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Abstract: With the development of trade globalization, East Asian countries have occupied 

an important position in global trade. The rise of the East Asian economy has led to a 

long-term trade deficit between the United States and East Asian countries, causing economic 

imbalance. Focusing on the economic development patterns of the United States and East 

Asian countries, this paper proposes a research question: How does the difference in 

economic development between the U.S. and East Asian countries lead to trade imbalance? 

This article uses comparative advantage and absolute advantage theory, Keynesian political 

economy, global savings glut hypothesis and the flying-geese model to provide theoretical 

support for the research, and then uses data from the World Bank and Bureau of Economic 

Analysis to further demonstrate. The last part of this paper makes an empirical analysis 

through case analysis and model tests. This study argues that differences in economic 

development lead to an international division of labor and a savings-investment gap, which in 

turn lead to trade imbalances. 

Keywords: trade imbalance, economic development pattern, United States, East Asian  

1. Introduction 

In the era of trade globalization, the rise of East Asian economies has significantly reshaped the 

global economic landscape. This transformation highlights the crucial role played by East Asian 

countries in international trade. The booming economic strength of East Asia has resulted in 

economic imbalances, particularly evident in the trade imbalances between developed and 

developing countries. This disparity is typically characterized by one country consistently 

maintaining a trade surplus while another endures a persistent trade deficit. Against this backdrop, 

this study delves into the economic development patterns of the United States and East Asian 

countries, attempting to reveal the potential mechanisms of sustained trade imbalances. The study 

aims to provide insights into the interplay between economic development disparities, international 

division of labor, savings-investment gaps, and their implications for trade imbalances. The research 

endeavors to contribute to a more comprehensive understanding of the evolving dynamics of the 

global economy, fostering more balanced and sustainable trade relationships in today’s increasingly 

interconnected world. 
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2. Theory 

The rise of GVCs has provided opportunities for developing countries to integrate into the global 

economy [1]. However, there has been a long-term trade deficit between the United States and East 

Asian countries, which has increased year by year. The trade deficit between the United States and 

some countries (regions) in East Asia is shown in table 1. This part will analyze the imbalance from 

three aspects: the international division of labor, the development model and the savings-investment 

gap. 

Table 1: US trade deficit by country (region) (unit: million US dollars). 

 2007 2009 2011 2013 2015 2017 2019 2021 

China 2586.62 2272.36 2951.87 3187.64 3675.66 3742.65 3416.9 3527.98 

Japan 854.83 448.61 646.24 747.96 712.8 692.6 696.86 606.89 

Korea 129.12 126.62 123.61 194.27 279.65 225.88 176.79 292.52 

ASEAN-5 5577.57 4856.59 5732.72 6142.87 6683.11 6678.13 6309.55 6448.39 
Source: World Bank, Bureau of Economic Analysis. 

2.1. International division of labor and industrial transfer 

2.1.1. The comparative advantage and absolute advantage theory 

On the issue of trade imbalance, comparative advantage and absolute advantage are given different 

explanations. Traditional comparative advantage advocates free trade. Based on the theory of factor 

endowment, it is believed that a country should export abundant factor-intensive products and import 

scarce factor-intensive products, so that the resources of both countries can be fully utilized [2]. 

Therefore, trade would benefit all countries and automatically bring the economy into equilibrium. 

Persistent trade imbalances are caused by non-market factors, such as government intervention [3]. 

However, the theory of absolute advantage holds that trade does not automatically balance. The flow 

of international trade is caused by the difference between price and real cost, and the imbalance is the 

normal result of trade competition [4]. 

In the trade between the United States and East Asian countries, the persistent trade deficit of the 

United States is often based on the comparative advantage theory, which is believed to be the 

currency manipulation of East Asian countries. However, more phenomena can be explained by 

absolute advantage theory. Firms have divested less competitive sections of their operations or 

relocated parts of the production process in order to reduce costs [5]. In terms of labor costs, Although 

the level of physical productivity is the same, the wages of workers in East Asian countries are much 

lower than those in the United States. This difference in labor costs will lead to changes in the 

production structure and the transfer of international industries [6]. The United States has outsourced 

more middle and low-end labor-intensive industries to East Asian countries with lower wages and 

higher-skilled workers. For example, China's low manufacturing costs and a large number of flexible 

labor force have led to an increasing share of manufacturing while the share of manufacturing in the 

United States has declined, forming a clear industrial division [7]. Figure 1 shows the proportion of 

manufacturing in GDP in the United States and some East Asian countries.  
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Figure 1: Manufacturing, value added (% of GDP). 

Source: World Bank national accounts data. 

As a result, East Asian countries have become increasingly important in global manufacturing, 

with increasing exports and a growing trade deficit. However, in the high-tech industry, in order to 

maintain technological hegemony, the United States implements export control on some countries 

and is reluctant to export high-tech products to them, such as restricting the export of chips and 

semiconductors, while Americans rely on imports for most of their daily consumer goods, then the 

United States will form a trade deficit with these countries, resulting in trade imbalance. 

