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The Impact of NAFTA on Foreign Direct Investment in Canada, Mexico and the United States

Abstract

We examine the impact of NAFTA on inward foreign direct investment (FDI) into the NAFTA area.  The literature on FDI and regional economic integration suggest that the implementation of the free trade agreement would make the entire NAFTA area a more desirable investment location; however, not all of the member countries need necessarily experience gains individually.  We find the impact of NAFTA on inward FDI to be positive for the entire region, and interestingly, the US seems to have been the main beneficiary among the three NAFTA partners.

1. Introduction

The centrality of foreign direct investment (FDI) in the modern economy cannot be overemphasized.  The United Nations Conference on Trade and Development (UNCTAD) estimates that by 2001 there were about 65,000 multinational corporations (MNC) with around 850,000 foreign affiliates world-wide (UNCTAD, 2002).  Global FDI inflows reached a peak of nearly $1.5 trillion dollars in 2000, before dropping to $735 billion in 2001, the first year-on-year drop since 1991; from 1990 to 2001 the number of employees at MNCs’ foreign affiliates increased from 24 million to 54 million, their sales reached $19 trillion, which was twice the level of global exports while in 1990 the two were roughly equal, and the affiliates now account for roughly one-tenth of world GDP
.  While wide-ranging economic and technological forces are driving the growth in international production (see, for example, Buckley et al., 2001, Anand & Kogut, 1997), “[i]t is also driven by the ongoing liberalization of FDI and trade policies.  National policy regimes are converging towards a more welcoming stance on FDI, as competition for investment intensifies”  (UNCTAD, 2002, p.3).

Countries compete for FDI and regional economic integration may provide them with additional locational advantages that serve to attract FDI.  However, not all countries in the integrated region may benefit to the same degree.  In fact, some countries may lose FDI to other partner countries in the regional integration.  This fear has been expressed in all three member countries of the North American Free Trade Agreement (NAFTA), Canada, Mexico and the US, which are very directly involved in the competition for investment (see Love & Lage-Hidalgo, 1999).   Despite the recent economic slowdown, the US maintained its position as the number one FDI recipient country in 2001 (UNCTAD, 2002); Canada continues to have a high proportion of foreign-controlled real assets among industrialized countries (Feils & Rahman, 1998); and Mexico saw its stock of FDI go from around $33 billion to $78 billion between 1994 and 1999 (OECD, 2002).  UNCTAD gives the following scores to Canada, Mexico, and the US in its Transnationality Index: 14%, 11%, 6%, respectively; the comparable means for developed and developing economies are 12% and 14%, respectively (UNCTAD, 2000).
   

This study examines the impact of regional integration of the three NAFTA countries on inward FDI for the entire region as well as for each member country.  While some recent studies have looked at FDI inflows into the US (Grosse & Trevino, 1996; Buckley et al., 2001), Canada (Grosse & Trevino, 1996, Feils & Rahman, 1998, Globerman & Shapiro, 1999), and Mexico (Ramirez, 2002), we are not aware of any studies that have looked at all three of the countries together; nor have they included as comprehensive a database of source countries spread over as long a time period.  Thus, the existing evidence is lacking information about the effect of NAFTA on FDI for the entire region as well as which member countries gain or lose (if any) FDI due to NAFTA.  
In the next section, we present a brief literature review and then develop the key hypotheses. The following section discusses the data and the methodology employed in the study, followed by a presentation of the results.  Finally, a few concluding remarks are included in the last section.

