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Influence of International Trade
Agreements on International Business:

A Conceptual Model

PRAMUK PERERA
Department of Marketing=Management, Otago Business School, Dunedin, New Zealand

The article provides a conceptual model, developed from analyzing
over fifty trade agreement related research studies published during
the last decade, which allows international business scholars to
explore the influence of trade agreements (custom unions, free trade
agreements, preferential trade agreements, regional trade agree-
ments) on foreign market entry strategies. This model is an attempt
to develop IB theory to address the current research gap in this very
narrow but important allied field. Empirical findings generated by
interviewing dairy produce exporters in New Zealand reveal a
remarkable connection between TAs and IB, with TAs found to
influence the regulative environment of participating countries,
which may in turn reduce the regulative distance between member
nations. The contribution provides a basis for IB researchers to
explore this connection in multiple industries=countries.
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INTRODUCTION

Currently, international trade agreements (TAs) have been successful in
setting up strong business links for participating countries in the world
(e.g., North American Free Trade Agreement [NAFTA], European Union
[EU], Association of South East Asian Nations [ASEAN], and Asia Pacific Trade
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Agreement [APTA]). TAs such as these have resulted in increasing inter-
national trade and business. The World Trade Organization (WTO) believes
that TAs have become increasingly prevalent since the early 1990s. ‘‘As of 31
January 2014, some 583 notifications of RTAs had been received by the Gen-
eral Agreement of Tariffs and Trade (GATT)=WTO. Of these, 377 were in
force’’ (WTO 2014).

TAs are not new to the world. Trade cooperation history goes back to the
seventeenth century when a TA was formed between Prussia and Hesse-
Darmstadt in 1828. Progressing from there, in 1957, the Treaty of Rome was
established among Germany, France, Italy, Belgium, Luxemburg, and the
Netherlands (now the European Union). In the 1960s, the Latin American Free
Trade Association, the Andean Pact, and the Central American Common
Market were formed. A TA between the US and Canada was established in
1989, and the Association of Southeast Asian Nations TA was signed in 1967
(Perez-Batres, 2012). The EU–Korea TA in 2011, which eliminates 97% of all
tariff barriers, is one of the most comprehensive agreements in the world
today (Kawai and Wignaraja 2011). The significance of TAs hinge on the sud-
den proliferation during the last few decades (Melatos and Woodland 2007;
Ornelas 2008). The proliferation of trade agreements is thought to reduce
trade barriers in a preferential way (Jugurnath, Stewart, and Brookes 2007).

During the period of 1970–75, TAs increased from 41 to 86 worldwide
(Baier and Bergstrand 2009). Between 1991 to 2005 the average number of
TAs held by each country increased from 1.8 to 9.9 (Chen and Joshi 2010).
Today, almost all countries are a member of at least one TA and at least
one third of all world trade is taking place under TAs (Karacaovali and Limão
2008). After WTO trade talks in Cancun in Mexico, there was a rise in regional
TAs such as the European Union (EU), North American integration (NAFTA),
Central American Free Trade Agreement (CAFTA), and Gulf Cooperation
Council (GCC) (Bhattacharya and Bhattacharyay 2007).

The formation of the EU was a major contributing factor for TA proliferation
since 1995. Political reasons such as greater peace and stability, support for
democratic reforms, furthering of trade and investment liberalization in develop-
ing countries, and accessing new markets for EU exports have pushed the EU
to participate in TAs. Furthermore, developing countries receive preferential
access to the EU market and aid (Francois, McQueen, and Wignaraja 2005).

This study contributes to the existing international business (IB) theory
by presenting a conceptual model that describes a clear connection of TAs
and IB. This connection has not been presented in previous studies, as IB
scholarly work has so far not explored TAs in the IB context. We have
attempted to address this gap in this article. This missing connection we
present will enable future IB researchers to explore this empirically in mul-
tiple industries to prove the validity of that link. To present this contribution
clearly the study is structured as follows: the next section elaborates the
research problem, Section 3 illustrates existing theory, Section 4 explains
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the consequences, and Section 5 presents the empirical findings. Finally the
discussion and conclusions are presented.

RESEARCH PROBLEM

Previous studies (Arnold and Reeves 2006; Marangos 2006; Gani and Prasad
2008; Karacaovali and Limão 2008; Lee, Owen, and Mensbrugghe 2009; Gani
2011; Mushkat and Mushkat 2011; Gupta et al. 2011; Hochman, Tabakis, and
Zilberman 2012; Medvedev 2012;Viju and Kerr 2012) give the impression that
TAs may possess a considerable impact on the strategy of a firm involved in
international business due to the fact that a TA is a contractual agreement
(Goode 2007). Therefore TAs carry a legal aspect, which may possibly impact
the institutional conditions of the member nation. Xie et al. (2011) state that an
institutional difference between host and home country has an effect on
the strategic positioning of the firm in the host country. The increasing
power of WTO and its influence on almost all areas of governments in mem-
ber countries will reshape the institutional condition including law and order,
regulatory barriers, property rights, government effectiveness, and corruption
(Mushkat and Mushkat 2011). Though TAs may have industry- and firm-level
consequences, it is mainly the institutional condition (which was recognized
as the third leg of the strategy tripod by Peng (2006) and Peng, Wang, and
Jiang (2008)) that gets directly affected.

