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as a deliberate act of policy or inadvertently'!. An interest in jumping a high tariff, for instance,
can induce foreign direct investment in the local market. Other import barriers, such as
quantitative limits on imports in a particular sector, could also induce FDI in the form of
expanded production in the local market'?. Regional (or in some cases global) trade agreements
and economic integration may also influence FDI decisions by firms.”> Larger market size,
resulting from regional trade agreements, provide opportunities for investors to take advantage
of economies of scale and, therefore, encourage investment flows.'* Rules of Origin, which
distinguish between products produced by countries party to the regional agreement and those
that are not, also may induce third country investment."

The second set of links is the impact of FDI on trade.’® FDI policies by affecting
investment decisions, influence the size, direction and composition of trade'’ and subsequently
its contribution to growth and development'®. FDI can have sweeping and dynamic effects on
the host country as it stimulates capital formation, competition, innovation, productivity'® and
savings. All these factors can impact on a country’s import and export activities. Several
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countries to invest within the free trade area. Similarly, the Hub and Spoke system may influence investment
choices, with investors preferring to invest in the "hub” than the "spoke”. Baldwin (1993) WTO (1995).

%Only the impact of FDI on host country’s exports and imports is discussed in the paper because of the focus
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