2. Literature review and hypotheses

2.1. Literature review

Nations are interested in attracting FDI to promote economic goals such as providing employment and fostering economic growth.  However, the decision to enter a foreign market via FDI is made at the firm level.  FDI theories as such explain why value-maximizing firms expand internationally even though local competitors have superior knowledge of their market (Hymer, 1960).  Dunning’s (1993) eclectic theory brings many of the explanations together under the OLI (Ownership-Locational-Internalization) framework.  Firms will engage in FDI if three factors are present: ownership advantages, which are firm-specific, locational advantages, which are host country related and internalization benefits, which depend on the nature of the ownership advantages.  The focus of this paper are locational advantages which may arise from market imperfections in the real sector, such as labor cost differentials (Hymer 1960, Caves, 1971), differential taxation for multinational firms (Scholes & Wolfson, 1990), imperfections in the capital markets (Agmon & Lessard, 1977) and home country currency overvaluation (Froot & Stein, 1991).  
Regional economic integration agreements, such as NAFTA, bring a further strategic dimension to the choice of location of foreign firms in a number of ways.  First, regional economic integration may motivate firms from outside countries to invest in the integrated economic area as the regional economic integration increases the “size of the country” (Buckley et al., 2001, p.252).  Previous studies have shown that market size of the host country market is an important determinant of the attractiveness of a market for FDI (Globerman & Shapiro, 2003). Second, free trade agreements (FTA) may contain elements—e.g., NAFTA’s Rules of Origin requirement—that create barriers to competitors from non-member countries, thereby increasing the incentive for FDI within the FTA area.  Thus, regional economic integration increases the attractiveness of the market and thus should result in an increase in combined FDI in the “integrated area.”  However, each individual country may be affected differently by the regional integration due to differences in the countries’ location-specific advantages.  The choice of investment location inside the economically integrated area may depend on such locational advantages as lower production costs, general education, quality of labor, and infrastructure.  Carpano et al. (2003) suggest that countries may invest in locational resources to promote FDI, especially, when previously sheltered industries are exposed to international competition.
  Mexico’s post-NAFTA enthusiasm for bilateral free trade agreements can be viewed as investments in its locational resources vis-à-vis its NAFTA partners.  Thus, countries with locational advantages will benefit from the regional economic integration while the others will lose out on inward FDI from outside the “integrated area.”  Also, firms already inside the integrated area may have an incentive to move their production facilities to those countries with the lowest production costs, as barriers to area-wide rationalized sourcing, production, marketing and distribution are now reduced.   

NAFTA came into effect on January 1, 1994 and essentially extends Canada-US FTA (CUSFTA) which took effect January 1, 1989 to Mexico.   In the NAFTA agreement, Mexico agreed to adopt the same market liberalization measures that Canada and the United States had agreed on earlier.   Canada, the US and Mexico agreed to eliminate tariffs on 99 percent of internally traded goods by the end of 2004 and most restrictions on FDI were eliminated.  Investors from within NAFTA were guaranteed equal treatment with domestic investors and transparent regulations (Love & Lage-Hidalgo, 1999).  Dispute settlement procedures set in the CUSFTA were extended to Mexico.   New to NAFTA are provisions regarding government procurement, intellectual property and more stringent rules of origin (Blomström & Kokko, 1997).

Current evidence on the effect of NAFTA on FDI is limited to single country studies. Buckley et al. (2001) find that the impact of the CUSFTA and NAFTA on FDI into the United States is country-specific, i.e., only the UK and Switzerland are seen to have increased their investments in the US.  However, they look only at the aggregate FDI from 3 and 5 countries, respectively, and cannot make any distinctions on the country effects.  Feils and Rahman (1998) look into FDI inflows to Canada over the 1980-1994 period and do not find any significant effect on the inflows due to the CUSFTA.  Globerman and Shapiro (1999) provide evidence that FDI into Canada increased significantly after the implementation of the CUSFTA and NAFTA.
    They claim that “the U.S. represented a major competitor to Canada for foreign direct investment from other countries” (p.524) but do not proceed to test whether NAFTA had an impact on this competition.  Similarly, Ramirez (2002) examines FDI into Mexico, but does not include a test for NAFTA since his data ends in 1996.  Looking at only one of the member countries does not allow a full examination of the effect of NAFTA on FDI in the entire area; therefore, we provide a detailed study of the combined area as well as the effect on each individual member country.

2.2. Hypotheses

The NAFTA region as a whole can be expected to be a more attractive investment location for firms from outside the region; a positive impact on FDI inflows can be posited from the increase in the “size of the market” (Buckley et al., 2001), the dynamic gains in efficiency due to implementation of the FTA, or even the need for non-partner country firms to counteract any Vinerian trade diversionary effects of the FTA.

Hypothesis 1: Inward FDI into the NAFTA region increased significantly after NAFTA took effect in 1994.

A priori, it is not necessarily clear that one can posit an unambiguous effect on FDI inflows for each of the partners due to the implementation of NAFTA.  For example, on the one hand, NAFTA may have a negative effect on FDI in Canada since the Canadian market may be served from either the United States or Mexico as trade barriers are removed under NAFTA.  Firms located in the US have less of an incentive to serve the Canadian market from within Canada.  They may treat Canada as the 51st state and serve the Canadian market from the US.   Alternatively, they may choose to locate production facilities in Mexico in order to take advantage of lower labor costs.  On the other hand, if Canada offers locational benefits such as a highly developed market, productive labor force, and an undervalued currency over the US and Mexico, FDI from within NAFTA as well as from other countries into Canada would be expected to increase after NAFTA took effect.   These Canadian subsidiaries could then supply the Canadian, US and Mexican markets.  Obviously, similar types of arguments can be made for Mexico and the US as well.  Therefore, the effect of NAFTA on each of the individual countries is an open, empirical question.