Various studies have been completed to explore the impacts of
industry-based competition and firm-specific resources and capabilities on
firms’ internationalization process. Nevertheless there are not many studies
focusing on institutional conditions, specifically the proliferation of TAs, and
the resulting consequences on participating and nonparticipating countries.
Market entry decisions are some of the most significant strategic decisions of
a firm (Garcı́a-Villaverde, Ruiz-Ortega, and Parra-Requena 2012). The inter-
national market entry strategy of a firm may include the three interlocking
questions: (1) location, (2) time, and (3) mode, or in other words, where,
when, and how (Tse, Pan, and Au 1997; Gaba, Pan, and Ungson 2002;
Mudambi and Mudambi 2002; Graf and Mudambi 2005; Peng 2006; Huang
and Sternquist 2007). International business scholars have not made an effort
to investigate the influence of TAs on the three questions (location, time, and
mode) of international market entry strategy. Though there are some excel-
lent studies related to TAs by IB scholars such as Javalgi et al. (2010) and
by many international economics scholars (Saggi and Yildiz 2010; Limão
and Tovar 2011; Eicher and Henn 2011; Baldwin and Jaimovich 2012) no
research in this area of investigating the influence of TAs on foreign market
entry strategy has been carried out, which highlights a significant literature
gap in this specific area of international business theory (Model 1). This study
fulfils this gap by providing a conceptual model supported and connected
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with previous studies and testing it empirically via taking New Zealand’s main
exporting industry into consideration. In addition this model provides the
necessary foundation to test the model empirically in additional industries
and countries in future research.

The relationship among TAs, institutional conditions, and entry strategy
has the potential of building a timely and significant narrative of firm interna-
tionalization. Institutional theory possibly suggests a more legitimate approach
to firm internationalization on top of an economic perspective (Palmer,
Jennings, and Zhou 1993; Haunschild and Miner 1997; Javalgi et al. 2010).
Legitimacy is important for firms to be socially acceptable and credible in a
market (Chan, Makino, and Isobe 2006). Hence, in addition to strategic consid-
erations such as economic benefit, market power, and transaction cost,
firms may also factor in social considerations (Oliver 1992; Chan et al.
2006). DiMaggio and Powell (1983) state that legitimacy can be gained by
coercive, normative, and mimetic isomorphism. This is similar to Scott’s
(1995) regulative, normative, and cognitive pillars of institutional theory,
which explain the legal, social, and psychological elements of institutional
conditions (Huang and Sternquist 2007; Model 2). If TAs impact the insti-
tutional condition of the host country, that indicates that TAs may have the
potential to determine the legitimacy of the foreign market entry decisions
(where, when, and how; Guillén 2002; Chan et al. 2006). Therefore the inves-
tigation of the connection between TAs, institutional condition, and entry
strategy will build a significant narrative in IB. This narrative has conceptually
presented and empirically tested in this article.

FIGURE 1 Model 1: International trade agreements’ influence on international business
strategy.
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This research fills the literature gap between TAs and foreign market entry
strategy by explaining the impact of TAs on firms in terms of location (where),
time (when), and mode (how) considerations of a firm (Figures 1 and 2).

Model 1: This is the main conceptual model. This model shows a
rational connection between TAs and foreign market entry strategy. TA is a
legal agreement that has a direct influence on the regulative environment of
the participating countries. The thick black arrow connecting TAs with the
regulative environment explains that. Regulative environment is one leg of
institutional conditions that TAs directly impact. The other two factors, i.e.,
the normative and cognitive environments, may have not as strong an impact
as regulative environment, which is represented via the broken arrows from
TA to normative and cognitive environments. Regulative, normative, and cog-
nitive environments are the components of institutional conditions. Thick
arrows from these three environments to institutional conditions represent
that. Entry strategy, which is the combination of where, when, and how to
enter, get affected by institutional conditions, firm-specific resources and
capabilities, and industry-based competition. Again the thick arrows between
these represent that connection.

Model 2: This model provides an in depth view of how TAs can impact
Institutional conditions. TAs affect the institutional conditions. Firms work
within the limits of those institutional conditions to gain the social acceptance
and credibility, which is important for the success of business.

EXISTING THEORY

Institutional Conditions

Institutional conditions (simply known as the rules, regulations, customs
and practices) play a significant role in business environment. They have

FIGURE 2 Model 2: International trade agreements’ influence on institutional environment.
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the biggest controlling power of almost all aspects of the business world and
as well as society. Institutional conditions can be viewed as a source of trans-
action cost (Peng et al. 2008), considered to be one leg of the strategy tripod in
IB introduced by Peng et al. (2008) The other two legs are the industry-based
view introduced by Porter (1980), which suggests that industry conditions
reshape the strategy and performance and the resource-based view intro-
duced by Barney (1991), which suggests that firm-specific resources drive
strategy and differences (Peng et al. 2008)

North (1990b) states ‘‘institutions are the rules of the game in a society or,
more formally, are the humanly devised constraints that shape human inter-
action’’ (p. 3). Furthermore, Scott (1995) interprets institutions as ‘‘regulative,
normative, and cognitive structures and activities that provide stability and
meaning to social behaviour’’ (p. 33). Peng et al. (2008) highlight that ‘‘Institu-
tions govern societal transactions in the areas of politics (e.g., corruption,
transparency), law (e.g., economic liberalization, regulatory regime), and
society (e.g., ethical norms, attitudes toward entrepreneurship)’’ (p. 6). The
institutional environment therefore consists of individual beliefs and values,
and the legal, political, and economic systems wherein a firm has to function.
In other words the institutional environment has three pillars: (1) regulatory,
rules that govern economic activity; (2) normative, societal values and beliefs;
and (3) cognitive, implicit assumptions surrounding economic activity (Scott
1995; Kumar and Worm 2004).

