
Postigo, Antonio

Article  —  Manuscript Version (Preprint)

Firm Heterogeneity and Asymmetric Liberalization Drive
Differential Utilization of FTAs among Firms in Production
Networks

International Studies Quarterly

Suggested Citation: Postigo, Antonio (2025) : Firm Heterogeneity and Asymmetric Liberalization
Drive Differential Utilization of FTAs among Firms in Production Networks, International Studies
Quarterly, ISSN 1468-2478, Oxford University Press, Oxford, Vol. 69, Iss. 3, pp. 1-16,
https://doi.org/10.1093/isq/sqaf038 ,
https://academic.oup.com/isq/article-abstract/69/3/sqaf038/8160181

This Version is available at:
https://hdl.handle.net/10419/324747

Standard-Nutzungsbedingungen:

Die Dokumente auf EconStor dürfen zu eigenen wissenschaftlichen
Zwecken und zum Privatgebrauch gespeichert und kopiert werden.

Sie dürfen die Dokumente nicht für öffentliche oder kommerzielle
Zwecke vervielfältigen, öffentlich ausstellen, öffentlich zugänglich
machen, vertreiben oder anderweitig nutzen.

Sofern die Verfasser die Dokumente unter Open-Content-Lizenzen
(insbesondere CC-Lizenzen) zur Verfügung gestellt haben sollten,
gelten abweichend von diesen Nutzungsbedingungen die in der dort
genannten Lizenz gewährten Nutzungsrechte.

Terms of use:

Documents in EconStor may be saved and copied for your personal
and scholarly purposes.

You are not to copy documents for public or commercial purposes, to
exhibit the documents publicly, to make them publicly available on the
internet, or to distribute or otherwise use the documents in public.

If the documents have been made available under an Open Content
Licence (especially Creative Commons Licences), you may exercise
further usage rights as specified in the indicated licence.

https://www.econstor.eu/
https://www.zbw.eu/
http://www.zbw.eu/
https://doi.org/10.1093/isq/sqaf038%0A
https://academic.oup.com/isq/article-abstract/69/3/sqaf038/8160181%0A
https://hdl.handle.net/10419/324747
https://www.econstor.eu/
https://www.leibniz-gemeinschaft.de/


NOTE: This is an unrefereed version of the manuscript, corresponding to the version 
originally submitted to International Studies Quarterly. 
The final version, after peer review and approval by the editor, has been published in  
 
Postigo Antonio, (2025) Firm Heterogeneity and Asymmetric Liberalization Drive 
Differential Utilization of FTAs among Firms in Production Networks 
Link: https://academic.oup.com/isq/article-abstract/69/3/sqaf038/8160181 
International Studies Quarterly, 69(3):sqaf038.  

+++++++++++++++++++++++++++++++++++++++++++++++++++++++++++++++++++ 

Firm Heterogeneity and Asymmetric Liberalization 
Drive Differential Utilization of FTAs among Firms in 

Production Networks 
 

Antonio Postigo 
 

London School of Economics and Political Science (LSE), London, United Kingdom 

Institut Barcelona d'Estudis Internacionals (IBEI), Barcelona, Spain 

 
Abstract  

 
Firms in production networks often prefer liberalization through free trade agreements 
(FTAs) to multilateral liberalization, due to its potential discriminatory effects against 
firms outside the FTA (outside the scope of this study), but also in relation to competing 
firms within the FTA. The study theorizes about certain conditions—specific 
configurations of FTAs and inter-firm heterogeneity in the organization of production—
that allow FTAs to asymmetrically (or even selectively) favor some firms within the FTA, 
accommodate firm heterogeneity in trade preferences, and encourage firms to lobby 
individually in ways that multilateral liberalization cannot. These arguments were 
explored in the automotive industry in the context of the FTAs signed by Thailand with 
other Southeast Asian countries, Japan, India, and Australia using interviews and 
administrative records. Empirical evidence supports the relevance of the herein identified 
conditions to explain the heterogeneity of firms in their trade preferences, political action, 
and use of FTAs. Firms pushed for FTA configurations that liberalized their trade flows 
as selectively as possible relative to competitors and used FTAs primarily for hierarchical 
and captive cross-border input trade with subsidiaries and long-term suppliers 
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1. Introduction  

Since the late 1980s, unilateral liberalization, and increased cross-border trade and investment 

flows have fostered the growth of international production networks, which in turn contributed 

to a wave of free trade agreements (FTAs) in the last three decades (Baldwin and Lopez-

Gonzalez, 2015). This expansion of international production networks and FTAs has deeply 

transformed the politics of trade. Any form of trade liberalization can have asymmetric impacts 

among firms in a given industry. Although for producers in international production networks, 

liberalization through FTAs is inferior to multilateral non-discriminatory liberalization in its 

ability to maximize scales, 1  firms often prefer the former precisely because of its 

discriminatory nature and the possibility of asymmetrically distributing the benefits of trade 

liberalization in their favor relative to competing firms outside the FTA area (Chase, 2005, 

2008; Manger, 2005; Ornelas, 2005). But, do firms push for FTAs to liberalize their trade flows 

more than those of other firms also established within the FTA area? What circumstances allow 

FTAs to have these asymmetric effects in ways that are not possible through multilateral 

liberalization? What FTA configurations do firms seek to gain a competitive advantage over 

competing firms within the FTA area? Compared to multilateral liberalization, do FTAs 

support (and, if so, how) heterogeneity between firms on trade policy preferences, as well as 

individual forms of lobbying? 

To address these questions, the study builds on and aims to contribute to the literature 

on the determinants of variability in firms' trade preferences and their impact on the formation 

of FTAs.2 Recent dynamics within many production networks—e.g., growing intra-industry 

 
1 Herein, multilateral liberalization refers to trade liberalization among members of the WTO under the most-favored-nation principle, which 
states that a WTO member must not discriminate between its trading partners.  
2 Neoclassical trade theory associates variability in business preferences with factor and industry cleavages (Rogowski, 1987; Hiscox, 2001; 
reviewed in Milner 1999).  
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trade, vertical specialization, and input trade—have been key determinants of business 

preferences in favor of FTAs to support their investment and supply chains overseas (Chase, 

2005; Manger, 2009; Postigo, 2014; Baccini et al., 2018; Osgood, 2018; Kim et al., 2019; Zeng 

et al., 2020). Building on the firm heterogeneity literature, some authors found that large and 

productive firms favor trade liberalization and benefit more from FTAs than smaller and less 

productive ones (Baccini et al., 2017; Kim, 2017; Plouffe, 2017). In addition, several analyses, 

primarily across industries in the US, indicate that high levels of intra-industry trade and 

product differentiation, as well as the prevalence of different types of firms (e.g., multinationals 

vs domestic firms), exacerbate firm heterogeneity over trade preferences and encourage the 

largest firms to lobby across borders and individually rather than through business associations 

(Bombardini and Trebbi, 2012; Madeira, 2016; Postigo, 2016; Baccini et al., 2017; Osgood, 

2017; Kim and Osgood, 2019; Zeng et al., 2020).  

However, how FTAs can facilitate more (or even selectively) the trade flows of some 

firms relative to the flows of others and how this affects the political economy of FTA 

formation and utilization remain underexplored. Similarly, the existing literature has largely 

overlooked how some features of FTAs can support firm heterogeneity and firm-centric forms 

of lobbying. Here it is argued that under certain conditions identified in the study (some related 

to firms’ organization of production, others related to FTAs themselves), FTAs can generate 

asymmetric benefits between firms within the FTA area in ways that cannot be achieved under 

multilateral liberalization. In the context of international fragmentation of the production 

process, particularly in industries with low levels of input standardization, heterogeneity 

among firms across various dimensions of the organization of production (e.g., the 

geographical distribution of assembly plants and suppliers, degree of dependence on a small 
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number of suppliers abroad, possibilities for the geographical reorganizing of production) 

allows certain FTA configurations to asymmetrically, even selectively, favor some firms over 

competing firms established in the trade area. In addition, compared to multilateral 

liberalization, certain inherent features of FTAs not only can accommodate inter-firm 

heterogeneity regarding their trade preferences but also make it easier for firms to pursue and 

lobby individually for specific FTA configurations that generate asymmetric gains in their 

favor. 

The paper does not use the analytical framework of the global value chain and global 

production network literature (e.g., Gereffi, 2014; Ponte and Sturgeon, 2014; Coe and Yeung, 

2019; Dallas et al., 2019), but benefits from some of its conceptualizations. Thus, it analyzes 

how some FTA configurations affect and, at the same time, are affected by the organization of 

production of the lead firms (those in charge of organizing production in a network) and the 

interactions of lead firms with suppliers (those firms that provide intermediate goods to lead 

firms) and governments. 

To test these arguments, I analyzed the Thai automotive production network in the 

context of the FTAs signed by Thailand. 3  Several reasons informed this choice. The 

automotive industry is one of the most promoted and protected, and has been at the center—

when not at the root—of many FTAs worldwide (Carrillo et al., 2004; Staples, 2008; 

Covarrubias, 2020). Vehicle assembly occurs mostly within regional networks, and Southeast 

Asia as a group was the world's fifth-largest automotive producer in 2021, historically with 

Thailand as the regional hub (Doner, 2009; Doner et al., 2021; Natsuda and Thoburn, 2021). 