Hypothesis 2: At least one partner country in NAFTA will have a significant increase of inward  FDI  due to NAFTA. 

We control for the non-NAFTA related factors by including in the statistical models a range of variables that have been identified as influencing FDI flows in the theoretical and empirical literature.
  Bilateral trading relations between the host and home countries have been found to be a significant determinant of FDI flows.  Though, in theory, trade and FDI can be substitutes or complements, recent empirical studies on North America (Grosse & Trevino 1996, Feils & Rahman, 1998) have generally found a positive relationship between the two; Globerman and Shapiro (1999) suggest that in markets where trade is relatively unrestricted, the two “are more likely to be complements given the propensity of multinational companies to engage in vertical and horizontal specialization of production within their affiliate networks” (p. 520).

Various types of financial market disequilibria are considered to be influential on FDI flows.  Capital market segmentation may lead to a differential in the available cost of capital between host and home country firms.  It is argued that countries that have a lower cost of capital than the host country are more likely to commit to greater FDI (Aliber, 1970).  Also, overvaluation of the home currency may provide a wealth advantage for home country firms vis-(-vis FDI (Froot & Stein, 1991) as well as make it more difficult to serve the host market through exports; thus, the flow of FDI is expected to be larger from countries with an overvalued currency.  Finally, if there are different rates of return that can be earned for a given level of risk across countries, FDI is expected to move into the country with the highest expected rate of return until the returns are the same in all countries.  Thus, the lower the rate of return in the home country relative to the rate of return in the host country, the greater the incentive for firms from the home country to engage in FDI  (Grosse & Trevino, 1996).

Physical and cultural distances are expected to negatively affect firms’ FDI decisions (Grosse & Trevino, 1996, Feils & Rahman 1998, Globerman & Shapiro, 2003).  Greater geographical distance is expected to result in greater costs in information gathering and managing the affiliate.  Cultural distance, which arises out of differences in such items as language, religion, and legal systems are likely to make integration of the subsidiary more difficult and costly.

The size of the home country market and its level of income are both expected to influence a country’s propensity to make outward FDI, though the direction of the effect is not necessarily unambiguous (Globerman & Shapiro, 1999).  On the one hand, firms from countries with a large home market and high per capita income could have greater cash flows for making FDI (Grosse & Trevino, 1996) or possess more of the intangible assets necessary to succeed in FDI (Anand & Kogut, 1997); however, the same home country characteristics can make domestic investments more attractive compared to FDI.  Finally, relative labor costs affect the ex ante profitability of the investment project and thus may affect the FDI decision.  If host country labor costs are higher than the home country, it should reduce the outward FDI from that home country to the host country (Globerman & Shapiro, 1999).

3. Data and methodology

In order to determine the impact of NAFTA on inward FDI, we examine the FDI inflows into the United States, Canada and Mexico by country between 1983 and 2001.
   Table 1 contains an overview of the FDI stocks in the United States, Canada and Mexico between 1994 and 2001 for the 10 largest host countries.  Figure 1 shows the FDI trends from NAFTA and non-NAFTA countries for each partner country.

  *************************************

Insert Table 1 And Figure 1 About Here

      *************************************
The book value of FDI stock information by country is available from CANSIM, Statistics Canada for Canada, the Bureau of Economic Analysis for the United States, and from the OECD for Mexico.  The dependent variable used in the analyses is the change in real FDI stock each year measured in 1995 USD.  To test our hypotheses, we use pooled, cross-sectional panel data in our regression analysis. In order to account for the possibility of autocorrelation in the data we use the first difference of trade, GDP and per capita GDP in the regression analysis.  

A description of the independent variables follows.  NAFTA is a dummy variable which takes on a value of one for years 1994 onward.  We expect the sign on the coefficient to be positive for the entire NAFTA area; however, the effect on individual countries cannot be predicted a priori.  TRADE equals the sum of exports and imports between the home and the host country taken from the Direction of Trade Statistics.  Imports and exports are highly correlated.  The correlation coefficients for exports and imports for the United States, Canada and Mexico are 0.92, 0.91 and 0.75, respectively.  Therefore, we include only the combined measure of TRADE in our analysis.  We expect the coefficient on this variable to be positive.

