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Introduction

Regional trade agreements (FTAs) signi�cantly impact the structure
of international trade �ows (trade creation and diversion).

But they also a¤ect patterns of foreign direct investment (potentially
important welfare consequences).

This paper: empirical analysis of the behavior of multinational �rms
based in the U.S. around the time the signing of the ASEAN FTA
(AFTA) in January of 1992.
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Contribution

We contribute to the literature in the following respects:

1 We document the intensive and extensive margin responses of U.S.
MNEs.

2 We develop a model à la Helpman, Melitz and Yeaple (2004) that
incorporates �rm-level heterogeneity and study e¤ects of a RTA.

3 We test these predictions using very detailed �rm-level data (U.S.
BEA), as opposed to previous studies using aggregate data (for
instance, Chen 2008).

4 We compare U.S. MNE behavior in ASEAN vs. NON-ASEAN
countries in 1989 and 1994 (di¤-in-di¤ strategy).
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The ASEAN FTA

The ASEAN agreement of 1992 was signed by Brunei, Indonesia,
Malaysia, Philippines, Singapore and Thailand.

In subsequent years, four additional countries joined: Vietnam (1995),
Laos and Myanmar (1997), and Cambodia (1999).

Original agreement outlined a program of progressive tari¤ reductions
to be carried out through 2008 (later accelerated to 2003).

We analyze data on U.S. multinational operations in ASEAN and
other Asian countries in the 1989 and 1994 benchmark survey years.

This way we have a before and after period, while avoiding the Asian
Financial Crisis period.

Should we care about U.S. investment in the area?

among OECD countries reporting investment in the ASEAN region, the
U.S. held a 22-27% share of aggregated investment position over the
1989-1994 period (only second to Japan).
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Broad Patterns

Fact 1: The signing of AFTA appears to have induced a surge in
U.S. MNE activity in ASEAN countries relative to the rest of Asia.

Antràs and Foley (Harvard University) U.S. MNEs and the ASEAN FTA January 2009 5 / 19



Broad Patterns (cont.)

Fact 2: Two-thirds of the surge appear to be a consequence of
disproportionate growth in the intensive margin, and one-third is
explained by disproportionate growth in the extensive margin (though
we observe signi�cant gross exit).
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Broad Patterns (cont.)
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Broad Patterns (cont.)

Fact 3: AFTA increased the share of sales to third countries for
a¢ liates in the ASEAN region relative to a¢ liate in the rest of Asia
(28.3% ! 32.5% vs. 12.8% ! 11.2%)

Fact 4: Di¤erential aggregate growth in third market sales is due to
(i) �surviving�a¢ liates selling more to third markets, (ii) new
entrants selling disproportionately more to third markets (41.2%), (iii)
exiters selling disproportionately less to third markets than exiters in
other Asian countries.
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Panel A: All Affiliate Activity 1989 1994

ASEAN Countries
Share of Sales to the Host Country Market 45.8% 47.1%
Share of Sales to the US 25.9% 20.4%
Share of Sales to Third Countries 28.3% 32.5%

Other Asian Countries
Share of Sales to the Host Country Market 78.6% 83.1%
Share of Sales to the US 8.6% 5.7%
Share of Sales to Third Countries 12.8% 11.2%

Panel B: Surviving Affiliates 1989 1994

ASEAN Countries
Share of Sales to the Host Country Market 43.8% 45.9%
Share of Sales to the US 28.4% 21.9%
Share of Sales to Third Countries 27.8% 32.2%

Other Asian Countries
Share of Sales to the Host Country Market 79.9% 81.5%
Share of Sales to the US 9.0% 6.1%
Share of Sales to Third Countries 11.1% 12.4%

Panel C: Entrants and Exits
Exiting Affiliates 1989 

Activity
Entering Affiliate 1994 

Activity

ASEAN Countries
Share of Sales to the Host Country Market 46.5% 41.2%
Share of Sales to the US 20.1% 17.6%
Share of Sales to Third Countries 33.3% 41.2%

Other Asian Countries
Share of Sales to the Host Country Market 74.4% 85.0%
Share of Sales to the US 9.6% 4.8%
Share of Sales to Third Countries 16.0% 10.1%

