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Abstract 
 
 This paper examines “revealed” comparative advantage (RCA) and interna-
tional trade specialisation in the EU and USA as comparative analysis between 
the mentioned trade partners. In the midst of preparations for the potential 
Transatlantic Trade and Investment Partnership (TTIP) it is necessary to exam-
ine the sectoral competitiveness of EU in relation with its trade partner – the 
USA. For this aim, in our analysis we have used Balassa´s index of RCA and 
other alternative measures of comparative advantage as well as empirical anal-
ysis for identifying the comparative advantage trend. According to our empirical 
analyses we found that, while, based on Balassa’s RCA index, the EU-28 has 
reached a comparative advantage in smaller group of 2-digits SITC commodities 
(32 out of 66) than the USA (40 out of 66), based on the other alternative 
measures and econometric analyses, the EU has not only reached a comparative 
advantage in more industries, but also a more stable trend of international spe-
cialisation than the USA during the examined period. 
 
Keywords:  comparative advantage, competitive advantage, competitiveness, 
EU, USA 
 
JEL Classification:  F10, F11, F14  
 
 
 
Introduction 
 
 European Union is the largest trade player in the world. Its total trade 
amounts to more than one third of the world trade (about 40% of world trade in 
the 90th of 20th century). However, the position of EU trade faces many challenges 
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to maintain its magnitude, especially in the last decade where many large econ-
omies in the world have registered more dynamic economic growth and export 
performance, such as China and USA. As a common market, European Union, 
passed through several stages of integration until it reached the current high level 
of economic integration, starting from the European Coal and Steel Community 
founded by six countries, which began to unite European countries economically 
and politically in order to secure lasting peace,  to a nowadays Economic Union 
consisting of 28 countries. 
 In the light of an increasingly competitive international environment and 
especially in the time when the EU is potentially going to sign the TTIP with 
USA, it is useful to examine where EU’s comparative advantage lies and to what 
extent the EU´s international trade competitiveness is with comparison with 
the USA. The comparative advantage is the term used to describe the tendency 
for countries to export those commodities that they are relatively adept at pro-
ducing, vis-à-vis to the rest of the world. In other words, if a country can produce 
a good at a lower relative costs than other countries, then with international trade, 
that country should devote more of its scare resources to the production of the 
good (Addison-Smyth, 2005). Through trade, that country can obtain other 
goods at a lower price (opportunity cost), in exchange for the good in which it 
has a comparative advantage. 
 Comparative advantage is a widely used concept in international trade since 
Ricardian classical theory of trade. Thus, according to the mentioned Ricardian 
theory, we can say that the stronger comparative advantage leads to larger gains 
from trade. In the same spirit with some simplification of variables Balassa 
(1965) has come with new term called “Revealed“ Comparative Advantage 
(RCA). 
 The main objective of this paper is, to examine RCA and international trade 
competitiveness and/or trade specialization in the EU and USA by using empiri-
cal methods as a sectoral comparative analyses between the mentioned trade 
partners. The significance of this paper is in assessing the level of comparative 
advantage of EU in relative to USA, especially in the time of intensive prepara-
tion of the TTIP agreement between the mentioned trade partners. Indeed, in this 
paper we do not desire to discuss the issue of TTIP agreement neither to assess 
its potential effect. However, the results of our analysis in this paper, could be 
one of the underlying documents for analysing the potential effects of the TTIP. 
 This paper is divided to 6 sections, after the introduction, the second section 
is allocated for the literature review, which have discussed more or less similar 
issues like our examined topic. In the third section we introduce the methodology, 
methods and data used in our analyses. The fourth section is focused on a brief 
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analysis of the development of mutual trade relation between the EU and USA 
and finally the fifth and sixth sections are dedicated to empirical findings and 
conclusion respectively. 
 