Culture can also be considered a part of informal framework that
supports formal institutions. Informal networks such as Guanxi are a part
of Chinese culture that plays an informal institutional role. Any organization
involved in business with China interferes with these informal institutional
conditions. Guanxi refers to instrumental-personal ties that can range from
strong personal loyalties through to what some westerners perceive as corrupt
practices’’ (Berrell and Wrathall 2007, p. 66). Guanxi is more personal and
durable and leads to more reciprocal exchange of favors than business
networks (Kumar and Worm 2004; Peng et al. 2008).

Institutional conditions can vary for a plethora of reasons in any given
country. For example, incidences such as 9=11 in the US and the 2005 London
bombing in Great Britain may make major changes to institutional conditions.
This momentum of continuous change can be known as institutional transi-
tions. Emerging economies’ institutional conditions differ from developed
countries’ institutional conditions. Also it is reasonable to argue that insti-
tutional conditions change from country to country, and firms that operate
in multiple countries have to adjust accordingly. There can be various
institutional issues; some of the key areas are law and order, regulatory bar-
riers, property rights, government effectiveness, and control of corruption.
Intergovernmental relationships and types of government also reshape the
institutional conditions. Longer bilateral diplomatic relations increase the
chances of firm bilateral investment. Firms are more likely to choose open
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cities and economic zones in equity-based entry (Pan and Tse 2000). There-
fore it is interesting to understand how institutions matter as a whole, at least
in terms of TAs, which is the core of this study (Gani and Prasad 2008; Peng
et al. 2008).

Some of the key areas of institutional conditions and related studies are
summarized in Table 1.

TAs

The theory of free trade has been discussed for the last two centuries in
Economics. Specifically, how trade may benefit countries has been illustrated
by Adam Smith (1776) as well as David Hume (1752; Krugman and Obstfeld
2009). Free trade possibly originated with the notion of ‘‘comparative
advantage,’’ a theory disseminated by Adam Smith and developed by David
Ricardo. According to Smith (1776) a country would benefit by producing
and exporting the goods that can be produced more efficiently than other
countries. He states that the advantage comes from superior labor and natural
resources. Ricardo (1817) also provides a similar perspective. According to
him a country should specialize in the products it produces efficiently and
should import what the country produces with less efficiency (Malkawi
2011; Gounder and Prasad 2011; Perez-Batres 2012).

Widely available literature about welfare and trade has become the basis
for research in international economics. After Jacob Viner’s explanation of

TABLE 1 Studies Completed Related to Institutional Conditions

Theories related to institutional
conditions Related studies

Connection between a firm
and institutional
environment

North (1990a), Davis, Desai, and Francis (2000), Huang
and Sternquist (2007), DiMaggio and Powell (1983),
Scott (1995)

Legitimacy and institutional
conditions

DiMaggio and Powell (1983), Scott (1995), Huang and
Sternquist (2007), Palmer, Jennings, and Zhou (1993),
Haunschild and Miner (1997)

Regulative pillar of institutional
conditions

DiMaggio and Powell (1983), Scott (1995), Huang and
Sternquist (2007), Palmer et al. (1993), Haunschild and
Miner (1997)

Normative pillar of institutional
conditions

Porter (1990), Lu (2002), DiMaggio and Powell (1983),
Grewal and Dharwadkar (2002), Haunschild and
Miner (1997)

Cognitive pillar of institutional
conditions

Palmer et al. (1993), Haunschild and Miner (1997),
Coeurderoy and Murray (2008), Kostova (1999), Xu,
Pan, and Beamish (2004)

Institutional conditions and
market entry

Palmer et al. (1993), Haunschild and Miner (1997),
Coeurderoy and Murray (2008), Kostova (1999), Xu
et al. (2004)

Source: Research data.
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welfare, trade creation, and trade diversion, economists began to evaluate
these variables. Traditionally most of the economic theories suggest that trade
between two countries increase when there is a TA in place. Viner (1950)
illustrates that TAs do not necessarily deliver gains to members. The trade
creation–trade diversion approach derived from his literature motivated
economists to recognize trade-creating TAs as positive agreements and trade-
diverting TAs as negative agreements.

Welfare is significant in deciding the participation of a TA. TAs bring
positive welfare if the preferential partner is more efficient than rest of the
world and vice versa. Egger, Egger, and Greenaway (2008) identify the factors
that influence welfare: these being economic geography, interindustry trade
forces, and intra-industry trade forces. However Abrego, Riezman, and
Whalley (2006) state that even after 50 years of research whether TAs actually
raise welfare and tariff levels remains ambiguous. Eicher and Henn’s (2011)
empirical analysis does not provide clear evidence to support the traditional
theory. Nevertheless, their study indicates that WTO membership increases
the trade of nearby developing countries even prior to the formation of
TAs by those countries (Abrego et al. 2006; Egger et al. 2008; Magee 2008;
Jugurnath et al. 2007; Karacaovali and Limão 2008; Egger and Larch 2008;
Baier and Bergstrand 2009).

