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Abstract

This paper analyzes how the investment strategies chosen by a multinational enterprise
inter-relate each other whenit is constrained to budged in investing inward and outward in an

oligopolistic market. I assume that if a multinational enterprise increases in inward cost-
reducing R&D investment, then the residual resource necessary for outward foreign direct

investment will be reduced. It is shown that whether firms' R&D investments are strategic

substitutes or strategic complements are endogenously determined depending on howmucha

multinational invests in R&D. The way howthe initial technology gap between a multinational

and firms of the host country is affected by the host country's trade policy is also considered.

1 . Introduction

Nowadays, the activities of firms are interrelated each other across national borders and even a

local small and medium-sized enterprise has to recognize the "world market. Multinational

enterprises (henceforth, MNEs), -which are defined as firms engage in foreign trade and foreign

direct investment, are no longer a special class of firms' organization.1' To survive

internationally competitive markets, MNEmust maintain competitiveness and investment in
innovative activities.
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helpful comments.This research is funded by the Japan Society for Promotion of Science research for
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The United Nations defines MNEas firms owning a production facility and a business institution in
morethan 2 countries, .
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