 
1.  Literature Review 
 
 Comparative advantage or international trade competitiveness of country or 
block of countries have been quantified by a number of authors in several papers 
and studies by using many techniques and methods. However, the task of quanti-
fying comparative advantage empirically is not a trivial endeavour because the 
rigor of economic theory imposes severe restrictions and because country and 
commodity aggregations necessarily entail conceptual compromise. One prob-
lem is that the theoretical concept of comparative advantage is usually specified 
in terms of pre-trade relative prices in a distortionless world where markets func-
tion perfectly. Unfortunately researchers are confronted with data generated by 
trade flows in post-trade equilibria (Vollrath, 1991). 
 Balassa’s index of “revealed comparative advantage” Balassa (1965) is wide-
ly used in scientific economic papers and studies for more than five decades. 
This measure has been also applied in numerous reports and academic publica-
tions to measure international trade specialization and to gauge technological 
specialization based on patent data (e.g., Soete and Wyatt, 1983; Cantwell, 1995; 
D’Agostino et al., 2013), and to capture production specialization (e.g., Iapadre, 
2001; Laursen and Salter, 2005). However, although previous work has exam-
ined the properties of this measure in detail (e.g., Yeats, 1985; Vollrath, 1991; 
Hinloopen and van Marrewijk, 2008), not enough is known about the effects of 
it being asymmetric around its neutral value, and moreover, it is not clear how 
the Balassa´s index compares to other measures of international specialization 
(Laursen, 1998). RCA have been used also in some other papers and studies as 
a measure of country´s trade specialization in comparison with other trade part-
ners or trade blocks, see for example Utkulu and Seymen (2004), Obadi (2004; 
2005; 2012) and Startienėa and Remeikienė (2014), as a measure of country´s 
revealed comparative advantage as a whole and its internal regions, see for 
example Yue and Hua (2002) and Clark et al. (2005) and as a measure for inter-
national trade specialization (Pavličková, 2013).  
 This measure with some modification has been used by Balassa and Noland 
(1989) in their paper “revealed comparative advantage in Japan and the USA”  
where they examined the changing comparative advantage of Japan and USA. 
RCA in their paper has been derived for 57 primary and 167 manufactured pro-
duct categories and has further been aggregated for 20 commodity groups. The 
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authors found that Japanese pattern of specialization have during the period 1967 
– 1983 changed dramatically with Japanese shifting from specialization in unskill-
ed labour intensive goods to human capital intensive products while its compara-
tive advantage increased in natural resources intensive products. The USA main-
tained its specialization in physical and human capital intensive goods, while 
increasing its comparative advantage in natural resources intensive products. Both 
countries increased their comparative advantage in high technology products. 
For quantifying the international trade dynamics, Proudman and Redding (2000) 
with some modifications have also used Balassa´s index (1965) and with other 
techniques employed they tried to evaluate the distribution of RCA over time.  
 The RCA index has been employed also in other papers for quantifying 
a comparative advantages of the specific commodities, by such as Bhattacharyya 
(2011), which tried to quantifying the extent to which India has a comparative 
advantage in vegetable, fruits and flower trade in the Asian, EU and North 
American (USA & Canada) markets as compared to selected other South East 
Asian countries. For the same purpose Serin and Civan (2008) which tried to 
quantifying the extent to which Turkey has a comparative advantage in the toma-
to, olive oil, and fruit juice industries and how this has changed over the period 
1995 – 2005 in the EU market. Also Fertő and Hubbard (2002) which examined 
the competitiveness of Hungarian agriculture in relation to that of the EU, em-
ploying four indices of revealed comparative advantage, for the period 1992 to 
1998. In the same direction Muendler (2007) has constructed a series of compar-
ative advantage measures for Brazilian agriculture, mining and manufacturing 
sectors between 1986 and 200, and applied a correlation between the compara-
tive advantage series and trade-related variables. 
 Although Balassa´s index is widely used for identification of international 
trade specialization or sectoral competitiveness, it is a subject of critics. There-
fore, in the literature there are many other alternative indices and methods exist 
for the same purpose. 
 To the critics of Balassa´s index, have joined in the last years some authors, 
such as Leromain and Orefice (2013), which tried to construct a “New Revealed 
Comparative Advantage Index”. They recognized that “Balassa´s index (1965) is 
widely used in the literature to measure country-sector Revealed Comparative 
Advantage. However, being computed on observed trade flows, it mixes up all 
the factors influencing trade flows. In particular, Balassa´s index cannot isolate 
exporter-sector (ex-ante) specific factors which are the source of comparative 
advantage in the spirit of the traditional trade model. Furthermore, Balassa´s 
index suffers some empirical distribution weaknesses, mainly time instability 
and poor ordinal ranking property (Yeats, 1991; Hinloopen and van Marrewijk, 
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2001)“. They have build up on their paper, and presented “a dataset providing 
a new econometric based measure for Ricardian RCA”. 
 Balassa (1965) in his paper recognized that comparative advantage is not 
easily measurable, since it is influenced by many factors and conditions. “Com-
parative advantage appear to be the outcome of a number of factors. Some meas-
urable, others not, some easily pinned down, other less so. One wonders, there-
fore, weather more could not be gained if, instead of enunciating general princi-
ples and trying to apply these to explain actual trade flows” (Balassa, 1965). 
 In spite that, there are many discussions and critic views toward Balassa´s 
index (1965). Many of them argued that the most popular method of measuring 
comparative advantage, the one of revealed comparative advantage (Balassa, 
1965), does not really measure comparative advantage in a rigorous sense. 
Instead, it is really a measure of competitive advantage, as it reflects export 
performance, which can result from either real factors or from price distortions 
and subsidies (Siggel, 2006). His assessment: “With respect to the generality of 
the principle of comparative advantage, two positions can be identified in the 
literature. The first is that comparative advantage is limited to Ricardian and 
Heckscher-Ohlin-type trade and does not apply to other forms of trade, such as 
intra-industry trade. The second is a more general interpretation of the principle. 
It suggests that a producer has comparative advantage if his/her production costs 
in terms of equilibrium factor prices are lower than those of an international 
competitor, irrespective of what the sources of the cost advantage are.” In our 
point of view, the both terms are appropriate, though, the competitive advantage 
is more appropriate for this measure, since it doesn’t reveal whether the export 
performance of the country is as a result of government subsidies or other fac-
tors, such as productivity, low labour cost etc. 
 
