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ABSTRACT

THE QUANTITATIVE ANALYSIS OF COM-
PARATIVE ADVANTAGE OF INTERNA-
TIONAL TRADE

The increasing competitiveness of newly industrial
economies’ exports and transformation of their pat-
terns of foreign trade are major events of modemn
world trade. Based on empirical analyses, this
hook is an effort to explore the underlying forces to
cause the changes in comparative advantage and to
test relevant theoretical arguments. It focuses on
analyzing the transformation of comparative advan-
tage of developing countries’ (LDCs) manufac-
tured exports, including cross country tests. Dis-
tribution of trade benefits is always a central topics
of trade theory, so it is also included in this
study .

The first half of this book undertakes litera-
ture survey, and the second half undertakes quan-
titative studies to test theoretical hypotheses. The
empirical tests are composed of demand and supply
analyses, factor contents measure, revealed com-

parative advantage and terms of trade examinations.



These tests examine following major theoretical argu-
ments. First, all arguments are related to a common
theme: when more countries upgrade their exports from
primary goods to manufactures and worsening the pres-
sure of trade protectionism in developed markets, can
LDCs as a whole still gain trade profits and accelerate
economic growth through export-led expansion” Lewis
repeats the engine of growth approach in the 1950s: the
growth of LDCs’ exports relies solely on developed
countries’ demand, and such links remain a quantum
stable over a hundred years. When the engine, devel-
oped economies, slows down, the rest of world will
slow down. The only solution is replacing the tradition-
al South-North trade link with South-South trade. The
neoclassical economists argue that the dominate factors
of economic and trade growth are from supply rather
than demand side. Given the differences in factor en-
dowments, the South can enjoy trade benefits mainly
from South-North trade. Second, Singer believes that
the deterioration of terms of trade equally applies to LD-
Cs’ manufactured exports to developed countries. Meier
points out that income terms of trade is more relevant to

measure LDCs ’ gains from trade , while traditional



indicator of net terms of trade is misleading. Third,
Balassa assumes that the upgrading of LDCs’ compara-
tive advantage follows a pattern of ladder of comparative
advantage instead of reaches a stage of development si-
multaneously. Because the size of world market is ex-
panding, the increase in volume of LDCs’ exports can
be absorbed. Lall doubts the continuous growth of de-
veloped markets, and the only feasible solution to ac-
commodate LDCs’ manufactured exports will be promo-
tion of South-South trade.

Against the hypothesis of engine of growth, chap-
ter five designs a demand equation to calculate the de-
gree and stability of South-North trade and economic
link. The outcome proves that South-North economic
and irade links are unstable in history, and demand
factor cannot fully explain the growth of LDCs’ econo-
my. Therefore, it is unrealistic to assume that the
South’ s growth mechanically relies on the North’s de-
mand. In order to precisely measure comparative ad-
vantage, chapter six applies Korean input-output tables
to compuie the ranks and characteristics of factor con-
tents of LDCs’ manufactured exports. These tests re-

veal following facts:the varied ranks of factor contents



are consistent with the principle of neoclassical trade
theory and ladder of comparative advantage approach,
while abnormal ranks of factor contents are related to
disturbance from protective trade regime; South-North
trade is more beneficial than South-South trade in terms
of efficient allocation of resources because the former
contains higher ratio of labour factor and lower ratio of
capital factor than the latter, because factor contents of
LDCs’ manufactured exports are closely related to the
accumulation of economic factors, and supply factors
can well explain patterns of their comparative advan-
tage. The tests in chapter seven employ the technique
of product analyses to further assess the distribution and
changes in LDCs  comparative advantage in recent
years. LDCs as a whole have disadvantage in exporting
manufactures, but the degree of disadvantage has been
reducing dramatically since the 1980s. Newly industrial
economies have built up their competitiveness in certain
capital and technology intensive goods. Another major
finding is that intra-industrial trade emerges between
newly industrial economies and between newly industri-
al economies and developed economies. The rising of in-

tra-industrial trade will expand the size of world market
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and offset the trade protectionism. Chapter eight is de-
voted to examine the debate whether and in what extent
LDCs can gain benefits from increase in volume of their
exports . The statistical results indicate that the trend of
worsening net terms of the South’ s trade against the
North reversed during the 1970s, and the former’ s
terms of trade have actually been improving measured
by income terms of exports. Furthermore, since the
rate of growth of the South’ s labour productivity is
higher than the North, the South’s single factor term of
trade has improved since the 1980s against the North.
Thus, developing economies have been benefited from
increase in the volume of exports and the improvement
in their purchasing power of exports.

Two major conclusions can be drawn from testing
the hypotheses related to LDCs’ comparative advantage
with empirical evidence. First, the product and direc-
tion of LDCs’ foreign trade should keep consistent with
their state of factor resources because supply rather
than demand factors determine the growth of trade.
Ladder of comparative advantage approach predicts that
each country may adjust their pattern of foreign trade

according to the transformation of its comparative




advantage. Such a dynamic adjustment procedure can
lead to expansion of world market and to efficiently ex-
plore benefits from division of labour. Second, in con-
sideration of size and stability of market, complemen-
tary of factors and intra-industrial trade, South-North
trade is more beneficial than South-South trade.

I would be very grateful if readers could find use-
ful reference for analyzing comparative advantage of
China’s foreign trade from this study. I also hope this
book provides right methodology for the research on de-

velopment of national and regional industries.



