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Trade, FDI and Organization of International
Production with Incomplete Contracts

HU Guo-heng

(Centre for Economic Research , Northwestern Polytechnic

University , Xian 710072, China)

Abstract; Employing a model with multi-stage production, the paper ana-
lyses the endogenous decision of firm boundaries as well as production loca-
tion within a global industry. With incomplete contracting, a firm decides its
ownership and location structure at different production stage according to
the principle of maximizing profits and eventually the three equilibrium
forms come into being: exporting domestic firms, horizontal and vertical in-
ternational production. QOutput of different organization forms depends on
the co-effects of specialization structure, extent of contractual incomplete-
ness, scale economy, relative wage rate and costs of trade. The analysis
sheds light on the relationship between trade, investment and f{irm organiza-
tion in global economy.

Key words: incomplete contracts; intra- product specialization; firm

boundaries; multinational firms
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