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The Optimal Export-Share Requirements and the Optimal
Tax Policy for FDI
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Abstract

The purpose of this paper is to
inquire into the optimal export-share
requirements and optimal tax policy of
the host country for foreign direct
investment (FDI) without import.

We arrive at the conclusion that
described as below. First, when the host
country considers both the export-share
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requirements and tax rate, and under the
situation of monopoly of the muiti-
national enterprise (MNE), the host
country should tax on the MNE. If the
host country taxes on the total outputs of
the MNE, then the optimal export-share
may be positive. But if the host country
taxes only on the sales of the host
country of MNE, then the optimal
export-share should be zero. Secondly,
when there are a local firm and the MNE
playmg Cournot game in the host
country’s market, and the export-share
requirements is the only policy
considered, the optimal export-share will
depend on the relative production costs
of both firms. Thirdly, the host country
should tax on the MNE when the host
country constders both the export-share
requirements and the tax rate. If the
production cost of the MNE is lower
than that of the local firm, then the host
country should not reinforce the MNE to
export. Otherwise, the host country
should reinforce the MNE to export all
it’s products. Furthermore, if the host
country is able to adapt the tax policy on
the MNE, then the optimal condition for
reinforcing MNE to export should be
relaxed. '
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