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SPECIALIZATION: itical Econ
POSTGRADUATE: Liu _ Xiaochang

MENTOR: of. iu__Zhibj

With the development of economic globalization and science and technology, the
whole world changed deeply. One of the most remarkable changes is that the
multinational firm carries on production all over the world through the vertical
specialization product and trade model. Multinational firm keeps key process with
high value-added and high content of technology but assign component production
and assemble process to the enterprises in other countries, thus lead to the fact that
intermediate product trade increase constantly between various countries, the vertical
trade chain cross over a lot of countries is lengthened, every country only carries on
specialized production during the specific stage of the commodity production. The
thesis analyzes the cause, trend, operation, effect of Vertical Specialization (VS) and
the impact of VS on making china "the workshop of the world". The main views and
innovations of this thesis are as following.

First, based on economic of scale theory, transaction cost theory, property rights
theory, it analyzes the difference and relation among Vertical Specialization (VS),
Vertical Integration (V1) and Vertical Disintegration (VDI), points out that the choice
depends on the comparison of profit and cost.

Second, Using input and output method it analyzes the VS of china, draws out
that VS in china has increased since 1980~90's but have some fluctuation. The thesis
compares China with other countries at the same time, drawing out the conclusion that
China as a big developing country, its VS has already been quite high. It also verifies
that in the past 20 years economic growth have closely related to advancing reform
and opening, and developing external process trade.

Third, based on existing study this thesis summarizes the cause of VS as Core
Competence Hypothesis, Comparative Advantage Hypothesis, Industry Life Cycle
Hypothesis, and Trade Network of Multinational Firm Hypothesis. By assessing those
hypotheses the thesis pins that the real reason is transaction cost, which is not be take
into account by those hypotheses. Including institution innovation such as the building
of many countries’ market economic system, signature of international trade
agreement, formulation of international trade rule and dispute resolving mechanism,
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integration of regional economics, and the technology development such as the
technology changing prosperity of product, detection technique, information and
network technology, load and transportation technology, those all decrease larpely the
transaction cost in Vertical Specialization process of multinational firm, thus it
become the main cause of multinational firm to take VS recently. While the select of
Chinese enterprise as the cooperation partner of VS by multinational firm is also
related to the constant institution innovation in China. The thesis also takes
transnational outsourcing as an example to analyze the decision process and impact
factor of VS of multinational firm, in micro view it testifies the transactional cost as
the main cause of VS in multinational firm. The thesis puts forward three advices on
how to develop the VS of China. First, join the regional integration group. Second, the
management of government must be transparent and has law to obey. Third, keep the
exchange rate steady, and prevent it rise and fall in bi g numbers.

Fourtt, the multinational firm VS trade generally takes shape through two kinds
of ways. First is Vertical Integration, second is Vertical Disintegration that accompany
with Vertical Restraint. The thesis hypothesizes multinational firm taking VS in a
status of complete monopoly while the enterprise in host country is in complete
competence. The thesis proposes and analyzes four kinds of multinational firm VS
models (Double Monopoly VS, Virtual VS, Buyer Monopoly VS, Seller Monopoly
VS), analyzes price and output of intermediate under different models, and the
relation of competing between multinational firm and cooperative partner under
various kinds of models. The conclusion is that the status and profit of multinational
firm is different in various situations. But whatever upstream or downstream
enterprise is monopoly, it will have important affect on the price and output of
intermediate and total production trade chain. The thesis thinks although monopoly
power of multinational firm increases the inequality between enterprises, it has some
positive means in forming and sustaining the total product chain.

Fifth, the VS through FDI of multinational firm always take shape of clusters.
The Pearl River Delta, Yangtze River Delta and Beijing have become the most
important three industrial clusters in china. Multinational firm accelerates the mobility
of skilled labor and the scientific technological and management talent in host country,
raise their salary, but status of non-skilled labor degrades further. Through getting in
linkage effect, flow of human resource, competition pressure, demonstration and
imitation, education, muitinational firm promotes advancement of technology in
developing host country. The vertical specialized production of the multinational firm
has also promoted the industry upgrading of the developing host country. The thesis
points out the element may trend to be equal between developed country and
developing host country, but the disparity of the price of labor is expanded constantly
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in the developed country and developing country.

Sixth, vertical specialization has some negative effects on host county like the
impact on national enterprise and market, through direct employing, the supplier and
subcontractor in host country, competing with local enterprise it affects various kind
of people and cause polarization, also it may cause reverse technology overflows and
technology relying, and bring the problem of environmental pollution to host country.

Seventh, We can make use of VS product and trade model in multinational firm
to build international workshop. On joining into the chain of VS product and trade of
multinational firm, Chinese enterprise must make choice on time and cooperate
partner, balance the cost and profit and consolidate self position, learn from, cooperate
and compete with multinational firm. At the same time the enterprises should improve
on attracting talent, information build, product quality and technology, brand
establishment. While the government should focus on improving invest and

competence environment.

KEYWORDS:
Multinational Firm Vertical Specialization Developing Host Country
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