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Introduction
Evaluating Free Trade Agreements (FTAs) has been a popular topic of
study over the past few decades. Specifically, studies have addressed how
FTAs affect multinational enterprises’ (MNEs’) strategies, such as location
choice. Mundell’s (1957) pioneering work started a dialogue questioning which factors characterise the structure of MNEs. Research from the
1980s examined MNEs’ location choice by relating trade and foreign direct
investment (FDI), providing a framework for explaining MNEs’ activities.
MNEs choose between several supply modes when they enter foreign
markets. One choice is between horizontal and vertical FDI (Helpman
1984; Markusen 1984; Helpman & Krugman 1985; see Markusen 2002
for the survey). Horizontal FDI is concerned with market access, while
vertical FDI focuses on comparative advantage. Recently, the knowledge
capital model was developed to encompass both market access and factor
price elements (Markusen et al. 1996; Markusen 1997). Empirical and/or
simulation models try to distinguish the horizontal MNE model from the
vertical MNE model by examining the theoretical implications (Carr et al.
2001; Markusen & Maskus 2002; Blonigen et al. 2003; see Navaretti &
Venables 2004 for the survey).
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Similar research explores whether MNEs produce to export or engage
in FDI. In order to access foreign markets, MNEs have the option of
producing in the home country and exporting to foreign markets or establishing foreign subsidiaries. Operating foreign subsidiaries may allow
for costs savings and tariff jumping. Works exploring this choice include
Horstmann and Markusen (1987), Smith (1987), Horstmann and Markusen
(1992), Helpman et al. (2004), and Feenstra’s (2004) survey. Transportation
costs, tariffs and production costs determine MNEs’ strategies regarding
whether to export or engage in FDI. If transportation costs are relatively
low, MNEs export goods from their home countries. However, production costs are also factored in to the decision. MNEs choose to engage in
FDI if production costs in home (or host) countries are relatively high (or
low). MNEs may also establish a subsidiary in a foreign host country with
a lower production cost, and export goods to their home countries and/or
other foreign countries (an export platform strategy).
Integrating the two research topics in the aforementioned literature,
we discuss how changes in trade policy, such as the introduction of FTAs,
affect FDI structures, by focusing on export platform strategies. Recent
empirical works explore the determinants of FDI using the three supply
modes: horizontal FDI (targeting a host market), traditional vertical FDI
(exporting back to an MNE’s home country), and platform FDI (exporting
to other countries) (e.g. Yeaple 2003; Braconier et al. 2005). However, only
a few theoretical studies have attempted to explain the evolution of export
platform strategies in the face of trade policy changes (Montout & Zitouna
2005; Ekholm et al. 2007). We build on previous work by introducing service link costs, such as travel and communications costs, into the analysis.
The literature has emphasised the importance of service link costs when
MNEs employ export platform strategies (Jones & Kierzkowski 2001).
By introducing the concept of service link costs our analysis shows the
conditions under which each supply mode is chosen. A reduction in trade
costs, including tariffs and non-tariff barriers, operates in favour of export
platform strategies, unless service link costs are high. The cases of the
ASEAN Free Trade Area (AFTA) and the European Union (EU) are used
to evaluate the theoretical analysis.
The analysis provides practical policy implications with respect to
export-led growth. Export platform FDI is an active policy agenda after
observing that export promotion, but not import substitution policy, is use-
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