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Greenfield, Merger and Acquisition, or Export?
Regulating the Entry of Multinational Enterprisesto a

Host-Country Market

Dapeng Caf"”and Yukio Karasawa-Ohtashifo

#Faculty of Economics, Nanzan University, 18 Yanwzab, Showa-ku, Nagoya 466-8673 Japan.
Abstract

How should a welfare-maximizing host governmenutatg the entry of multinational
enterprises (MNEs) that compete with local firms fbe host-country market? We
demonstrate that the optimal entry regulation ddpemm the size of the host market:
The host government chooses to grant cross-bordegars and acquisitions (M&AS)
when the host market is sufficiently small; othessyi it chooses direct export.
Greenfield investment, on the other hand, will hetgranted. Moreover, we show that
for the case of M&A, the MNEs would acquire the tef§icient local firm.
Keywords:Foreign direct investment (FDI); Export; Mergedahcquisitions (M&AS);
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