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Abstract

This paper investigates the effects of production subsidies in a mixed duopoly in which the

ownersof firms provide strategic incentives to their managers. Whenthe asymmetric subsidy is

introduced to the public firm, it is shown that neither industry output nor welfare can be

changed. This means that the optimal level of such subsidy in a mixed duopoly must be zero.

Furthermore, unlike previous studies, it is shown that the government should privatize the

public firm by arranging for an asymmetric subsidy when there are two firms in a market.
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1 . Introduction

One of the standard results of privatizing public firm is that privatization may lower welfare

whenthere are very few private firms in a mixed oligopoly (see DeFraja and Delbono (1989)).
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