On the other hand, Vernon (1966), in terms of product lifecycle theory,
stressed the importance of the end product rather than the factor-cost pro-
portion. Technology, innovation, and capital are the main contributors to pro-
duct lifecycle theory. Vernon believes that as knowledge of the manufacturing
process become common, low-skilled labor-intensive countries provide the
comparative advantage. That may lead other countries to develop trade links
with these countries to gain comparative advantages. According to Porter
(1990), a country’s competitive advantage depends on the country’s ability
to specialize, or the ability of its industries to innovate and upgrade. On the
other hand, Krugman and Venable’s (1995) theory focused on economies
of scale and imperfect competition, mainly looking at international trade in
terms of cost and price, possibly a more common view in today’s corporate
world, where firms mainly worry about the difference between cost and price
(Perez-Batres 2012).

Another theory of TAs is that countries do not decide the participation of
TA in isolation. That decision may depend on the actions of other countries in
the region. A country’s interest or disinterest in forming a TA will influence
another country. This situation is explained in Baldwin’s (1995 and 1997) dom-
ino theory of regionalism. Baldwin explains the interesting behavior of inter-
national trade that occurs when one country reduces the tariff barriers that
influences other countries to follow suit. Maybe this is similar to ‘‘defensive
FTAs,’’ that is, ‘‘FTAs signed to reduce discrimination created by third-nation
FTAs’’ (Baldwin and Jaimovich 2012, p. 1). When countries sign TAs nonpar-
ticipating countries also get motivated to sign TAs as a method of avoiding
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trade discrimination. This effect is known as contagion, which is when a
government decides to go ahead with a TA that they initially oppose due to
TAs signed by other countries. Any government has a reasonable fear of losing
its available market access with a current TA due to a future TA being created,
of which they are not a partner. From another perspective, if a competitor’s
firm overseas is benefiting from the TA of its country with another country,
the home firm will push their government also to merge with the third country
to create an equal playing field. There are first-mover advantages however,
and as a TA eventually turns into a multilateral TA, first movers have more
advantages than the others (Bagwell and Staiger 2004; Manager 2008; Egger
and Larch 2008; Hamanaka 2012; Baldwin and Jaimovich 2012).

In addition when both countries have existing TAs with the third country
they have a strong motivation to form a TA between them. Formation of TAs
generally depends on partner countries’ economic characteristics (e.g., mar-
ket size, production cost, and distance) and crucially depends on participating
countries’ existing TAs with other countries. Trade creation is a major motive
for forming TAs (Chen and Joshi 2010).

Another debate of international economists is whether TAs deliver
building blocks or stumbling blocks for the attainment of global free trade.
Economists such as Bhagwati (1991, 1993) and Krugman (1993) support the
latter argument. Summers (1991) and Baldwin (1996) consider TAs to be
the building blocks of trade liberalization (Aghion, Antras, and Helpman
2007). Furusawa and Konishi (2007) state that if TA can eventually lead up
to the level of global free trade, then it is a building block, not a stumbling
block. However, when preferences expand internationally, TAs will possibly
block free trade, thus making TAs play a stumbling block role (Melatos and
Woodland 2007).

From an international business point of view, possibly today’s motivation
for TA and free trade is about building an equal playing field for firms. The
relationship between government and firms, and the increasing trend of
governments operating as profit-seeking organizations, indicate that TAs are
being used as business motivational instruments. Governments influence
each other to create this equal playing field by influencing the regulative
environment of each other. In other words TAs are instruments to minimize
the regulative differences between participating nations. These changes
directly influence the institutional conditions of the country, which may
impact the entry strategy of firms.

CONSEQUENCES

Economic fundamentals such as country size, factor endowments, and trade
and investment costs influence the possibility of reaching a new TA (Baier
and Bergstrand 2004; Egger et al. 2008; Egger and Larch 2011). Jugurnath
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et al. (2007) explain variables that affect cross country trade including GDP:
rich countries trade more; population: populous countries trade more;
distance: transport cost determines the trade level; area: large countries trade
less; exchange rate: depreciation encourages exports and discourages imports;
tax: taxation decreases bilateral trade; and language: cultural similarities makes
trade contracts smooth (Baier and Bergstrand 2004; Datta, Malhotra, and Russel
2006; Clark 2011b; Table 2). It is obvious that all these factors affect the firm-
level decision-making process with regards to international business.

Trade liberalization may result in significant increases in the net foreign
direct investment (FDI) inflows of their participants (Medvedev 2012). For
example, due to the anticipation of the African Growth and Opportunity
Act (AGOA), participating countries received investment from many Asian
countries interested in gaining benefits of AGOA. Major players of AGOA;
Kenya, Lesotho, Madagascar, Mauritius, and South Africa recorded significant
trade growth of 85.3% during 1999–2002 (Gibbon 2003). Furthermore, surge
in FDI inflows in China over the past two decades closely interlinked with
changes in intra- and extra-regional trade patterns (Gibbon 2003; Baier and
Bergstrand 2007; Medvedev 2012; Lee et al. 2009).

