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AGREED SPECIALISATION AND CROSS DIRECT INVESTMENT

<€ Summary >
Kiyoshi Kojima

This paper has attemnpted to 1) describe the potential benefits of
specialisation in the presence of scale economies and the need for an
agreement to facilitate such specialisation, 2) illustrate the role DFI
might play in a specialisation scheme, and 3) empirically analyse the
relationship between cross direct investment and intra-industry trade
between Japan and the United States.

Since Ricardian and H-O trade theories cannot be used to analyse the
international trade among countries with identical factor endowments
and technologies, a2 new approach to the international division of labour
which advocates agreed specialisation was formulated. This agreed
specialisation was based on the premise of reaping the benefits of increas-
ing retums to scale which exist in many manufacturing activities. It was
also argned that direct investment can play an important role in an
implicit or explicit agreement of this nature.

It was then suggested that intra-industry trade is accelerated by direct
investment of the offshore sourcing type whereas trade-barrier induced
investment works to discourage such trade and the empirical evidence
offered some support for this notion. Finally, it was argued U. §. invest-
ment in Japan seems largely of the former type and Japanese investment
in the United States was of the latter type. In this respect, Japanese firms
should work to expand the offshore sourcing type of DFI, not only in
the United States but also in Asia.



