Southern Indiana
Purdue University

Bentley College

University of Notre Dame
University of California—San Diego
University of Minnesota

University of North Carolina—Chapel Hill
University of Southern Mississippi
University of Missouri

Columbia Southern University
York University

Louisiana State University
University of North Florida

Duke University

Michigan State University

We also wish to thank David Ball (North Carolina State University), David Collie

(Cardiff University), David Cushman (University of Saskatchewan), Guzin Erlat (Middle



PREFACE

9

East Technical University—Ankara), J. Michael Finger (World Bank, retired), Dan Friel
(Bank of America), Art Goldsmith (Washington and Lee University), Monty Graham (The
Peterson Institute of International Economics), Michael Jones (Bowdoin College), Joseph
Joyce (Wellesley College), and Joe Ross (Goldman Sachs) for their helpful comments on
this and earlier editions. Appreciation is also extended to the many other individuals who
have contacted us over the years regarding our book. Of course, any remaining shortcomings
or errors are the responsibility of the authors (who each blame the other two). A special
note of thanks goes to our families for their understanding, support, and forbearance
throughout the time-absorbing process required to complete all six editions.

Finally, we welcome any suggestions or comments that you may have regarding this
text. Please feel free to contact us at our e-mail addresses. And thank you for giving atten-
tion to our book!

Dennis R. Appleyard
deappleyard@davidson.edu

Alfred J. Field, Jr.
afield @email.unc.edu

Steven L. Cobb
scobb@unt.edu



S1E EBREFEEMEE oo 1
] 1
BEER BB IAR TR «orerommemeeree s e ettt e 2
I - - O P 9
B [ 228 AR BRI TIE - vvemveemeeeee s ten e e e e s e s e st e bttt h e e e e oo e e s L 11

R (S I L 15

w2E BHNEREEES—— hEEEN M BRTEIRHIIREE oot 17
= P PR 18
T T o LT P 18
g%ﬁﬁﬁﬁ%fﬂi@xﬁﬁﬁil%ﬁiﬁ ............................................................................................................... 22

WIE HHEBER. AT TEEHABATEEBIARIEIEIR corveerrnrerrrerrenmrreaaiair e 28
=] = O P PP 29
B 29
2 B IR B LA R VB oo+ v vvvr o seeesnnneraenensaae s st e e s s n s et ans s eseeae it ne s e e e e e e e e et e re s b s L e e eeaba e e e tebant e e res et aesae 30
A Aok ) = LT U P P UP OO 34
el NI e T 2 Do - 5. U R 38
B A5 0 T o Y. o G 39

EAE NS AR FEFLIEAE -+ rv v erevrrererenrrmrerrmerta st ee s e eia et s 42
= PN 43
e T T Nl -0 i Ut 43
TR AR H AT SR - eeeeee e emeeneenseeeeeteene et eee e e er e e e et ere e 44
B L 8 PSPPI OUPION 47
BB ] - v v e e e et e e e e L e e e e ae b ea e a s s h b e s s e ne b e e eaas 50
AL 8 % L PR ORI 52
PR - i U] £ 3 R 21 SO USRS 53

ETERLS  BRBRBITEID ocoeeeeee e et e s e e e e ae e e e eae e te e e et aeaens 63

ESE FHEBIEIR—— B HT T EBI IR - ooererrerereeerietie e riieirrttteeraeesaesaasestasnerereeeeeeeeaess 65
G| B +ev-vnvernrenerna sttt e et et e e eueera e an e e e e h b e s h e b g ha § A A e h S e e e et e e a e aa e et e st et en e aa e san enn e tn etante nennee e na et e annrnn 66
T BB AT TEID oo crerermrenmre it et es s et e e ettt et ia et e e e e br et e e et et e e et e e e et eante b s n e eeaeaebeeetsbntnn e eeeraeaennn 66