 
3 Although not included in the manuscript, the study also investigated the automotive industry and FTAs in Malaysia; the Malaysian case 
study yielded similar results to the Thailand case, but the Malaysian data were not included due to word limit and to simplify and facilitate 
data presentation in the manuscript. 
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Thailand is a relevant case for the study of trade politics in middle-income developing 

countries highly integrated into international production networks.4 Furthermore, Thailand 

was one of the first developing countries in Asia—and for much of the 2000s, it was also one 

of the most active—in negotiating and implementing FTAs (Manger, 2005, 2009, 2012). The 

empirical evidence collected here revealed significant heterogeneity among automakers in 

Thailand regarding their ex-ante FTA preferences and lobbying efforts, and subsequent 

utilization of FTAs that is not necessarily related to their country of origin or their production 

or export volumes, but rather depends on the interplay between the aforementioned conditions. 

Automakers lobbied for specific FTA configurations through their business association and/or 

individually depending on the FTA and the issue at stake. The differential use of FTAs 

occurred mainly in the trade of intermediate goods when the procurement options of lead firms 

are limited (e.g., sourcing from subsidiaries and long-term suppliers). 

The rest of the manuscript is organized as follows. Section two outlines the theoretical 

and analytical framework; section three, supplemented by the Online Appendix, presents the 

methodology and empirical data, while section four discusses the findings and concludes. 

 

2. Theoretical and analytical framework: Asymmetric distribution of the benefits of FTA 

liberalization among lead firms within a trade area 

The study addresses the following question:  

 
Question 1: In what circumstances can an FTA favor some lead firms over others in the 

same industry and trade area and promote its differential utilization among lead firms? 

 
4 Thailand's Global Value Chain Participation Index, which assesses the degree to which a country is involved in vertically fragmented 
production networks, is around 60%, surpassing most countries of the Organization for Economic Cooperation and Development (OECD) 
(https://www.oecd.org/dac/aft/MappingGlobalValueChains_web_usb.pdf). 
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In approaching that question, I will also tackle two complementary questions on the 

politics and political economy of the interplay between some sources of firm heterogeneity and 

certain FTA features, namely: 

 

Question 2: Do FTAs (and, if so, how they do it) accommodate inter-firm heterogeneity 

in trade preferences and favor individual firm lobbying in ways multilateral liberalization 

cannot? And,  

Question 3: What types of configurations do individual lead firms seek and lobby for 

in FTAs to gain a competitive advantage over competing firms established within the trade 

area? 

 

Reciprocal reductions in most-favored-nation tariffs between the host country and 

trading partner countries—either through multilateral non-discriminatory liberalization or 

through FTAs—can generate enhanced profits for competitive producers through, inter alia, 

tariff savings on imported inputs, lower barriers for their final good in the destination market, 

and efficiency improvements (Chase, 2005). However, unlike most-favored-nation tariffs, 

which apply by default to goods originating from any other WTO member, the discriminatory 

nature of FTA preferential tariffs can lead to an asymmetric distribution of those enhanced 

profits and favor firms within the FTA area at the expense of those outside it (Chase, 2008:512-

513; Manger, 2005:810; Ornelas, 2005:1476-1477). However, the asymmetric effects due to 

the capacity (or incapacity) of FTAs to divert trade flows away from third countries out of the 

FTA area toward producers within it—a long-standing and unresolved debate (e.g., reviewed 

in Freund and Ornelas, 2010)—are outside the scope of this paper. Instead, the present study 
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examines under what conditions FTA liberalization may favor more (or even selectively) some 

lead firms within the FTA area relative to others that are also within the trade bloc. 

Lead firms can increase their competitive advantage over other firms in a production 

network by acquiring specific resources and capabilities, but also by lobbying and capturing 

available rents in the institutional setting (Frieden, 1999). Recent works in the literature on 

firm heterogeneity have identified new sources of inter-firm diversity—emerging from 

variables at the firm/plant and industry levels—that affect not only the trade policy preferences 

of firms but also their industry-level political organization.5 The largest and most productive 

firms are the main beneficiaries of FTA tariff liberalization and are more likely to lobby for 

tariff reductions (Baccini et al., 2017; Kim, 2017; Plouffe, 2017).6 In industries with high levels 

of intra-industry trade and/or where firms produce multiple variants of the same good, firms 

are more likely to hold diverging trade policy preferences. When intra-industry consensus on 

trade policy weakens, firms, particularly larger ones, are more likely to lobby for their 

preferences on their own rather than through collective action (Bombardini and Trebbi, 2012 

Madeira, 2016; Osgood, 2016; Baccini et al., 2017 Kim, 2017, Osgood, 2017; Kim et al., 

2019). However, it remains to be explored how the interaction between some sources of firm 

heterogeneity and certain features in FTAs enable FTA liberalization to: first, accommodate 

firm heterogeneity and firm-centric lobbying, and second, have asymmetric effects and 

promote the differential use of an FTA. 

 
5 Firm heterogeneity theories emphasize that within a given industry, firms differ in several dimensions (e.g., productivity, product quality) 
that influence their decision to participate in international markets (e.g., exports, foreign investment) (Melitz, 2003; reviewed in Greenaway 
and Kneller, 2007 and Bernard et al., 2012). 
6 A recent analysis of firms by their trade activity and ownership structure indicates that firms involved in exports and imports within a 
production network and, in particular, multinational firms with foreign ownership, prioritize investment protection clauses in FTAs, while 
those that do not participate in production networks seek strong dispute resolution mechanisms (Kim et al., 2019).  
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It is argued here that FTAs support heterogeneity among firms regarding trade policy 

preferences in ways that multilateral liberalization cannot do. First, and compared to 

multilateral rounds at the WTO, FTA negotiations offer firms an easier assessment of the 

impacts of liberalization, as well as greater opportunities to lobby governments (domestically 

and in partner countries) and influence policy formulation (Freund and Ornelas, 2010; Postigo, 

2016). Second, article XIV and the Enabling Clause of the General Agreement on Tariffs and 

Trade (GATT), under which FTAs covering goods are notified to the WTO, allow FTAs to 

accommodate greater flexibility and selectivity than multilateral rounds regarding the coverage 

and exclusion of goods, as well as the sequencing and pace of liberalization.7 In addition, and 

unlike most of the trade carried out under most-favored-nation tariffs, to benefit from FTA 

preferential tariffs, the exported good must abide by specified rules of origin (RoOs) that 

establish whether it has undergone a sufficient transformation within the FTA area.8 Most 

FTAs include product-specific RoOs; that is, each category of goods must meet a specific RoO. 

In contrast to multilateral liberalization, not only is the partner country chosen in FTAs but 

their inherent greater selectivity and flexibility mean that both tariff rates and RoOs can be set 

at the highest level of product specification, allowing the liberalization (or protection) of goods 

in FTAs to target narrow sub-sectors, potentially specific firms, thus creating asymmetric 

distributional effects between firms within the FTA area.9 In sum, these inherent features of 

 
7 For instance, although Article XXIV is commonly interpreted to mean that FTAs must liberalize at least 90% of the existing trade between 
partners within 10 years, these requirements are not enforced, and many FTAs liberalize a smaller share of trade flows and/or over longer 
periods. FTAs that liberalize trade in developing countries are notified under the Enabling Clause, which relaxes the requirements. The WTO 
Doha Round proposed reducing higher tariffs faster than lower ones, while in FTAs higher tariffs can be reduced gradually or excluded 
altogether. 
8 RoOs are most commonly assessed by a minimum value content of the good from within the FTA area, a change in the tariff code under 
which the good is classified relative to the tariff code of its component inputs, and/or by a specific production process that the good must have 
undergone. ROOs are more relevant for final goods that may contain inputs from various countries, some outside the FTA area. 
9 In the Harmonized Commodity Description and Coding System used by customs authorities around the world, goods are identified with a 
code of up to 6 digits (6,200 categories). But individual countries may further disaggregate goods and develop national HS codes down to a 
10-digit level or have a higher product specification for imports than exports. This makes it possible to target the liberalization or protection 
of one good but not a very closely related good (e.g., with a slightly different inputs or production process that suits the given country). 
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FTAs allow for firm heterogeneity in trade preferences better than multilateral liberalization, 

making it easier for firms to individually lobby for specific FTA configurations (to be 

examined below) that generate asymmetric gains in their favor. Naturally, the trade preferences 

of businesses (a particular firm or an entire sector), even when they are adopted as national 

positions in international negotiations, do not necessarily materialize in the final text of an 

FTA, and firms may not use an existing FTA.10 Nevertheless, here we traced firms’ ex-ante 

preferences and evidence of lobbying during negotiations along with the formulation of FTAs 

and the ex-post use of FTA concessions. 

It will also be argued that when certain conditions detailed below interact, the FTA 

liberalization of intermediate and final goods can generate asymmetric benefits between firms 

within the FTA area in ways that cannot be achieved under multilateral liberalization. Some of 

these conditions are related to FTA features (those inherent in FTAs described above or 

specific FTA configurations by design) and others to heterogeneity among lead firms across 

various dimensions of their organization of production.  

