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Disclosure Policy, and Competition and
Cartelization in R&D: Cournot and Bertrand
Competition

Shoji Haruna

1. Introduction

Since the seminal paper of D’Aspremont and Jacquemin (1988), many papers investigate R&D strategies of
firms in the organization of either R&D competition or R&D cooperation and the effects of R&D investment on
market performances when R&D spillovers take place. Generally, it is presumed in these papers that such
spillovers are parameters determined exogenously, not endogenously. In other words, firms cannot appropriate
their outcomes created by their own R&D activities, and then the outcomes inevitably leak out to their rivals.
However, Poyago—Theotoky (1999) makes a complete volte—face in the conventional treatment about transfer of
R&D outcomes. Namely, she presumes that R&D transfer or disclosure rates are endogenously chosen by firms,
and considers whether firms voluntarily disclose in the absence of any compensation or withhold the
information that they create in their R&D activities under either R&D competition or R&D cooperation. Her
model is a non—tournament model. In contrast, De Fraja (1993) considers whether firms involving patent races
have incentives to disclose or withhold their R&D knowledge in a tournament model.

In order for firms to be able to strategically use information or knowledge such as patents and know—how
acquired through R&D activities they must be able to appropriate such information or knowledge. Nevertheless,
the possibility of appropriation is not always secured, because there are, more or less, spillovers as to the
outcomes of R&D investment among firms and countries, as pointed out by some papers, e.g., Bernstein and
Nadiri (1989), Bernstein and Yan (1997), and Cow and Helpman (1995). Thus one might have some doubts
about taking R&D disclosure rates as strategic variables. However, when we take account of the fact that
intellectual property rights are strictly protected in developed countries, and patent licensing and cross licensing
are actively made among firms, it seems that the idea that the disclosure rates are internally determined by firms
is not necessarily inappropriate. In the following discussion we need to distinguish voluntary disclosure and
inevitable spillover: namely, spillover is a kind of involuntary disclosure.

Poyago—Theotoky (1999) employs a three—stage game model in which duopolistic firms choose R&D
expenditures in the first stage, R&D disclosure rates in the second stage, and outputs in the final stage. The

originality of her model consists in introducing the R&D disclosure rates as decision variables, different from
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D’Aspremont and Jacquemin (1988) and Kamien et al. (1988). She derives the following results under the
assumption that products are perfect substitutes. Namely, when the firms operate under R&D competition, they
have no incentives to disclose any information of R&D activities: they never make the information public.
Alternatively, when they cooperatively choose R&D expenditures, their optimal policies are to perfectly
disclose the information. This is because both their profits increase more by sharing the results of R&D
investments. This result gives the reason why firms want to form research joint ventures concerning R&D
investment some answer. Thus R&D cartels are likely to be transformed to research joint ventures.

The results of Poyago—Theotoky (1999) are of great interest. However, since the inverse demand functions
employed in her model are very simple, we reexamine whether her results also hold under more general inverse
demand functions, focusing on whether firms have incentives to disclose all or part of knowledge yielded by R&
D investment. Moreover, we extend the realm of investigation from the Cournot—quantity setting models to
Bertrand—price setting models. The comparisons of market performances among four modes (e.g. Cournot
competition with R&D competition and R&D cooperation, and Bertrand competition with R&D competition
and R&D cooperation) are made. Through the comparisons we can provide implications for R&D policy,
including disclosure policy of R&D information. The relationship between an efficient R&D organization and
the types of competition and product and whether disclosure of information is beneficial to producers and
consumers are elucidated. Our extension is meaningful enough when we take account of the fact that in a lot of
industries firms engage in price competition 4 la Bertrand.

The remainder of this article is organized as follows. In the next section a basic model of duopoly for analyses
in the following sections is provided. We employ more general inverse demand functions than the Poyago-—
Theotoky model. In addition, product differentiation is introduced, e.g. products are either substitutes or
complements for firms according to the type of competition in their markets. In Section 3, in a three—stage game
model of duopoly under Cournot competition we also consider whether or not the firms make a disclosure of
information concerning the results of R&D activities in the organization of either R&D competition or R&D
cooperation. In Section 4 we present a three—stage game model of duopoly under Bertrand competition, and
consider whether there are incentives for firms in the presence of either R&D competition or R&D cooperation
to disclose the information. In Section 5 we make comparisons of market performances such as R&D
investments, prices and profits in the Cournot—quantity setting and Bertrand—price setting models. The final

section concludes the paper.

2. The Model

We consider three—stage games of duopolists by invoking the Poyago—Theotoky (1999) model. In the first stage
of the games two identical firms simultaneously choose R&D investments to curtail their production costs. In
the second stage each firm decides how much of knowledge or technology acquired by its R&D activities to

disclose to its rival. Like the Poyago—Theotoky model, we assume that the firms use disclosure policy as
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strategic methods, not exogenous ones as in previous papers, e.g., D’Aspremont and Jacquemin (1988) and
Kamien et al. (1992). Finally, in the third stage the firms play Cournot—quantity competition or Bernard—price
competition in product markets.

The costs of firm i are originally given by c(g;) = Ag;, A >0,i = 1,2, where ¢; stands for the output of
firm i . It is possible for the firms to reduce their production costs by making an investment in R&D. Now firm i
must expend by 7x; /2, ¥ > 0, in reducing the costs by x;. Each of the firms may be able to utilize the outcome
of its rival’s R&D investment in addition to that of its own R&D investment. It has been traditionally supposed
that when a firm invests in R&D, part or all of the outcome created by its investment leaks out to its rivals: that
is, the firm cannot appropriate all of its outcome'. In contrast, Poyago—Theotoky (1999) supposes that it can
perfectly manage or control the outcome created by its R&D investment. Following her model, we suppose that
the firms use their disclosure as strategic variables’’. They endogenously have the choices of whether to leak out
or withhold innovative R&D information or knowledge to their rivals.

When we take account of both R&D investment and its disclosure, the unit cost functions of firms i and j are
given by ¢;i(x;,x;,8;)) = A —x; — B;x; and ¢;(x;,x;,8;) = A —x; — Bixi, i # j, respectively, where 3; is the
rate of the knowledge as to R&D that firm i discloses to rival j, and is called the disclosure rate of firm i,
0 < B; < 1. For example, if 8; = 0, then firm i never discloses the amount of its own knowledge to the rival at
all, while if 3; = 1, then it voluntarily discloses all the amount. Now x; denotes the personal R&D knowledge
level of firm i . On the other hand, x; + 3;x; is the effective R&D knowledge level or effective R&D for firm i
resulted from innovative activities in the duopoly industry, which is composed of its own R&D level, x;, and its
competitor’s R&D level that spills over to it, 5;x;. If each firm keeps its own R&D knowledge to the rival
secret, then the rival’s R&D investment and effective R&D coincide. Finally, the output costs of firm i are
given by c(q;) = ¢i(xi,x;,3) - q;.

