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Abstract

We introduce spillover effect into John Sutton’s (1991,1998) concept
of endogenous sunk costs. These sunk costs appear in the form of R&D
investment into quality in our framework. We show that with spillovers
increasing and the effectiveness of investment in raising quality decreas-
ing, the Sutton lower bound on concentration for an industry decreases
and ultimately collapses to zero when spillovers are large enough and/or
effectiveness of investment in raising quality is low enough.

In the second part, we allow firms to protect their investment against
spillovers We focus on symmetric pure strategy Nash equilibria, where all
firms either protect their investment or do not protect at all. Contrary
to the result with exogenous spillovers assumed in the first part, in the
second part of the paper we show that higher ex ante spillovers and/or
lower effectiveness of investment in raising quality may induce firms to
protect themselves against spillovers, leading to higher investment in
quality, and to more concentrated market structure. Thus, the Sutton’s
result on the concentration bound is preserved, if we allow firms to manage
spillovers via private protection.
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Abstrakt

Zavadime efekty prelévani do Suttonova konceptu endogennich utopenych

ndklada (Sutton 1991, 1998). Tyto utopené néklady se v nasem modelu
vyskytuji ve formé investic do vyzkumu a vyvoje pro zvySovani kvality.
Ukazujeme, ze pii zvysujicich se efektech pielévani a snizujici se efektiviteé
investic do zvysovani kvality se Suttonova dolnf mez koncentrace odvétvi
snizuje, ptricemz klesd az k nule, pokud jsou efekty prelévdani dostatecné
vyznamné a/nebo efektivita investovani do zvySovéni kvality dostatecné
nizka.

Ve druhé ¢asti umoziiujeme firmam své investice pied efekty prelévani
chranit. Zaméifujeme se na symetrické Nashovy rovnovahy v ryzich strate-
giich, kde vsechny firmy bud’ chrani svoje investice nebo je nechréni vibec.
Oproti vysledku s exogennimi efekty prelévani predpoklddanymi v prvni
¢asti, ukazujeme ve druhé casti clanku, ze vyssi ex ante efekty prelévani
a/nebo nizsi efektivita investic do zvySovani kvality mtze piimét firmy,
aby se pred efekty prelévani chranily, coz vede k vys$sim investicim do kval-
ity a k vyssi koncentraci trhu. Suttontv vysledek ohledné meze koncen-
trace je tedy zachovan, pokud umoznime firmam ovlddat efekty prelévani
prostiednictvim soukromé ochrany.



