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Abstract

The paper investigates the phenomenon of international capital movements within a specific-factor
framework in a general equilibrium approach and highlights the role of intermediate inputs under
the vertical production structure. Depending on whether the intermediate good can be traded or not,
the vertical and horizontal cross-hauling may occur simultaneously in response to exogenous shocks.
The relevant results based on theoretical analysis shows that the effects of preference, factor
endowment and policy changes on the equilibrium input ratios and the factor elasticities of
substitution cross sectors will be crucia in determining the direction of international capital
movements.

Keywords: Genera equilibrium, Specific-factor model, Intermediate goods, Horizontal investment,
Vertical investment, Cross-hauling
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