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In this research, I analyzed China’ s ICT exports to Japan and the US, the two largest

markets. It shows that China has been the largest ICT exporter to both Japan and the US.
In addition, the research suggests that the growth of China’ s ICT exports has yet crowded
out the ICT output of other Asian countries. FDI and production fragmentation may be the
major reasons for the rapid growth of China’ s ICT exports.

In addition, the research used a theoretical model to analyze how the technology
progress of a large developing country like China, would affect the welfare of advanced
country in an open economy. The exogenous technology growth due to FDI inflows/trade will
affect the welfare of the advanced trading partner negatively. The result is more general

than Samuelson (2004).
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1. FFEPHEA S K] D15 5 technology (ICT) shows that, China

An OECD (2006) study on the global trade |\ 4 ¢1801:i11i0n ICT products in 2004,

of information and communication



exceeding Japan, the European Union and
the US, and becoming the number one
exporter of ICT products in the world. Back
to 1996, China’ s ITC exports were
negligible. ICT are not labor intensive
products but high tech goods. As a
developing country, in theory China is not
supposed to have comparative advantage in
producing high tech goods. What are the
major reasons for China having been
emerged as the number one ITC exporter? How
does the fact affect the welfare of the
world economy as well as the welfare of
China’ s trading partners? The statistics
published by China’ s ministry of commerce
shows that 87 percent of China’ s high tech
exports was produced by foreign invested
firms in China. It suggests that FDI is the

major factor driving the rapid growth of

China’ s ICT exports in the last decade

2. WHEOHEK
In the last decade, international
fragmentation of production associated
with FDI/outsourcing has been the focus of
a growing economic literature. The idea
that production occurs internationally
has been included in various models of
international trade (Deardorff, 2001).
More recently, models of foreign
outsourcing have been formalized in firms
decisions to delocalize parts of their
production activities abroad (Grossman
and Helpman, 2002). Various issues on
international fragmentation of production
(Ardnt  and

have been 1investigated

Kierzkowski, 2001)

However, the existing literature mainly

emphasizes economic rationales of
engaging on production fragmentation and
the benefits of MNEs. It ignores the impact
of production fragmentation by
FDI/outsourcing on the host countries.
Specifically, the literature fails to
analyze to what extent the comparative
advantage of host countries have been
improved, how the trade pattern/balance
will be affected, what the welfare impact
for the country (such as China) which is
the target of production fragmentation and
for the country (such as the USA) which is
the market of the products produced with

international production fragmentation.

Samuelson (2004) used a simple numerical
example to show that free trade could make
the USA worse off 1if 1its trading
partner—-China improved their productivity
in the sector where China does not have
comparative advantage. However, Samuelson
does not provide the source of
productivity improvement. As a matter of
fact, FDI/outsourcing is the source for
the rapid improvement of productivity in

China’ s ICT industry.

3. WHEDITE

The research methods consist of empirical
and theoretical approaches

Empirical analyzing the export growth of
China’ s information communication
technology (ICT) products in two major
markets Japan and the US from 1992 to 2004
and using an econometric model to
investigates whether the rapid growth of
Chinese ICT exports crowded out that of
countries: Indonesia,

other Asian



Malaysia, Philippines, Singapore, South

Korea and Thailand.

Theoretical approach: Using the standard

Ricardian model, we developed the
numerical result of Samuelson (2004) with

general conditions
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