The two firms produce heterogeneous (differentiated) outputs. Then their inverse demand functions are given

by

pr=a —bq —eq
(1
a—eq —bq, a>00b>0b>|e|,e #0.

p2

To simplify, we assume that the demand functions are symmetric. Parameter ¢ denotes the cross—price effect:

given e > 0, products are substitutes for the firms in terms of Cournot (—quantity) competition, while, given

1 There are a lot of the following channels through which R&D innovative information diffuses, e.g. movement of personnel from
one firm to another, professional and academic meetings, informal communication networks among engineers and scientists, and
reverse engineering (Mansfield [1985]).

2 For example, patent licensing and cross—licensing are close to disclosure of R&D information.

It is assumed that the firms truthfully disclose their R&D information or knowledge to their rivals if they do it.
3 In her two—stage game models with demand or cost information she considers the disclosure strategies of Cournot—quantity setting

and Bertrand—price setting firms.
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e <0, they are complements. The value of e’/b%, in general, expresses an index of product differentiation. In
contrast, in the Poyago—Theotoky model it is assumed that b = e = 1. namely, her discussion is limited to the
case in which products are perfect substitutes under Cournot competition. In what follows, it is assumed that
a > c¢;,where ¢; = ¢;(x;,x;, ).

The profit function of the firm is expressed by
i

Wi:[Pi(in‘]j)_Ci]Qi—T, l#]’ ivj:1727 (2)

where pi(qgi,q;) = a — bg; — eq;.

3. R&D competition and R&D cooperation in the Cournot—quantity setting model

When the firms engage in Cournot competition in the final stage, we have their output reaction functions from

the first—order conditions for profit maximization:

a—ci—2bg —eq =0
3)
a—cy—eqi —2bg =0,

The slope of each reaction curve depends on the sign of e. When firm 1 increases its disclosure rate on R&D
knowledge, this causes the reaction curve of its rival to move upwards. Now, solving (3), we have the

equilibrium outputs of the firms in the third stage:

. 2b(a —c¢;) —ela —¢;)

qi 4[72—6’2 s l#] ()

These solutions are obtained, irrespective of whether the firms compete or cooperate in the R&D stage. As
mentioned above, if a firm reveals its own R&D knowledge to the rival, then this is to the latter’s benefit,
because its revelation contributes to a reduction in the latter’s cost. The equilibrium in this stage is locally stable.

In the following section we also consider the voluntary disclosure (spillover) strategies of the firms in two

cases of R&D competition and R&D coordination.

3.1 R&D competition
The firms non—cooperatively choose their R&D investments so as to maximize their own profits, competing in
the production stage as well. Particularly, before going forward, we rewrite (2) by using (4) as follows:

2
7Ti :b[Zb(a —c¢)—ela —cj)] 77_)ci2:bqi27%i2, P A Q)

2
(4b2—€2) 2
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Figure 1  Disclosure and Output Reaction Curves

First we consider the firms’ disclosure strategies in the second stage. Their strategies are to choose the
optimal ones maximizing their own profits. As the first—order and second—order conditions for maximization
or; /08; =0 and 827r,-/8[3,.2 < 0 are both satisfied whenever there are interior solutions’. However, in
differentiating (2)° with respect to 5;, instead of them we have the following results:

om  4b’exiq;

o __F<(>) 0ase>(<)0
i —e
5)
.
T

o7 > 0.

These inequalities demonstrate that the solutions are corner ones, as shown by Poyago—Theotoky (1999): that
is, the optimal choice of 3; is reduced to either B: =0or! and depends on whether products are substitutes
(e > 0) or complements (¢ < 0)’. Thus, if they are substitutes, then the choice of firm i is B,- = 0, because even
if it discloses a little information created by its R&D activities, this gives firm j a cost advantage over firm i,
which, in turn, decreases the latter’s profits. Therefore, each firm withholds the R&D information. This result
has been already derived by her. Meanwhile, if they are complements, then its choice is ﬁ,- = 1. This implies
that the firm voluntarily discloses all of its knowledge on R&D to the rival. This is well explained by using the

output reaction curves. In Figure 1, given no disclosure, the two reaction curves, Rlo(qz) and R20 (q1), with

4 We assume throughout the paper that there are subgame—perfect Nash equilibria in the games.
5 Darrough (1993) demonstrates that the disclosure policies of firms depend on the type, e.g. Cournot or Bertrand, of competition
they are engaged in and the type of private information, e.g. demand or cost, although she considers whether the firms have

incentives to disclose their private information.
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Figure 2 Relationship between Disclosure Rates and the Value of Cross—Price Effects

upward slopes are illustrated. Intersection E€° of the curves is the (Cournot-Nash) equilibrium in the
production stage, and s % denotes the isoprofit curve of firm 2 at the equilibrium. From now on we call the case
of R&D competition under Cournot competition case C. When firm 2 increases the amount of its disclosure, the
reaction curve of firm 1 is shifted to the lower right, Rll (g2), and then the equilibrium is changed to E Cl, and,
simultaneously, the isoprofit curve moves to 75 L Consequently, it follows that the profits of firm 2 increase, i.e.
7$' > 7§°. This is because the products are complements. Thus it is profitable for each of them to provide its
own R&D information to the rival. Figure 2 illustrates the relationship between disclosure rates and the value of
e.

In the case of e < 0, although the result that the firms set their disclosure rates to unity shows that they form a
research joint venture (RJV), they do not coordinate their R&D expenditures. This corresponds to RJV
competition in terms of the taxonomy of Kamien et al. (1992). RJV competition means that firms form RJVs,
but do not coordinate their R&D expenditures. Our result provides a theoretical basis for the existence of RIV
competition supposed in Kamien et al. But no theoretical basis for its existence will be provided if the effects are
positive.

We proceed to the R&D stage of the game. When setting B =05, =f, and differentiating (2)’ with respect to
X;, we get the first—order and second—order conditions for maximization®:

or 2bQ2b —ef
8_:(7352)[217@ —c)—ela—¢)) =7 =0, ©
X (4b2*€2)

2 A 2
0 7 72b(2b —ef3) .,

L <0, i #]. @
ax,- (4b2—€2)

6 As the Poyago—Theotoky model, given b = e = 1, the second—order conditions are satisfied when v > 8/9 for e > 0 and v > 2/9
fore <0,
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The slopes of the reaction curves in R&D space rely on the sign of e: that is, given e > (<) 0, the curves are
sloping downwards (upwards). Put it differently, x1 and x> become strategic substitutes or strategic
complements according as its sign is positive or negative. When we return to the choice of whether the firms
disclose or withhold R&D information, it seems that their choices are closely related with the slopes of the R&D
reaction curves rather than those of the output reaction curves.

