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Abstract

In this article, the non-negativity constraint on the marginal production-cost
binding, we show the range of the exogenous variables and the corner equilibrium
as the outcome of the two-stage game in which two firms invest in their R&D to
reduce the production-cost in the first stage and engage in the Cournot competition
in the second stage. The marginal production-cost comes to zero when the constraint
is binding it. The corner equilibrium caused by the marginal production-cost come
to zero is inferior to the interior equilibrium resulted from the negative marginal
production-cost not binded by the constraint. Seminal works, however, which stated
the outcome of the co-operative R&D is better than that of the competitive R&D
assumed to be an interior equilibrium and presented the equilibrium sought without
the constraints. The result of the seminal works is still unclear. Therefore, we re-

examine the two-stage game of R&D investment.
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