When looking at it from a predominantly IB perspective it is clear that
even entry mode can be influenced by TAs. Breinlich’s (2008) examination,
based on Canada–US FTA, indicates that a 1% reduction in Canadian tariffs
will increase mergers and acquisitions (M&As) by 11% in Canada. He further
states that these M&As channel resources from less to more productive firms,
thus highlighting that M&A offer a much-needed alternative to business clos-
ure in low-productivity firms due to their inability to compete with foreign
firms entering the market using the bilateral agreement. Due to NAFTA and
the EU, firms based in these countries received the market access to other
countries and as a result manufacturing plants received capital flow. The
opportunity cost of these capital flows motivated others to also join the TA
(Egger and Larch 2008; Chen and Joshi 2010).

The probability of two countries participating in a TA is high if the
agreement covers a larger scope including factors such as tariff and non-tariff
barriers (for example competition and antitrust rules, corporate governance,
product standards, worker safety, regulation and supervision of financial
institutions, environmental protection, tax codes, and other national issues;
Rodrik 1994; Bhattacharya and Bhattacharyay 2007). Integration will bring
reduced transaction costs, greater infrastructure services, faster communi-
cation of ideas, goods and services, and rising capital flows in addition to
lower trade barriers, which are critical factors for firms that operate inter-
nationally. Investment and financial cooperation can reduce the external
shocks sustained through times of financial crisis (Bhattacharya and
Bhattacharyay 2007).

The Asian financial crisis in 1997 was a warning for administrations in
Asia to take necessary actions for regional cooperation to increase the
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stability. Many large Asian economies such as China, Japan, and Korea are
now moving to more comprehensive TAs to achieve their trade objectives
(Bhattacharya and Bhattacharyay 2007; Gounder and Prasad 2011; Kawai
and Wignaraja 2011).

Integration requires a strong political will. Political motivations of
individual governments make it difficult to achieve global free trade but
TAs encourage governments to work towards economic efficiency, while sim-
ultaneously working towards their own political goals. TAs cover areas such
as historic bonds and friendships, international counter-terrorism activities,
political stability, peace, and reduction in potential security risks. The pro-
posed US–Colombia trade promotion agreement, negotiations of US–Thailand
FTA, US–Israel FTA, Chile–EU FTA, and EEC are good examples (Manager
2008; Clark 2011a; Clark 2011b; Baldwin and Jaimovich 2012). The EU harmo-
nizes more than trade: members collectively take decisions on immigration,
environment, development of poorer regions, foreign policy, and judicial mat-
ters (Bhattacharya and Bhattacharyay 2007; Ornelas 2008; Karacaovali and
Limão 2008; Abbott, Bentzen, and Tarp 2009; Malkawi 2011). The EU’s actions
result in major changes to the institutional framework of the participating
countries. Eicher and Henn’s (2011) analysis of trade effects on the EU and
APEC show greater trade increase in the EU than APEC. The EU is a more for-
malized trade network than APEC. That indicates that minimizing regulative
distance has the potential of influencing business activities.

Another, rather hidden, reason is competition among nations. The EU’s
FTA with Mexico, Chile, and South American Trading Block (MERCOSUR)
was formed to meet the competition posed by the US under NAFTA. One
of the objectives behind founding the EU was to increase the bargaining
power in GATT with the US. Similarly, MERCOSUR was formed by Brazil,
Argentina, Uruguay, and Paraguay to increase the bargaining power when
entering NAFTA. Some suspect that a key intention of APEC was to put press-
ure on Europe to reach a decision to complete the Uruguay round of multilat-
eral trade negotiations. These actions clearly come down to the firm-level
decisions. For example US-based firm AT&T pushed the U.S. government to
pressure Chile to open its telecommunication market. Higher investment costs
makes exporting more popular, thus making trade liberalization via TAs more
attractive. International ownership reduces the tariff barriers between coun-
tries, and firms have the potential of influencing the government for bilateral
or multilateral trade concessions. Also the industries that foreign investors
have considerable stakes in are more likely to get liberated than other indus-
tries. Furthermore motivating investment from a trading partner in an export-
oriented sector will influence the investing country to reduce their import
tariff unilaterally (Ludema 2002; Francois et al. 2005; Abrego et al. 2006;
Jugurnath et al. 2007; Manager 2008; Egger et al. 2008; Blanchard 2010).

Baier and Bergstrand’s (2007 and 2009) studies estimate that TAs will
increase the trade between two members by 100% after 10 years. Magee
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(2008) finds that trade begins to grow even before the TA becomes effective due
to the anticipation of more benefits with the TA. Perhaps firms try to achieve the
leading edge using first-mover advantages. Abbott, Bentzen, and Tarp (2009)
also state that after bilateral agreements are signed, most developing nations
experience a boost in trade. Hashemzadeh (1997) indicates an 11.3% increase
in U.S. exports to Mexico during the first couple of years of NAFTA bringing a
net increase of 7,000 jobs (Nica, Swaidan, and Grayson 2006).

Service trade and investment are also growing. During 1994–2004,
services trade grew from 5 to 20% of global trade and investment from 15
to 60% of global investment (Manager 2008).

EMPIRICAL FINDINGS

Semi-structured interviews were conducted with 10 industry experts from the
dairy produce exporting industry in New Zealand to find out their views and
opinions about the influence of TAs on entry strategy (Tables 3 and 4).