BB TR AR T A PR BEPE IR oo oo s e 78
%6% %ﬁﬁg;ﬁf&;’:%ﬁ%*ﬂ% ................................................................................................ 87
] = P TP PP E 38
TR 7 0L R LR LT LT LT P AL 88
Ly L O TP e P T L R PP PP PR TPPRPEPPOPPECPRIPE 90
ﬁgjkém%‘ﬁ%ﬁ: .................................................................................................................................... g5
AP BTH ER BB - v vereerve s mmrr e e e o st e b L 08
HTE FSRAHETITIEERE oo 103
LI LT T P P AR TPOPPPPPRS 104
B B B ERIEHER et e s r et s gt 104
Rt R R B T M v e rereermem et e e 108
R AR R BUREBHAIER orvererreremmmn i e e e e e e e e e 110
B S B TIZR BB +eveeereeme ettt 114
G I B B Bl o ov e ne st e e s et e s s 119
w3 E BENEH —ERERIELMMFERR - SR 125
= = T T P Ty O T T PP P PR TP PR PP EOPRL PP 126
ey EREEAMEE e R TR LTI PP PR 127
BEBEMR S TEEUR — HRAKHHIE et e e e e e 127
FERRKIR - RARFEIS UG ML - o v vreerermer e e s 139
OB EBRIBIEAISTIESTHT «ooroereerreerrrrermr e e s 151
8 R T ELIIITII PRI 152
L . ST P TSP 152
PO B 1y = D L LL LT L LT TP TR PR IR P PP TP RO TP PPR TP OIS 153
Kt PR IR — ARAKTRIE BUZE— A IE v vvvver e e e 158
FREEIUR - BRARTEIS S REY oo eereerer ettt e e e s 163
%E%ﬂﬁ ﬁgﬂ-ﬁgmy"ﬁ ................................................................................................ 171
10T BHOBRBHEHILGFARBRE roocoreeerror e e e 173
= T P P P S T O P LT PP OT e P LTV T T SPRPIULOPEPEPPY 174
J5 H-O BB TR - ovvveererrertetum sttt it e ae i et e b s e e L s e b i e et e et e st b 174
T 10 T P 191
%£11 =§_= %B‘fiﬁﬁ-’-ﬁﬁiﬁ% ................................................................................................... 202
T 203
TR BRI BRI APZE oo vvvrrersermr i s e e e s e e s s e e e r s 203
2l e e T 207



/J\@Argﬁ_ﬁ‘ﬂggiigﬁ‘ ﬁz_ﬁm%ﬂ ............................................................................................................ 213

K ERE IR T RIE R . TR GIEA et e 216
173 3 AL Sy N T PP ST 220
% 12 ﬁ ﬁ;gimﬁ ............................................................................................................ 224
i T T T P T T D P T PP P PR R PP ORI PLPPRPPLROTD 995
i E E RS E A R CHBIEFRYEARBL -eroreerereormrm 295
O R D - T T L T S P PSSP P PP ISPP 240
EMERGy BRABHIBITR -oooovrrvrmrrrrmmr e sttt e 255
% 13-’5 QEE%IE ............................................................................................................ 257
=] T LT T LT T L T TT RIS PPpO 258
I < R TLTTTTIRIIT PP ISP PP 258
T B oy LT 1 12 Y PP PP PRSP 269
R Rl 0 e I Lt LR P 269
14 L BB BUEEHIROME - oo e rrmrrmr e e e e et a s 278
=] L L LT T P T T R S P P P I ISP OPPYPPRTTPPRI R 279
TEAE R B T HITURARE . JNEEBL «overeerereossesersesesseismstasiatestoeseetasnasas asaasts s s snes e ae st e besn e b e st e s e en s sa e e et ons 280
A BTSSRI . FCEEBL +oeovreerereremerre e ettt s 289
PN R Y A L N P VPPN 300
8 A0 PP 306
W15 IREPENRBEBBIZIE - ooorerrrr e 316
= LT IR LTI 317
VER—EE T RSB AR — B TIRBEE o oreeerrereer s i e 317
B I R O PP 326
S IR HEL I P EE BRI R IR B D REAFY wvevevreeovnmereeerssmanissetees s ratsae s s s st b et a e s bbb es g o s es s re st R b s e s s n st 330
LA L T UIEHE «vorvvvereerosmemr s reeser et e e et 336
BB T S B . BEFRHABEAEHL reeereersos ottt it st 338
W16 BHFPUHAEESEERIRTITIBELHE oot 354
] = eereeatsveretererebe eeenteretrt et ertaetsaarttearehenanaentn e ate e tnan e rensteae e taeiartee e tnareernnre 355
T R0 o T 355
R ESBUEITII vvevevvrrrerrsereereseernoneneeassisiiissosi ttuss e rraneseaeasseaasestassersseaat r b s et e ae e s s ae e rereeestaenasasens 361
T 1 Ot - T G 380
I = S~ B = T 385
] O GG 386
o o o . 386
g e (0T« S b AL 387



