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Abstract

We compared and analyzed the effects of establishing multilateral FTA and bilateral FTA on the
R&D investment of exporting firms when they compete in Cournot fashion and when the government
of the importing country acts strategically.

In the short run, we found that the importing country prefers to enter into a bilateral FTA with each
exporting country separately for maximizing its welfare. However, we also found that, in the long
run, it is more welfare—enhancing policy for importing country that entering into a multilateral FTA
with all of the exporting countries simultaneously because it helps facilitate the R&D investment of
exporting firms.

But once entering into a multilateral FTA, the exporting firms would be faced with more intensive
R&D investment competition and hence they would suffer severe welfare loss.
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