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Skudy On the Sectoral Competitiveness In
Foreign Trade
( Abstract)

The sectoral competitiveness in foreign trade discussed in this book
includes price competitiveness and non — price competitiveness in @ coun-
try§ foreign trade practice when home commodities is compared with for-
eign ones. Seen logically and historically, price competitiveness is the
premise and foundation of non — price competitiveness, the non - price
competitiveness is a higher form of price competitiveness.

Why the sectoral competitiveness in foreign trade is chosen as the study
subject are illustrated below:

Practically, Chinas foreign trade based on the Theory of Comparative
Advantage cant develop persistently and new theory for guiding is nee-
ded ;

Based on the international trade practice, the Theory of Comparative
Advantage is trying to explain the cause of the existence of international
trade ,and to keep the old international division of labor & the old pat-
tern of trade . But the old international division of labor doesnt benefit
the developing countries, especially developing "large countries” ;

Most current international trade theories are summarized fopm the trade
practice of developed countries and there is no adequate and systematic
research on developing countries;

As the change of international economy and trade environment, new

methods are required in studying China foreign trade practice. Knowl-
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edge based economy characterized by technology revolution and global-

ization is changing the development of world economy. Now the bloom-

ing of China§ economy can depend neither on the outstanding develop-

ment and international trade of manufactured goods, nor on the expan-

ding of primary commodities export, nor on the Export — led strategies

like the " Four Small Dragons".

Thats why study ory the sectoral competitiveness in foreign trade has

such an important implication as to both theory and practice.

Theory is form practice and also the guidance of practice. It is the back-

ward in theories that leads to the backward in competitiveness in China”
s foreign trade. Advanced as the foreign theories are, they are unfit for
China. On the one kand, ffem the classical Theory of Comparative Ad-

vantage of Ricardo to the new Classical Theory of Factor Endowment,

and the temporary international trade theories including Porter § theory
of Competitive Advantage, there is reasonable essence in them. So we

can only use them for reference. On the other hand, research on inter-

national trade theory in China has been limited by the actual environ-

ment. Along with the process of China s opening up and reform, trade

theories in China have developed form the Theory of Comparative to the
Theory of Competitive Advantage of Relative Price, the Strategy of Com-

parative Advantage, the Theory of Trade Twist and the Industrialization
of Foreign Trade and the Theory of Competitive Advantage. All these
theories had some positive effects on China 5 foreign trade in some cer-

tain periods, and brought people new ideas.

Now facing the fact of Matthew Effect, the over — dependence of the ex-

port on policy support, processing trade and unsustainable export, stable
and efficient value chains in manufacture, management, and sale must
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be set up in all of the foreign trade practice in order to improve the ex-
port marketing innovation and competitiveness of foreign trade sector
and open up a new prospect for Chinas foreign trade.

Since price competitive comes form the competitiveness of the foreign
trade sector, there must be a certain relationship between them. When
price competitiveness is mentioned, we mean both absolute and relative
price competitiveness, and these two can be related to the absolute and
relative cost respectively. In practice, the absolute differences in com-
modity price are the base of international trade, but it is difficult for ev-
ery country to find commodities in which they have absolute advantage.
Thats why international trade and international division of labor are
actually based more on the comparative difference in cost. Relative or
comparative cost, comparative advantage and comparative gains are a
set of terms that have both common points and differences. The export
goods competitiveness is determined by the comparative cost and compar-
ative advantage, and comparative gains, which results from competi-
tion.

Comparative advantage can be divided into real and potential compara-
tive advantage, which is related to a nation$ trade structure and trade
policy tendency. The real comparative advantages are based on the price
competitiveness of the current goods for export. They can bring into play
the current comparative advantages and the current division of labor sys-
tem, but cannot change the export goods structure, nor develop new in-
dustry , nor improve the competitiveness in foreign trade industry. There
is a certain relationship between the real and potential comparative ad-
vaniage, but there two are not always in accordance with each other.
So we should concentrate on the relationship between there two to obtain
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both the real comparative advantage, by making full use of the current
price competition advantage and the potential comparative advantage,

by creating new competitive advantage through the guidance of irade
policies, industry policies and competition policies.