Substituting (6) into (1)’, we obtain the equilibrium profits of the firm:

2 2 2
7= hpt—e?) — 2 (2 —ef) |.

4b (2b — ep)

When we substitute either 3 =0 or 1 into (4) and solve it, the R&D investments under the symmetric

equilibrium are derived, depending on the sign of e, as follows:

4b%*(a — A
=20 =5 = “"2 )2 . fore >0
V(2 + e)db? — %) — 4b
2b(a— A
PL I . AUt ) fore < 0.

Qb +e) —4b

Note that R&D expenditure is less under e > 0 than under e < 0. R&D expenditure (effective R&D) increases
in the case of e < 0 although the firms perfectly disclose their R&D results. Thus the disclosure of innovative
information has some incentives to conduct R&D. Result 5 summarized by De Bondt (1996) is not always the
case.

We examine the stability of the equilibrium in R&D space. The conditions for it to be locally stable are

327r, 8275- 327r,v 8271'/' . .
(2T - O ) S0, i £,
Ox; 0x; Ox;0x; ) \ Ox; Ox;
. . 2
where 827r,- /0x;0x; = 827rj/8x,- Ox; =2b(2b —ef)(2b 3 — e)/(4b2 — ez) ’. When we follow the Poyago—

Theotoky model and set b =e =1, the following conditions for stability must be satisfied: namely,

0 <vy<4/9o0r4/3 <~° Itis intuitively reasonable that the equilibrium is stable when a rate of increase in the

7 The stability conditions are given as follows:

2
83—y (@b —e?) +4b% <0 fore >0

4b —42b +e) <0 fore <0,

For example, if there is perfect complementarity between products, i.e. » = 1 and e = — 1, then the stability condition is reduced
to v > 4. Incidentally, in this case the second—order conditions are v > 2.

8 Henriques (1990) describes the relationship between the stability of the equilibrium in R&D space and R&D spillovers under the
D’ Aspremont and Jacquemin (1989) model. When these spillovers are given exogenously, she demonstrates that its stability in R&

D space depends crucially on the magnitudes of spillovers: specifically, if they are small, then the equilibrium is unstable.
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marginal costs of R&D investment is great’. But it is counter—intuitive that the equilibrium is also stable even if
that rate is small. Taking account of the second—order conditions, we note that condition 4/3 < v must hold for
the existence and stability of the equilibrium. Different from Henriques (1990), there is no evidence that the
existence of spillovers (i.e. concealment or disclosure) especially makes equilibria in R&D space unstable.
When we use the equilibrium R&D investments, the amounts of outputs in both cases of ¢ > 0 and e < 0 are

obtained, respectively, as

. _ . .cC 2v(a —A)(4b* —¢?) 0
q9 =491 =42 = 2 3 3 fore >
Y2b +e)4b” —e”) —4b

2 —A)2
éc:élczézcz—’y(a Y2b +e) fore < 0.

Y Qb +e) —4b

From the comparison of both outputs we find that output under e > 0 is less than or equal to output under
e < 0, where the equality holds only at b = e. Thus it follows that price under ¢ > 0 is higher than or equal to
price under e <0,

Examine the effect of product differentiation on R&D. Then we obtain that, with e >0, d )?5 /de < 0O for
0<e <2b/3, and d;?g /de >0 for 2b /3 < e <b. Given 2b /3 < e < b, if product-market competition is
less intense, then this makes the firms decrease their R&D expenditures, but given 0 < e < 2b /3, it conversely
makes them increase their R&D expenditures. In other words, whereas the advance of product differentiation
increases R&D expenditure if the degree of product differentiation e?/b? is less than 4 / 9, its advance decreases
R&D expenditure if it is larger than 4 / 9. It appears that this threshold deeply relates to the number of firms in
the industry and rises as the number increases. In general, it is recognized that it leads to a decrease in strategic
R&D expenditure since a rise in product differentiation lightens competition among firms. This recognition,
however, is not the case in the presence of R&D commitment. The outcome that the advance of product
differentiation functions so as to reduce output through its commitment is of interest in comparison with the
result without it that the advance always causes output to increase. On the other hand, provided there exists
strategic investment, as the indirect effect its advance causes the amount of R&D investment to increase for
region 4/9 < e?/b* < 1. Therefore, the advance might lead to the opposite of the result derived in the case
without strategic investment.

Let us turn to the case in which there is a complementary relationship between products, i.e. e <0. An
advance in such a relationship leads to an increase in R&D expenditure, i.e. d )EIC /de < 0: that is, a firm
increases its expenditure as product—market complementarity strengthens. Alternatively, we consider the effect
of e on output which is divided into two effects, i.e. a direct and an indirect effects, dg/de and

(9q /0x)(Ox /de), respectively. In the case of ¢ > 0 we have dcjc/de <0 for 0 < e <2b /3, but the effect is

9 Now 7 is the second derivative of the R&D expenditure function, 'yx,z/ 2, which measures the curvature of the function.
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ambiguous for 2b /3 < e < b because both direct and indirect effects move in opposite directions, while we
have d ¢ ¢ /de < 0 for e < 0. Except for the case of 2b /3 < e < b, the more complementary products are, the

larger the amount of output becomes.

3.2 R&D cooperation

Now the firms form a cartel in the R&D stage and coordinate their R&D expenditures, maintaining quantity
competition in the production stage. We consider the choices of disclosure in the second stage and R&D
investments under the R&D cartel in the first stage: that is, they choose them so as to maximize joint profits
II=m +m.

First, we investigate whether they intend to withhold or disclose their outcomes obtained by R&D
investments each other. In order for disclosure rates to have interior solutions, conditions d11/93; = 0 and
821'[/8@.2 < 0 must be satisfied. However, when differentiating the joint profits with respect to the disclosure
rates, we have

ol om  Om 2bx;

= T o T (—eq; +2bg;) > 0
0B 0B O gpr_gry T

) 2 2

oIl 0q; 0q; —
—=2b |- 2b [ =2 0, i #j.
-2 (o) v (3] w004

The conditions for the interior solutions are not satisfied, so that there exist corner solutions. Thus the optimal

(®)

choices are reduced to either 5 = 0 or 1. Since there is a symmetric equilibrium in the second stage, the profits
at B =1 obviously exceeds those at B = 0. Tt follows that the firms choose to disclose the R&D information,
B = 1, but their choices are suboptimal. Hence the firms voluntarily disclose all information concerning R&D,
irrespective of whether products are substitutes or complements for them. This implies that making all their
research results public yields more joint profits for them rather than concealing their results. Therefore, the
result of Poyato—Theotoky (1999) also holds for more general inverse demand functions. Furthermore, her result
carries over to the case in which products are complements. It seems that our result also provides some
theoretical basis for the fact that if firms cooperate on their R&D investment decisions, then RJV cartelization in
terms of Kamien et al. (1992) is created, regardless of the type of product, e.g. substitutes or complements, as
she mentions. In other words, if firms form cartels in terms of R&D investment, this has the mechanisms to
create RJVs among them voluntarily. In addition, the disclosure of R&D information will eliminate wasteful
duplication.

