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ABSTRACT

This paper sets up a three-country and two-firm model similar to
Eaton and Grossman (1986), but allowing the competition mode of its
firms to be determined endogenously, and use it to examine the export
policy of the exporting countries. It is found that if each firm determines
its mode and value at the same time, there are multiple Nash equilibria
and the optimal export policy can be either a tax or a subsidy, depending
on which equilibrium comes out. On the other hand, if the firms deter-
mine the modes before the values, quantity (price) appears to be the dom-
inant strategy in the mode selection and an export subsidy (tax) is called
for if the goods produced by the two firms are substitutes (complements).
These results differ from the findings of Eaton and Grossman (1986).
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