2.1.2. The flying-geese model 

The flying-geese model can also be seen as a supplement to the absolute advantage theory based on 

cost differences, which refers to the process of transferring an industry to a different country due to 

cost and industrial upgrading. According to experts who have examined the economic and industrial 

structural reforms in East Asian nations, they believed that these nations are in the economic 

development mode of the flying-geese model [8]. 

Japan is the leading country in this model, followed by Korea, Taiwan, Hong Kong, and Singapore, 

and then next are the mainland China and ASEAN countries, including Indonesia, Malaysia, the 

Philippines, and Thailand. In other words, Japan initially established a given industry, and when the 

technology matured, the cost of manufacturing rose, the competitiveness of these products in Japan 

decreased, and then these industries were transferred to Korea and the other four countries. 

Simultaneously, Japan's industrial structure was updated to a higher degree. Similarly, when these 

four countries evolved in that industry, the production of these products moved to lower-cost 

countries for development [9]. 

China has become a major exporter because of its low labor costs, taking over some of the 

industries from Japan and South Korea. However, in recent years, due to the upgrading of its 

industries, the increasing cost of labor, and the tariffs imposed by the United States on China, China's 

position of cost advantage has gradually weakened. According to the flying-geese model, these 

industries in China will therefore move to lower-cost Southeast Asia, and would not reduce the U.S. 

trade deficit. This is one of the reasons for the long-term trade imbalance between the United States 

and East Asia as a whole. 
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2.2. Differences in economic development models 

2.2.1. The consumption-oriented model of the United States--The Keynesian political economy 

The core of Keynes's economic policy view is to oppose laissez-faire and advocate government 

intervention [10]. The expansion of government functions, according to Keynes, refers mainly to the 

functions of regulating the consumption tendency and investment inducement. Because the purchase 

of commodities provides income, and wealth stimulates its users to buy commodities, every initial 

addition to demand multiplies into a series of additions to demand. Since increased demand depletes 

enterprises' stocks of manufactured goods, this demand growth will also encourage working capital 

investment to rebuild inventories. This investment will increase demand and revenues, which will 

then multiply into a series of expenditures. The circularity that results from the relationship between 

earnings and expenditures breeds a propensity for cumulative processes. An increase in investment or 

demand will result in an increase in output, demand, and employment that is self-reinforcing. A drop 

in demand will result in a self-reinforcing decline in output, employment, and demand [11]. 

The United States was led by this pattern of high consumption under Keynesian policies, which 

boosted economic growth by stimulating demand. For example, the government increased transfer 

payments and reduced taxes through fiscal policies, using monetary policies to lower interest rates 

and encourage consumer credit. In addition, it also stimulated consumption from the perspective of 

income policies with high wages and high welfare [12].  

2.2.2. The export-oriented model of East Asian countries 

East Asian countries are generally regarded as export-oriented economies [13]. In order to promote 

exports, it is necessary to maintain international competitiveness, and that competitiveness usually 

requires an undervalued currency. In the case of trade surplus, East Asian countries have been 

accumulating US financial assets and keeping US dollar reserves to compete for exports by pushing 

down the exchange rate, thus leading to long-term imbalance [14]. The global official international 

reserves increased from $1.513 trillion in 1995 to $6.809 trillion in 2007 and to $11.84 trillion as of 

July 2018. Most of the growth was concentrated in developing countries and East Asia [15]. 

Therefore, the current account surplus is a natural result of this growth pattern [16]. 

2.3. Savings-investment gap--Global savings glut hypothesis 

According to Bernanke's global savings glut hypothesis, the cause of current account deficits is 

insufficient domestic saving, and countries with high domestic investment needs will have more 

imports than exports. Therefore, investment in deficit economies cannot be driven by domestic 

savings and must be financed from surplus economies [3].  

The difference between savings and investment is equal to the current account balance. Due to the 

similarities between cultures and family values among East Asian countries, their savings rate is 

higher than their investment rate, and their willingness to consume is not strong, which is very 

different from that of the United States. A high savings rate leads to positive net exports and a current 

account surplus. And it produces insufficient domestic consumption demand, which needs to rely on 

external demand. The U.S., due to its consumption-oriented model, has a faster rate of domestic 

investment than savings, negative net exports and a current account deficit. Fast-growing demand has 

forced the U.S. to rely on external savings, which in turn fills the gap of under-consumption in East 

Asia, making these two economies more interdependent [6]. The difference in savings between East 

Asia and the United States leads to the current account imbalance, leaving the U.S. with a persistent 

trade deficit with East Asia.  