Second, the first—order conditions for maximization of the joint profits in the R&D stage are

oIl am, Om  2b(2b —ef)

-t 8—){[ (4b2_62)2 Db(a—ci)_e(d—cjﬂ — vy +

8_)6; - (')x,-
©)
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The second—order conditions are given by

2
o1l 4b
= y<0,

o b +e)
where 3 = 1. When we substitute (9) into the profit function of each firm, the equilibrium profits under

symmetry are obtained:

2
CC X 2
=— |7(2b -8b |,
7 166 Y(2b +e)
where 3 = 1. In the following we call the case of R&D cooperation under Cournot competition case CC.
Since the subgame—perfect Nash equilibrium is symmetric, by solving (9) the amount of R&D investment of

each firm is given'":

ACCCC cc  4b(a—A)

Qb te) —8b

These are the solutions under the R&D cartel. R&D investment is greater under R&D competition than under R
&D cooperation, i.e. )?CC > X ¢ , for any e, This is the same as the result of Poyago—Theotoky (1999).

We have assumed that the firms collude in determining their R&D investments. When D’Aspremont and
Jacquemin (1988), Kamien et al. (1992), and Poyago—Theotoky (1999) consider the R&D investment and
disclosure strategies of firms under R&D cartels, they implicitly assume that the equilibrium solutions under the
cartels are internally stable. Output cartels are, however, faced with the risk of its collapsing from the inside, as
well known. Therefore, we should pay attention to the problem of internal stability of the cartel. Consider what
happens when firm i contemplates increasing its R&D investment by some amount, but firm j maintaining the
cartel agreement level of its R&D investment. Then, evaluating (9) at the cartel level and using B=1, we

obtain

or  om  2b(2bB—e)

ox  ox (4172_e2)2 2b(a —¢) —ela—c)] <0, i #J.

This demonstrates that even if firm i is sure that the rival will stick to the cartel R&D investment on which they

were agreed, it would not be beneficial for firm i to increase R&D investment secretly: namely, each firm has

10 Now the second—order conditions are assumed to be satisfied.
11 Conventionally, as mentioned by De Bondt (1996), cooperative R&D also exceeds non—cooperative R&D if spillover rates are

relatively large (see, e.g., D’ Aspremont and Jacquemin [1988]).
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an incentive to repeal the cartel agreement. Thus the R&D cartels will be internally stable, but output cartels are
not. It is meaningful to consider the choices of disclosure rates whenever the cartels possess internal stability.

Let us examine the effect of ¢ on R&D expenditure. Now since d )?CC /de < 0, the amount of £ e increases
as e decreases: namely, a firm increases its R&D expenditure when product differentiation advances or the
complementary relationship between products strengthens. In particular, when they are perfect substitutes,
cooperative R&D expenditure is reduced to the minimum.

Substituting the equilibrium R&D investment into (4), we obtain the equilibrium output

¢ 29(a—A)2b +e)
+(2b +e) —8b

Since d dCC /de <0, the more intense product—-market competition is, the more the output of each firm
increases. This result is different from that under R&D competition.

Comparing the amounts of both outputs under R&D competition and R&D cooperation by using (4), we
obtain that ¢ “ s q < for any e, regardless of whether or not the firms disclose their own R&D knowledge. This
is owing to result X “> 5% Asa result, prices are higher under R&D competition than under R&D cooperation,
so that consumer’s surplus is larger under R&D cooperation than under R&D competition, i.e. p “< ﬁc , for
any e, as shown in Poyago—Theotoky (1999)"”. Let us turn to producer’s surplus denoted by (2) or (2)’. When
the cross—price effects are positive, ¢ > 0, we cannot compare between # and frC, although she derives the
result that producer’s surplus is greater under R&D cooperation than under R&D competition in the case in
which products are perfect substitutes. This implies that her result does not necessarily hold in more general
models. Incidentally, the condition for 2 > (<) # isy > (<) 6b°/ (26 +¢)'[2b — e)(b — e)+ b?] , and,
in particular, in the case of b = e it is reduced to v > 8/9b ", If the marginal costs of R&D investment rapidly
(slowly) increase, then it follows that profits in the presence of R&D cooperation exceed (fall short of) profits in
the absence of it. Like this, cost parameter 7 of R&D investment plays an important role in determining the
ranking of both profits. We conclude that the result of Poyago—Theotoky is, generally, not relevant. More
important, profits in the absence of R&D cartelization may exceed those in the presence of it although firms
never share their R&D information in the former case.

Alternatively, when the cross—price effects are negative, and if firms form a cartel on R&D, producer’s
surplus increases in comparison with the case of R&D competition, i.e. #% > #°. This is caused by two
effects: first, the firms can share R&D information and reduce their R&D costs each other as a result of R&D

cooperation, and then their outputs increase; and second, increases in the outputs enhance the demands for

12 Katz (1985) describes that cooperate research is likely to raise consumer’s surplus. Kamien et al. (1992) also obtain that price is
lower in the presence of R&D cooperation than in the absence of it if spillovers are relatively large.

137> 8/9bis the second-order conditions for maximization in the first stage under R&D competition. Incidentally,
¥>6b7/ Qb + e)2 (@b —e)b —e)+ bz} is apparently different from our second—order conditions. Kamien et al. (1992) derive
the result that R&D cooperation (cartel) leads to higher profits, compared with the profits without it. In fact, in the Poyago—
Theotoky model it is assumed that b = ¢ = 1, and, moreover, v > 8/9 is satisfied.
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them, because they are complements. Consequently, R&D cooperation increases more welfare than R&D
competition as long as they are complements. In this case the effect of R&D cooperation is to lower prices and
to raise both consumer’s and producer’s surpluses. Thus to form R&D cartels is of benefit to both consumers

and producers.

4. R&D competition and R&D cooperation in the Bertrand—price setting model

We consider the output and R&D investment behavior of firms in Bertrand’s model of price—setting duopoly. In
the production stage the firms set their prices so as to maximize their own profits, but in the first and second
stages they behave in the same way as in the previous section.

By solving inverse demand functions (1), the corresponding demand functions are derived as follows:

q1 =a—0p +epy

’

(1)
g2 = a+ep; —bpy,

where o = a/(b +e¢), 6 =b/(b* —e?),and e = ¢ /(b* — e?) *. The signs of both ¢ and € are the same: that
is, € is positive or negative according as the cross—price effects are positive or negative.