Next we include three variables for testing any effects due to financial market imperfections.  We expect the coefficient on RELATIVE COST OF FUNDS, the ratio of home country lending rate to host country lending rate at year end, to be negative, as the firms from countries with lower cost of capital are likely to have an advantage in terms of investment; the lending rates are taken from the International Financial Statistics.  The coefficient on EXCHANGE RATE CHANGE, percentage change in the value of the host currency in terms of the home currency in the previous year, is also expected to be negative, as firms from countries with overvalued currencies are expected to make greater outward FDI; the exchange rates are also from the International Financial Statistics.  Finally, we include the variable, RELATIVE RATE OF RETURN, the ratio of the home-to-host country stock market returns at year end, which is also expected to have a negative coefficient, as the incentive to invest abroad is lower for firms from countries where higher rates of returns can be earned; the stock market indices are from Datastream.

FDI is expected to be negatively related to the cultural distance of the home country to the host country.  To estimate CULTURAL DISTANCE (CD) we use the measure developed by Kogut and Singh (1988) based on Hofstede's (1980) four dimensions of culture: power distance (PD), uncertainty avoidance (UA), individualism (IND), and masculinity/ femininity (MF).
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CDj refers to the cultural distance of country j to the host country i and V measures the variance of the different dimensions of culture as defined by Hofstede (1980).  The GEOGRAPHIC DISTANCE from the host country is taken from the Atlas of the World and measured as the distance from host country capital to the capital of the home country; the coefficient is expected to be negative as greater geographic distances arguably lead to greater costs.

GDP refers to the real Gross Domestic Product of the home country in a given year as provided in the International Financial Statistics; PER CAPITA GDP is measured as the real GDP in USD divided by the population of the home country in a given year; as stated above, the signs of these coefficients cannot be posited a priori.  Finally, RELATIVE LABOR COST, the ratio of home-to-host country manufacturing wage costs, is expected to have a positive coefficient; the wages are available from the US Department of Labor.  Table 2 provides a summary list of the independent variables, their sources and predicted signs.

**************************

Insert Table 2 About Here

**************************
4. Results

4.1. Total FDI in NAFTA countries

The results reported below are from the pooled cross-sectional, time series regressions.   In Table 3 we report the results on the aggregate FDI inflows into all three NAFTA countries from non-NAFTA countries.  In model 1, where NAFTA is the only explanatory variable, it has a significant and positive coefficient; it would appear that the onset of NAFTA led to an increase in FDI into North America.  In model 2, we add bilateral trade between the home country and NAFTA, home country GDP and GDP per capita as additional explanatory variables; both the explanatory power and significance of the model increase.
  As expected trade is significantly positively related to FDI inflows; the coefficient on NAFTA is positive, but now, it is only significant at conventional levels under a one-tailed test.  GDP and GDP per capita are not significant.

**************************

Insert Table 3 About Here

**************************
4.2. FDI into all three countries


We next run our full model on each of the individual countries in the NAFTA.  In Table 4, models 1, 3, and 5 show the results for all inward FDI into the US, Canada, and Mexico, respectively, whereas models 2, 4, and 6 repeat the same, however, limiting the home countries to non-NAFTA countries only.  In these regressions, NAFTA has a significant and positive coefficient for the US and Canada, but is not significant for Mexico; at least, through its first six years, Mexico does not appear to have gained any incremental benefits from NAFTA in terms of attracting inward FDI.  Of even more interest is the fact that while the US appears to have enjoyed the greatest incremental benefits from NAFTA among the three partners, our results suggest that it is the increase in intra-NAFTA flows that maybe driving the increase in FDI inflows to the US and Canada; non-NAFTA country inflows for Canada appears not to have been impacted by the implementation of NAFTA (model 4), while only marginally so for the US (model 2).

**************************

Insert Table 4 About Here

**************************
The control variables appear for the most part with the expected sign when they are significant.  Bilateral trade has a positive and significant coefficient for all three countries, which is consistent with the complementarity hypotheses of trade and FDI, and is similar to the results of the prior empirical studies.  Of the three variables controlling for various financial market disequilibrium hypotheses, the relative home-to-host country rate of return is not significant in any of the models; the lack of correlation with relative rates of return is similar to Grosse and Trevino’s  (1996) findings with respect to the FDI inflows into the US.  The relative costs of funds variable has the expected negative sign in all six models and is significant for the US and Canada; it would appear that firms from countries with lower costs of capital tend to increase FDI inflows.  Finally, the exchange rate variable has the expected negative sign and is significant for the US and Canada; it is not significant for Mexico.  Firms from countries with overvalued currencies appear to make more outward FDI.