 

2.1 Asymmetric distribution of the benefits of the FTA liberalization of final goods among 

lead firms within the FTA area  

The trade preferences of a firm that produces a final good entirely within its host country are 

primarily determined by its competitiveness and export-oriented or import-competing nature 

(Hiscox, 2001). In many industries, final goods receive higher tariffs than upstream raw 

materials and intermediate goods (tariff escalation). Lead firms can overcome high trade 

barriers on their final goods by establishing production plants in multiple countries to serve 

 
10 During trade talks, the negotiating teams may forgo their preferred positions in the course of exchanges of concessions and exclusions 
across sectors. Furthermore, some potentially beneficiary firms do not use the tariff concessions included in FTAs. 
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their respective domestic markets. Consider a scenario where A, B, and X represent three 

countries, and LFA and LFB are two lead firms that produce the final good of a given industry 

in their respective home countries (plant LFAA in A and plant LFBB in B). If X imposes high 

tariffs on their final good, both firms can circumvent these tariffs by establishing production 

in X (plants LFAX and LFBX) to directly produce and sell the final good in X. When X offers 

locational advantages for production relative to A or B that outweigh other costs 

(transportation, logistics, tariffs), LFAX and LFBX can also export the final good back to their 

home countries under most-favored-nation tariffs.  
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In some circumstances related to the lead firms’ current or foreseeable organization of 

production and the configuration of the FTA, the liberalization of final goods in FTAs can have 

differential effects among the lead firms within the trade area. Some of these circumstances 

must concur for FTAs to have these asymmetric effects ("enabling conditions"), while others 

only make it easier for FTAs to have them ("facilitating conditions") (Table 1 and Figure 1). 

An FTA between the host country and a partner country may favor some lead firms over others 

if (enabling conditions): first, lead firms exhibit different production and trade patterns (e.g., 

they differ in their overseas assembly locations, export destinations) or they produced closely 

        Table 1: Asymmetric distribution of the benefits of liberalization among lead firms within an 
FTA area and industry   

  Abbreviations: MFN: most-favored-nation 
 

 

 
 

 
 
Conditions fostering differential FTA use among lead 
firms within an FTA area and industry 

 
 

Assessment and Data 
Source 

 
FTA liberalization of 
final goods  

 
Enabling 
Conditions 
 

FTA design 
 
FTA liberalization that favors some lead firms over 
others, while maintaining high MFN tariffs  

 
 
FTA tariff rates (FTA treaties)  
 
MFN tariff rates (WTO) 

Lead firms’ characteristics 
 
Differences in assembly locations and export 
destinations of the final good 

 
 
Firm-level interviews  

 
Facilitating 
Conditions 

FTA design 
 
Restrictive RoOs on final goods 

 
 
RoOs in FTA treaties 

Lead firms’ characteristics 
 
Differences in the capacity to reorganize final 
assembly within the FTA area 

 
 
Firm-level interviews  

 
FTA liberalization of 
intermediate goods  
 

 
Enabling 
Conditions 
 

FTA design 
 
FTA liberalization that favors some lead firms over 
others, while maintaining high MFN tariffs  
 

 
 
FTA tariff rates (FTA treaties)  
 
MFN tariff rates (WTO) 

Lead firms’ characteristics 
 
Differences in the identity and input sources 

 
 
Firm-level interviews  

 
Facilitating 
Conditions 

FTA design 
 
Restrictive RoOs on inputs 

 
 
RoOs in FTA treaties 

Lead firms’ characteristics 
 
Differences in the capacity to reorganize the 
production of inputs within the FTA area 
 
Differences in the dependence on inputs from 
subsidiaries or long-term suppliers in other FTA 
countries 

 
 
Firm-level interviews  
 
 
Firm-level interviews  
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related variants of the final good but that can be categorized under different tariff codes (see 

footnote 9) and, second, the FTA liberalizes tariffs on the final good in a particular destination 

market but not in others, liberalizes a variant of the final good under a particular tariff code but 

not under others, and/or does it faster and deeper than for other countries or under other tariff 

codes (Figure 1 and Table 1). Concomitantly, most-favored-nation tariffs on the final good 

must also be high for the FTA to generate tariff savings that justify using the FTA and generate 

these distributional effects. Thus, an FTA between A and X (FTA A-X) that liberalizes tariffs 

on the final good produced by plants LFAX and LFBX can be used by both firms to export their 

final good to A (Figure 2). However, LFAX is likely to use FTA A-X more than LFBX, 

generating enhanced profits mainly for LFA.11 LFA can also use FTA A-X to export the final 

good directly from LFAA to X without the need to establish a presence in that country (see 

below).  

 

 
11 Nonetheless, it should be noted that the distribution of benefits from the FTA liberalization of final goods is firm-specific and is not 
determined by the country of origin—or, as shown in the empirical section, firms' production or export volumes—as not all lead firms with 
home country A and plants in X necessarily export their final goods to A. 
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The political economy link between the two enabling conditions is that the potential 

beneficiary lead firm(s) lobbies the government for FTA configurations that liberalize the trade 

of its final good in the most selective manner possible; that is, supporting the firm’s existing 

patterns and/or future strategies of production and trade, but especially those that are particular 

(potentially even exclusive) to that firm relative to competitors within the trade area. As noted 

above, FTA negotiations also offer greater access for firms to influence policymaking than 

multilateral rounds. Thus, LFA will pressure on its own—independently of business 

associations—the governments in A and X for FTA configurations that liberalize its final good 

in both countries, especially when those configurations do not suit the production and trade 

patterns of the final good produced by LFBX.12 LFBX will lobby the government in B to either 

 
12 The final goods produced by LFA and LFB can be classified under different tariff codes with different tariff rates and ROO levels. But even 
when the final goods of LFA and LFB are perfect substitutes with the same tariff code, LFAX can not only lobby for liberalization in a particular 
destination market (country A), but also for ROOs that favor its own organization of production relative to that of LFBX. For other provisions 
of FTA A-X that favor several lead firms, LFAX may lobby along with other firms or intermediate its preferences through the respective 
business association. 

FTA con!guration

FTA utilization

Lead !rms´ production
and trade patterns

Inter-!rm heterogeneity in 

preferences for FTA 

liberalization

Firms’  lobbying of govern-

ments for particular FTA 

con!gurations

FTA tari" liberalization that favors 

some lead !rms over others

Restrictive RoOs

Asymmetric impacts of the 

FTA among lead !rms 

within the trade area

Di"erential use of

the FTA among lead 

!rms

Enabling conditions Facilitating conditions

Di"erences among lead !rms 

in their capacity to reorganize 

their production within the 

FTA area

Di"erences among 
lead !rms in the 

trade area in their 
production 

patterns

Di"erences among lead !rms 

in their dependence on inputs 

from subsidiaries and 

suppliers in other FTA 

countries  

Di"erences among 
lead !rms within 
the trade area in 

their international 
trade patterns
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join FTA A-X or create a new FTA B-X, triggering the classical FTA domino effect (Baldwin, 

1997). 

 

FTA liberalization can generate efficiency gains by allowing lead firms to reorganize 

their production from the national to the FTA scale (Chase, 2005). The possibility that the 

gains from trade liberalization are distributed asymmetrically within the FTA is facilitated in 

two additional situations (“facilitating conditions”) (Table 1 and Figure 1), namely, a) when 

the RoOs require that the final good undergoes a relatively high level of transformation within 

the FTA (restrictive RoOs, see below), and b) when lead firms exhibit differences in their 

capacity to reorganize final good production within the FTA area. For example, lead firms with 

assembly in several FTA countries before the FTA could consolidate production into fewer 

plants or, in the case of differentiated products, specialize the assembly of each plant after FTA 

implementation. In Figure 2, in the context of FTA A-X, LFA can potentially obtain efficiency 

Country A

LFAA

LFAX

LFBX

FTA A-X

Country X

Final Goods Inputs
Imports under

FTA tari!s
Imports under

FTA tari!s

Country B

LFBB

Imports under
MFN tari!s

Inputs

Final Goods

Figure 2: LFA and LFB are two lead "rms that produce the "nal good of a given industry in their respective home countries 
(plant LFAA in A and plant LFBB in B) or in o!shored plants in country X (plants LFAX and LFBX, respectively). An FTA between A 
and X (A-X) can discriminate against plants/"rm outside the trade area but, under certain conditions detailed here, it can also 
generate asymmetric bene"ts among lead "rms within the trade area (e.g., favoring LFAX over LFBX). See the main text for details. 
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gains by reorganizing its final assembly plants between X and A, unlike LFB with no concurrent 

presence in both FTA countries or unlike firms that are outside the FTA entirely. 

2.2 Asymmetric distribution of the benefits of the FTA liberalization of intermediate goods 

among lead firms within the FTA area  

Firms undertake the fragmentation and offshoring of segments of their production process 

(with or without outsourcing) when production costs elsewhere are sufficiently lower to offset 

the higher service links costs of connecting dispersed production units (Kimura, 2006). In the 

scenario of Figure 2, assume now that LFA and LFB have fragmented their production and, 

exploiting specific locational advantages, kept some stages (e.g., production of high-

technology inputs) in their home plants (LFAA and LFBB, respectively) while transferring other 

stages (e.g., final good assembly) to plants LFAX and LFBX in X.13 LFAX and LFBX can import 

intermediate goods from their home countries under most-favored-nation tariffs (this non-FTA 

scenario is not shown in Figure 2). 