The direction of the development of the competitiveness in foreign trade
industry is determined by the change of the comparative advantages,
and the current comparative advantages are determined by the current
trade structure and the price competitiveness of the export goods. In the-
ories, goods in international trade can be divided into labor — intensive
goods, resource — intensive goods and capital — intensive ( including hu-
man resource) goods, different combinations and inter — trade form the
types of inter — industry and inter — industry trade.

There are three kinds of sitnations in inter — industry trade. In the ex-
change between labor — intensive goods, compelitiveness depends on the
labor cost. In the exchange between resource — intensive goods, competi-
tiveness depends on the scarcity of resource and demand. And in the ex-
change between capital — intensive goods, competitiveness depends on
advanced technology and scale production.

The above analysis shows that In current international trade practice,
the developing countries are at a negative position : primary goods export
does not hold the comparative advantage. The reason lies in that the
capital and technology substitution for labor in developed countries, in-
creasing cost caused by the scarcity of natural resources and the worse
environment , and the limited world market and protectionism in trade.
Therefore, developing countries especially large developing countries
have an urgent need for new theories to guide their foreign trade.

In 1980 s, research on competitiveness and the Theory of Competitive
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Advantage became popular and also has helped the trade theory study in
China. Chinese researchers began to work on China§ competitiveness in-
cluding competitiveness in foreign trade sector. The two terms, competi-
tiveness in foreign trade sector and a nation§ competitiveness share com-
mon points as well as difference. The competitiveness in foreign trade
sector is an important part of nation§ competitiveness. They are on the
different research levels, in the difference research areas and focus on
different market scale.

The competitiveness in foreign trade industry includes the competitiveness
of export goods and competitiveness in foreign trade enterprises and so
forth, which make up the three levels of this books research. The com-
petitiveness is affected by the factors, demand , the competitiveness in re-
lated industries, the competition between enterprises, and the strategies
and management structure of enterprises. Although foreign trade is con-
sidered to be an independent industry in China, sitting on the organic
relationship between the producing and marketing of expert production
has led to the weak competitiveness in our foreign trade industry.
Usually the competitiveness in the foreign trade industry would be affect-
ed by the scale of the enterprise, management, techrology equipment
and R&D ability, and environment outside the enterprise and employees
“quality. The most important factors are technology research and inno-
vation. The export goods competitiveness depends on its technology,
price and characteristics, quality, brand and marketing and so on, es-
pecially a nation§ policies on import and export.

Approach and target should be set before evaluating China§ competitive-
ness in foreign trade sector, in this book study has been carried out first
on the current evaluation approaches, including the Cost Analysis Ap-
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proach, Factor Proportion Approach, Revealed Comparative Advantage
Approach , Competitive Advantage Approach and Domestic Resource Cost
Approach. Comparatively, the Dominance Comparative Advantage Ap-
proach is superior to others , but the trouble lies in the data availability.
Limited by the date availability, the dominance comparative advantage
index, trade competitiveness index, market share index, trade term in-
dex and the trade tends and structure are employed in this book to ana-
lyze and evaluate China$ competitiveness in foreign trade industry.
From international comparison, Chinas competitiveness in the foreign
trade sector seems to have supported Ohyamas views. Especially in the
East Asia, the inter — transfer in the industry competitiveness and the
change of the irade tends are more obvious.
On the whole, developed countries siill have a more strong competitive-
ness in international trade while developing countries are deficient in
competitiveness in foreign trade sector. Take the samples in this book as
example, among all the thirty — five finished goods, Japan has competi-
tiveness in twenty — one while Malaysia only ten. Still, the tendency of
the competitiveness in the foreign trade industry favors the developing
countries. Compared with the year 1984, in 1995 Malaysia had twenty
— seven trade competitiveness indexes that were on the rise, and only
eight were decreasing. At the same time, developed country as Japan,
the competitiveness of twenty - five finished goods were decreasing while
only ten were on the rise. A conclusion may be drawn that with outward
shift of the industry in the developed countries, not only more trade op-
portunities will be given to the developing countries, but also their com-
petitiveness in the foreign trade industry will be improved. Besides, Por-
ter§ Theory of Competition is tested. No nation can keep competitive in
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all industries, and be competitive in an industry forever,

