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Fragmentation, Vertical FDI and Intra-Industry Trade
GAO Yue

(School of Economics sShandong University of Technology sZibo 255049 ,China)

Abstract; This paper,drawing on Dixit-Stiglitz framework,analyses mul-
tinational firms’ decision to allocate product chains at home and abroad
when product chains can be freely segmented. This paper also analyses the
dynamic effects of the vertical FDI for segmentation production on trade and
consumers’ welfare. With the gradual investment for fragmentation, the dy-
namic relationship between trade and FDI is always substituted, which is dif-
ferent from the traditional research. When multinational firms change their
segmentation production decision as a response to the changing surround-
ings,it always benefits consumers.

Key words: segmentation production; multinational corporation; vertical
FDI;intra-industry trade (wEHRHE F—rD)
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