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Abstract

This study presents a simple prototype of an Applied General Equilibrium (AGE) model
of global trade that incorporates the forward-looking decision-making on investment
made by Multi-National Enterprises (MNES) for maximization of total profit of group
companies. The model can be used to clarify the changesin the interregional operational
pattern of MNEs in a general equilibrium framework in which labor wages are
endogenously determined. In the study, we perform simulations to examine questions on
Free Trade Agreements (FTAS) where the trend of Foreign Direct Investment (FDI) is
important. The simulation results revedled that: (1) an FTA may increase FDI to
developing countries and make them bases for export to the home country and third
countries; (2) an FTA has the effect of increasing FDI within member countries, and
non-members change the destinations of FDI from the FTA members to other
developing countries; and (3) since an FTA may expand the employment volume in
developing countries and raise the labor input price, movement of labor to developing
countries may occur.
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