We can express the profits of firm i as

X2

i, (10)

7 = (pi —¢i)qi(pi,pj) — 2

where ¢q;(pi,p;) = o — dp; + ep;. This profit function is the counterpart of (2). The firms set prices so as to
maximize their own profits in the third stage, given R&D investments and the rates of R&D disclosure chosen in
the previous stages, respectively. From the first—order conditions for maximization we have price reaction

functions as"

Oé+6(,’| *2(5]91 +Ep2 =0
1)
a+bcy +ep) —26p, = 0.

The slopes of these reaction curves depend on the sign of €: that is, given € > (<) 0, the reaction curves are
sloping upwards (downwards). Thus products are complements for the firms if € > 0, while they are substitutes
ife <O0.

From (11) the equilibrium prices for both outputs are derived as

14 In this section it is assumed that b # e.

15 In this stage the second—order conditions are satisfied, and the equilibirum is locally stable.
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. U204 ¢€)+6Q2b¢; +ec))
pi= 46% — &2 ’

i #j. 12)

4.1 R&D competition

Using (12) and making a tedious calculation, we can rewrite (10) as follows:

_ms2 2y NE 2 2 2
gy o@D ZQF — et bee)] v gl vy (10

i 2
(4 62 _ 82) 2 6 2
In the second stage each of the firms chooses its R&D disclosure rate so as to maximize its own profits. Then
2
the first—order and second—order conditions for maximization must be 0m; /98; = 0 and 9 m; / 8[)’,-2 < 0 in order

for optimal R&D disclosure rate B,v to have an interior solution. However, instead of both conditions we obtain

o, 26ex: 4,
8—6’:—%>(<) 0as e<(>)0

(13)
827ri 28322

e

i (46 —€ )

where ¢; = 6 [a(25 +e)— (28% — D, + dec; |/ (46% — £%). These inequalities demonstrate that the equilibrium
in the second stage holds at the corner. Concretely, if € > 0, then optimal disclosure rate for firm 7 is either
B; =0o0r 1 as dr;/86; <0, while if € < 0, then it is #; = 1 as dm;/93; > 0. In the former case let us compare
profit levels at 3,» =0 and 1. The profits are less at 3,» =1 than at 3,- = 0 when we take into consideration the
fact that the equilibrium is symmetric. In effect, the optimal behavior as to R&D disclosure is to appropriate
(disclose) their information of R&D investment as long as products are complements (substitutes). These results
are explained as follows. First, if they are complements (¢ > 0), then a rise in 3; causes the upward sloping
price reaction curve of firm j to move downwards in that the profits of firm i decrease. Second, if they are
substitutes (¢ < 0), then its rise causes the downward sloping reaction curve of firm j to move downwards. Put
is differently, if firm 1 provides more its own information on R&D to its rival than ever, then this leads to a
decrease in the price of product 2, i.e. an increase in its output, and, simultaneously, to an increase in the price of
product 1 in that firm 1’s profits increase. This is illustrated in Figure 3, where W;(p;),i # j, denotes the price
reaction curve of firm i. If firm 1 raises the rate of disclosure, then its reaction curve is kept unchanged, but the
reaction curve of the rival is shifted from ¥9(p;) to Wi(p1), so that the Bertrand equilibrium moves from E 2 0
to EZ'. Both 7#% and 7#" are the isoprofit curves of firm 1. Superscript B denotes the case of R&D competition
under Bertrand competition, and superscript 0 (1) variables before (after) its rate changes. It seems that an
increase in its profits is due to a rise in its price. From these two cases we note that the firms should choose

different strategies about R&D disclosure by a difference in the type of product.
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2]

Figure 3 Disclosure and Price Reaction Curves

The optimal choices as to R&D disclosure rates are finally determined only by the sign of the cross—price
effects (¢), and are independent of whether the firms compete with each other in quantity or price. Namely,
given e >0, they will have the incentives to fully appropriate their knowledge newly acquired by R&D
activities, while given e > 0, they will have those to share all of their R&D knowledge each other. The result in
the latter case shows that the selfish decisions of firms lead to the formation of RJVs in R&D, so that RJV
competition in terms of Kamien et al. (1992) takes place under Bertrand competition as well as under Cournot
competition.

We proceed to the decisions of R&D investment. When we differentiate profit function (10) with respect to

X; , the first—order and second—order conditions are given as

om _ 24‘52 [a(26 te)— (26 — P + 65cj] (267 — &%) — 62f] —qx; = 0
Ox; (4 &2 _ 52)

6y
o 26

2
= 2_ 2 _ ~ _ . .
o @y (B e —a <0 1A,

1

where {3 stands for the optimal R&D disclosure rate, because the firms are symmetric. The slopes of the reaction
curves in R&D space derived from (6)’ reply on the sign of €, i.e., as a consequence, e: that is, given
e > (<) 0, both curves are sloping downwards (upwards)'®. This shows that whether X1 and x2 are strategic
substitutes or strategic complements also relies on the sign of e, not the type of competition in the third stage.

We may conclude that whether the firms disclose or withhold their R&D information is closely related with the

16 We assume that the equilibrium in R&D space is locally stable.
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slopes of the R&D reaction curves, because the same indication is made in Section 3.1 as well.

Using first—order conditions (6)” and arranging them, we can derive the equilibrium profits of the firm'":

2
2= i . {'y (48> — %) —26[(26% — &) — 553}2}.

46[(26% — %) — 8¢f3]

Under symmetry the R&D investments are derived from (6)’:

26262 — ) — A (6 -
=5 =8 = @5 = Ha-A¢-2) fore >0
Y26 +¢) (26 — ) —26(6 — £)(26% — £2)
26(5 — —AG -
PP Ao -A0-2) fore < 0.

Q26 —e) — 45 —e)

Different from the result in the Cournot—quantity setting model, it is indeterminate whether disclosure of
innovative information has an incentive to conduct R&D investment. It is, furthermore, difficult to determine the
effect of € on R&D expenditures, differently from the case of Cournot competition.

The equilibrium prices are given by

N 2 2
ﬁB _ ﬁlf _ ﬁf _ Yl + A )26 + ¢) (26 : e) —2ab(l + 6)(26° —e7) fore > 0
V(26 + ) (26 — ) —28(6 — £)(26> — €2)
ﬁB :ﬁlf :ﬁf :’y(Zé—s)(a+A6)—4a5(6—s) fore < 0.

Y25 —e) — 45 —2)

Since the effect on the prices of a change in € also remains indeterminate, we cannot specify the effects of

changes in product differentiation on R&D investments and prices.