Proceedings of the 3rd International Conference on Business and Policy Studies
DOI: 10.54254/2754-1169/80/20241907

358



3. Empirical approach 

This part focuses on savings-investment gaps, using a case study approach and modeling approach to 

empirically investigate the global savings glut hypothesis. The savings and investment rates of China, 

Japan, and South Korea in 2007-2021 are selected as cases to compare with that of the United States. 

Based on the two-gap model, i.e., S-I=X (X is net exports), the savings-investment gap between the 

four countries is calculated (table 2-5). 

Table 2: Investment Savings Gap--U.S. (% of GDP). 

 2006 2008 2010 2012 2014 2016 2018 2020 

Savings (S) 19.16 15.02 15.30 18.60 20.19 18.99 19.72 19.30 

Investment (I) 23.54 21.04 18.67 19.95 20.78 20.57 21.14 21.15 

S-I -4.38 -6.02 -3.38 -1.35 -0.59 -1.57 -1.43 -1.85 
Source: World Bank national accounts data. 

Table 3: Investment-Savings Gap--China (% of GDP). 

 2006 2008 2010 2012 2014 2016 2018 2020 

Savings (S) 48.26 51.79 51.33 48.67 47.62 44.38 44.49 44.02 

Investment (I) 39.91 42.27 46.56 46.23 45.82 42.63 43.79 43.37 

S-I 8.35 9.52 4.77 2.44 1.79 1.75 0.69 0.65 
Source: World Bank national accounts data. 

Table 4: Investment-Savings Gap--Japan (% of GDP). 

 2006 2008 2010 2012 2014 2016 2018 2020 

Savings (S) 29.82 28.64 26.38 24.90 25.77 28.73 29.08 28.32 

Investment (I) 26.08 25.87 22.59 24.00 25.04 24.84 25.59 25.41 

S-I 3.74 2.77 3.79 0.89 0.74 3.89 3.49 2.91 
Source: World Bank national accounts data. 

Table 5: Investment-Savings Gap--Korea, Rep. (% of GDP). 

 2006 2008 2010 2012 2014 2016 2018 2020 

Savings (S) 32.89 33.32 35.04 34.66 34.99 36.79 35.85 36.07 

Investment (I) 32.99 33.67 32.55 31.32 29.79 30.14 31.49 31.86 

S-I -0.10 -0.34 2.49 3.35 5.20 6.64 4.37 4.21 
Source: World Bank national accounts data. 

 

It can be seen from table 2 that since 2007, the national savings rate of the United States has been 

below 20% on average, while the investment rate has been above 20% on average, forming a savings 

gap. On the contrary, the savings rates of the three countries in East Asia were very high, with China 

as the leader. In 2010, China's savings rate reached 51.33%. Although it has declined since then, it has 

always been higher than 40%, far exceeding the savings rates of other countries. The country with the 

second highest savings rate was South Korea, whose savings rate has been stable at about 35%, and 

has been rising in recent years. Japan's savings rate was lower than that of the other two East Asian 

countries, but it was also higher than 20%, reaching 29.82% in 2006 and 29.08% in 2018, 

approaching 30%. Corresponding to the savings rate is the investment rate of the three countries. 

After calculation, it is found that except for South Korea before 2008, the savings-investment gap of 

the three countries in other periods was positive, in sharp contrast to the United States.  
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Figure 2: Current account balance (BoP, current billion US$). 

Source: World Bank national accounts data. 

Figure 2 shows the current account balances of the United States, China, Japan and South Korea 

from 1996 to 2021. According to the specific data of the current account balance of the U.S. in the 

World Bank, the U.S. had the worst current account deficits in 2006, 2007 and 2008, reaching 

-$816.64 billion, -$746.55 billion and -$696.53 billion. At the same time, the savings-investment 

gaps in these three years were the largest. Since 2009, the current account deficit of the United States 

has eased and reached its peak in 2013 and 2014 at -$339.45 billion and -$369.98 billion, respectively, 

while it has fallen again since 2017. This is also largely consistent with the change of the 

savings-investment gap in the United States. In contrast, in China, Japan and South Korea, their 

current account balances have been positive for a long time, which is also related to their high savings 

rates. 

Also, we can use a modeling approach to test the relationship between the savings-investment gap 

and the current account imbalance. The preferred test is the Granger causality test, where the current 

account balance is set as the variable Y and the savings-investment gap is set as X. The time series 

data for each country are entered through the Eviews software to see if the original hypothesis is 

rejected, i.e., whether X is the Granger cause of Y. 

4. Conclusion 

From the perspective of global economic imbalance, this paper focuses on two important economies, 

and explores the reasons behind their trade imbalance. Through theoretical and empirical analysis, it 

is found that the difference in economic development between the United States and East Asia has led 

to an international division of labor and a gap in savings and investment, thus leading to the trade 

imbalance. In response to the current U.S.-China trade war and other issues, the research questions 

raised in this paper not only help us understand the real driving forces behind the imbalance and 

mitigate conflicts arising from trade between countries, but also provide experience and guidance for 

the future development of global trade.  
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