 
2.  Data and Methodology  
 
2.1.  The Dataset  
 
 The dataset contains annual data of 66 groups of commodities for the exam-
ined trade partners. From the United Nations Comtrade Database, it is possible 
to get a detailed breakdown of country´s merchandise exports and imports by 
United Nations’ Standard International Trade Classification (SITC), which is the 
mean by which exports are classified according to theirs commodity type. Accord-
ing to the mentioned database, there are ten main headline SITC categories 
which are broke down to more detailed commodities. 
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 These more detailed breakdowns are important, as there are a number of quite 
diverse categories within each broad SITC heading. In our analyses we will 
just use the 2 digits SITC (Rev. 3) for the period 2000 – 2014. For trade data 
for the rest of the world, the UN Comtrade Database was used, with detailed 
data available up to 2014. By using this classification, it is possible to examine 
EU and USA trade patterns across a range of commodity types (66 groups of 
commodities).  
 After that, we organized the SITC commodities to more comprehensive 
taxonomy groups, according to Anderson and Wincoop (2004) and Peneder 
(1999) based on typical patterns of factor combinations, such as the relative 
abundance of capital or labour, and endogenously created firm specific advan-
tages resulting from intangible investments in marketing or innovation (see the 
Table 1). 
 
T a b l e  1  

Taxonomic Groups 

Taxonomic group 2-digit codes of SITC 

Mainstream manufacturing 58, 62, 66, 71, 72, 73, 74, 75, 76, 78, 79 
Labour-intensive industry 21, 24, 61, 63, 65, 77, 81, 82, 84 
Capital-intensive industry 23, 25, 26, 28, 32, 33, 34, 51, 52, 56, 57, 64, 67, 68, 69, 96, 97 
Marketing-driven industry 00, 01, 02, 03, 04, 05, 06, 07, 08, 09, 11, 12, 22, 29, 42, 43, 55, 83, 85, 89 
Technology-driven industry 27, 53, 54, 59, 87, 88 

Source: Anderson and Wincoop (2004); Peneder (1999). 

