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What are the implications of Asian economic integration for human capital growth
in lower-income Southeast Asian economies? The law of comparative advantage states
that countries gain from trade by specializing in products making intensive use of their
abundant resources. However, long-term development requires educational
investments, to move the primary source of growth from “ perspiration” to
“inspiration.” A problem for countries that specialize in low-skill labor or natural
resources is that as returns to those factors rise, incentives to invest in education may
decline. Subsequent investments may reinforce initial comparative advantage, thereby
inhibiting attempts to diversify away from low-skill or resource-intensive activities.
Asian economic integration may exacerbate this trend in lower-income regional
economies. We will model this process and examine data from one or more countries.
This work will innovate by linking individual schooling decisions to labor demand
signals, such as wages and skill premia, resulting from altered trade and investment

patterns.
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