The companies interviewed in New Zealand fall into the HS 04 dairy
produce industry, and were recruited through the following methods: direct,
through industry bodies and government bodies, and via advertisements in
newsletters and mailers. Eight companies that export milk and honey-related
products, and two industry bodies, agreed to provide their views and
opinions. In general, members of the dairy produce (HS 04) industry clearly
indicated the fact that TAs may influence their entry strategy to foreign
markets. However, their impression was that it is one factor that they take into
consideration out of many other factors of market entry (Table 5).

Table 5 provides a snapshot of the impressions of the interviewees under
the three main themes: TAs, institutional conditions, and entry strategy. Under
the institutional conditions, everyone indicated that the changes in regulatory
environment influence their entry decisions. Sixty percent of the respondents
recognized that the changes taking place to the normative and cognitive
environments through a TA affect their entry strategy. In terms of entry
strategy, all the respondents indicated that their ‘‘where to enter’’ decision

TABLE 3 Interview Summary

Industry=Commodity
HS2 classification Companies

Industry
body Total

Export value
2013 (fob NZ$

millions)
Export

rank in 2013

HS04: Dairy produce; birds’ eggs;
natural honey; edible products
of animal origin, not elsewhere
specified or included

8 2 10 13591 1

Source: Interview Data¼Research Data, Statistics NZ¼ Statistics New Zealand (2014). Exports for Over-

seas Merchandise Trade [online]. Statistics New Zealand. Available: http://nzdotstat.stats.govt.nz/wbos/

Index.aspx.
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may be influenced by a TA. While 80% of the respondents agreed that the
entry time may also be influenced by a TA, only 40% indicated that TA may
influence their entry mode.

Responses received from interviewees were captured and presented
below under six themes: regulatory environment, normative environment,
cognitive environment, where, when, and how.

Regulatory Environment

Respondents recognized that regulative environment has higher impact than
normative and cognitive environments. Since tariff reduction or elimination is
a major regulatory measure of any TA, it is fair for companies and industry
bodies to consider that TAs have a major impact towards the regulatory
environment of the participating countries. Respondent 5 stated that they
can see the changes in regulatory environment: ‘‘They actually start changing
regulations, and they will modify regulations to get better overlap, better
alignment with the country they are trading with’’ (Respondent 5).

Respondent 10 believed that the higher level political and governmental
involvements may lead to regulatory changes in the participating country:

TABLE 5 How the Dairy Produce Industry Perceives the Impact of TAs

Res. # TA

Institutional conditions Entry strategy

Regulative Normative Cognitive Where When How

1 Influence Influence Influence No
Influence

Influence Influence No
Influence

2 Influence Influence No
Influence

No
Influence

Influence No
Influence

No
Influence

3 Influence Influence No
Influence

No
Influence

Influence Influence No
Influence

4 Influence Influence Influence No
Influence

Influence Influence Influence

5 Influence Influence Influence Influence Influence Influence No
Influence

6 Influence Influence Influence Influence Influence Influence No
Influence

7 Influence Influence No
Influence

Influence Influence No
Influence

Influence

8 Influence Influence Influence Influence Influence Influence Influence
9 Influence Influence Influence Influence Influence Influence No

Influence
10 Influence Influence No

Influence
Influence Influence Influence Influence

Influence 100% 100% 60% 60% 100% 80% 40%
No

Influence
0% 0% 40% 40% 0% 20% 60%

Source: Interview data.
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‘‘Typically the rules and the ways we do trade are set and implemented
at a government-to-government level and so TAs have a role in that
government-to-government relationship’’ (Respondent 10).

All the respondents indicated that TAs influence the regulatory
environment of the participating country. And they viewed that in a positive
light, since it reduces the regulatory barriers.

Normative Environment

It is interesting to see that a higher percentage of the respondents considered
TAs as a norm of the business. Some even consider it as something imperative
for the survival. Respondent 1 mentioned that New Zealand as a country
would suffer if not involved in TAs: ‘‘The fact is everyone is doing it. If we
don’t do it, like in the Korean example, or we don’t do it in the same
time frame of our competitors, then we are going to end up, [generally
New Zealand] as a country suffering’’ (Respondent 1).

Respondent 4 made a similar comment taking Australia-Japan and Trans-
Pacific Partnership Agreement (TPPA) TAs into consideration: ‘‘I think it is mis-
sion critical for our future. You know Japan is our biggest volume market and the
trade pact signed between Australia and Japan I think it is going to start putting
us at disadvantage and the TPPA will be very important for us to maintain our
advantage over Australia with exports of ice cream into Japan’’ (Respondent 4).

In summary, though everyone did not see TAs influencing the norma-
tive environment, a higher number of respondents believed that TAs may
influence the normative environment of the institutional conditions.

Cognitive Environment

More than half of the respondents expressed that TAs provide some sort of
psychological confidence in doing business with partner countries. Respon-
dent 10 stated that, ‘‘I think the importance of why New Zealand undertakes
agreement negotiations, is that they are comprehensive agreements that
extend beyond trade to number of other areas as well. And they create, focus
on creating, much stronger understanding ties at a broad level between two
countries. From a business perspective that builds familiarity, marketing
and support building and understanding which is important to commercial
relationships’’ (Respondent 10).

Respondent 9 indicated that the psychological impact plays a role in
addition to other regulatory changes: ‘‘It is the mind-set of the country we
are exporting to. If government have an agreement it obviously get promoted
a bit more and makes people think about that country a lot more. I think that
is a big factor. Not necessarily just the tariff and duties, but everything else. I
think the mind-set of people. When they know that there is an agreement
between two countries it really does make a difference’’ (Respondent 9).
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Six respondents out of the ten respondents provided the impression
that TAs makes a psychological impact to the business community and thus
influence the cognitive environment.