Table 4
Effects on Aggregate Sales Patterns

This table presents information on the direction of sales of affiliates in ASEAN and other Asian countries.  The top panel presents data on the 
activities of all affiliates, the second panel presents data only on those affiliates that appear in both the 1989 and 1994 samples, and the bottom 
panel presents data on affiliates that exit and enter the sample between 1989 and 1994.  In order to maintain confidentiality, the top panel was 
constructed using published data that do not include figures for Brunei, but the other panels cover all ASEAN countries.  In the bottom panel, the 
first column provides 1989 figures for affiliates that appear in the 1989 sample but not in the 1994 sample, and the second column provides 1994 
figures for affiliates that appear in the 1994 sample but not the 1989 sample.  Share of Sales to the Host Country Market measures the ratio of sales 
to persons in the affiliates host country to affiliate total sales.  Share of Sales to the US and Share of Sales to Third Countries respectively measure 
the share of sales to person in the US and to countries other than the US and the affiliate's host country.



Modelling the E¤ects of an FTA

We consider a world of three countries: the West, the East and the
South.

The model studies the optimal international organization of
production from the point of view of �rms based in the West, which
in the empirical analysis we associate with the United States.

These �rms own the technology to produce a di¤erentiated good with
demand

y = Ajp�σ

in country j = W ,E ,S .

There is a continuum of �rms based in the West, which we index by
their heterogeneous productivity level ϕ, and we let the cumulative
distribution function of productivity be G (ϕ).
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Modelling the E¤ects of an FTA

Final good is produced using labor. Unit variable cost of production
for a �rm with productivity ϕ producing in country $ is given by

c (ϕ) =
w $

ϕ
.

For the purposes of the presentation, let�s assume w $ = 1 in all
countries and Aj = A in all countries.

Production also entails a �xed cost of f $ units of labor and the size of
this �xed cost also depends on the location of production.

for simplicity assume f E = f S = f > 0 = fW .

Final goods are tradable at a variable cost equal τ between the West
and South or East, and equal to τ < τ between the East and South.

We shall interpret a regional trade agreement between East and
South as a drop in τ, holding τ constant.
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Sorting of Firms into Organizational Modes
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E¤ects of a Regional Trade Agreement
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Predictions

Prediction 1: An FTA between the East and the South will increase
the number of Western �rms engaging in FDI the South-East area.

Prediction 2: An FTA between the East and the South will generate
gross entry and gross exit of Western a¢ liates in the South-East area.
Furthermore, when �rm productivity follows a Pareto distribution, the
FTA will generate a net increase in the number of Western a¢ liates
in the South-East area.

Prediction 3: Conditional on survival, an FTA between the East and
the South will (weakly) increase economic activity (in terms of sales,
output, employment, and employment compensation) at the a¢ liate
level.
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Predictions (cont.)

Prediction 4: When �rm productivity follows a Pareto distribution,
the FTA will lead to an increase in aggregate a¢ liate sales in the
South-East area.

Prediction 5: An FTA between the East and the South increases the
share of a¢ liate sales going to third countries for three reasons.

First, because new (a¢ liate) entrants into the South-East area sell
more to third markets than the average Western-owned plant in the
area.
Second, because �rms that consolidate their two a¢ liates into one,
now have a¢ liates with positive sales to third markets (and they did
not before).
Third, because �rms with only one a¢ liate before and after the FTA
also increase the share of a¢ liate sales going to third markets.
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Predictions (cont.)

Prediction 4: When �rm productivity follows a Pareto distribution,
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Econometric Evidence
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Conclusions

Regional trade agreements appear to have large e¤ects on the level
and nature of multinational �rm activity.

Examination of aggregate data and more detailed �rm-level analysis
indicates that measures of U.S. multinational activity increase at the
time AFTA is created.

There are also distinct shifts in the direction of sales of ASEAN
a¢ liates, with a¢ liates directing a larger share of their sales to third
countries.

These �ndings are consistent with the predictions of a model of
horizontal FDI with intraindustry heterogeneity in productivity.
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