The rise in the international fragmentation of production and the trade of intermediate 

and final goods across national borders has promoted non-discriminatory unilateral and 

multilateral liberalization but, in particular, has been a key driver in the proliferation of FTAs 

(Arndt, 2001; Chase, 2005; Manger, 2009; Baldwin and Lopez-Gonzalez, 2015). Lead firms’ 

organization of production and trade shapes their ex-ante preferences for or against FTA 

liberalization as well as their subsequent use of the FTAs; in turn, FTA liberalization affects 

lead firms’ production strategies.  

As for final goods, the liberalization of intermediate goods through FTAs can be more 

easily targeted than through multilateral liberalization to benefit some firm(s) within the FTA 

 
13 Service link costs are mostly related to trade barriers and transportation and logistics costs. LFA plants in A and X do not necessarily have 
to be within the boundaries of the same firm but, for simplicity, they will be referred to as if both were part of LFA; the same applies to LFB. 
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area more than others. For these asymmetric effects to be possible, two enabling conditions 

must concur (Table 1 and Figure 1): first, lead firms should exhibit distinct international 

sources of and dependence on imports of intermediate goods; and second, the FTA liberalizes 

certain intermediate goods originating in a particular country but not (or less or more slowly) 

other intermediate goods or from other countries. In Figure 2, if LFAX and LFBX exhibit distinct 

patterns in their production and/or trade of intermediate goods (e.g., sourced inputs differ in 

their identity or origin), FTA A-X will allow LFA to trade intermediate goods between LFAA 

and LFAX with reduced or no tariffs, unlike LFBB concerning LFBX. All lead firms in X can use 

the FTA A-X to import inputs from A, but LFAX is likely to depend on inputs from A (from 

LFAA or other suppliers in A) more than LFBX, generating savings from input liberalization 

mainly for LFA. Not all lead firms with home country A and plants in X necessarily import or 

equally depend on inputs from A, and the ultimate distribution of benefits from FTA 

liberalization will be firm-specific. 14  Again, the political economy link between the two 

enabling conditions is LFAX pressuring the governments of X and/or A on its own for FTA A-

X to liberalize the intermediate goods that LFAX imports from A under more favorable 

conditions—potentially, in a selective manner—relative to those imported by LFBX from A or 

elsewhere.15  

In sectors whose inputs have relatively lower industry-level standardization, the 

international sourcing options of lead firms can be limited to a reduced number of countries 

and/or suppliers abroad.16 In this scenario, the asymmetric distribution of the benefits of FTA 

 
14 For instance, in industries with limited opportunities for global sourcing, LFBX can depend more on inputs from regional hub A than from 
a potentially distant home country B outside the region.  
15 Similar to final goods, LFAX may lobby along other firms or intermediate its preferences through the respective business association for 
those provisions of FTA A-X that favor several lead firms. 
16 To the best of the author’s knowledge, there are no classifications of industries by their level of input standardization or whether inputs can 
be obtained from multiple or a reduced number of sources. Sturgeon and Memedović (2011) categorized the intermediate manufacturing 
goods of several industries as “generic” or “customized” depending on whether they can be used in multiple or a few final goods, respectively.  
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liberalization of inputs within the FTA area will be facilitated (“facilitating conditions” in 

Table 1 and Table 1) when: a) RoOs require that imported intermediate goods have undergone 

a high level of transformation within the bloc (see below); b) lead firms show differences in 

their ability to reorganize the geographical distribution of their input manufacturing plants in 

the context of the FTA; and c) lead firms exhibit differences in the prevalence of and 

dependence on hierarchical or captive relationships with suppliers in other FTA member 

countries (e.g., intra-firm cross-border procurement flows between subsidiaries or between 

offshored lead firms and long-term suppliers at home or elsewhere). Conversely, the 

asymmetric distribution of the benefits of FTA input liberalization will be less relevant when 

RoOs allow for a high level of non-FTA content, in sectors with relatively standardized inputs 

that can be obtained from multiple sources, as well as when imported inputs are exempt from 

tariffs (e.g., duty drawbacks, export processing zones).17 

  

2.3 Restrictive RoOs and the asymmetric distribution of benefits from FTA liberalization 

within the trade area  

Compliance with ROOs in FTAs can increase production costs, and when they require a high 

level of intra-FTA transformation, RoOs can restrict, distort, or even prevent trade (Yeung, 

2001; Anson et al., 2005; Curran et al., 2019). Several restrictiveness indexes have been created 

to assess how demanding RoOs are (e.g., Estevadeordal and Suominen, 2005; Estevadeordal 

et al., 2008). Trade-restricting RoOs can be used to discriminate against exporters outside the 

FTA area (Chase, 2008:512-513).18 In the example of Figure 2, if FTA A-X imposes highly 

 
17 Duty drawback schemes and export processing zones exempt tariffs on imported inputs under certain conditions; for instance, when inputs 
are later incorporated into export goods. In contrast, FTAs liberalize tariffs on imported inputs without export conditionality. 
18 The greater the tariff savings that an FTA offers, the tougher the RoOs must be to prevent the entry of goods from outside the FTA through 
the FTA country with the lowest external tariff (Chase, 2008:513). 
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restrictive RoOs on the final good produced by LFA and LFB, the good produced by LFBB (or 

by other plants outside the A-X area) may not qualify to use FTA A-X tariffs and must incur a 

higher most-favored-nation tariff to enter A and/or X. 

Importantly, restrictive RoOs also facilitate the asymmetric distribution of the tariff 

saving examined in the previous two sections among lead firms within the FTA area (Table 1 

and Figure 1). For any given good, its level of intra-FTA transformation is likely to differ 

among the lead firms producing it. For instance, the final good produced by LFAX is more 

likely to have a higher level of transformation from within the area A-X than the final good 

produced by other firms also based in X like LFBX. If FTA A-X imposes highly restrictive 

RoOs on a good (particularly for final goods), the good produced by LFAX may qualify for 

FTA A-X tariffs, while the good produced by LFBX (or other firms established in X or A) may 

not. LFAX will lobby governments in X and A on its own for FTA configurations, not only 

regarding partner countries and tariff rates but also for a level of RoO restrictiveness that 

supports its input procurement pattern and production structure over those of other firms 

established within the area A-X.     

 

3. Political economy of automotive liberalization in Thai FTAs and differential FTA 

utilization among automakers 

In the automotive production network, the lead firms are the automakers and brand-bearing 

original equipment manufacturers (OEMs) (e.g., Toyota). Several structural features of the 

automotive production network favor compliance with the conditions stated above for the 

asymmetric distribution of the benefits of FTA liberalization within a trade area. The 

automotive industry is characterized by an intense international fragmentation of production 
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and trade flows of intermediate goods and vehicles across nations. Beyond product 

differentiation in the final good (vehicles), compared to other sectors, automotive 

manufacturing has lower sector-wide and higher firm-specific standardization of inputs 

(Sturgeon et al., 2008, 2009). Since vehicle manufacturing is highly capital-intensive, the 

regional rationalization of production is of great importance. Trade and investment 

liberalization allow automakers to consolidate or specialize operations at the regional level, 

and to trade parts and components, complete-knocked-down kits, and assembled vehicles 

within the regional network and beyond. As a result, a large share of automakers’ exports and 

imports occurs between subsidiaries and/or with long-term suppliers—in some cases, with 

equity ties—making input procurement less flexible.19 At the same time, due to the logistics in 

the sector, automakers often require some of their first-tier suppliers, those who supply them 

with intermediate goods directly, to cluster around their plants. All these factors, along with 

tariff escalation on automotive goods in most countries, imply that FTAs tend to be more 

relevant to automakers than to most automotive suppliers. 

 Until the late 1980s, high tariffs on vehicles in most Southeast Asia encouraged 

international automakers to operate independent assembly plants in several countries. With the 

impending implementation of the Association of South East Asian Nations (ASEAN) FTA 

(AFTA) in 1992 and the launch of the WTO in 1995, international automakers began to 

reorganize their production strategies in Southeast Asia and prioritized Thailand as their 

regional hub due to its large domestic market and the lack of a government-sponsored 

automotive program, which other ASEAN countries had (Doner, 1991; Yoshimatsu, 1999; 

 
19  Up to 65% of the exports and 27% of the imports by automakers in Thailand correspond to intra-firm trade (UNCTAD, 2013:137-139). 
Western automakers, especially American firms, favor shorter-term market links with suppliers; in contrast, although weakened over time 
and abroad, Japanese automakers rely more on closer and longer-term OEM-supplier relationships (Sturgeon et al., 2009). 
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Abbott, 2004; Natsuda and Thoburn, 2014; Doner et al., 2021; Natsuda and Thoburn, 2021). 

Today, Thailand is not only home to the largest vehicle and automotive parts manufacturing 

base in Southeast Asia but is also among the world's largest vehicle producers and exporters. 