 
2.2.  Methodology 
 
Trade Intensity 
 
 Before computing the indices and models for identifying the comparative and 
competitive advantage of EU international trade with comparison to international 
trade patterns of USA, it is needed to evaluate the trade intensity dynamics be-
tween the mentioned trade partners. 
 For this purpose, we have calculated the Trade intensity index (TII), (Kuni-
moto, 1977; Vollrath, 1991) which takes each country’s total imports and ex-
ports as given, divides the determinants of international trade into two catego-
ries: those which influence the levels of total imports and exports of the coun-
tries in the world and those which influence their geographical distribution. It 
then assumes a hypothetical world in which the “subjective” of trade determi-
nants is absent, or in other words, that the hypothetical world consists of countries 
with no “geographic specialization” in international trade (Chen and Li, 2014). 
When the deviation is expressed by their ratio, we obtain the geographic trade 
intensity index (TII ij): 
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 The trade intensity index gauges trade levels between country i and j in rela-
tion to country j’s average trade share across all countries of the world. The in-
dex is unity if the actual trade flow is equal to the hypothetical 1 and it indicates 
that the actual bilateral trade inflow of a country with its trade partners is less 
(more) intensive than its world average level if the index is below (above) unity. 
The intensity approach overcomes the economy-size problem encountered in 
cross-country comparisons of trade shares and is convenient for comparing the 
bilateral trade tendencies. Therefore it is often referred to as an indicator of bilat-
eral trade statues and barriers. 
 
“Revealed” Comparative Advantage and “Revealed” Competitiveness 
 
 Comparative advantage is a very much dynamic concept in the sense that 
a country’s ability to produce certain goods changes through time, in response 
to a variety of endogenous and exogenous factors such as changes in factor 
endowments, including technology and human capital (Obadi, 2012).  
 There are a number of ways to examine whether or not a country has a com-
parative advantage in its international trade in comparison with other world. One 
common method is to determine how specialized a country is in the production 
of a good through constructing Balassa´s index (1965). This examines the pro-
portion of a good produced or exported, or the numbers employed in each indus-
try, relative to other countries (Addison-Smyth, 2005).  
 In simple terms, a country that has a comparative advantage in the production 
of a good should be found to export a higher proportion of that good relative to 
other countries. Therefore, this study seeks to determine EU’s revealed compara-
tive advantage by using international trade data to compare exports in particular 
industries with the rest of the world and particularly with the USA. Since we 
are interested in the revealed comparative advantage of EU and the USA, we 
measure RCA of EU and USA on the global level as the comparator. Country’s 
revealed comparative advantage (RCA) (Balassa, 1965) can be defined as: 
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where  
 iaRCA  – revealed comparative advantage for good i and country a; 

 iaX  – exports of good i from country a; 

  iaX∑  – total exports from country a; 

 iwX  – world exports of good i;  

 iwX∑  – total world exports.  
 
 If RCAi > 1, then country has a comparative advantage in good i. If RCAi < 1, 
then country has a comparative disadvantage in good i. 
 The RCA index, thus, contains a comparison of national export structure (the 
numerator) with the world export structure (the denominator). When RCA equals 
one for a given sector in a given country, the percentage share of that sector 
is identical with the world average. Where RCA is above one the country is said 
to be specialised in that sector and vice versa where RCA is below one.  
 Through applying the above formula to EU, USA and world trade data, it 
is possible to identify the sectors and industries in which both the EU and USA 
has a comparative advantage and specialization and has a potential to increase 
its export not only between them but also to the rest of countries in the world.  
 Although this is a widely accepted approach for analysing trade data and 
comparative advantages, the definition and empirical adaptation of RCA is sub-
ject to controversies and thus some alternative measures now exist. Thus, 
Vollrath (1991) suggested three alternative specifications of revealed compara-
tive advantage, as follow. In this paper we have computed the following alterna-
tive measures of comparative advantage:  
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 In a global market free of distortions, RCA2 deviates from unity when a coun-
try's exports are not distributed according to the relative importance of each 
commodity in world trade. Following Vollrath (1991), deviations of RCA2 above 
unity indicate comparative advantage, while deviations below unity indicate 
comparative disadvantage. Neutral comparative advantage occurs when the ratio 
of actual-to-expected exports is one.  
 Vollrath (1987; 1989) also offered further alternative measures, when he ex-
amined trends of international competitiveness in agriculture. In the mentioned 
analyses a concept called revealed competitive advantage and three global trade 
intensity measures. He called them relative trade advantage (RCA3), relative 
export advantage (RXAia), relative export advantage (RMAia) and revealed com-
petitiveness (RCa). The three measures, defined below, represent alternative def-
initions of revealed comparative (competitive) advantage: 
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 Positive values of three measures, 3RCA , ln(RXA), ln(RMA) and aRC , reveal 

a comparative/competitive advantage as well as “revealed” competitiveness. 
However, since the RCA turns out to produce an output which cannot be com-
pared on both sides of 1, the index is made symmetric, Dalum et al. (1998) and 
Laursen (1998). The measure is labelled “Revealed Symmetric Comparative 
Advantage” (RSCA) and mathematically obtained as : 
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 This measure ranges from –1 to +1, which mean that it avoid the problem of 
zero values, which occur in the logarithmic transformation (when an arbitrary 
constant is not added to the RCA) (Dalum et al., 1998).  
 The methodology for testing whether examined (in our case) trade partners 
are stable sectors and whether they tend to become more or less specialized in-
tra-country on the one hand and the test of whether the examined trade partners 
tend to converge within the same sector on the other hand and analogous. For 
this purpose, in this paper we employed a regression model which has been used 
by Dalum et al. (1998). The model can be given as follow: 
 

