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ABSTRACT

INTERNATIONAL INDUSTRIAL COMPE-
TITION AND MARKET CAPACITY

The sudden plunge of East Asian economies
from long term growth into the recent finan-
cial crisis have drawn many economists, pol-
icy makers and businessmen’s attention. Is
this only a temporary adjustment of pace of
industrialization or an unavoidable turning
point of over expansion in this region? There
are some serious debates in this field, which
particularly focus on the controversies be-
tween Cline’s hypothesis of fallacy of compo-
sition and ladder of comparative advantage.
Some economists, such as Krugman, do not
believe that East Asia achievements are real-
ly an economic miracle. They point out that
East Asia performance results simply from
accumulation of traditional factor endow-
ments. Cline argues that East Asian model
of export-led growth only works under cir-
cumstance of a few countries carrying out
such a strategy. It will collapse soon or later

if substantial numbers of countries copy this



model. Modern pessimists further point out that
adoption of new technologies in developed coun-
tries will not only block the way of climbing up
the ladder based on comparative advantage, but
also undermine the importance of conventional e-
conomic factors in international competitiveness.
Therefore, emerging economies are facing seri-
ous challenges from worsening environment of
international competition.

This book developed neoclassical trade the-
ory with considering multi-factors and varied
quality of factors in deciding international advan-
tages. It tests relevant theoretical debates with
empirical investigations. In a lot of cases, it
takes East Asian economies as examples. to re-
veal the relationship between evolution of com-
petitiveness of developing countries’ industries
and expansion of the size of international mar-
kets. These studies shed main light on following
four spheres: (1) with fast economic growth,
the structures of industries and foreign trade of
East Asian countries have been experiencing

what extents of change, and will these develop-



ments lead to a high similarity of trading compo-
sition? (2) Has the content of world markets
kept a similar speed with the increase in East
Asian exports? (3) Is it a real threat from scien-
tific and technological innovation to developing
countries’ current comparative advantages? (4)
Is the root of East Asian financial crisis linked
with the phenomenon of fallacy of composition,
or is mainly caused by the flaws of domestic and
international financial systems. Above argu-
ments are related to a common topic that
whether Asia can get rid of current difficulties
and move back to original patterns of export ori-
ented development.

The content of this book is arranged as fol-
lows: chapter one performs literature survey and
develops Heckscher-Ohlin model with dimen-
sions of multi-factors and different quality factor
endowments. The next chapter measures struc-
tural changes in sample countries’ national e-
conomies, industries and foreign trade. Against
two key hypotheses of fallacy of composition,

chapter three and chapter four test scale of
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developed markets and mutual East Asian mar-
kets for exports generated from this region, re-
spectively. Chapter five examines developing
countries’ capability of upgrading their tradition-
al industries to manufacturing industries, and
reveals the trend in diversifying their exports.
The development of balanced or intra-industry
trade in newly industrial countries and next-tier
newly industrial countries is analyzed in chapter
six. Empirical examinations in chapter seven
proves that developing countries’ economic
growth and export expansion mainly result from
accumulation of factor endowments instead of
external resources. To further estimate actual
influences of foreign direct investments (FDI)
on developing countries’ industrial and trade
competitiveness, chapter eight closely examines
the relationship between distribution of FDI,
value add and growth of export at the level of
major industries. Chapter nine measures large
gaps of human capital and capability of research
and development between developed and devel-

oping countries. This part of study finds evidence