The purpose of studying tendency and law of the competitiveness in inter-
national industries is to enlighten the study on China$ compelitiveness in
the foreign trade industry. Work on the foreign trade commodity com-
petitiveness sincel980 indicates that viewing the situation as a whole,
the competitiveness in China$ foreign trade industry is on the rise. The
finished goods competitiveness is improving , but the case is not with the
competitiveness in primary goods.

Difference of China§ competitiveness in the foreign trade sector in indus-
tries shows as follow: compared with 1981, in 1998 the competitiveness
index of primary goods decreased form 0. 14 to 0. 05 whereas that of
finished goods increased form 0.03 to 0. 16. Among the primary goods
and finished goods, competitiveness index of different goods varied
largely and the range and direction of change varied too.
Econometrically study on the competitiveness of all the thirty - five fin-
ished goods indicates that the competitiveness in China§ finished goods
is on the rise. Compared with 1984, in 1995 there are twenty — three
goods “‘competitiveness increased and twelve decreased ; competitive disad-
vandage ratio changed from 12:23 in 1984 10 18:17 in 1995. To make
it specific, we are competitive in the labor ~ intensive goods such as tex-
tile, toys and watches, they made better use of China$ current compara-
tive advantage and kept competitive by the low price. Those standardized
manufactured products that have relative mature technology, like wash-
ing machine, television, and air conditioner, comparatively made good
use of our acquired advantage, and low cost advantage of scale econo-
my. Concerning these products, we have a relative strong competitive-
ness. And we also have obtained some competitiveness in some hi — tech
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industries, such as shipbuilding , in which China has the factor compar-
ative advantage. The competitiveness in the industries of power and
transportation machinery is developing rapidly under the policy guidance
and support. But when it comes to drink, beer, household furniture and
some building materials, we are far from being competitive. As far as
the capital — intensive and technology — intensive indusiries are con-
cerned, we are poor at R&D and not competitive.

Textile as Chinas traditional export industry has a relative strong com-
petitiveness no matter is tested by trade competition index or the revealed
comparative advantage index. Although the revealed comparative ad-
vantage in textile of China§ superior to that of the developed countries
like the United State, Japan and German, it is weaker than that of In-
dia, Pakistan and Hong Kong, which means we do not have a stable
advantage. If developed countries finish innovation in the textile indus-
try, China s textile would facing the challenges both of high — grade
goods from America and European countries, and low — cost goods from
India and Pakistan. Therefore, in order to take precautions, besides
making full use of resources advantages such as labor and textile fiber,
technology innovation should be carried out to improve the competitive-
ness in textile, and realize the variety of export commodity.

The competitiveness in foreign trade sector ean be embodied by the com-
petitiveness of the enterprises and products in the world market. And the
international competitiveness of the enterprises and their products has a
certain relationship with the enterprises management pastern. Seen from
the history and logic, exporting is the first and most fundamental step
on an enterprise$ way to international business. That is the reason why
marketing competitiveness becomes the focus of this book.
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The marketing competitiveness is limited by the environment restriction.