Cultural distance appears to have an adverse effect on FDI inflows to the US, though the results do not show any impact on the inflows to Mexico and Canada.  The coefficient on the geographic distance variable has the expected negative sign, though except for Canada, it only shows marginal significance.  Taken together, the results on the distance variables are generally consistent with the hypotheses and the prior empirical findings.

The coefficients on the home country market size and income level variables, GDP and per capita GDP, respectively, do not show any significant relationship for the US and Mexico.  For Canada, both variables are significant in the unconstrained model.  The GDP variable has a positive impact on the inflows, which is consistent with Grosse and Trevino (1996); at least for Canada, one observes greater FDI from home countries with larger markets.  At the same time, the coefficient on the per capita GDP variable is negative; a possible interpretation maybe that per capita GDP is proxying relative profitability of investment opportunities.  The coefficients on the relative labor costs, expected to be positive, do not support the hypothesis that firms from countries with higher labor costs tend to engage in more outward FDI.  In fact, in the only model where the coefficient is even significant (model 3), it has a negative sign.

5. Conclusions


This study examined whether the implementation of NAFTA impacted the FDI inflows into the three partner countries.  The results from our pooled cross-sectional, time series regressions suggest that NAFTA has had a positive effect on the FDI inflows into the region, at least insofar as the US and Canada are concerned.  The empirical models included a series of control variables that have been identified in the literature as possible determinants of FDI inflows.  For the most part, the current results are consistent with the prior empirical findings, thus adding confidence in the robustness of the study’s main finding of the positive impact of NAFTA.


The implications of regional economic integration on economic performance are manifold.  This study has attempted to provide some evidence on just one aspect of this debate, namely, whether FTAs make the member countries more attractive as FDI destinations.  Our results indicate that in the first years of the NAFTA, Mexico did not appear to have received any additional boost.  Most noteworthy is the finding that the US seems to have gained the most in terms of  post-NAFTA inward FDI, and that the major driver is intra-NAFTA FDI itself.  Given the increasing weight of international production in the modern economy and countries’ intensified competition for FDI, this research can help scholars and policy-makers in their analyses of different models of regional integration, and the distributions of the gains thereto.  In the case of NAFTA, and contrary to the oft-expressed fear in the US and Canada that its implementation will shift FDI into Mexico as MNCs seek out the lower-cost platform to serve the entire North American market, NAFTA seems to have helped increased FDI into the US and Canada, and not Mexico.  No doubt future research focused on industry- and/or firm-level dimensions will help shed light on why that was the case.
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	Table 1 

Total Stock of Inward Foreign Direct Investment: The 10 largest Home Countries (in millions of US dollar)

	Panel A: United States

	Year
	United Kingdom
	Japan
	Netherlands
	Germany
	France
	Switzerland
	Canada
	Luxembourg
	Ireland
	Sweden

	1994 
	98,732
	98,513
	66,600
	39,630
	32,950
	24,936
	41,219
	2,301
	2,974
	8,803

	1995 
	116,272
	104,997
	65,116
	46,017
	36,167
	27,458
	45,618
	5,756
	4,749
	9,584

	1996 
	121,582
	116,144
	75,349
	61,096
	43,253
	30,363
	54,836
	3,643
	6,437
	8,826

	1997 
	129,421
	125,041
	84,915
	68,838
	50,141
	37,962
	65,175
	11,687
	10,394
	10,796

	1998 
	137,489
	134,340
	92,298
	93,289
	59,925
	48,263
	72,696
	26,804
	12,198
	17,318

	1999 
	153,797
	153,815
	125,010
	112,126
	89,945
	52,973
	90,559
	35,644
	14,958
	18,954

	2000 
	213,820
	163,577
	146,493
	124,839
	131,484
	69,240
	114,599
	53,794
	23,538
	22,427

	2001 
	217,746
	158,988
	158,020
	152,760
	147,207
	125,521
	108,600
	40,232
	28,196
	23,299

	Panel B: Canada

	year
	United States
	United Kingdom
	France
	Netherlands
	Japan
	Switzerland
	Germany
	Belgium and Luxemburg
	Hong Kong
	Norway