4.2 R&D cooperation

The firms now determine both their R&D expenditures in the first stage and their disclosure rates in the second
stage so as to maximize their joint profits, Il = 7 4 72, determining their prices in the final stage. This
subsection is the counterpart of Subsection 3.2. In order for the second stage equilibrium to have interior
solutions, both dI1/95; = 0 and 321_1/ 8[5,-2 < 0 must be satisfied. However, instead of these conditions we get

the following results:

17 The conditions for the equilibrium in R&D space to be stable are

2 2 2 2
()71;,- 07';,- B 9 o S0, i ).
ox; Ox; 0x; 0x; ) \ Ox; 0x;
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fore <(>) 0 (14)

8_/31' 0B, 3_51 - (467 — 52)2

an_%+wtgmmt&mf&ﬂH><%o

o om o L
a_ﬂfza_ﬁf+a—ﬁf>0’ i #js
where H = [a(26 + &) — (267 — €*)¢; + bec;)]. In the case of & < O there apparently exist corner solutions such
as B = 1, because the model is symmetric. In the case of € > 0, 9I1/98; > 0 is derived, so that B: = 1" Thus
the joint profits are an increasing function of the R&D disclosure rates in any case, so the (sub) optimal rates are
B(=4)=1. As in the previous section, the optimal choice as to disclosure is to share all amount of its
knowledge on R&D activities to the other. In doing so, their joint profits are maximized. Thus, in both cases of
e >0 and e <0, RJV cartelization in terms of the taxonomy of Kamien et al. (1992) is unconsciously yielded.
These results also provide some theoretical basis for the reason why firms form RJVs in the presence of price
competition as well as in the presence of quantity one.
Using the first—order conditions as to R&D investment, we have the equilibrium profits under R&D

cooperation”:

2
ABC YX
K

= yes-e' -85 -2
165 (5 — <)

Under the symmetric subgame—perfect Nash equilibrium the amount of R&D investment is given by solving the

first—order conditions:

BC .BC .BC 46(6—¢) [a — A6 — s)}
X =X =X, = 5 5
v(26—¢e) —86(6—¢)

These are the solutions under the R&D cartel. The cartel is also internally stable as in case CC.
~B ~BC . .
When we express £ and £ by a, b, and e in place of @, 6, and € and make a comparison between non—
cooperative R&D and cooperative R&D investments, the following results are derived. If the cross—price effects

.. . ABC ~B . .. . . . . ..
are positive, i.e. ¢ > 0, then £ > X holds. The intuition behind this result is straightforward. This is because

18 If the symmetric equilibrium is not assumed, then it is not clear whether the optimal disclosure rate of firm 7 is unity, i.e. B =1.
19 The first—order conditions for maximization of the joint profits are
oIl om  Om; 26 X
— =t < [a(26 +2)— 28 — D + &CJJ [(28 — %) — 8eB] —
Ox;  Ox; Ox; (462 — 2)

T % {a(Zé o) - (26% — e + 5ac,-] [B26> =) — 6] =0, i #).
(46 — &%)

Furthermore, we assume that the second—order and stability conditions are all satisfied.
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a reduction in production costs exceeds that in price when R&D cartels are organized. On the other hand, if the
effects are negative, then 2258 as long as b —e/3 < V11/3v2=0.782, and <@ as long as
b —e/3>+/11/3v/2=0.782. The condition of b — e/3 < 0.782 means that the difference between the own
price and cross—price effects is relatively small, in short the price elasticity of demand is large. Therefore, if the
own price effects are not small, then there will be few combinations of (b,e) to satisfy inequality
b —e/3 < 0.782, In contrast, there will be a lot of such combinations to satisfy b — ¢ /3 > 0.782, Thus R&D
cooperation typically has the effect to diminish R&D investment. If firms can cooperate on R&D, then they
choose to keep their R&D investments at a moderate level rather than increase R&D investments uselessly,
because increases in the investments lower prices and profits. This result is obviously different from the result in
the Cournot—quantity setting model in which products are complements.

By substituting % into (12), we obtain the equilibrium prices

BC  .BC  .BC (e + Ad) — 8a(d —¢)
p =P =P = ) 5 -
Y6 —¢e) —86(6—¢)

We now turn to welfare comparisons. Prices are decreasing functions of R&D investment, as shown in (12).
Hence, if e > 0, then we have p i >p Be because )EBC is larger than )EB. On the other hand, if e < O, then the
following results are obtained by the direct comparison of ﬁB and ﬁBC, that is, we have ﬁB < ﬁBC as long as
b —e/3 <0.782 (i.e. the price elasticity of demand is large), so that consumer’s surplus decreases by R&D
cooperation; and in contrast we have p Fs P B as long as b — e /3 > 0.782. Consumer’s surplus increases by
R&D cooperation as long as e > 0, and, moreover, ¢ <0 and b — e /3 > 0.782 *, We find that cartelization in
R&D activities is typically beneficial to consumers. We also get the following result with respect to producer’s
surplus: A7 frB. In particular, as long as products are complements in terms of Bertrand competition and the
price elasticity of demand is small, R&D cooperation, not R&D competition, leads to a rise in welfare. This is

the same as the result obtained in the Cournot—quantity setting model.

5. A Comparison between Cournot and Bertrand competition

We compare and rank R&D investments, prices, and profits among four modes yielded by combining one of
two types of competition, Cournot and Bertrand, and one of two types of R&D organization, competition and

cooperation, e.g. C, CC, B, and BC.

5.1 Comparison of R&D investments

. . ~C B .
First, we compare both R&D investments, ¥ and X , under R&D competition. Then we have

20 Given e > 0, the optimal disclosure rates are zero in the presence of R&D competition. So the cost per unit is A — x. In this case
. B ~BC . . . .
we obtain that £ < X aslongasé > (1 + V/3)e. Those in the presence of R&D cooperation are unity, so that the cost is A — 2x.

. . . LB .BC
When taking account of this result and calculating, we have that X <X .
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X >Xx fore >0
(15)

X <X fore < 0.

These results show that R&D investment is larger (smaller) in the Cournot—quantity setting model than in the
Bertrand—price setting model if products are substitutes (complements) in terms of Cournot competition, i.e.
e > (<) 0. See the Appendix for the derivation of (15).

Let us proceed to the comparison of both R&D investments under R&D cooperation. Consequently, we have

.CC _ BC
X >X fore >0

(16)

.CC

BC
X <X

fore < 0.

When the firms coordinate their R&D expenditures, whether x “ s larger or smaller than 5 depends on the
type of product, as shown above. See the Appendix for the derivation of (16). We find from (15) and (16) that
firms facing Cournot competition invest in more (less) R&D than firms facing Bertrand competition when the
cross—price effects are positive (negative), irrespective of whether the firms cooperate on their R&D decisions.
This is due to the fact that products are reduced to substitutes under Cournot competition or Bertrand
competition when the effects are positive or negative, respectively.

Let us, moreover, compare R&D levels among the four modes. When arranging the results concerning R&D

investment in the previous sections, (15) and (16), we obtain

.CC _ ,BC _ B .cC _ ,.C _ B
X >X >x and X >X >X fore > 0.

