


 



Prema–Chandra Athukorala+ 
and Jayant Menon++ 

Global Production Sharing, Trade Patterns, 
and Determinants of Trade Flows in East Asia 

ADB Working Paper Series on Regional Economic Integration

No. 41         January 2010

+Prema–Chandra Athukorala is Professor of Economics 
at the Arndt-Corden Division of Economics, Australian 
National University, Canberra, Australia. prema-chandra 
.athukorala @anu.edu.au
++Jayant Menon is Principal Economist, Office of 
Regional Economic Integration, Asian Development 
Bank, 6 ADB Avenue, Mandaluyong City, 1550 Metro 
Manila, Philippines. Tel +63 2 632 6205,   Fax +63 2 636 
2342, jmenon@adb.org 



 

 

The ADB Working Paper Series on Regional Economic Integration focuses on topics relating to regional 
cooperation and integration in the areas of infrastructure and software, trade and investment, money and 
finance, and regional public goods. The Series is a quick-disseminating, informal publication that seeks to 
provide information, generate discussion, and elicit comments. Working papers published under this Series 
may subsequently be published elsewhere. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Disclaimer: 
 
The views expressed in this paper are those of the author(s) and do not necessarily reflect the views and 
policies of the Asian Development Bank or its Board of Governors or the governments they represent. 
 
The Asian Development Bank does not guarantee the accuracy of the data included in this publication and 
accepts no responsibility for any consequence of their use. 
 
By making any designation of or reference to a particular territory or geographic area, or by using the term 
"country" in this document, the Asian Development Bank does not intend to make any judgments as to the 
legal or other status of any territory or area. 
 
 
 
 
© 2010 by Asian Development Bank 
January 2010 
Publication Stock No. 



 

 

Contents . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

Abstract v 
1. Introduction 1 
2. Global Production Sharing: An Overview 2 

2.1 The Process 2 
2.2 Determinants 4 

3. Data Sources and Method of Data Compilation 6 
4. Trends and Patterns of Global Production Sharing 8 

4.1 Product Composition 10 
4.2 The PRC Factor 11 
4.3 Determinants of East Asia’s Growing Role in                       

Global Production Sharing 11 
5. Global Production Sharing and Determinants of Trade Flows 12 

5.1 US Demand for Manufacturing Imports 14 
5.2 World Export Demand 17 
5.3 Results 19 

6. Concluding Remarks 20 
References 59 
ADB Working Paper Series on Regional Economic Integration 64 
 

Tables 

1. Parts and Components (P&C) in World            
Manufacturing Trade, 1992/93 – 2005/06 22 

2. Geographic Profile of World Trade in Parts and 
Components, 1992/93 and 2005/06  23 

3. Share of Parts and Components in Manufacturing        
Trade by Selected Country/regions and Major            
Product categories, 1992/3 and 2005/6 (%) 24 

4. Parts and Components share in bilateral trade              
flows, 2005/06 30 

5. Percentage Composition of Parts and Components   
Exports and Imports by two-digit SITC Categories,    
2005/06 32 

6. Hourly Compensation Cost of Manufacturing         
Production Workers in Selected Countries Relative             
to the United States (US) (%, 2-year averages) 34 

7. World Bank Logistics Performance Index and Its   
Composite Indexes: Developing Asian Economies           
and Major Country Groups 35 

 

 



 

 

  8. US Import demand functions (Random-effect IV              
GLS regressions) 36

9. World Demand for Manufacturing Exports (Pooled          
OLS estimates) 38

 

Appendix Tables 

1. A-1 List of Parts and Components 47

2. A-2 Products Covered in the Estimates of United States         
(US) Import Demand Functions 53

3. A-3 United States (US) Import Demand Functions:                
Fixed Effect (within) estimates 55

4. A-4 United States (US) Import Demand Functions:    
Random-Effects GLS Estimates 57

 

Figures 

1. Share of Parts and Components (P&C) in             
Manufacturing Trade by Region, 1992–2006 45

2. Parts and Components (P&C) in the People’s           
Republic of China’s Manufacturing Trade, 1992–2007 46



 

 

Abstract 
 
Global production sharing—the breakup of a production process into vertically separated 
stages that are carried out in different countries—has become one of the defining 
characteristics of world trade over the past few decades. Any analysis of trade patterns 
or its determinants that ignores this phenomenon, and the trade in parts and 
components that it generates, is likely to result in erroneous conclusions. This study 
examines the extent and pattern of these flows, focusing on East Asia, and probes its 
implications for the analysis of the determinants of trade flows. World trade in parts and 
components increased from about 18.9% to 22.3% of total exports between 1992/93 and 
2005/06. Most of this growth emanates from East Asia, with its share in total world 
exports increasing from 27% to 39% over the same period. There was a notable decline 
in Japan’s share toward the end of this period, but this was more than offset by the rising 
importance of the People's Republic of China (PRC). In East Asia, most of this trade is in 
electronics. The econometric analysis reveals that parts and components are remarkably 
less sensitive to changes in relative prices; as a result, the sensitivity of aggregate trade 
flows to relative price changes diminishes as its share increases. This implies that 
exchange rate policy may be less effective in balance of payments adjustment, in 
countries where component trade is high and growing. 
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Global Production Sharing, Trade Patterns, and Determinants of Trade Flows in East Asia

Global production sharing has become a defining characteristic of world trade. Any analysis 
of trade patterns or its determinants can no longer ignore this phenomenon, or the trade in 
parts and components that it generates. In this paper, Prema-Chandra Athukorala and Jayant 
Menon examine the extent and pattern of these flows, focusing on East Asia, and probe its 
implications for trade flow analysis. They find that most of the growth in component trade 
emanates from East Asia, with its share in world exports increasing from 27% to 39% between 
1992/93 and 2005/06. This type of trade is also relatively insensitive to changes in relative 
prices, implying a limited role for exchange rate policy in correcting trade imbalances. For 
countries like the People’s Republic of China, where component trade is high and growing, 
the assertion that its trade surplus can be addressed by revaluation may therefore be 
misplaced.
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