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We formulate a duopoly model in which firms care about relative profits as well
as their own profits and investigate the relation between the degree of competitiveness and R&D
expenditure. When the duopoly market is less competitive or much competitive, R&D activities are
intensified. We also investigate the relationship between competition and privatization policies. We find
that under quadratic production costs, which is popular in this field, the optimal degree of
privatization is higher when the market competition is less tough, in contrast to the results in the
literature. However, this result is reversed under constant marginal costs. Finally, we solve the
multi-store paradox by introducing interdependent payoff between the firms. We show that firms set up
multiple stores unless the degree of payoff interdependence is low. We also show that multiple
equilibria, intertwined and neighboring location equilibria, exist if the degree of payoff
interdependence is intermediate.
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