The largest R&D investment level among the four modes is attained in case CC in which firms engage in
Cournot competition in the third stage and choose their R&D investments cooperatively in the first stage. In

contrast, given ¢ < 0, we obtain

[P S S forb —e/3 > 0.782
a7
5555 55 forb —e/3 < 0.782.

The largest R&D level may be attained in case B in which firms engage in Bertrand competition in the third
stage and choose their R&D investments non—cooperatively in the first stage®. What is of interest is that the
ranking of 2% and 2% is changed by the magnitude of b — e /3. Although these results are derived under the

assumption that the inverse demand functions are symmetric, the same results will also hold even if this

21 Strictly speaking, if b —e/3 < 0.782, then the R&D investment level is the largest among the four cases when Bertrand—price

setting firms form cartels on R&D. However, this case seldom takes place.
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Figure 4 Cournot Price and Bertand Price Curves

assumption is loosened.

5.2 Comparison of prices
Each of output prices p€ and p® under both Cournot and Bertrand competition is a decreasing function of R&D
investment. In order to compare these prices in the presence of R&D competition we use the price functions
such as p€ = p€(x) and p® = p®(x), where p€(x) = [ab + A +e)—(1 +B)x]/(2b +e) and pZ(x) =
[a(b —e)+Ab — (1 + B)x]/(2b —e). As illustrated in Figure 4, price curve pC(x) under Cournot
competition is always above pB (x) under Bertrand competition for any R&D investment, that is pC (x) > pB (x)
for any x.

First, we make a comparison between Cournot and Bertrand prices under R&D competition. Taking the result

of (15) into consideration and the relationship between the two prices, we have

[56%}33 fore >0

5 >p" fore < 0.

B

1A

For example, the second result is illustrated in Figure 4. As for output we straightforwardly obtain that ¢ ¢ = q
for e >0 and § ‘< c}B for e < 0. If the cross—price effects are negative, then competition is fiercer in the
Bertrand—price setting model than in the Cournot—quantity setting model, so that the price is lower in the
former. In contrast, when the effects are positive, output under Cournot competition might exceed output under
Bertrand competition. As well known, if there is no strategic R&D investment, prices are higher under Cournot
competition than under Bertrand competition. The conventional result is the same as that in the case of e <0,
but apparently different from that in the case of e > 0. This difference will be due to the fact that the existence
of strategic R&D investment leads to more increased output under Cournot competition than under Bertrand

competition as long as e > 0. Incidentally, consumer’s surplus is obviously larger in the Cournot—quantity
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setting model than in the Bertrand—price setting model whenever the cross—price effects are negative.
We find from (15) and (16) that the same results as under R&D competition hold under R&D cooperation as
well: that is, p e % ﬁBC for e >0, and p “ s ﬁBC for e > 0. Furthermore, putting results (17) and the

relationship between p€ and p® together, the following results are derived:

ife <0,
p° < p® < p <5 forb —e/3 > 0.782
BC<ﬁCC<ﬁC or ﬁBC<ﬁB <ﬁc forb —e/3 < 0.782.

As long as the cross—price effects are negative, and, moreover, the price elasticity of demand is relatively small,
namely b — e /3 > 0.782 holds, then the price in the absence of R&D cooperation under Bertrand competition
is the lowest among the four modes, and the price in the absence of R&D cooperation under Cournot
competition is the highest. Thus consumer’s surplus is maximized in case B and is minimized in case C. The
results above show that R&D cartelization leads to a rise in price under Bertrand competition and, conversely, to
a reduction in it under Cournot competition. In the case of b — e /3 < 0.782, which is the less common case in
comparison with the other case, the price in the presence of R&D cooperation under Bertrand competition is the
lowest among the four modes. Thus consumer’s surplus is maximized in case BC. The ranking of ﬁB and ﬁBC is
reversed according to whether the magnitude of (b —e/3) is less or greater than 0.782. This change is
intuitively explained as follows. For example, when the price elasticity of demand gets relatively small, firms
have incentives to increase their outputs, so that prices lower. R&D cartelization leads to a reduction in price
under Bertrand competition as well as under Cournot competition. When the cross—price effects are positive,

there does not exist the perfect correspondence between R&D levels and prices, as shown above.

5.3 Comparison of profits

From the comparison of profits we have

79 > 2% fore >0
(18)
P fore <O.

See the Appendix about the derivation of these results. Whether profits under R&D cooperation are greater in
the Cournot—quantity setting model than in the Bertrand—price setting model depends only on the sign of ¢ as in
the comparison of the R&D investments: that is, producer’s surplus in the former model thus exceeds (falls
short of) that in the latter model whenever products are substitutes (complements). In contrast, it is impossible to
make a comparison between profits under Cournot and Bertrand competition in the presence of R&D

L. . AC < .B
competition, i.e. 7 =7 .

Now, taking account of the previous results concerning price, we obtain the following result: namely, welfare
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is higher under Cournot competition than under Bertrand competition whenever the cross—price effects are
negative and firms cooperatively choose their R&D. Moreover, both consumer’s and producer’s surpluses are
increased by the formation of R&D cartels, and this result does not rely on whether firms engage in Cournot or
Bertrand competition in product markets.

We turn to profit comparisons among the four modes. Putting the previous results together, we obtain the

following results:

ife >0,
7€ > 25 > 78 and 7€ > 7€ for v > 6b2/(2b +€)2 [(Zb —e)b — e)+b2}
A S T fory < 662/ (2b +e) [(2b —e)b — ) +b7];
and
ife <0,

~BC ~CC ~C ~BC ~B
7 >a >7 and T >7@ .

As mentioned above, when the cross—price effects are positive, the highest profits are attained in the presence of
R&D cooperation (competition) under Cournot competition if the curvature, 7, of the R&D expenditure function
is comparatively large (small), that is, if the marginal costs of R&D investment increase rapidly (slowly). Then
producer’s surplus is maximized in the presence of R&D cooperation under Cournot competition as long as its
marginal costs rapidly increase, and maximized in the presence of R&D competition under Cournot competition
as long as the marginal costs slowly increase. On the other hand, when the effects are negative, the highest
profits are attained in the presence of R&D cooperation under Bertrand competition, and then producer’s surplus
is maximized. On the whole, if firms form an R&D cartel, then this tends to give more profits to them in
comparison with the case without it. From the outcomes as to consumer’s surplus and producer’s surplus we
find that welfare in the presence of R&D cooperation under Bertrand competition is the highest among the four

modes as long as both the cross—price effects are negative and the price elasticity of demand is great, i.e.
b —e/3<0.782.

