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Abstract

Based on the theory of international division of
labor proposed by llie, this study extends the theory of
intra-firm divison of labor to build the theory of
intra-firm trade effect. The theory divides the effect of
intra-firm trade into four sub-effects (1) effect of
replacement export, (2) effect of adverse import, (3)
effect of lead export, and (4) effect of change import.
Based on the theory, this study analyzes how Japanese
MNEs in information and electronics and chemicals
industries use intrafirm trade to upgrade their
international competitiveness in the markets of whole
world, USA, EU, Asia, and NIEs, and to help Japan to
lessen trade surplus and upgrade the industria
structure in Japan at the same time. Finally, an index
of trade specialization coefficient (TSC) is used to
analyze the host countries towards which the MNEs in
the above mentioned industries should direct their
future investments to maintain or upgrade their
international competitiveness.

The results show that the effects of intra-firm
trade of whole Japanese industry are significant. In
1996, the dollar amount of intra-firm trade is 2.2 times
of international trade; therefore, the grand national
trade amount is more than 3 times of international
trade. The trade surplus is decreased by US$5,677
billions, which reduces the possibility of trade frictions.
In addition, the profits earned by MNEs are infused
back into Japan to fund the research and development
activities to help upgrade the international
competitiveness of industries in Japan. The results of
TSC analysis show that the strategies of Japanese
intra-firm trade are based mainly on international



vertical division of labor. Japanese MNEs import low
cost products from countries with technology inferior
to Japan, integrate the imported goods in Japan, and
export the finished or final goods to other developed
countries. By this way, they optimize the function of
resources integration of MNEs. The intra-firm trade of
information and electronics and chemicals industries
are found to have similar strategies.

Regarding the intrafirm trade effects of their
counterparts in Taiwan, due to a lack of data, only
percentages of companies who use intra-firm trade can
be used in this study. The results show that most of
Taiwanese MNEs report that foreign direct
investments help to upgrade their international
competitiveness. An analysis of TSC shows that
information and electronics industry is till able to
sustain its international competitiveness. The
international competitiveness of chemicals industries
is shown to increase.

Based on the above findings, the effects of
intra-firm trade on economy of Japan and Taiwan are
discusse.

Keywords: Theory of Intra-Frim Trade Effect, Grand
National Trade, Trade Specialization
Coefficient, International
Competitiveness
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