The Thai automotive industry is export-oriented and driven by foreign investment, mainly from 

Japanese firms (Suppl. Figure S1 and Suppl. Table S1).20  During the last three decades, 

automakers in Thailand have lobbied the government—collectively through their business 

association (the Automotive Industry Club) or as individual firms—for FTAs that liberalize 

imported inputs and improve access to their vehicles in destination markets. At the same time, 

automakers have resisted reciprocity in most FTAs, and most-favored-nation tariffs on 

automotive products are among the highest in the country.21  

 
3.1 Source of data and methodology  

The data source and methodology for assessing the conditions outlined in Section 2 for FTAs 

to favor some lead firms over others within a trade area, as well as the ex-ante trade preferences 

and subsequent use of the FTAs by automakers in Thailand are as follows (see a summary in 

Table 1 and additional details in the Online Appendix). Briefly, semi-structured interviews 

with government officials and automotive industry’s business representatives (both business 

associations and individual firms) in Thailand were analyzed to: a) map the organization of 

production and the trade patterns of automakers in Thailand; b) trace the political economy of 

 
20 In 2021, Thailand was the 10th largest vehicle producer in the world and the 5th largest in the commercial vehicles category. Japanese 
automakers manufacture in Thailand a wide range of passenger cars and commercial vehicles (light pickup trucks), but large-engine passenger 
cars from premium brands (e.g., Lexus, Infinity, Acura) are imported directly from Japan. American automakers manufacture both passenger 
cars and light pickup trucks. European automakers, which are only prevalent in the large-engine passenger car segment, have simpler 
operations than Japanese and American automakers and mostly assemble passenger cars from complete-knocked-down kits. South Korean 
and Chinese automakers assemble a small number of vehicles from complete-knocked-down kits. 
21  Interviews with officials at the Ministries of Industry and Commerce and representatives from business associations and individual 
automakers. Most-favored-nation tariffs on vehicles stand at 80% and up to 42% on automotive parts and components. Within the Federation 
of Thai Industries, one of the three peak business associations in Thailand, vehicle assemblers/manufacturers, and suppliers are represented 
by the Automotive Industry Club and the Auto Parts Industry Club, respectively. The interests of suppliers are also mediated by the Thailand 
Auto Parts Manufacturers Association. 
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automotive liberalization in Thai FTAs, uncover their ex-ante preferences regarding tariff 

liberalization and how demanding should be the RoOs, as well as find evidence of lobbying by 

automakers for (or against) FTA liberalization (see the Appendix on how evidence of corporate 

lobbying was assessed in semi-structured interviews); and c) investigate the utilization of each 

FTA by individual automakers. The automakers interviewed account for virtually all of 

Thailand’s vehicle production, domestic sales, and exports (Suppl. Table S1). FTA preferential 

tariff rates and RoOs were obtained from the treaties’ texts, and levels of RoO restrictiveness 

were calculated using the Harris index (Estevadeordal et al., 2008:355) as detailed in the 

Online Appendix. The aggregate utilization of Thai FTAs to trade automotive products was 

calculated from administrative records provided by the Thai Ministry of Commerce. Table 2 

summarizes the presence or absence of the enabling and facilitating conditions in each of the 

Thai FTAs analyzed below. The geographical distribution of vehicle production plants that 

automakers based in Thailand also have or have had in Thailand’s FTA partners around 2004, 

2011, and 2020 are summarized in Table 3. 

 In the analysis of trade of automotive intermediate goods, the study built on and 

expanded the classification by Nag (2009) and questioned automakers regarding their use of 

each trade agreement to trade products within three groups of parts and components (see pages 

S3 and S4 of the Online Appendix). If an automaker did not use an FTA, its utilization was scored 

as “0” in Tables 4 to 7. The use of a trade agreement to trade parts and components in one 

group, two groups, or all three groups was scored as “1”, “2”, or “3”, respectively. Automakers 

were also asked about their utilization of each trade agreement to trade assembled vehicles. 

When an automaker reported that it did not use a trade agreement to trade vehicles, its 

utilization was scored as “0” in Tables 4 to 7; when it used a trade agreement to trade vehicles 



    

21 
 

in up to one-third, up to two-thirds, or more than two-thirds of its model line-up, its utilization 

were scored as “1”, “2”, or “3”, respectively. Tables 4 to 7 also indicate whether this research 

found evidence that the automaker lobbied individually in favor of tariff liberalization of parts 

and/or vehicles through the different FTAs (see the Appendix on how lobbying was assessed). 

 

 

 

 
Table 2:  Asymmetric distribution of benefits among automakers in Thai FTAs 

 
 

    Notes: See additional details in Section 3, Table 1, and the Online Appendix.  
           Abbreviations: N/A: not applicable. MFN: most-favored-nation 
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Results 

 
FTA liberalization  
of vehicles 
 
 

Enabling condition: Vehicle 
liberalization favoring some 
automakers over others, while 
keeping high MFN tariffs  

Yes N/A 
 

Yes Limited * Main text (Section 
3) & footnote 21 

Enabling condition: Differences 
among automakers in assembly 
locations and export destinations 

Limited N/A Yes Limited * Main text (Section 
3), Tables 3-8 & 
Suppl Table S3 

Facilitating condition: Restrictive 
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Harris’ index (0-20) 

5 N/A 11 5 * Main text (Section 
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29, 32 & 37 

Facilitating condition: Differences 
among automakers in their 
capacity to reorganize vehicle 
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Limited N/A Yes No * Main text (Section 
3), Table 3, Suppl 
Table 3, & 
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Yes 
 

Yes Yes Yes 
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3) & footnote 21 
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Facilitating condition: Differences 
among automakers in the 
dependence on inputs from 
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suppliers in other FTA countries 

Limited 
 

Yes Yes Yes * Main text (Section 
3) & Tables 4-8 
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3.2. Organization of production, trade preferences, and FTA utilization of automakers in 

Thailand 

In the early 1990s, automotive firms in Southeast Asia sought to rationalize their procurement 

and production scales regionally, and lobbied governments for intra-ASEAN automotive 

liberalization; however, the initial implementation of AFTA left ample room for protectionism 

(Yoshimatsu, 1999; Abbot, 2004; Ravenhill, 2008).22 It was only after the reduction of AFTA 

tariffs in 2003 and, particularly, their elimination in 2010, that the trade in automotive inputs 

and vehicles between the main ASEAN vehicle-producing countries increased rapidly, with 

 
22Japanese and American automakers and suppliers lobbied the governments ofASEAN countries, both individually and through business 
associations, to speed up intra-ASEAN automotive liberalization (interviews with officials of the Thai Ministry of Commerce; Doner et al., 
2021; Natsuda and Thoburn, 2021). Japan's peak business association (Keidanren) and the Japan Automobile Manufacturers Association 
lobbied not only the Japanese government but also directly Thai officials (Yoshimatsu, 1999, 2002; Manger, 2005, 2009; Postigo, 2016). 
Largely in response to pressure from the automotive industry ASEAN launched the ASEAN Industrial Cooperation (AICO) program as an 
interim scheme while liberalization under AFTA proceeded (Yoshimatsu, 1999, 2002). Although covering all manufacturing sectors, 
reflecting those original lobbying pressures, the present study found that 90% of AICO use in Thailand was for the trade in automotive parts 
and components (data not shown). 

 

 

Table 3: Vehicle production plants in Thailand’s FTA partner countries by automakers with presence in Thailand * 
 

Source: Interviews with representatives of automotive business associations and individual automakers.  
* Plants for the manufacturing (orange shaded cells) or assembly from complete-knock-down kits (grey shaded cells) of passenger and commercial vehicles in key 
Thailand’s FTA partner countries by automakers based in Thailand. Wherever indicated, numbers within cells refer to the year in which manufacturing/assembly 
was terminated. 
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Thailand at the center of the regional network (Suppl. Table S2). 

  

 

 

 

 

 

 
 
 

 

 

 

 

 

 

 The 

complete liberalization of automotive parts and components in AFTA (now ASEAN Trade in 

Goods Agreement, ATIGA) has allowed automakers to rationalize their procurement strategies 

regionally, but not all OEMs have benefited equally (Tables 2 and 4). The subsidiaries in 

Thailand of Toyota, Isuzu, Honda, and Nissan, with the largest regional procurement network, 

indicated extensive use of AFTA/ATIGA to trade components and modules with other 

subsidiaries and long-term suppliers within the trade area (Table 4 and Suppl. Table S3). In 

contrast, Mitsubishi (despite being the second largest vehicle manufacturer in the country and 

Table 4: Utilization of AFTA/ATIGA by automakers in Thailand 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Source: Interviews with representatives from the Automotive Industry Club and individual 
automakers.  
Abbreviations: EXP: exports; IMP: imports 
* Cells marked with a “Yes” indicate that there is evidence of individual lobbying by the lead firm 
in favor of AFTA liberalization. See Section 3 and the Online Appendix for more details 
** The score (0 to 3) refers to the extent of FTA utilization by each automaker to trade automotive 
intermediate goods or vehicles. Volvo closed its vehicle manufacturing plants in Thailand in 2013 
and General Motors did so in late 2020. See Section 3 and the online Appendix for more details 
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Suzuki  1 1  2 1 