	1994
	73,160
	10,474
	3,797
	3,838
	4,696
	2,478
	3,360
	672
	1,946
	396

	1995
	82,734
	10,326
	4,183
	4,597
	5,118
	2,499
	3,672
	2,017
	2,058
	394

	1996
	89,035
	10,435
	4,279
	5,461
	5,748
	3,003
	3,841
	2,296
	2,206
	435

	1997
	90,251
	11,020
	4,259
	5,516
	5,591
	3,393
	3,427
	1,814
	2,079
	563

	1998
	95,977
	11,135
	4,189
	7,528
	5,484
	3,330
	3,305
	2,207
	1,932
	621

	1999
	119,727
	10,319
	4,567
	9,211
	5,686
	4,082
	4,772
	2,867
	1,578
	771

	2000
	127,328
	14,645
	19,307
	10,191
	5,264
	4,267
	4,611
	2,736
	2,249
	2,660

	2001
	134,974
	15,517
	14,579
	7,701
	5,202
	3,928
	3,757
	2,699
	2,679
	2,503

	Panel C: Mexico

	year
	United States
	Netherlands
	Germany
	Switzerland
	Japan
	Spain
	Canada
	United Kingdom
	France
	Sweden

	1994 
	23,467
	952
	1,376
	1,186
	1,584
	750
	651
	1,214
	563
	353

	1995 
	26,079
	1,560
	1,838
	1,953
	754
	1,636
	713
	978
	659
	387

	1996 
	27,941
	1,889
	1,558
	2,195
	839
	1,561
	1,659
	1,223
	585
	499

	1997 
	33,411
	3,055
	2,015
	2,979
	1,306
	1,079
	1,778
	1,780
	799
	780

	1998 
	34,961
	8,489
	3,881
	2,486
	1,522
	1,661
	1,756
	1,839
	1,090
	692

	1999 
	42,920
	10,249
	4,193
	2,880
	2,813
	2,397
	1,987
	1,961
	1,335
	878


Sources: United States: Bureau of Economic Analysis, Canada: CANSIM, Statistics Canada (translated to US dollars using the year-end exchange rate from the International Financial Statistics), Mexico: OECD.

	Table 2

Independent Variables Used in the Cross-sectional Regressions: Their Abbreviation, Definition, Predicted Sign and the Data Source



	Variable
	Definition
	Predicted Sign
	Source

	TRADE
	Exports plus imports from the host country to the home country
	+
	Direction of Trade Statistics, IMF

	GDP and

PER CAPITA GDP
	Home country market size (measured in US dollars)
	+ or -
	International Financial Statistics, IMF

	RELATIVE COST OF FUNDS
	Home country lending rate divided by the host country lending rate
	-
	International Financial Statistics, IMF

	RELATIVE RATE OF RETURN
	Home country stock market return divided by the host country stock return
	-
	Datastream

	RELATIVE LABOUR COST
	Home country hourly manufacturing labour rate/host country hourly manufacturing labor rate (both measured in US dollars)
	+
	Bureau of Labor Statistics US Department of Labor

	EXCHANGE RATE
	Percentage appreciation/depreciation of the host country’s currency in the year prior to the foreign direct investment
	-
	International Financial Statistics, IMF

	CULTURAL DISTANCE
	Following Kogut and Singh (1988)
	-
	Hofstede (1980)

	GEOGRAPHIC DISTANCE
	Geographic distance (from capital to capital)
	-
	Atlas of the World

	NAFTA
	Indicator variable: 0 for 1983 to 1993 and 1 for 1994 to 2001
	Region: +

Countries: + or -
	North American Free Trade Agreement


	Table 3

Ordinary least squares regression results on the aggregate annual FDI flow into NAFTA between 1983 and 1999. T-values are given in parentheses.  * denotes significance at the 10% level, ** denotes statistical significance at the 5% level and *** denotes statistical significance at the 1% level; number of observations: 182  

	Independent variables
	Model 1
	Model 2

	Intercept
	2911.206

(4.49)***
	2337.435

(3.56)***

	NAFTA
	1715.342

(1.77)*
	1494.225

(1.58)

	TRADE
	
	38.963

(3.38)***

	GDP (USD)
	
	2.321

(0.66)

	GDP PER CAPITA (USD)
	
	-148.275

(-0.74)

	F Value
	3.15***
	4.05***

	Adjusted R2
	0.01
	0.08

	Number of Observations
	182
	182


	Table 4 

Ordinary least squares regression for the pooled time series cross sectional data results on the annual FDI flow into NAFTA measured in real 1995 dollars by host country between 1983 and 2001 for Canada and the US and between 1986 and 1999 for Mexico.  First differences are used for trade, GDP and GDP per capita in order to control for autocorrelation.  T-values are given in parentheses.  * denotes significance at the 10% level, ** denotes statistical significance at the 5% level and *** denotes statistical significance at the 1% level  (number of observations differs by country due to missing observations)

