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ABSTRACT

This paper sets up a two-country model to examine the relationship between VER and
FDI. The export (foreign) country chooses to export to, and/or to invest in, the host (do-
mestic) country, and under a VER restriction imposed by the domestic country, the paper
shows that the foreign firm may undertake both export and FDI actions simultaneously.
It compares the effects of VER on output, profits and welfare in both the presence, and
absence, of FDI, and demonstrates that irrespective of the degree of intra-brand product
differentiation between the products produced by the foreign firm, under VER and FDI,
an increase in VER will not change the output, price and profit levels of the host country.
However, its effect on the profits of the exporting firm is generally ambiguous. This result

is in sharp contrast to the findings of Eldor and Levin (1990) in which they concluded that
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in the absence of FDI, an increase in VER would cause the output and profit of the host
country firm to decline, and the exporting firm’s profit to increase. Furthermore, this paper
also finds that the optimal levels of VER are free trade from the viewpoint of both the
export and host countries. Increasing intra-brand product differentiation makes the export

country better off, while the host country is worse off.

Keywords: Foreign direct investment, Voluntary export restraints, Intra-brand differentia-

tion