 2 1t t
ij i i ij ijRSCA RSCAα β= + + ε           (7) 

 
where t1 and t2 refer to the initial year and the final year, respectively. The de-
pendent variable, RSCA at time t2 for sector i, is tested against the independent 
variable which is the value of the RSCA in the previous year t1. � and β are the 
standard linear regression parameters and � is a residual term. Basically, the size 
of β measures how stable the specialisation pattern of a country has been, between 
the two periods. If β is low, one can talk about a high degree of turbulence, while 
the pattern can be said to be unchanged, if β is not significantly different from 
one. In other words, if β > 1 might be termed β – specialization. If 0 < β < 1, can 
be termed β – despecialization. β/R (R is the correlation coefficient from the 
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regression) measures whether the level of specialisation has gone up or down 
between the two periods (an increase or a fall in dispersion of specialisation). If 
β/R > 1, specialisation increases, while specialisation decreases, if β/R < 1. 
 For estimating α and β we have used the technique of Ordinary Least Squares 
(OLS). 
 
 
3.  Development of the Mutual Trade between EU and USA 
 
 The US market is one of the most important and the biggest EU’s extra-trade 
markets, with the 18.3% share on the EU’s extra-trade. The mutual trade in the 
last years has reached about 670 billion USD per year and is still in the increas-
ing trend. The interesting for the EU is that, after long lasting trade deficit, it has 
registered a trade surplus since 1999. Of course, one of the reasonable explana-
tions for that shift was due to the political and economical reforms, economic 
growth and then the increasing international trade in the new member states 
of the EU, which started exporting to US market. The other reason was the de-
ployment of the EU’s common currency ECU and then EUR, which contributed 
to the increase of the export and the little decrease of the EU’s import.  
 
F i g u r e  1  

Trade Balance of EU with USA (in billion USD) 

 
Source: Author´s calculations based on UN Comtrade Database (2016). 

 
 Apart from the year of deep international economic crisis, the EU’s export to 
the US market has recorded a high growth since the 2000’s. But the EU’s import 
from the US market has registered a negative growth in 5 out of 14 years. It is 
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clear from the below figure, at least during the period 2002 – 2012, the share of 
EU´s export to the US market in total import of USA has signed a slightly de-
creasing trend from about 17,5% in 2002 to about 16,0% in 2012 then the share 
has gone up to 17,0% in 2014, but the US export to the EU market has an un-
begous decreasing trend from 20,8% in 2001 to about 11,0% in 2012 then to 
11,8% in 2014. This development of mutual trade flows means that there are 
more EU´s products exported to the US market than the US products exported to 
the EU market, thus we can say (with reservation) that the EU has a competitive 
advantage in the US market. 
 
F i g u r e  2   

Share of the EU´s Export to USA in the Total Import of USA and Share of the US  
Export to the EU in the Total EU´s Import (in %) 

 
Note: XEU-TIUSA denote to the share of the EU´s export to USA in the total import of USA, 
    XUSA-TIEU denote to the share of the US export to the EU in the total EU´s import. 

Source: Author´s calculations based on UN Comtrade Database (2016). 

 
 Since the US economy is still the biggest one in the world, it is necessary for 
any economy, including the EU’s economy, to intensify the economic relation-
ship with it. In spite of the good trade relationship between the EU and USA, for 
the EU, the USA is considered as one of the biggest trade competitors. Regard-
ing the trade relations, given the low average tariffs (under 2%), the key to un-
locking this potential lies in tackling non-tariff barriers, which consist mainly of 
customs procedures and behind-the-border regulatory restrictions.  
 These barriers are more difficult to address than tariffs, especially in formal 
agreements, as they are based on different approaches to regulation, often deeply 
rooted in historic or societal approaches and political realities (European Com-
mission, 2013). 
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F i g u r e  3  

Export Market Shares of the EU and USA in World Export 

 
Note: EUXshr_WX and EUMshr_WM – share of EU export in world export share of EU import in world import.  
    USXshr_WX and USMshr_WM – share of US export in world export share of US import in world import. 

