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Product Market Competition and Investments
in Cooperative R&D⇤

Jeroen Hinloopen and Jan Vandekerckhove

Abstract

Building on the framework developed by Qiu (1997) we investigate the influence of product
market competition on incentives to invest in cooperative R&D. For that we disentangle the three
components that make up the combined-profits externality. The strategic component is always
negative and the size component is always positive. The spillover component is negative (positive)
with Bertrand (Cournot) competition. Cournot competition thus yields more cooperative R&D,
which could drive the Cournot-Nash price below the Bertrand-Nash price. Our decomposition
also explains why, under Cournot competition, cooperative R&D exceeds non-cooperative R&D
only if spillovers are “high enough.”

KEYWORDS: Bertrand competition, Cournot competition, cooperative R&D, efficiency

⇤Thanks are due to Raymond de Bondt, to seminar participants at the annual meetings of EARIE
(Toulouse, September 2008), IIOC (Boston, April 2009) and SAET (Ischia, June 2009), and, in
particular, to Stephen Martin for his numerous suggestions to make the writing sing. The usual
disclaimer applies.
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