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Abstract

By means of a three-stage game model,
this project intends to compare the welfare
levels of a host country, derived from
domestic-market oriented and export oriented
FDI. In the first stage of the model, the host
country decides whether to allow the FDI
firm to sell its output in the domestic market;
the host country’s upstream factor supplier
determines the decentralized factor prices in
the second stage followed by the Cournot
competition between the FDI firm and the
local firm in either the host country’s market
or in a third country’s market. We find when
the two firm’s product are independent and
the technology of two firms are the same, if
the size of domestic market is greater than or
equal to that of export market, the host
country would prefer the domestic-market
oriented FDI. In contrast, if the size of
domestic market is much smaller than that of
export market, the host country would prefer
the export oriented FDI. When the two firm’s
products are perfect substitutes and the
technologies of two firms are the same, and
the size of domestic market is smaller than or
equal to that of export market, the host
country would prefer the domestic-market



oriented FDI.
domestic market is much greater than that of

Contrarily, if the size of

export market, the host country would prefer
the export oriented FDI. Furthermore, the
more efficient the FDI firm, the more likely
the host the

domestic-market oriented FDI.

does country  choose

Keywords : FDI, Welfare, Market Size
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