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Abstract

In the trade and public finance literature, a lot of researchers have examined
transfer prices and decentralized multinational enterprises (MNEs). However,
competition among decentralized MNEs has not been considered enough.
Moreover, to the best of my knowledge, whether a MNE has an incentive
to decentralize its output decision to its subsidiary has not been examined.
One of exceptions is Nielsen et al. (2008). They consider a decentralization
problem in the case where a MNE competes with a local rival.

We extend the decentralization problem to the case where two MNEs
compete in the final market. Moreover, we address an investigation on effects
of firm heterogeneity and show a possibility that two MNEs choose different
organization forms.

Using a two country model, we consider centralized vs. decentralized de-
cisions in two MNEs. Each MNE has headquarters and an upstream firm
in the domestic country and a downstream firm in the foreign country. An
upstream firm produces an intermediate good and exclusively sells it to its
downstream firm at the price set by headquarters. Using the intermediate
good, a downstream firm produces a final good. In the foreign market, two
downstream firms compete in a Cournot fashion. Assuming that each head-
quarters is the major shareholder of its downstream firm, headquarters can
control its downstream firm and choose its output level. Headquarters can,
however, decentralize its output decision to its subsidiary. If both MNEs de-
centralize, does a MNE have an incentive to set its price of the intermediate
good prior to the rival’s action? By endogenizing the timing of price setting
of the intermediate goods, this paper also addresses this question.

Only when a MNE can obtain a sufficiently large part of the profit of
its downstream firm (or has a high profit share), the MNE decentralizes its
output decision to its downstream firm. We show that two identical MNEs do
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not choose different organization forms. If two MNEs choose different forms,
the MNE with the high profit share does delegate and the MNE with the
low profit share does not decentralize. It is also found that the headquarters
simultaneously set their prices of the intermediate goods when both MNEs
are decentralized MNEs.
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