Firstly, peace and developing are still the themes of this era. Secondly,
economy is globalized, which is good to the development of export com-
petitiveness. Thirdly, world economy and trade are developing steadily ,
the United States and European countries are trying to enlarge their
home demand by lowing interests, which again offers opportunity to
China $ products export. Fourthly, we also have some positive factors for
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export. For one thing, the rapid development of economy has built up
sound material foundation for export, the setting up of the market econ-
omy system has met the requirement of system for the foreign trade. For
another, the experience acquired by our foreign trade enterprises during
the twenty — one years enables them to face the market risks. Besides,
the diversification of the management unit enables different enterprises to
take part in foreign trade activities. Finally, our stable political situa-
tion and currency have encouraged export and improved enterprises ”ex-
port competitiveness as well as the measurements the government has car-
ried out and will carry out according to the basic regulations of WTO.

Meantime, we also notice some inefficient factors in China$ export: a)
Protectionism has resulted in anti — dumping towards China$ commodi-
ty. B) International competition is becoming severe. C) The develop-
ment of regional economic integration and group economy brings new
pressure on the export advantage of labor ~ intensive goods. D) There
are some unfavorable factors for export and export competitiveness in
China too, such as lack of marketing concepts innovation like " big
marketing” , lake of world market research, and lack of strategies of
broadening world market. All these have greatly restrict the developing

of Chinas export commodity competitiveness.
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Testing export products themselves, China s competitive advaniages of
export products can be listed as following. a) Our export scale is getting
larger and larger, and shares we hold in the world export are getting
larger and larger too. b) The distant between China and big trade
countries is being shortened. ¢) The export products structure is becom-
ing better step by step, the proportion of primary goods in export is de-
creasing while that of manufactured goods is in creasing steadily.

Meanwhile, the export products also have deficiencies. a) The quality is
declining. b) Low technology$ portion and low added value in the ex-
port products. ¢) We have few world famous brands. d) " First — class
product, second — class package and third - class price" is still exist-
ing. €) Too little capital has been invested in R&D, and little design
and new product development have been done focusing on the demand in
world market. Under such circumstance, opportunities for our export
products may lies in: a) choosing high diversified strategy to decide
product positioning ; b) with the help of ISO9000 and IS014000 impro-
ving product quality and carrying out green marketing , improving inno-
vation ability and service level, attaching importance to brand manage-
ment and protection.

Price is the most important factor that influences the export product com-
petitiveness. Chinas main price advantage is the low price and fairly
nice combination of price and quality. Still deficiencies in pricing are
obvious. First is the lack of strategy consideration and thoughts innova-
tion, putting undue emphasis on cost. Secondly, pricing strategy has
not been made full use of. Lowering price is taken as the only marketing
strategy and cannot make it clear that the core of price competition is "

negative sum” competition. As a result, effective prediction and man-
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agement of demand and competition are needed to create marketing op-
portunities. We should also get familiar with the regulations of countries
concerned and WTO in order to avoid anti — dumping and anti — subsi-
dy law suit. And special attention needs to be paid to the domestic price
and exchange rate of RMB to prevent cost advantage from being weak-
ened by inflation and the increasing of exchange rate. So the export
price competitiveness can be improved.

Whether the scale channels are smooth or not and how smooth they are
mean & lot to export competitiveness. International channel has foreign
trade companies as its main subject has been set up. At the same time,
both horizontal marketing system and vertical marketing system have
been come into being. Despite the above export channel advantages,
what is not so satisfactory is that a marketing system taking home mark-
er and world market as a whole has not been established. And the selec-
tion and supervision of the intermediaries are not so desirable. For these
reasons how to unite home and world markets, make effective use of
multinational corporations”channel advantage and create export oppor-
tunities is the problem before us.

In promotion China has advantages of the use of public relationship and
advertisement. But new ideas on promotion and investment are re-
quired. Also the image of low price with low quality is very negative to
the promotion of technology producis. So it is an opportunity to better
such situation by E — commere.

In the intertemporal trade, investment can change the trade tendency
and structure. Under the situation, the export goods from the foreign
owned enterprises has taken up more than half of the total export, for-
eign capital is increasingly affecting the competitiveness in the foreign