Where

Everyone stated that a TA can influence their country selection decision.
Respondent 6 expressed as follows: ‘‘I mean the country, its size, language
difficulties, distance from New Zealand, what the shipping service is like,
what the laws are like, what we prefer to sell in New Zealand dollars if we
can, that removes the exchange risk from us and so a TA would affect that
country decision’’ (Respondent 6).

Respondent 4 provided a good example taking the TPPA: ‘‘I think in
relations to the United States, we can’t economically export ice cream to
the US at the moment, the tariff absolutely kills us, so I think the TPPA will
allow us to expand into United States soon. Also Canada, Canada is untouch-
able at the moment, the tariff is some incredibly high 279%. Obviously if
someone rings from Canada, we say you know don’t waste your money
on toll call. So that might open Canada for us’’ (Respondent 4).

New Zealand decided to hold negotiations for a New Zealand and
Russian custom union TA due to the unrest in Ukraine. Respondent 5 indicated
that they have to hold their entry decision due to this political outcome: ‘‘We
were in the process of getting pre-registration approval for Russia because we
have quite a lot of enquiries there, potential business that we are looking into
which have been put on hold, we just don’t know the time frame anymore, we
don’t know whether will be another year or another 5 years before we can
investigate the opportunity that means for us’’ (Respondent 5).

In summary everyone considered that TAs may influence their country
decision.

When

Not everyone viewed that a TA has the capacity to influence time frame of
the entry, but many such as Respondent 12 considered that ‘‘timing obviously
may get impacted’’ (Respondent 12). Furthermore Respondent 6 stated that:
‘‘I mean if there is one in place, yes, you might say that is got an advantage to
put that in the top of the list, so I suppose it does. Yes. It did with China . . . ’’
(Respondent 6).

Respondent 5 indicated that removing the barriers and making it easy to
do business with the partner country through TA connects with the time of
entry: ‘‘If there was a TA in place that lowers those hurdle, so that probably
is part of the timing, if there is no TA in place, that it is either going to be hard
or it is unknown and you don’t know how much work is involved to get in
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there. So having a TA in place means that there is being lot of more done by
our government to help you get in’’ (Respondent 5).

However, Respondent 7 gave a good justification to not to have an impact
on time frame from a TA: ‘‘They can do their planning so I think it is more an
underpinning thing than choice by any company about how they do it, when
they do it and over what time. It is their own strategy and I don’t think a TA can
ever be an influence as to when because if you have tariff which is declining
quickly or declining slowly that will obviously impact their strategy of their
competitiveness, so it comes down to the business model’’ (Respondent 7).

Eight out of ten respondents agreed that a TA may influence their time
of entry to the partner country.

How

Only few recognized that a TA can influence the business model, suggesting
that probably larger firms which have the resources and capacity to make
changes to business models get the maximum advantage from a TA. Respon-
dent 7 stated that, ‘‘The business model follow I think certainly predicated on
an open market. With declining duties and eventually zero tariff for dairy
products. So certainly our model is on that’’ (Respondent 7).

Furthermore, Respondent 4 provided similar views: ‘‘I think it does,
tariff preferences influence and TA structure influence countries you might
think of doing business with. And equally the time frame, if you do see an
opportunity there, you may speed things up. The business model also will
be influenced, because if you want to do business in a particular country
and the tariff is prohibitive you’re going to look at a different model than with
others where the tariffs are lower’’ (Respondent 10).

However, a higher percentage of respondents did not see a TA has the
capacity to make changes to their business model or mode of entry. Respon-
dent 3, for instance, stated: ‘‘In terms of model, I think that depends a little bit
on some cultural things and I think it’s probably much easier for us for
example to go into Australia and to directly deal with right down to a customer
level. That’s not our business model, we don’t want to be a retailer, but as a
distributor. So going into China for us is much more straight-forward if you
like to be dealing with a high level or master distributor. [Therefore] In terms
of business model, not really, I mean if we got big enough for the country, we
can have our own distribution, but right now the distributor model works for
us. Although distributor margin are huge in Australia, we don’t want to be
dealing with supermarkets, we don’t have resources to do that, it is quite
expensive’’ (Respondent 3).

In summary many respondents did not believe that a TA can make
changes to their mode of entry or the business model.

As a whole, the dairy produce industry in New Zealand considers that
TAs may have a direct impact on the regulatory environment of partner
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nations. Normative and cognitive environments also may get affected by TAs
but not to the level of the regulatory environment. TAs may influence their
market decision; however, the mode or the business model may not be
impacted from trade deals. How this outcome affected the conceptual model
is explained in Figure 3.

DISCUSSION AND CONCLUSION

This timely study conceptually and empirically contributes to the much-
needed research gap between TA and international business. Our study
indicates that TAs have a considerable impact on the strategy of a firm
involved in international business. The increasing power of WTO and its influ-
ence on almost all areas of government in member countries will reshape the
institutional condition including law and order, regulatory barriers, property
rights, government effectiveness, and corruption. Mushkat and Mushkat
(2011) state ‘‘WTO is not merely a body purporting to govern trade and invest-
ment flows but one seeking to reach inside country borders with the aim of
liberalizing administrative, economic and legal institutions’’ (p. 13). Though
TAs may have industry- and firm-level consequences, they affect mainly the
institutional conditions, which was recognized as the third leg of the strategy
tripod by Peng (2006). Model 1 presented in this article shows a rational
connection between international business and TAs.