	
	United States
	Canada
	Mexico

	Independent variables
	Model 1

(All inward FDI)
	Model 2

(Non-NAFTA countries only)
	Model 3

(All inward FDI)
	Model 4

(Non-NAFTA countries only)
	Model 5

(All inward FDI)
	Model 6

(Non-NAFTA countries only)

	Intercept
	9191.263

(4.35)***
	11748

(4.70)***
	2198.761

(3.70)***
	1012.861

(2.70)***
	762.413

(1.47)
	-65.750

 (-0.14)

	NAFTA
	2457.081

(2.88)***
	1806.820

(1.71)*
	426.338

(1.93)*
	84.942

(0.64)
	-141.890

(-0.80)
	80.001

(0.76)

	TRADE
	13.524

(2.47)**
	28.895

(2.58)**
	16.398

(6.66)***
	0.140

(0.02)
	16.528

(5.64)***
	42.897

(2.08)**

	RELATIVE COST OF FUNDS
	-2787.351

(-3.85)***
	-4347.426

(-3.75)***
	-363.428

(-1.76)*
	-284.490

(-1.79)*
	-674.788

(-1.21)
	-326.843

(-1.04)

	CULTURAL DISTANCE
	-43.769

(-2.48)**
	-59.941

(-3.02)***
	-4.255

(-0.68)
	-2.640

(-0.65)
	0.677

(0.32)
	0.951

(0.82)

	GEOGRAPHIC DISTANCE
	-0.170

(-1.47)
	-0.228

(-1.51)
	-0.119

(-3.34)***
	-0.029

(-1.08)
	-0.052

(-1.62)
	-0.005

(-0.18)

	GDP (USD)
	3.717

(1.11)
	3.184

(0.93)
	1.740

(2.14)**
	0.232

(0.49)
	0.210

(0.28)
	0.041

(0.10)

	GDP PER CAPITA (USD)
	-208.519

(-1.10)
	-182.531

(-0.94)
	-106.080

(-2.29)**
	-21.969

(-0.82)
	-5.305

(-0.13)
	4.896

(0.22)

	LAG EXCHANGE RATE CHANGE
	-6745.386

(-2.61)***
	-6714.940

(-2.44)**
	-2037.767

(-2.84)***
	-2131.460

(-5.19)***
	103.804

(0.22)
	320.279

(1.17)

	RELATIVE LABOR COST
	-947.338

(-0.77)
	-578.160

(-0.37)
	-610.617

(-1.87)*
	-253.530

(-1.20)
	18.479

(0.69)
	25.470

(1.48)

	RELATIVE RATE OF RETURN 
	33.152

(0.67)
	40.528

(0.79)
	-2.757

(-0.20)
	-3.196

(-0.41)
	3.497

(0.05)
	-19.114

(-0.51)

	F Value
	6.74***
	6.87***
	12.17***
	3.79***
	7.79***
	1.53

	Adjusted R2
	0.16
	0.18
	0.27
	0.09
	0.29
	0.03

	Number of Observations
	300
	268
	305
	276
	199
	140














� The Transnationality Index is an average of four shares: FDI inflows as a percentage of gross fixed capital formation; FDI inward stocks as a percentage of GDP; value added of foreign affiliates as a percentage of GDP; and employment of foreign affiliates as a percentage of total employment.





� Note that increasing the “size of the market” is a form of investment in locational advantage by the partner countries of the FTA (Buckley et al., 2001).


� Due to data limitations they had a single, combined control variable for both CUSFTA and NAFTA.


� The variables discussed below were found to be significant factors in the recent empirical studies on FDI into North America such as Grosse and Trevino (1996), Anand and Kogut (1997), Feils and Rahman (1998), and Globerman and Shapiro (1999).


� Note the data for Mexico covers the time period from 1985 to 1999.


� Given that the other control variable are measured by the home and host countries’ relative relationships with respect to the aspect in question, it is not possible to include them in the aggregate model for the entire region.





�Manzur: UNCTAD 2002?


�Manzur: Can you use the numbers from UNCTAD 2002?





