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Foreign Direct Investment,

Technology Transfer and Government
Policies: A Multiple-Period Model

Jiunn-rong Chiou®

Abstract

In dealing with multinational firms owned by foreign countries, a
host-country government may adopt tax-reducing policies in order to
encourage the firm to transfer technology to host-country firms. This
paper compares the welfare effects of two different tax-reducing
policies, a "time consistent” one and a "time inconsistent” one, that can

be adopted by the host-country government.

In a two-period model, the “time consistent" policy means the host
government is willing to precommit to a tax rate for the second period
and the "time inconsistent" one is the contrary. We find that when the
host government intends to maximize welfare, the optimal policy is to

precommit the tax rate for the second period.
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