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ABSTRACT

ABSTRACT

“Regional integration agreements (FTAs) signed in the last years in-
clude the investment problem, or have indirect effect on the investment.
This tendency is obviously different from the ATAs and BTAs. ” As the
organizations of regional integration have been prevailed, it becomes a hot
area to study the effect of integration on the FDI. This paper is intended to
build up a framework to analyze the effect of the regional integration on
FDI. Taking the typical regional integration organizations, NAFTA and
EU, as the examples, the book verifies the effect using econometric meth-
ods.

The fast regional integration since the 1990s is the results of unbal-
anced development of world economics and politics and the practical need of
each member countrys economic and political development. MNCs, as the
major bodies of FDI, improve the production specialization, the interna-
tional cooperation, deepen the international division, push forward the pol-
icy coordination, and finally boost the development of the regional econom-
ic integration.

The effect of the integration on FDI comes from both the incentives of
FDI and the source places which are the member countries or non-member
countries. The regional integration tends to enlarge the market scale of an
industry, ensure the scale effect of related industries, and finally boost the
internal investment. The market expansion makes the flow of production
factors and more reasonable configuration possible, urges the adjustment of
regional investment structure, and at the end increases the FDI based on
the industry specialization. The regional integration influences the market
competition inside and outside the region, so the FDI outside the region in-

flow as the result of incentives of expanding and maintaining the market
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Meanwhile, the integration leads to the change of each member coun-
try’s specific advantages and industrial structures, makes an uneven distri-
bution of FDI in different countries and industries. Generally speaking, af-
ter joining the integration organization, more changeable the policy envi-
ronment, at the same time more stronger local advantage, more FDI will
inflow. Reversely, it will inflow less. The net effect of the integration on
FDI lies in the result of the comparison of the creative effect and the disper-
sive effect.

As the major bodies of FDI, MNCs will respond to the effect that the
organization of regional integration has on the relative countries’ regional
advantages. This paper argues that if transactions costs, which include
transportation and trade tariff barriers, are higher compared to costs set-
ting up a new branch, the MNCs will tend to invest directly and stop ex-
port. If corporations invest inside the region for the reason of entering the
region market, they will choose the location in which the wage is relatively
lower. It will produce the FDI facing to export. Whether the incentive will
be realized depend on the differences between wages and trade barriers.
The investment strategy of the regional enterprise has influences on those
outside enterprises. If enterprises don’t invest in the low-waged member
countries, then there exists driving away effect which lessens the market-
entering advantages of outside enterprises in those countries.

NAFTA is the typical integration organization of South — North. This
paper argues that, since NAFTA has been in operation, for preventing un-
fair competitive status, MNCs outside NAFTA increase the investment in-
side the region. Based on the larger regional market, MNCs inside NAFTA
restructure the investment locations according to the industry features and
factor endowments of member countries. This tendency can be seen from
the new investments by American companies located in the America-Mexico

borders, so as to make use of abundant and low-waged labors. The ten-
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ABSTRACT

year practice proves that NAFTA has got the positive effect on the member
countries.

Through the econometric test on the effectiveness of the integration a-
greement on FDI inflows, the result proves that integration has positive
effects on the increasing of FDI of US. Enterprises outside NAFTA, which
invest mostly defensively, react more strongly than ones inside the region,
while the latter react more strongly than CUSFTA.

EU is a typical integrative organization of North-North. This paper ar-
gues that, EU as the highest and largest integrative organization, its com-
mon market policy has greatly accelerated the FDI inflow, but has little
effect on FDI by non-member countries. Inside EU, the single market has
obviously positive effect of FDI inflowing to small member countries, while
no such effect on large member countries. Import substitution is the main
incentive of outside FDI inflowing into EU, and the main investment forms
are M&A and strategy alliance.

ASEAN is a typical integrative organization of South— South. This pa-
per argues that, ASEAN promotes the enlargement of member countries’
market, the fluidity of production factors, the division of industries and en-
largement of specialization and as a result it encourages the mutual invest-
ment. At the same time, the cancellation of trade barriers makes it easier
to reconfigure production procedures, and stipulates FDI inflow. For the
reason of poverty of member countries, especially new member countries,
FDI effect of ASEAN appears in the aspects such as the increasing of cap-
ital stock and flow, and the investment volumes among member countries
are rather small. Influenced by the Asian Crises and feature of member
countries, the FDI effect of ASEAN is not obvious as much as EU and

NAFTA.

Key words: regional integration; FDI; MNCs; industry division; EU;
NAFTA;ASEAN
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