
Test of Intra-Industry 
Trade Theories



The Grubel-Loyd Index
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Econometric Tests
• Loertscher-Wolter (1980)

• IIT is important if average development is high 

• IIT is important when differences in economic 
development among countries are low

• IIT is important if average markets dimension is high

• IIT is important if differences in market dimension 
are limited

• IIT is important when barrier to international trade 
are low



• IIT in an industry is important when product 
differentiation is high and there are significant barrier 
to entrance in production

• IIT in an industry is important if transaction costs are 
low (e.g: distance from the market - transportation 
costs))

• IIT in an industry is important if the industry definition 
is very general (high aggregation of goods)





Toh (1982)



Greenaway-Milner (1984)
• They take into account the following explanatory 

variables:

• Statistical aggregation effects( DG)

• Specialization (SPC). Share of industry output of the 
bigger firm

• Product differentiation by attributes (RD)

• Market concentration ratio (CR)

• Minimum efficiency size in production (economy of 
scale) (SE)





Hughes (1993)
• He takes the following variables:

• product etherogeneity (HETNO)

• R&D expenditure on added value (RDNO)

• Share of skilled workers (SKPT)

• Share of unskilled workers (MEMP)

• Dimension of the firms (SCALE)

• Market concentration (CR5)




