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Pretace

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 nine editions of International
Economics 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.

This 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 predeces-
sors, this edition is intended for use in a one-quarter
or one-semester course for students who have no
more background than principles of economics.
This book’s strengths are its clarity and organiza-
tion and its 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 inter-
national trade and finance.

International
Economics Themes

This edition highlights five themes that are widely
discussed by the news media: (1) globalization of
economic activity; (2) the controversy over free
trade—the gap between economists and the general
public; (3) trade conflicts between developing nations
and industrial nations; (4) liberalizing trade—the
WTO versus regional trading arrangements; and
(5) the dollar as a key currency. These themes are
emphasized throughout the text as follows:

» Globalization of economic activity
» Waves of globalization—Ch. 1
¢ Why globalization is important—Ch. 1

Globalization and competitiveness—Ch. 1
Has globalization gone too far?—Ch. 1
Terrorism jolts the global economy—Ch. 1
and Ch. 3

Job outsourcing and free trade—Ch. 2

The anxiety behind globalization—Ch. 2
Free trade and the law of comparative
advantage—Ch. 2

Free trade and quality of life issues

Do low-skilled jobs have to shift overseas?>—
Ch.2

Does trade make the poor even poorer’—
Ch.3

Sweatshop labor competes against American
workers—Ch. 3

Does wage insurance make free trade more
acceptable to workers?—Ch. 6

Free trade policies and the environment—
Ch. 6

Is the Kyoto Protocol a lot of hot air>—Ch. 6

Trade conflicts between developing nations
and industrial nations

Trade problems of the developing nations—
Ch. 7

Economic growth strategies—import sub-
stitution versus export-led growth—Ch. 7
Can all developing nations achieve export-
led growth?—Ch. 7

China enters the WTO—Ch. 7

Do advanced nations gain from trade liber-
alization with developing nations?—Ch. 7

Do U.S. multinationals exploit foreign
workers?—Ch. 9

Liberalizing trade: The WTO versus regional
trading arrangements

From GATT to the WTO—Ch. 6

Does the WTO reduce national sovereignty?
—Ch. 6

Regional integration versus multilateralism—

Ch. 8



e The European Union—Ch. 8
+ The North American Free Trade Agreement
—Ch. 8

e The dollar as a key currency

* Euro and dollar compete for supremacy—
Ch. 8

+ NAFTA: An optimum currency area?—Ch. 7

* Stabilizing currencies of developing coun-
tries: Currency boards versus dollarization—
Ch. 15

» For Argentina, no panacea in dollarization
—Ch. 15

Besides emphasizing several contemporary themes,
the tenth edition of this text contains many new or
substantially revised topics such as:

¢ Cloth Imports from China Threaten Italy’s
Textile Makers—Ch. 1

» The Fruits of Global Trade—Ch. 1

» Maytag Slashes Costs to Survive in a Global
Market—Ch. 2

* Babe Ruth and the Principle of Comparative
Advantage—Ch. 2

* Why Factor Prices Don’t Equalize—Ch. 3

» Should Tariffs Be Placed on Steel Imports to
Protect National Security?—Ch. 4

¢ Should Retaliatory Tariffs Be Used for WTO
Enforcement?>—Ch. 7

* The World Bank and International Monetary
Fund—Ch. 7

¢ U.S. Farm Subsidies and Developing Countries
—Ch.7

» U.S.~Chile Free Trade Agreement—Ch. 8

* Does U.S. Immigration Policy Harm
Domestic Workers?~—Ch. 9

* How Markel Co. Rides Foreign-Exchange
Fluctuations—Ch. 11

e The Ups and Downs of the Dollar—Ch. 12

* Does the U.S. Current Account Deficit Weigh
on the Dollar?—Ch. 12

* Exchange Rate Pass-Through—Ch. 14

* Japanese Firms Move Output Overseas to
Limit Effects of Strong Yen—Ch. 14

* Is Exchange Rate Stabilization Effective?—
Ch. 15

* International Currency Crises—Ch. 16

Preface

| Organizational Framework

Although instructors generally agree on the basic
content of the international economics course,
opinions vary widely about what arrangement of
material is appropriate. This book is structured to
provide considerable organizational flexibility.
The topic of international trade relations is pre-
sented before international monetary relations,
but the order can be reversed by instructors who
choose to start with monetary theory. Instructors
can begin with Chapters 10-17 and conclude with
Chapters 2-9. Those who do not wish to cover all
the material in the book can easily omit all or parts
of Chapters 6-9 and Chapter 13 and Chapters 15-17
without loss of continuity.

In response to the comments of adopters of pre-
vious editions, the tenth edition of International
Economics streamlines its presentation of theory so
as to provide greater flexibility for instructors.
First, the major topics of Chapters 2 and 3 of the
previous edition are combined into a single chapter,
Chapter 2, in the tenth edition, with the indiffer-
ence curve material now in an appendix. Much of
the IMF and World Bank coverage from old
Chapter 18 “International Banking” is moved to
Chapter 7 “Trade Policies for Developing Nations”
and expanded. Some of the more rigorous theoret-
ical material is now placed into appendices or
streamlined within the chapters.

Also, the new edition makes greater use of
“Exploring Further” sections at the end of chapters to
discuss more advanced theoretical topics. These revi-
sions enthance the ability of instructors to emphasize
contemporary applications of international econom-
ics if they desire. At the same time, more advanced
theoretical topics are available to those instructors
who wish to include them in their courses.

| Supplementary Materials

International Economics Web Site
(http://carbaugh.swlearning.com)
In this age of technology, no text package would
be complete without Web-based resources. An
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Preface

international economics Web site is offered with the
tenth edition. This site, http://carbaugh.swlearning.
com, 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 appropriate international economics
Web site to gather data and other relevant infor-
mation, 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 international economics
answers at various Internet Web sites. These fea-
tures are found within the Chapter Resources sec-
tion of the Carbaugh Web site,

In addition, students and instructors alike can
address questions and provide commentary directly
to the author with the Talk to the Author feature.

For other high-tech study tools, visit the
South-Western Economics Resource Center at
http://economics.swlearning.com.

PowerPoint Slides

The tenth edition also includes PowerPoint slides
created by Steve Norton of Okno Consulting
Group, Ann Arbor, Michigan. These slides can be
easily downloaded at http://aise.swlearning.com.
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 internation-
al economics, I have written an Instructor’s Manual
with Test Bank that accompanies the tenth 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 at
http://aise.swlearning.com.

Study Guide

To accompany the tenth edition of the interna-
tional economics text, Professor Jim Hanson of
Willamette University has prepared a Study Guide
(ISBN: 0-324-32020-5) for students. This guide
reinforces key concepts by providing a review of
the text’s main topics and offering practice prob-
lems, true-false and multiple-choice questions,
and short-answer questions.
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