Mercedes Benz  0 0  2 1 
BMW Group  0 0  2 1 

Volvo  0 0  2 2 
Hyundai  0 0  0 0 
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exporting over 80% of its Thai production, but operates primarily from within tariff-free 

export-processing zones) and European automakers (whose passenger cars are assembled from 

complete-knocked-down kits imported from Europe and supplemented locally with a relatively 

lower content of non-critical parts) have made more limited or no use of AFTA/ATIGA to 

source automotive inputs from other ASEAN countries. A greater number of automakers have 

used this FTA to export and import vehicles and reorganized their ASEAN network by 

consolidating vehicle production in a single country and/or specializing their plants to produce 

specific models (Tables 3 and 4, and Suppl. Table S3).23  

 Since most ASEAN countries impose high most-favored-nation tariffs on automotive 

products, the aggregate utilization of AFTA/ATIGA to trade them has been higher than to trade 

other goods. In 2019, about a third of total Thai exports and 14.2% of total Thai imports 

through AFTA/ATIGA were automotive products, and virtually all of Thailand’s automotive 

trade uses AFTA/ATIGA tariffs.24  The more homogeneous use of AFTA/ATIGA among 

automakers than the use of the other Thai FTAs explored below, particularly for vehicle trade, 

has been supported by the low restrictiveness of AFTA/ATIGA RoOs (Table 2).25  

 At the turn of the 21st century, automakers in Thailand started lobbying the government 

for bilateral FTAs to integrate their Thai plants into their procurement and production networks 

outside of ASEAN (see below; Manger 2005, 2009, 2012). As of February 2023, Thailand has 

implemented six bilateral FTAs, but only the agreements with India, Australia, and Japan are 

relevant to the automotive industry, whose liberalization constituted the main driver of the 

 
23 Ford closed its plants in Malaysia in 2008 and the Philippines in 2012 and now serves both markets from Thailand. Volvo abandoned 
Thailand in 2013 and consolidated its ASEAN production in Malaysia. General Motors left Indonesia in 2015 and Vietnam in 2018 and served 
all of ASEAN from Thailand until it closed its Thai plants in late 2020. 
24 Interviews with officials from the Ministries of Commerce, and Industry.  
25 RoOs in AFTA/ATIGA are flexible and relatively uniform across all goods and are set at a regional value content of no less than 40%, a 
level that all automakers in Thailand, including European automakers, can comply with. Additionally, ATIGA RoOs also allow partial 
cumulation. 
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negotiations and, in the cases of India and Japan, also its main obstacle.26  

 Despite Thailand and India being among the world’s largest automotive manufacturers, 

bilateral trade in vehicles has been almost negligible given automakers’ strategies and the high 

most-favored-nation tariffs applied by both countries. While they still negotiate a full-fledged 

FTA, Thailand, and India have implemented the Thailand-India Early Harvest Scheme 

(TIEHS), a partial scope trade agreement covering only 82 goods.27 The year before it was 

signed, Toyota had established a plant in India to produce gearboxes, and Toyota and Ford had 

planned to source engine parts from Thailand. Automakers on both sides opposed the 

liberalization of vehicles, but Toyota and Ford lobbied the Thai government on their own and 

outside the Automotive Industry Club for the Scheme to eliminate bilateral tariffs on gearboxes 

and engine parts.28 Exploiting the greater flexibility and selectivity available in liberalization 

through preferential trade agreements relative to multilateral liberalization, the Thailand-India 

Scheme liberalized gearboxes, engine parts, lighting equipment, and car seat parts, but 

excluded all other automotive parts and components as well as vehicles. Toyota and Ford also 

succeeded in this agreement to impose restrictive RoOs on gearboxes and engine parts, thus 

limiting its use by other automakers with lower intra-FTA content (Table 2).29 In line with the 

conditions stated in Table 1, the Thailand-India Scheme liberalized the rather particular 

procurement flows of Toyota and Ford, generating asymmetric benefits for both firms that 

would not have been possible through multilateral liberalization (Tables 2 and 5). Although 

 
26 Thailand has bilateral trade agreements with India (implemented in 2004), Australia (2005), New Zealand (2005), Japan (2007), Peru 
(2011), and Chile (2015). The Thailand-China FTA (2003) was later subsumed into the China-ASEAN FTA. Thailand is also a party of the 
six ASEAN-centered FTAs and of the Regional Comprehensive Economic Partnership (2022), which are less comprehensive, provide for 
slower liberalization than bilateral FTAs, and have maintained most of the protection of the Thai automotive industry.  
27 The 82 goods included are specified at the tariff subheading level; that is, out of the approximately 6,200 goods at the HS6 level. 
Negotiations for the full-fledged FTA have been on hold since 2015. 
28 Interviews with officials from the Thai Ministries of Commerce and of Industry, representatives of automotive business associations, and 
individual automakers. Automakers in Thailand collectively opposed tariff reductions on Korean or Indian passenger cars manufactured in 
India, while automakers in India sought protection from Japanese-brand models made in Thailand. 
29 RoOs for gearboxes and engine parts require a 40% regional value content plus a change in tariff heading, while RoOs in many other 
manufactured goods included in the Scheme require a 40% regional value content plus a change in tariff subheading.  
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automotive intermediate goods represent 6% of the products covered by this trade agreement, 

they accounted for most of its initial use, mainly for the intra-firm trade in gearboxes and 

engine parts by Toyota and Ford (Table 5).30  
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
  

 

 
30 In the first two years after its implementation, 82.9% of all Thai imports through the Thailand-India trade Scheme were gearboxes. With 
the implementation of the ASEAN-India FTA, significant shares of Thai imports of gearboxes and exports of engine parts to/from India take 
place now through the ASEAN-India FTA.  

 
Table 5: Utilization of Thailand-India trade scheme by automakers in Thailand 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Source: Interviews with representatives from the Automotive Industry Club and 
individual automakers.  
Abbreviations: EXP: exports; IMP: imports 
* Cells marked with a “Yes” indicate that there is evidence of individual lobbying by 
the lead firm in favor of AFTA liberalization. See Section 3 and the Online Appendix 
for more details 
** The score (0 to 3) refers to the extent of FTA utilization by each automaker to trade 
automotive intermediate goods. See Section 3 and the Online Appendix for more 
details. The Thailand-India trade scheme did not liberalize tariffs on vehicles. 
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 The main automakers in Australia (until 5-10 years ago, General Motors/Holden, Toyota, 

Mitsubishi, and Ford) and Thailand sought to integrate their operations and pressured both 

governments through their respective business associations to launch negotiations for the 

Thailand-Australia FTA. Anticipating increased demand from automakers, automotive parts 

manufacturers' associations in both countries also supported the agreement.31 General Motors 

and Toyota, the main backers of the deal, had engine manufacturing plants in Australia from 

which they wanted to supply Thailand and lobbied the Thai government individually for 

automotive parts liberalization. Similarly, several years before negotiations began, Toyota had 

transferred some of its Australian vehicle production to Thailand and, expectedly, also pushed 

to liberalize Australian tariffs on vehicles. The FTA has eliminated all tariffs on the bilateral 

trade in vehicles and parts and components (Tables 2 and 6) and, together with AFTA/ATIGA, 

they are the only FTAs that have fully liberalized the Thai automotive sector. During the time 

that General Motors and Toyota kept their engine plants in Australia open, both companies 

benefited more than other automakers from the liberalization of automotive inputs in the 

Thailand-Australia FTA (Table 6). This asymmetric use of the FTA to trade automotive inputs 

was backed by more diverse and restrictive RoOs than those in AFTA/ATIGA, which made it 

possible to delimit the impacts of the Thailand-Australia FTA among automakers in a more 

differentiated manner than the former (Table 2). 

 
 

 

 
31 Interviews with officials from the Thai Ministries of Commerce and Industry, representatives of automotive business associations, and 
individual automakers. The position of the Australian Federal Chamber of Automotive Industries on the FTA is available at: 
https://www.aph.gov.au/binaries/hansard/joint/commttee/j7814.pdf. At the time of the negotiations, the Australian and Thai automotive 
industries were more complementary than competitive. Thailand's main strength was in light pickup trucks and smaller-engine passenger cars, 
while Australia's was larger-engine passenger cars and higher-technology components.  
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 Nonetheless, the Thailand-Australia FTA has been used primarily to export Thailand-

made vehicles to Australia, accounting for more than half of all Thai exports through this FTA. 