Source: Author´s calculations based on UN Comtrade Database (2016). 
 

 As we know, the contribution of the US export to US GDP is about 10%, 
while the EU’s export share is about 43% of GDP (Eurostat, 2016). That means, 
the international trade plays the important role in the EU economy, particularly 
in today’s difficult economic circumstances, it has become an important mean of 
achieving the much needed growth and job creation without drawing the public 
finances. It is the conveyor belt that links Europe to the new global growth cen-
tres and is a unique source of productivity gains. The EU, which is benefitting 
much more from globalisation than is sometimes portrayed, is well positioned to 
benefit from this intensified international trade“(European Commission, 2013). 
In the global level, the EU’s export share in the world export accounts to about 
33%, which is about three times bigger than US export share in the world export 
(see Figure 2). Due to the increasing of competitiveness of many developed and 
emerging economies in global export market, the EU’s export share in the global 
export declined from about 40% in the beginning of the first decade of the third 
century. This paper thus, focuses on identifying the comparative advantage as 
well as international trade specialization in comparison with USA.  
 
 
4.  Empirical Findings   
 

 In this paper we have calculated all measures of comparative advantage and 
trade intensity presented in section 2. Additionally, we have employed a regres-
sion model, which results will be presented below. 
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 Mutual trade between the EU and USA, in nominal term, has increasing trend 
with trade surplus in favoured of the EU. So, the trade between the mentioned 
partners is characterised as a long run stabilized, at least in the examined period. 
Thus, the US market is an important for the EU´s export. 
 
F i g u r e  4  

Mutual Trade and Trade Intensity between EU and USA 

 
Note: TII – Trade intensity index (see equation No. 1). 

Source: Author´s calculations based on UN Comtrade Database (2016). 

 
 Based on the results of TII (see Figure 4), we found that the mutual trade 
between the EU and USA, indicates that the actual bilateral trade inflows of EU 
and USA are more intensive than the world average level, since the value of TII 
is above 1. But the value of TII during the examined period raises the question 
mark around the decreasing trend, when it declined from 1.5 in 2004 to 1.3 in the 
last four years of the examined period. Following the contributions by Balassa, 
the present empirical analysis is based on the measurement of RCA. Since we 
are interested in the competitiveness of EU in the world markets, we calculated 
an index of RCA presented in section 2 as the comparator both on global and 
bilateral levels.  
 On the global level, the global competitiveness of the EU and USA are com-
pared assuming that both the EU and USA export to and import from the world. 
On the bilateral level, however, trade between the EU and USA are taken into 
account only.  
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 The previous two tables (Tables 2 and 3) illustrate RCA index of the EU and 
USA on the global level and for selected years among the period 2000 – 2014. 
However, in those tables are presented only the product groups in which the both 
trade partners have at least in one of the selected years a comparative advantage 
– the index is more than or equal to 1. 
 
F i g u r e  5  

RCA Indices of the EU in Comparison with to the USA, in the Period 2000 – 2014 
 

  

 
 
 
 

0

0,2

0,4

0,6

0,8

1

1,2

1,4

1,6

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014

RCA - EU

MDI CII LII MSM TDI

0

0,2

0,4

0,6

0,8

1

1,2

1,4

1,6

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014

RCA - USA

MDI CII LII MSM TDI



 415 

  

  

 
   

-0,6

-0,4

-0,2

0

0,2

0,4

0,6

0,8

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014

RCA3 - EU

MDI CII LII MSM TDI

-0,4

-0,2

0

0,2

0,4

0,6

0,8

1

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014

RCA3 - USA

MDI CII LII MSM TDI

-0,8

-0,6

-0,4

-0,2

0

0,2

0,4

0,6

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014

RC - EU

MDI CII LII MSM TDI



416 

  

  

 
Note: RCA values range within the interval (0, ∞), RCA3, RC and RSCA values range from –1 to +1. 
MDI – refers to Marketing driven industry; TDI – refers to Technology driven industry; CII – refers to Capital 
intensive industry; LII – refers to Labour intensive industry; MSM – refers to Mainstream manufacturing. 

