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PREFACE TO THE CHINESE EDITION

When (decades ago) I first said that in the course of the 21st century China
would become the leading economic power in Asia and one of the leading world eco-
nomic powers, very few shared my opinion. Facts are now pointing to the empirical
verification of my belief.

This reality, coupled with the increasing economic openness of the Chinese e-
conomy, requires Chinese students in economics to have a good preparation in inter-
national economics at both the undergraduate and graduate level.

Thus I feel honoured that my two-volume textbook (which can serve the needs of
both undergraduate and graduate students) has been chosen for a translation into
Chinese. This has prompied me to try to make it even more useful for Chinese stu-
dents; hence I have especially written an ADDENDUM for the Chinese edition where
I survey the latest developments in the field. For clarity of use the material of the
Addendum is organized with reference to the chapters and sections of the original
English book.

The new material contained in the Addendum is copious, showing that interna-
tional economics is a field of growing improtance. Given the division of the book in
two volumes, 1 have written an Addendum to Vol. 1 and an Addendum to Vol. 2.

As regards Vol. 1. 1 have updated both the theoretical and the empirical mate-
rial. From the theoretical point of view, the main updates are the following:

a) protectionism. Domestic industries can also seek protection through
‘administered protection’ procedures. These procedures are rules-oriented and are
codified in both national legislation and international agreements. Their characteristic
is that thay are based on objective criteria rather than on political discretion, and offer
protection when an alleged injury occurs. Antidumping, countervailing duty, and
safeguard actions are the foremost examples of such procedures.

In addition to this, strategic trade policies are examined in the context of the new

theories of international trade.



6

Preface to the Chinese Edition

b) the treatment of the relations between endogenous growth (only traditional
exogenous growth is examined in the original edition) and international trade, in the
context of both the orthodox theory and the new theories of international trade.

c¢) the treatment of the specific factor model (also called the Ricardo-Viner
model), that underlies other models used in.the book, especially in Chapter 7.

d) the treatment of the new models of globalization and economic geography.

These include North-South trade, core-periphery patterns, generalized access to a pool
of common natural resources due to the decline in transport costs, and so forth.
From the institutional and empirical point of view, in addition to the treatment of the
new World Trade Organization, that replaces the old GATT, the empirical studies on
the orthodox theory are updated, and a brief survey of the empirical studies on the new
trade theories is given. All these studies show that the orthodox theory (especially in
its most general version, the full neoclassical model) is alive and well, and cannot be
considered as superseded by the new theories. '

Let me now come to the addendum to Vol. 2. The main new theoretical points
examined are:

1) the intertemporal approach to the current account, which can be seen as a
modern extension of the absorption approach, since it starts from the same observation
(that the current account is also national saving less investment), but supplements it
with the recognition that private saving and investment decisions are forward looking.
Foreign borrowing and lending can, in turn, be viewed as intertemporal trade, namely
as the exchange of goods available on different dates. The whole treatment is firmly
based on microfoundations.

2) the Ricardian model with a continuum of goods, that forms the basis of
modern microfounded dynamic analysis.

3) the model underlying the growth-oriented adjustment programs spon-sored by
the IMF and the World Bank to help developing countries facing balance-of-payments
problems. ’

4) the original model of exchange rate over.ﬁhooting. This phenomenon was al-
ready examined in the English edition, but since most developments are based on the
original Dorbusch model, a treatment of this latter has been included.

5) the new theories of currency areas and monetary integration. These have been
stimulated by what can be considered as the major experiment in current times,
namely the creation of the European Monetary Union.

6) the models of speculative attacks and currency crises. Both first-generation and
second-generation models are treated. They succeed in explaining past crises, but are

apparently unable to explain the current Asian crsis, for which a new generation (third
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generation) of models will be required.
| The new institutional and empirical material concerns the European Monetary
Union, including a detailed explanation of the economic principles underlying the
maastricht convergence criteria, which have often been accused of being nonsensical.
x % %
The Addendum maintains the same approach of the original English edition, in
particular the unique two-tier feature; the treatment in the text is directed to under-

graduate students, while the self-contained mathematical appendices are suitable for

graduate students. Many of the new topics are at the frontiers of research, hence the -

first tier gives.a simplified exposition in verbal and graphical terms, ‘while their often

obscure mathematical aspects are fully clarified in the second tier.

Giancarlo Gandolfo

University of Rome La Sapienza
July 1998
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