Although its use for exporting vehicles has been more evenly distributed than for the trade of 

parts, not all automakers have used it equally; Toyota, General Motors, Ford, and Isuzu have 

been the main beneficiaries, while most European carmakers in Australia, which import 

vehicles directly from Europe, have not used the FTA (Table 6). RoOs for vehicles in the 

Thailand-Australia FTA are relatively restrictive, but they have not limited the procurement 

strategies of Japanese and American automakers in Thailand, many of which depend on inputs 

 
Table 6: Utilization of Thailand-Australia FTA by automakers in Thailand 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

Source: Interviews with representatives from the Automotive Industry Club and individual 
automakers.  
Abbreviations: EXP: exports; IMP: imports 
* Cells marked with a “Yes” indicate that there is evidence of individual lobbying by the lead firm 
in favor of AFTA liberalization. See Section 3 and the Online Appendix for more details 
** The score (0 to 3) refers to the extent of FTA utilization by each automaker to trade automotive 
intermediate goods or vehicles. Several automakers closed their plants in Australia after FTA 
implementation (see footnote 33). See Section 3 and the Online Appendix for more details 
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from outside the bilateral area (Table 2). Toyota, whose vehicles have a higher bilateral content 

than other automakers, individually lobbied for more restrictive RoOs.32 The asymmetric use 

of the Thailand-Australia FTA has also been fueled by differences between automakers in their 

ability to reorganize their production after the implementation of the FTA. For instance, 

General Motors, Toyota, Mitsubishi, and Ford have closed their plants in Australia whose 

market they now serve from Thailand (Table 3).33  

 For Japan, the main interest of the Japan-Thailand Economic Partnership Agreement 

lay in the liberalization of the Thai automotive sector and the protection of the investments of 

Japanese firms in Thailand (this research; Manger, 2005, 2009, 2012; Staples, 2008).34 Japan 

already provided most-favored-nation tariff-free access to all imports of automotive goods. 

Compared to other Thai FTAs, this FTA offered Japanese automakers greater potential for 

asymmetric benefits relative to other Thailand-based automakers and that cannot be realized 

through multilateral liberalization. Japanese automakers (chiefly Toyota, but also Honda and 

Nissan) and first-tier suppliers (e.g., Denso) lobbied the Thai government—on their own and 

outside their sectoral associations in Thailand—to remove all tariffs on Japan-made automotive 

intermediate goods and vehicles, as Thailand had granted to Australia.  

 

 

 

 
32 Interviews as in footnote 31. RoOs on vehicles in the Thailand-Australia FTA were set at 40% of bilateral value content plus a change in 
tariff heading, a level of restrictiveness that was supported by the Thai government and most automakers, which prioritized having the 
flexibility to include inputs from third countries. The Australian government sought RoOs that impose a change in tariff heading, but with a 
higher value content requirement of 50% to further limit the imports of European large-engine passenger cars made in Thailand, which 
competed with Australia’s core production. This latter level of RoO restrictiveness was also supported by Toyota. 
33 Mitsubishi closed its plants in Australia in 2009, Ford in 2016, and Toyota and General Motors in 2017. As noted above, General Motors 
also pulled out of Thailand, and of Southeast Asia altogether, at the end of 2020. 
34 Interviews with officials from the Thai Ministries of Commerce, of Foreign Affairs, and of Industry, representatives of business associations 
and individual automakers and suppliers, as well as with officials from Japanese government-related organizations and the Japanese Chamber 
of Commerce in Thailand. For Thailand, the main goal of this FTA was the liberalization of Japanese tariffs on agricultural and processed 
food goods, but many of these products were excluded from the accord (Manger, 2005; Postigo, 2022). 
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       Table 7: Utilization of Thailand-Japan FTA by automakers in Thailand 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Source: Interviews with representatives from the Automotive Industry Club and individual automakers 
Abbreviations: EXP: exports; IMP: imports 
* Cells marked with a “Yes” indicate that there is evidence of individual lobbying by the lead firm  
in favor of AFTA liberalization. See Section 3 and the Online Appendix for more details 
** The score (0 to 3) refers to the extent of FTA utilization by each automaker to trade automotive 
intermediate goods or vehicles. See the main text of Section 3 and the Online Appendix for more 
details. Automakers in Thailand did not use the FTA to export automotive goods to Japan because 
Japan offers zero most-favored-nation tariffs on these products. 
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The liberalization of Japanese automotive intermediate goods faced the resistance of 

Western automakers and most parts manufacturers in Thailand, including some small Japanese 

suppliers with plants in the country, who pressed the Thai officials both individually and 

through their respective commercial associations.35 However, since Thailand’s status as the 

regional automotive hub depended on Japanese automakers’ access to inputs at competitive 

prices, the Thai government eventually agreed to eliminate tariffs on automotive intermediate 

goods and hot-rolled steel from Japan, although during a long phase period of up to 8 and 11 

years, respectively. The use of this FTA to import automotive inputs from Japan has varied 

between firms and has been greater by Japanese automakers Toyota and Honda and, to a lesser 

extent, Nissan and Mazda (Table 7). Nevertheless, as argued in Section 2, the benefits from 

automotive input liberalization are not allocated necessarily or exclusively according to 

automakers’ country of origin or production and export volumes as not all Japanese automakers 

(and not only Japanese automakers) or the largest exporters have used this FTA the most (Table 

7). To illustrate, Japanese Isuzu (which manufactures commercial vehicles with high Thai 

content and is less dependent on imports from Japan) and Mitsubishi (which operates mainly 

 
35 Despite the weight of Japanese companies within them, the two associations of automotive parts producers in Thailand opposed the 
liberalization of Japanese parts. American and European automakers and the European Union representative in Thailand also lobbied directly 
the Thai Cabinet opposing the elimination of Thai tariffs on Japanese automotive products (mimeograph documents). 
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within tariff-free export-processing zones) have made only limited use of this FTA to import 

Japanese inputs (Table 7). American Ford and, until its departure from Thailand, General 

Motors have also made little use of the Thailand-Japan FTA to import Japanese automotive-

grade steel, while European automakers have not benefited from this FTA. The broad 

utilization of this FTA to import Japanese automotive inputs is supported by relatively low 

restrictive RoOs, similar to those in AFTA/ATIGA (Table 2).  

As with automotive inputs, Western automakers and suppliers pressured the Thai 

government individually and via their business associations against the elimination of tariffs 

on Japan-made vehicles.36 The Thai government, which feared it would lead to divestments in 

the automotive industry, also opposed the liberalization of Japanese vehicles in the Thailand-

Japan FTA. Since Japan had refused to make concessions on some key Thai exports in this 

FTA and Japanese automakers already manufacture an extensive portfolio of vehicles in 

Thailand (footnotes 20 and 34), Japan eventually settled to exclude vehicles from the 

agreement (barring a partial liberalization of large-engine passenger cars that are not produced 

in Thailand), while Thailand accepted more relaxed RoOs in this FTA than in the one it signed 

with Australia (Table 2).37 Of note, Toyota initially lobbied the two governments individually 

to make RoOs based solely on value content, something more difficult for other Japanese 

automakers with lower production volumes to achieve. Consequently, the FTA has not 

prompted a significant reorganization of vehicle manufacturing by Japanese automakers in 

Thailand and, as far as vehicle trade is concerned, it has been only used by Lexus (Toyota 

 
36 Of note, the Automotive Industry Club, which represents all automakers regardless of country of origin, opposed the liberalization of 
Japanese-made vehicles. American automakers agreed to small tariff reductions for less price-sensitive passenger cars with engines over 3,000 
cc that represent 0.1% of the Thai market. European automakers, which dominate Thai domestic sales in that vehicle segment, strongly 
opposed the proposal because they produce passenger cars in Thailand at less efficient scales than Japanese automakers do in Japan.   
37 Interviews as in footnote 34. Japanese automakers initially sought the elimination of Thai tariffs on all Japan-made vehicles to gain 
flexibility in future regional production strategies. The FTA left Thai tariffs on Japanese-made vehicles unchanged except for passenger cars 
with engines larger than 3,000cc whose tariffs were reduced from 80% to 60%. RoOs on vehicles in this FTA require either a minimum value 
content of 40% or a change in tariff heading.  
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group), Acura (Honda group), and Infiniti (Nissan group) to import small numbers of large-

engine passenger cars made in Japan (Table 7).38 

 
4. Discussion 

FTA negotiations constitute arenas for cooperation and competition among and between states 

and firms and provide frameworks for the asymmetric distribution of power and value within 

production networks. Individual firms may support FTA liberalization not only to discriminate 

against competing firms outside the FTA area but also to gain a competitive advantage relative 

to rival firms within the FTA area in ways that they cannot through multilateral liberalization. 

The present study identified several conditions that allow FTAs to asymmetrically—and, in 

some cases, selectively—liberalize (or do it deeper or faster) the trade flows of some lead firms 

within the trade area relative to those of others also within it (Table 1 and Figure 1) 

Firm-level studies have shown how certain sources of firm heterogeneity affect not 

only the participation of firms in international markets and their trade policy preferences but 

also their political organization (reviewed in Kim and Osgood, 2019). Firms tend to hold 

diverging policy preferences and lobby individually rather than through collective action in 

sectors with high levels of intra-industry trade, product differentiation, and firm concentration 

(Bombardini and Trebbi, 2012; Madeira, 2016; Kim, 2017; Osgood, 2017). Within a given 

sector, larger and more productive firms are more likely to pressure in favor of tariff 

liberalization than smaller and less productive ones (Baccini et al., 2017; Kim, 2017; Plouffe, 

2017). This study explored how, due to some inherent characteristics of FTAs and certain 

configurations by design, FTAs can be better tailored to the particular production organization 

 
38 Several Japanese automakers in Thailand manufacture and export small-engine electric vehicles to Japan under zero most-favored-nation 
tariffs. 
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of firms than multilateral liberalization; FTAs can narrowly target the liberalization or 

protection of goods, potentially the specific firms producing them, and facilitate the trade flows 

of some firms more than those of competitors.39 At the same time, because FTAs offer firms a 

greater chance to influence policymaking than multilateral rounds (Freund and Ornelas, 2010), 

FTAs can also better accommodate firm heterogeneity in trade preferences and encourage 

firms to lobby individually for those FTA configurations that favor them over other firms 

(Figure 3). The study also examined new sources of heterogeneity among lead firms in 

production networks that allow FTAs to generate those asymmetric effects; namely, the 

prevalence among firms of differences in their ex-ante geographical organization of production 

and in their ability to reorganize those patterns after the FTA entered into force. FTAs can 

more easily delineate these asymmetric effects among lead firms when the industry-level 

standardization of inputs is low and lead firms exhibit heterogeneity in their dependence on 

hierarchical or captive relationships with subsidiaries or long-term suppliers in other FTA 

member countries.  