Source: Author´s calculations. 

-0,4

-0,2

0,0

0,2

0,4

0,6

0,8

1,0

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014

RC - USA

MDI CII LII MSM TDI

-0,4

-0,3

-0,2

-0,1

0

0,1

0,2

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014

RSCA - EU

MDI CII LII MSM TDI

-0,3

-0,2

-0,1

0

0,1

0,2

0,3

2000 2002 2001 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014

RSCA - USA

MDI TDI CII LII MSM



 417 

 Looking at the above figures, which are as results of computed equations, the 
EU-28 has more or less a stable comparative advantage during the examined 
period, at least in two taxonomy groups (technology driven industry and main-
stream manufacturing). The EU has reached a comparative advantage and inter-
national specialization as well as revealed competitiveness, based on three out of 
four measures, in two other groups of commodities or industries (Labour inten-
sive industry and marketing driven industry) with some turbulences, particularly 
in the periods 2000 – 2003 and 2012 – 2014. The industry which the EU has 
a comparative disadvantage in is the capital intensive industry. While the USA, 
based on the results of Balassa’s index RCA, has recorded a comparative ad-
vantage in three industries or groups of commodities such as technology driven 
industry, mainstream manufacturing and the capital intensive industry. But, 
based on the other examined measures(RCA3, RC and RSCA), has reached 
a comparative advantage as well as revealed competitiveness with some trend 
fluctuations only in two sectors (capital intensive industry and technology driven 
industry). However, in comparison to the EU, the later mentioned group of 
commodities is the most competitive industry of USA in the examined period. 
 
T a b l e  4  

Results of Regression Models of Specialization (for every model n = 66) 

Model 
No. RSCAt2 RSCAt1 

 

EU USA 

β β/R β β/R 

1 2001 2000 1.047*** 1.06 0.976*** 1.007 
2 2002 2001 0.849*** 0.95 0.923*** 0.972 
3 2003 2002 1.050*** 1.07 0.993*** 1.003 
4 2004 2003 0.958*** 0.97 0.961*** 0.981 
5 2005 2004 0.944*** 1.00 0.999*** 1.009 
6 2006 2005 0.962*** 1.01 0.795*** 1.169 
7 2007 2006 0.987*** 1.01 0.711*** 0.827 
8 2008 2007 1.004*** 1.05 0.831*** 0.923 
9 2009 2008 0.954*** 0.98 0.903*** 1.003 
10 2010 2009 0.968*** 1.00 0.973*** 0.992 
11 2011 2010 1.000*** 1.02 1.018*** 1.050 
12 2012 2011 0.956*** 0.99 0.957*** 0.976 
13 2013 2012 0.973*** 1.00 0.951*** 0.961 
14 2014 2013 0.946*** 0.96 0.976*** 1.049 
15 2007 2000 0.853*** 1.04 0.766*** 0.923 
16 2014 2007 0.933*** 0.99 0.619*** 0.938 
17 2014 2000 0.840*** 1.02 0.443*** 0.852 

*** – statistically significantly different from zero at the 1% level. 

Source: Author´s calculations. 

 
 After measuring the trade specialization as well as revealed competitiveness 
by many different indices, we tried to identify the trend of international trade 
specialization and comparative advantage of the examined trade partners. This 
purpose has been reached by using the econometric model (see equation 7). The 
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important results of which are presented in the tables below. The econometric 
model is established based on the adjusted data of RSCA and tested for normali-
ty, autocorrelation and heteroskedascity of residuals.  
 Based on the results of the econometric models (see Table 4), all 17 estab-
lished models for the both EU and USA are statistically significant at the 1% 
level. The interesting results are the estimated coefficients RSCA or β coefficient 
for the EU, where we found that, based on y-on-y trends and trends between 
selected periods, the EU reached not only higher coefficients but also more cases 
of values (when β > 1) than the USA (see table 4), which means that the interna-
tional specialisation pattern of the EU has been unchanged almost in all exam-
ined periods, while in case of the USA the specialisation pattern signed a high 
degree of turbulence at least in one period (2000 – 2014) and low degree of tur-
bulence in two periods (2000 – 2007 and 2007 – 2014). The results of regression 
models show also that, while the specialisation pattern of the EU has gone up in 
11 out of 17 examined periods, the specialisation pattern of the USA has gone up 
in 7 out of 17 examined periods. 
 
