
ABSTRACT:   
This study examines basic research
investments by f irms. Successful basic
research investment reduces the marginal
cost of applied research. We show that
firms invest in basic research in equil ibrium
for al l  levels of spil lover factors. Compared
with the social ly optimal level,  f irms
underinvest in basic research. Cooperation
in basic research can lead to less
investment and reduced welfare even when
the degree of spil lover of basic research is
high. We also show that compared with a
duopoly,  a public research institute may
invest less in basic research. This occurs
when the firm-invested basic research
spil lover is imperfect and the basic
research investment is sufficiently efficient.
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