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Introduction
Popular discussion about the term ‘economic globalisation’ has typically
been long on rhetoric and loose generalisations and short on specifics.
Economists have tended to prefer to use the notion of international economic integration with this covering both trade and finance. Closer integration has been fostered by three factors. First, are innovations and
advances in transportation, information and communications technologies
(Baldwin and Martin, 1999). Second, is a shift in perceptions about the
appropriate role of government and a broad global consensus on the need
for market-friendly policies as a means of rapid and sustained economic
growth. Third, is a push by the various international institutions towards
global economic liberalisation (i.e. reduced policy barriers to trade and
investment)—the General Agreement on Tariffs and Trade (GATT) and
the World Trade Organisation (WTO) in the case of world trade in goods
and services, and the International Monetary Fund (IMF) in the case of
global finance and capital flows. But while so much has been made of
globalisation, what does the evidence show about the extent to which
international economic integration has actually occurred? Can globalisation go too far? And should global institutions be encouraging further integration? Are there constraints on globalisation, and how binding will these
be? What does the future hold for globalisation? It is these questions that
this article seeks to address.
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Table 1: World trade and output growth, 1971–96
(Annual average in %)

Trade growtha
Output growth
Trade elasticityb

1971–85

1986–90

1991–93

1994–96

3.7
3.2
1.2

6.1
3.3
1.8

4.1
1.1
3.7

8.7
2.9
3.0

Notes:
a
refers to merchandise export plus imports
b
trade elasticity = (trade growth/output growth)
Source: Otsubo (1996)

Globalisation of production and trade
Globalisation of production and trade involves not merely rising
trade:GDP ratios—as the growth of world trade consistently outpaces the
growth of global output (Table 1)—but more so, the type and rationale for
this increased trade. Specifically, international trade is increasingly characterised by ‘intra-product specialisation’, defined as the international vertical disintegration of production of a good into its sub-component parts and
processes, which in turn are distributed across countries on the basis of
comparative advantage.1 In the first serious attempt to quantify intraproduct trade, Yeats (1997) has suggested that it accounted for close to
30% of world trade in manufactures in the 1990s. Although not dependent
on it, such intra-product specialisation has been facilitated by the expansion of the global operations of multinational enterprises (MNEs). MNEs
were responsible for about one third of world trade in the early 1990s. The
intricate division of labour in the electronics and auto industries developed by Japanese MNEs since the mid-1980s, and the consequent intensification of intra-regional trade in East Asia, are good examples of this
form of trade.2
1

The term ‘intra-product specialisation’ has been christened by Sven Arndt (1996, 1998). He also uses the term
‘super-specialisation’ to describe this phenomenon. Other terms sometimes used in the literature to describe
this phenomenon include ‘international product fragmentation’ (Jones and Kierzkowski, 1997),
‘Heckscher-Ohlin (HO) plus production fragmentation’ (Knetter and Slaughter, 2000), and ‘slicing the value
chain’ (Krugman, 1995).
2
For recent statistics detailing the extent of such intra-regional production and trade in component
manufacturing parts in East Asia, see Ng and Yeats (1999).
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