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4. Joint ventures

So far we have assumed that the government imposes foreign

ownership restrictions directly without imposing mandatory joint
ventures with the local firm. In practice foreign firms often have to
form joint ventures with domestic companies. Now, we consider a host
country government that imposes on n − 1 multinational affiliates that
they form a joint venture with the local firm. If the domestic firm is not
active in the market, there will be n − 1 joint ventures operating in the
market. The domestic firm may also choose to be active in the market
through its own operations in which case there will be n companies
active in the market: n − 1 joint ventures and one domestic firm. In the
following sub-sections we consider these two possible market struc-
tures. Furthermore, we analyze the optimal choice of the local firm by
comparing its profit under these two market structures.
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