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Abstract  The literature on foreign direct investment has analyzed corporate location 

decisions when firms invest in R&D to reduce production costs. Such firms may set 

up new plants in other developed countries while maintaining their domestic plants. 

In contrast, we here consider firms that close down their domestic operations and 

relocate to countries where wage costs are lower. Thus, we assume that firms may 

reduce their production costs by investing in R&D and likewise by moving their 

plants abroad. We show that these two mechanisms are complementary. When a firm 

relocates it invests more in R&D than when it does not change its location and, 

therefore, its production cost is lower in the first case. As a result, investment in 

R&D encourages firms to relocate. 
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