
advartced production processes. This ]anger-terrn response can be d,esïgnatt-d

technïcally. advanced foreign investment.

A free trade area dilutes or elïminales the interAependence induced dy

tariff protection. If the domestic price in one country is closer to the world

price then creatinga free trade area will erode the interdependence between

foreign owners and dornesliC input^ in -the other country. A. free trade area Okts

threatens prior foreign ïnveStrnent in branch plants es.tat^lished to r_.irCu-nvent the

tarif f. Tri the ahsei)Cé of a re-orieritation in c^arporate stategy through

ratïona]:ziiti(in or world pro.duct manda:ing, a. -fre.e trade area i:mpiies

disirtvestmerrx in f'areign-owned branch Plants.

The rttt im?ac; of a free. trade area on ftkrèign direct.investsnént depends

upon the relave fnagnitudle of the increa§e in technically advi^nr_.-_d foreigrt

direct investrne*st, campiared to the deeline in branch, plant foreïân snvestrri:en*.,

The relative mag~iitude is obscured by the different time horizons assnc-iated

with each response. Creating. a free trade area through the efimination of

mti.ial tari:f barriérs immediately alters the er+vironment for corporate

to the exrenr that the cansequance^r, would 1,^^orne fully evident

over a horizon of approximately five years. Technical advances in production

prâces5es are much more grad.ual s^ that their impact on the internacionadization

of produc:kon occ-urs over a horizon of between twiz) and three decad^s. Hence, if

a.bilaterai fr" trade area does not induce signïficar5t changes in carporat6

stratOgy for branch plants, the fevel of f;^reigrr dir6ct invest:nertt will. initiAlly

decline over a medium-rerm horizon of appraximatelY five years and t:hen

subsequen:tiy increase over a longer-term horizon of two to-three decades.
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