Xie et al. (2011) indicate that the institutional difference between host
and home country has an effect on strategic positioning of the firm in the host
country. TAs influence the institutional conditions, predominantly the legal

FIGURE 3 How the dairy produce industry perceive the impact of TAs.
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environment, as shown in Model 1. As seen in preceding sections TAs are
instruments which governments (and firms) use to create an equal playing
field, thus governments try to influence partner governments’ legal environ-
ments by agreeing to terms and conditions that affect the legal and regulative
environment. This can be linked to the regulative distance introduced by Xu,
Pan, and Beamish (2004), that is, the legal and regulative difference between
host and home country. Our study indicates that TAs make an attempt to
narrow down the regulative distance. Our study suggests that TA is a political
instrument useful in influencing business environment via institutional
environment. A popular topic in leading media at present is the United States’
accusations towards China for not providing an equal playing field. Similarly
every government is attempting to create an equal, or if possible more favor-
able environment overseas, by influencing the legal=regulative environment,
as that is the easiest dimension to control compared with the normative or
cognitive environment. Our empirical findings indicate that TAs influence
the institutional conditions of participating countries. The views and opinions
received from the New Zealand dairy produce industry further confirms that
the regulatory environment predominantly gets affected by TAs more than the
normative or cognitive environments.

Kostova and Zaheer (1999) state that higher institutional distance
negatively impacts the legitimacy of the firm. In other words firm behavior
is directly linked to the changes in institutional environment (Cantwell,
Dunning, and Lundan 2010). Firms with global strategy prefer to invest in
countries with narrow institutional difference (Xu and Shenkar 2002) and
may influence their government to create that environment with the help of
TAs. ‘‘International organisations such as the World Intellectual Property
Organisation and the World Trade Organisation have helped greatly to pro-
mote the harmonisation of legal systems across countries’’ (Papageorgiadis,
Cross, and Alexiou 2013, p. 280).

Empirical findings further confirms that the ‘‘where to enter’’ or the country
decision may be greatly influenced by a TA. Also the ‘‘when to enter’’ or the
time of entry to a large extent. However, interestingly the ‘‘how to enter’’ or
mode of entry seems to have minimal or zero influence by a TA. That creates
questions on foreign direct investments (FDIs). One of the key goals of TAs
is to increase FDI, which motivates foreign firms to use the equity-based entry
mode to the partner country, but the empirical evidence shows that most expor-
ters are content to continue with their existing model rather than changing it.

This article makes an attempt to highlight the importance of popular TAs
existing in the current international business context. We have reviewed the
findings of over 50 journal articles on trade agreements published between
2003 and 2012, and have connected the findings with previous theories that
are still influential in the field. Findings clearly indicate that TAs influence the
regulative environment of participating countries and may also reduce the
regulative distance between member nations.
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Therefore the study shows a rational connection between TAs and
foreign market entry strategy. TA is a legal agreement that has a direct influ-
ence on the regulative environment of the participating countries. Regulative
environment is one leg of institutional conditions that have direct impact from
TAs. Entry strategy (which is the combination of where, when and how to
enter) is affected by institutional conditions thus this study explains a valid
connection among TAs, regulative environment, institutional conditions,
and entry strategy. Though the empirical evidence show a connection among
these in general, the empirical findings indicate that a TA might not influence
the entry mode specifically. This has not been highlighted by previous studies
thus the model we have developed based on previous literature makes a legit-
imate contribution to the existing knowledge base.

The findings of this study are numerous: firstly we see the significance in
trade collaboration through the recent developments of the WTO, which is
not just a controlling body of trade but of international business too. We
see the potential of WTO moving beyond the typical products and services
business model by bringing all business-related areas under one umbrella,
further strengthening its controlling capacity.

Secondly we see that the motivation for TAs and free trade is to endea-
vor to build an equal playing field for firms. The relationship between
government and firms, and the increasing trend of governments operating
as profit-seeking organizations, indicate that TAs are being used as business
motivational instruments. Our study further indicates that the objective of
TAs to cover a much larger scope than just trade alone, and that there is
a holistic international business, regulative and political interest behind
trade cooperation. This wide objective has increased the number of chal-
lenges. Thus we see that both firms and governments play a role in TAs
whilst using the opportunity to achieve their business and political goals.
It seems most governments do not consider global free trade to be a
realistic goal and there is no significant movement towards achieving that
goal. The movement is more self-interested and may depend on the level
of influence firms can make to their home governments to win their firms’
objectives in overseas markets. A lack of interest towards multilateralism
further confirms this argument.

Given the increasing popularity of TAs, global initiative towards trade
cooperation, and an increasing number of firms’ participation in international
business, we see a pervasive need for research in this narrow but highly sig-
nificant area by IB scholars. Specifically, IB scholars may be advised to focus
on firm-level impacts, such as how TAs influence foreign market entry strate-
gies. Peng (2006) identifies institutional conditions and transition as a key
element of foreign market entry strategy. Based on that, and in line with our
model, empirical exploration of trade agreements’ impacts on the institutional
conditions for multiple industries in different countries will be a relevant and
timely research extension.
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