6. Summary

We have extended the Poyago—Theotoky (1999) model of three—stage games in two directions: one is to employ
more general inverse demand functions more than her model; and the other is to consider the behavior of firms
in Bertrand’s model of price—setting oligopoly as well as in Cournot’s model of quantity—setting oligopoly.
These extensions are related only with the final stage of the three—stage game models, and the other two stages
are the same as her model. We have derived several results. First, both optimal disclosure strategies of quantity—

setting and price—setting firms are the same in the presence of R&D competition, and their strategies are
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dependent on whether R&D investments are strategic substitutes or strategic complements. For example, the
firms withhold (disclose) their information about R&D activities if they are strategic substitutes (complements).
We thus find that what determines the disclosure strategies of firms is ultimately dependent on the cross—price
effects in inverse demand functions in both Cournot—quantity setting and Bertrand—price setting models.
Namely, their strategies deeply relate to the slopes of the R&D reaction curves, not those of the output reaction
curves.

Second, when cooperating in investing in R&D, they will make their R&D outcomes public not only under
Cournot competition but also under Bertrand competition. It is concluded that the disclosure strategy of the firm
in the presence of R&D cooperation and R&D competition depends only on the cross—price effects in inverse
demand functions. It is of great interest that both R&D cooperation in the R&D stage and a difference in the
type of market competition between firms never influence on their strategies. Firms have the incentives to share
their R&D information each other even if products are substitutes under Bertrand competition.

R&D cooperation always leads to RJVs in R&D, i.e. RJV cartelization in terms of Kamien et al. (1992).
Moreover, if the cross—price effects are negative, then RJVs are also formed in the presence of R&D
competition, irrespective of whether firms engage in Cournot or Bertrand competition. More interestingly, this is
obtained even if each of them chooses its R&D expenditure so as to selfishly maximize its own profits. Then
this shows that it is not always necessary for governments to support the establishment of RJVs in R&D.

Poyago—Theotoky (1999) makes a comparison between R&D investments, prices and profits in both R&D
competition and R&D cooperation under Cournot competition. Her results concerning R&D investment and
price hold in more general inverse demand functions as well, however her result concerning profit is invalid.
Our results can be, moreover, extended as follows. Even if firms with the intention of disclosing R&D
information make a claim for a reward for their disclosure, our results also hold if the level of the reward is not
great.

We have compared market performances among the four modes. Generally, prices are lower under Bertrand
competition than under Cournot competition when the cross—price effects are negative. Alternatively, if the
price elasticity of demand is small, then the price in the presence of R&D competition under Bertrand
competition is the lowest among the four modes, while if the elasticity is great, then the price in the presence of
R&D cooperation under Bertrand competition is the lowest. This result has some policy implications. For
example, in order to raise consumer’s surplus the government needs to take policies to deter or promote R&D
cartelization according as the elasticity is small or large. This shows that it is not optimal to prohibit firms from
forming R&D cartels from the viewpoint of that surplus. When the cross—price effects are positive, prices might
be lower under Cournot competition than under Bertrand competition. It is, however, ambiguous whether
disclosure of R&D information has advantageous effects on consumers. Consequently, it appears that the effects
of disclosure on prices are not typically so great.

When the cross—price effects are positive, the profits in the presence (absence) of R&D cartelization under

quantity competition are the largest among the four modes if the marginal costs of R&D investment increase
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rapidly (slowly). In contrast, when these effects are negative, the largest profits are attained in the presence of R
&D cartelization under price competition. Thus the level of producer’s surplus totally depends on both the signs
of the cross—price effects and rates of increase in the investment costs. These reveal that it is not always
profitable for firms to form R&D cartels in the R&D stage. Moreover, the effect of disclosure on firms’ profits
does not seem to be great. The form of the R&D expenditure function may have important effects on firms’
profits rather than disclosure of information.

When the effects are negative and, moreover, the price elasticity of demand is large, welfare under Bertrand
competition is raised up to the highest level among the four modes by R&D cartelization. But, on the whole, the

formation of them tends to yield larger profits to producers than consumers.
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Appendix

The derivation of (15):

R . . B . L .
To compare R&D investments we first change parameters, @, 6, €,in X into @, b, and c. After calculation it is obtained that

C B V@b — e’ fore >0
T T @b te)— 42 1@ 7 — eD2b — e)b +e) — 26267 — &2

and
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.C B 2ve?
x —x = 2 2 2 > >
[1@b +e) —4b|[12b — &) (b +e) —4b(B? )]
The derivation of (16):
Similarly, we obtain a difference between X “and 7
.CC  .BC 8bye3(a —A)
X —x =

The derivation of (18):
Profits #% are rewritten as
LBC b’y(a—A)z(b—e)
™ = .
v@b—e) (b +e)—8b(b —e)
Then we get a difference between ﬁCC and frBC:
2

.CC  .BC 2bved(a—A)
T -7 =

{7(21; te) 78b] [7(21; eV (b +e)—8bb 7e)] '

[7(21; te) 7817] [7(21; —e)V (b +e) —8b(h? 7e2)} '

fore <0,
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Disclosure Policy, and Competition and
Cartelization in R&D: Cournot and Bertrand
Competition

Shoji Haruna

This paper considers whether firms have incentives to disclose their R&D information to their rivals in
Cournot—quantity setting and Bertrand—price setting models. Furthermore, we compare market performances, e.
g. R&D investments, prices and profits, in these models. It is shown that whether they have such incentives
depends only on the signs of cross—price effects in demand functions, irrespective of the type of competition, e.
g. Cournot or Bertrand competition. When making comparisons of them among four modes, we find that the
formation of R&D cartels tends to increase the expenditure of R&D investment and then gains more profits.
Alternatively, we point out that quantity—setting firms gain more profits in the presence of R&D cooperation

than in the absence of it when products are substitutes in terms of Cournot competition.




<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /All
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends false
  /DetectCurves 0.0000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize false
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile (None)
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 2.00000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 2.00000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile (None)
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /Description <<
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000500044004600206587686353ef901a8fc7684c976262535370673a548c002000700072006f006f00660065007200208fdb884c9ad88d2891cf62535370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef653ef5728684c9762537088686a5f548c002000700072006f006f00660065007200204e0a73725f979ad854c18cea7684521753706548679c300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /DAN <>
    /DEU <>
    /ESP <>
    /FRA <>
    /ITA <>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020b370c2a4d06cd0d10020d504b9b0d1300020bc0f0020ad50c815ae30c5d0c11c0020ace0d488c9c8b85c0020c778c1c4d560002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken voor kwaliteitsafdrukken op desktopprinters en proofers. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /PTB <>
    /SUO <>
    /SVE <>
    /ENU (Use these settings to create Adobe PDF documents for quality printing on desktop printers and proofers.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
    /JPN <>
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /NoConversion
      /DestinationProfileName ()
      /DestinationProfileSelector /NA
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure true
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles true
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /NA
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /LeaveUntagged
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [1200 1200]
  /PageSize [612.000 792.000]
>> setpagedevice