 
39 In FTAs it is not only possible to choose partner countries and establish RoOs that suit the specific production process of some firms (e.g., 
Toyota in the Thai FTAs with Australia and Japan), but FTAs also provide greater flexibility and selectivity in the coverage and exclusion of 
goods and in the sequence and pace of liberalization.  
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 The empirical evidence in the Thai case supported the above arguments. Whenever a 

prospective FTA had the opportunity to generate distributional effects among automakers, 

potential beneficiary firms lobbied on their own for FTA configurations that could materialize 

benefits that are particular (or even exclusive) to them relative to other automakers in the trade 

area. In some cases, automakers sought not only skewed or relatively selective benefits in 

FTA Features

Firm heterogeneity in 
foreign market involvement

Intra-industry trade
Product differentiation

Types of firms 

Inherent characteristics

Specific configurations 

Firm heterogeneity in 
trade policy preferences

Individual firm lobbying
Lobby for

Firm Heterogeneity

Differences in size, 
productivity, &
product quality

Heterogeneity in: a) the 
organization of production 

within the FTA area,  b) 
dependence on few overseas 

suppliers, c) capacity to 
reorganize production after 

FTA implementation

Low industry-level input 
standardization 

Previously reported sources 
of !rm heterogeneity

Additional sources of
!rm heterogeneity

Flexibility & selectivity in the choice of 
partner, product coverage, sequencing and 
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Easier assessment of impacts 
Easier access to influence policy

Possibility to set product-specific RoOs

Asymmetric liberalization to favor some 
lead firms within the FTA while 
maintaining high MFN tariffs

Restrictive RoOs

Support of

The FTA favors some lead firms over 
others in the same industry and trade 

area and promote its differential 
utilization among lead firms

Figure 3: The interaction between some features of FTAs and the heterogeneity of !rms in various dimensions of their organization 
  of production allows FTAs to distribute the bene!ts of liberalization asymmetrically within a given production network and trade area
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FTAs but also ensured that competitors will not obtain better concessions in future FTAs.40 

The findings here also indicated that heterogeneity among automakers in their FTA 

preferences, and the extent to which they lobbied for and later used Thai FTAs was not simply 

a function of their country of origin or vehicle production and export volumes. Instead, firm 

heterogeneity in these dimensions has mainly depended on the specific configurations of trade 

agreements and automakers’ differentiated patterns of production and trade. To illustrate it, 

Mitsubishi, which is Thailand's second largest vehicle producer and exporter but operates 

mainly within free-trade export processing zones, did not pressure for and has benefited less 

from FTAs, including the Thailand-Japan FTA, than other automakers that produce and export 

fewer vehicles. Meanwhile, American automakers have used the Thailand-Japan FTA to 

import Japan-made steel. Automakers lobbied for specific FTA configurations through their 

business association and/or individually depending not only on the FTA but, for a given FTA, 

on the issue at stake.41  

The asymmetric effects of FTA liberalization among lead firms within the trade area 

examined here are fostered by the international fragmentation of production. At the same time, 

the reorganization of production from the national to the bilateral/regional level, which is 

facilitated by FTAs, often promotes the reverse effect, that is, the consolidation of production 

into fewer manufacturing units. Nevertheless, some automakers have continued to assemble in 

multiple countries after the implementation of FTAs, citing various reasons for doing so, such 

 
40 In the Thailand-Japan FTA, Japanese automakers succeeded in obtaining Thailand’s commitment to not extend better concessions in the 
automotive sector than those granted to Japan to other countries in future FTAs (https://www.mofa.go.jp/region/asia-
paci/thailand/epa0704/joint.html). 
41 Automakers lobbied individually for FTA configurations that supported their existing or planned organization of production, especially 
relative to other automakers in the country. Notably, Western automakers pressured through their business association against the 
liberalization of Japanese passenger cars in the Thailand-Japan FTA, even though Japanese automakers are the most members in the 
association. 



    

37 
 

as manufacturing logistics, reducing economic risks, savings from selling locally produced 

vehicles, and/or retaining policy leverage in each FTA member country.  

Asymmetric FTA utilization among automakers has not been the same in all Thai FTAs 

and has been more noticeable in the trade in automotive intermediate goods. Automakers in 

Thailand have sought out and then utilized FTAs primarily for cross-border trade between 

subsidiaries or with long-term suppliers. For example, in the trade of automotive intermediate 

goods, there has been a greater asymmetry among automakers’ use of the Thailand-India and 

Thailand-Australia agreements than in AFTA/ATIGA. This can be attributed to specific 

configurations in the first two (e.g., bilateral agreements, limited coverage in the Thailand-

India Scheme, more restrictive RoOs), but also to the more disparate input sourcing patterns 

between automakers using them. Concerning vehicle trade, Thailand, being a net exporter of 

vehicles in both trading blocs, liberalized vehicles in AFTA/ATIGA and the Thailand-

Australia FTA, but using the flexibility and selectivity in FTAs, it excluded them from its 

agreements with India and Japan to protect manufacturing in Thailand. Again, the asymmetry 

in the use of the Thailand-Australia FTA to trade vehicles was greater than in AFTA/ATIGA 

due to the more restrictive RoOs and more differentiated patterns of vehicle assembly among 

automakers in the former. 

Are the findings of this study generalizable? First, can the evidence here extend beyond 

the automotive production network? I suggest that the asymmetric effects of FTAs examined 

here are more likely to be found in other sectors where, as in the automotive industry, firm-

specific or “customized” intermediate goods—using the terminology of Sturgeon and 

Memedović (2011), see footnote 16—are prevalent; for example, the precision equipment, 

machinery, and metal parts industries. In contrast, in sectors where intermediate goods receive 



    

38 
 

relatively low most-favored-nation tariffs, can be imported from multiple sources and 

countries, and are relatively standardized (or for “generic” intermediate goods as in Sturgeon 

and Memedović, 2011), the possibility of an FTA distributing its benefits asymmetrically 

would be reduced; for instance, in industries such as jewelry, chemicals, plastics, and basic 

materials (metal, wood, paper). Second, can the results of the case study be extended to other 

countries and FTAs? I contend that the Thai case study is relevant to the political economy of 

firm preferences in other developing countries highly integrated into international production 

networks.42 As noted in footnote 3, although not included in the manuscript, the study also 

investigated automakers and FTAs in Malaysia with similar findings to those presented here. 

The prevalence of high most-favored-nation tariffs on vehicles in many countries has made 

liberalization of the automotive industry a key issue, either as a driver or an obstacle, in many 

FTA negotiations (Carrillo et al., 2004; Staples, 2008; Covarrubias et al., 2020). 

Approximately, a third of all Thai exports through AFTA/ATIGA and half of those through 

the Thailand-Australia FTA are automotive goods. Automotive products also make up an 

important part of intra-bloc trade flows and of the overall FTA utilization in some other trade 

agreements where the automotive sector has been liberalized. For instance, in 2019 vehicles 

represented 46.5% of all Mexican exports to the United States through the North American 

Free Trade Agreement (NAFTA). In the same year, automotive goods accounted for 32.4% of 

total Brazilian exports to other members of the Southern Common Market (MERCOSUR) and 

 
42  Overall, Thailand has pursued a combination of FDI-driven import-substitution and export-led growth strategies (See footnote 4 on 
Thailand's Global Value Chain participation index). Likewise, the analysis of trade in upstream and downstream industrial goods in 59 
countries included in the Appendix of the aforementioned work by Kim et al. (2019) attest to Thailand's integration in production networks 
and suggest that, as these authors concluded for their Costa Rica case study, our findings in Thailand can be extended to other middle-income 
developing countries integrated in the global economy.  
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22.1% of Spanish exports to other European Union countries.43 Therefore, the conclusions on 

Thai FTAs are likely to hold in other preferential trade areas as well.44 

Developing countries like Thailand have sought to deepen their integration into the 

international production networks of multinational firms to foster industrial development and 

enhance local technological capabilities. Nevertheless, the growth of intra-industry trade 

between developing countries and the increasing number and power of developing country 

lead firms within many production networks are transforming the geography of trade as well 

as the organization and governance of many production networks toward more polycentric 

forms (Horner and Navdi, 2017). At the same time, South-South FTAs and pan-regional FTAs 

including developing countries have been on the rise. Noteworthy, compared to most North-

South FTAs, South-South and pan-regional FTAs are more limited in the scope, depth, and 

pace of liberalization, circumstances that will only increase the possibility to generate the types 

of asymmetric impacts among lead firms explored in this study.45 
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