PAGE  
1

_1131530386

_1119442996.xls
Chart1

		1982		1982		1982		1982		1982		1982

		1983		1983		1983		1983		1983		1983

		1984		1984		1984		1984		1984		1984

		1985		1985		1985		1985		1985		1985

		1986		1986		1986		1986		1986		1986

		1987		1987		1987		1987		1987		1987

		1988		1988		1988		1988		1988		1988

		1989		1989		1989		1989		1989		1989

		1990		1990		1990		1990		1990		1990

		1991		1991		1991		1991		1991		1991

		1992		1992		1992		1992		1992		1992

		1993		1993		1993		1993		1993		1993

		1994		1994		1994		1994		1994		1994

		1995		1995		1995		1995		1995		1995

		1996		1996		1996		1996		1996		1996

		1997		1997		1997		1997		1997		1997

		1998		1998		1998		1998		1998		1998

		1999		1999		1999		1999		1999		1999

		2000		2000		2000		2000		2000		2000

		2001		2001		2001		2001		2001		2001



US all countries

US non NAFTA countries

CA all countries

CA non-NAFTA countries

MX all countries

MX non-NAFTA countries

Year

Millions of US dollars

Figure 1: Total Stock of Inward Foreign Direct Investment in the NAFTA Countries at year-end: 1982-2001
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all countries

		Table 1:

				Total FDI from non-NAFTA countries		United States		United States		Canada		Canada		Mexico		Mexico

						all countries		non-NAFTA countries		all countries		non-NAFTA countries		all countries		non-NAFTA countries						United States		United Sates

		1982		127,636		124,677		112,710		59,227		14,926								1		72814		54464

		1983		141,419		137,061		125,383		64,021		16,036								1		79668		59713

		1984		165,048		164,583		148,989		65,070		16,059								1		85984		64764

		1985		184,975		184,615		166,951		64,657		16,084		7,182		1,940				1		90358		67881

		1986		221,294		220,414		199,249		69,579		19,419		7,576		2,626				1		96054		69246

		1987		266,690		263,394		238,417		81,503		24,544		9,427		3,729				1		105938		74036

		1988		306,051		294,652		267,868		95,728		31,954		15,660		6,229				1		114175		76063

		1989		354,379		341,987		311,267		105,946		36,454		16,825		6,658				1		122664		80458

		1990		385,170		366,202		336,083		112,843		40,361		22,424		8,726				1		130932		84101

		1991		435,949		419,108		381,527		117,025		42,273		30,790		12,149				1		135234		86383

		1992		434,305		423,130		383,998		108,503		39,161		35,680		11,146				1		137918		88140

		1993		478,048		467,412		425,795		106,868		38,394		40,600		13,859				1		141493		90660

		1994		483,393		480,667		437,379		110,204		36,934		33,198		9,080				1		154594		102783

		1995		542,741		535,553		488,085		123,181		40,318		41,130		14,338				1		168167		113125

		1996		602,680		598,021		541,544		132,978		43,824		46,912		17,312				1		182126		122104

		1997		658,888		681,842		613,567		114,951		24,700		55,810		20,621				1		164277		128978

		1998		777,928		778,418		703,667		143,345		47,368		63,610		26,893				2		219389		146893

		1999		948,770		955,726		863,168		172,257		52,449		78,060		33,153				1		248618		172919

		2000		1,165,934		1,214,254		1,091,823		201,506		74,111								2		302299		191118

		2001		1,271,498		1,321,063		1,205,045		201,514		66,453								2		320931		215098





sheet 2

						source: international financial statistics

						real effective exchange rate

		Home Country code		Year		index: 1995=100

		cname		year

		Luxembourg		1975

				1976

				1977

				1978

				1979		105.8

				1980		103.3

				1981		100.6

				1982		94.6

				1983		94.7

				1984		94.5

				1985		95

				1986		95.7

				1987		95.4

				1988		94.8

				1989		94.5

				1990		96.3

				1991		96.7

				1992		97

				1993		97.3

				1994		98.1

				1995		100

				1996		98.3

				1997		96.1

				1998		95.7

				1999		95.5

				2000		95.3

				2001		95.5

		Hong Kong		1975

				1976

				1977

				1978

				1979		136.26

				1980		137.95

				1981		132.26

				1982		132.69

				1983		114.31

				1984		111.81

				1985		117.6

				1986		103.45

				1987		94.99

				1988		92.8

				1989		95.32

				1990		95.21

				1991		97.03

				1992		97.89

				1993		104.72

				1994		104.88

				1995		100

				1996		103.48

				1997		109.06

				1998		115.28

				1999		112.08

				2000		113.27

				2001		118.22

		Ireland		1975		134.11

				1976		120.95

				1977		116.56

				1978		116.97

				1979		117.17

				1980		114.6

				1981		104.98

				1982		103.81

				1983		100.14

				1984		96.42

				1985		97.23

				1986		101.64

				1987		99.75

				1988		98

				1989		96.96

				1990		102.76

				1991		101.37

				1992		104.51

				1993		99.14

				1994		99.44

				1995		100

				1996		102.07

				1997		102.33

				1998		97.01

				1999		94.17

				2000		88.97

				2001		89.73
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