T a b l e  5 

Testing of Models for EU  

Test 

Models 

2007 – 2000 2014 – 2007 2014 – 2000 

Normality of residuals p-value 0.000000 0.000670 0.000000 
Heteroskedascity of residuals p-value 0.177800 0.838900 0.200800 
Serial correlation of residuals p-value 0.948600 0.065200 0.065200 
Autocorrelation of residuals DW statistics 1.955166 1.773159 1.476043 

Testing of models for USA 

Normality of residuals p-value 0.000000 0.000000 0.000000 
Heteroskedascity of residuals p-value 0.000600 0.608800 0.888000 
Serial correlation of residuals p-value 0.502800 0.151000 0.605900 
Autocorrelation of residuals DW statistics 1.743059 1.478180 1.587523 

Source: Author´s calculations. 
 
 
Conclusion  
 

 In the increasingly global competitive environment, all countries and trade 
groups are facing the challenge to keep their competitiveness and improve their 
position in international trade. As a result of the above mentioned environment, 
many advanced industrial countries have been reached and replaced by other 
emerging economies in the list of top 10 biggest exporters.  
 According to our comparative analysis using Balassa’s index of revealed 
comparative advantage we found that, though the EU-28 is the largest trade 
player in the world, it has, according to the results of RCA index in the global 
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level, a comparative advantage in smaller group of commodities (32 out of 66 
groups of 2-digit SITC commodities) than the USA has reached in the examined 
period (40 out of 66 groups of 2-digit SITC commodities). However, based on 
the other three used measures of comparative advantage, we found that the 
EU-28 has reached a comparative advantage and international specialisation in 
larger group of commodities than the USA. We found also that, the EU-28 had 
more or less a stable comparative advantage during the examined period, at least 
in two taxonomy groups (technology driven industry and mainstream manufac-
turing), and with some turbulence, particularly in the periods 2000 – 2003 and 
2012 – 2014, in two other groups of commodities or industries (Labour intensive 
industry and marketing driven industry). We found also that the USA, based on 
the results of Balassa’s index RCA, has registered a comparative advantage in 
three industries or groups of commodities such as technology driven industry, 
mainstream manufacturing and the capital intensive industry. According to our 
findings  and based on the other examined measures (RCA3, RC and RSCA), 
USA has reached a comparative advantage as well as relative trade advantage 
only in two sectors (capital intensive industry and technology driven industry). 
However, while the later mentioned group of commodities, with some sign of 
turbulence, was the most competitive industry of USA, for EU it was the one 
with a comparative disadvantage. 
 In addition to that, based on the results of the econometric models, while the 
international specialisation pattern of the EU has been unchanged almost in all 
examined periods (in detail see the previous section), the US international trade 
specialisation pattern recorded a high degree of turbulence at least in one period 
(2000 – 2014) and low degree of turbulence in two periods (2000 – 2007 and 
2007 – 2014). The results of regression models show also that, while the specia-
lisation pattern of the EU has gone up in 11 out of 17 examined periods, the spe-
cialisation pattern of the USA has gone up only in 7 out of 17 in the examined 
periods. 
 In spite of the acceptable range of analysed set of commodities in this paper 
(the major studies similar to our paper have used also a 2-digit SITC code), it 
could be helpful to investigate, using the same methodology but with more de-
tailed analysis and more breakdown SITC up to 5 or 6 SITC codes, whether the 
results will be different or not. However, our results give a comprehensive fea-
ture of international specialisation of the examined trade partners, more than it 
gives the comparative advantages of examined sectors. As we mentioned above 
in the second part, many authors considering the RCA as a measure of “revealed” 
competitive advantage more than a measure of “revealed” comparative advantage, 
because the trade flows are the results of all the production conditions and business 
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environment, including the government subsidies, which are not related with the 
country´s factor endowments. So many positive results of the used measures in 
both examined trade partners especially within the group of commodities MDI 
are influenced by different government policies and interventions. 
 We can say that the results of this comparative analysis in our paper could be 
a good base among others for assessment the future economic or trade relations 
between the EU and USA and for the impact assessment of the potential TTIP. 
The subjects of the future research studies could be for example the assessment 
of trade and investment barriers between the mentioned trade partners and the 
consequences of the potential TTIP on the both economies. 
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