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Abstract

This paper investigates the organization and the distribution of research activities
between nearby public and private laboratories. In a three-stage game, the ’size’, location’
and ’'research effort’ are determined under the assumption that public spillovers depend
on the location of the private laboratory. We compare two scenarios in which the research
efforts are decided either cooperatively or non-cooperatively. We show that for particular
levels of subsidy granted to the public lab, higher funding favors spatial proximity and
increases the total research effort in the cooperative case, while it diminishes the total
effort in the non-cooperative one. Moreover, compared with the non-cooperative case,
research cooperation i) may increase the distance between the two laboratories, ii) makes
the public laboratory smaller, iii) increases the total research effort, but iv) is detrimental
to the payoff of the whole research sector.
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1 Introduction

A recurrent challenge faced by European authorities is how to foster closer cooperation between
universities and private firms to increase the production and dissemination of new knowledge
(European-Commission, 2003, 2008). Regional knowledge clusters, competitiveness clusters,
poles of excellence and/or science and technology parks are new institutional arrangements
that aim to facilitate interactions between academia and industry (Link and Scott, 2007).

These initiatives to nurture competitiveness stem from theoretical approaches and empirical
investigations on the advantages of R&D cooperation in the presence of knowledge spillover (i.e.
knowledge produced by one agent that may contribute to the production of knowledge by the
other agents without cost). Theoretical models of R&D cooperation show that the coordination
of research efforts can help competitive firms internalize their knowledge spillover, increasing
research efforts and social welfare (d’Aspremont and Jacquemin, 1988; Kamien et al., 1992;
De Bondt, 1997; Amir, 2000; Norman and Pepall, 2004). This argument can also be applied to
research partnerships between firms and universities (Poyago-Theotoky, 2009; Poyago-Theotoky
et al., 2002; Beath et al., 2003). Since knowledge has the properties of a public good, the
outcomes of public sector research have often been put to good use by private sector firms (Jaffe,
1989; Audretsch et al., 2002; Autant-Bernard, 2001; Cohen et al., 1994; Veugelers and Cassiman,
2005). For instance, firms using emerging technologies (e.g. bio- and nano-technology) have a
strong interest in public sector knowledge (Boufaden and Plunket, 2007).

Others studies in the geography of innovation have added an important spatial dimension
to the discussion by showing that the positive effects also increase with proximity (Cooke, 2001;
Furman et al., 2006; Autant-Bernard and LeSage, 2011). Geographical proximity that benefits
the innovation process through knowledge spillover is frequently cited as an explanation for the
emergence of cooperation between universities and firms (Audretsch, 1998; Varga, 2000).

What happens if we turn the question around though? Does research cooperation encour-
age firms to move closer to universities in order to benefit from public knowledge spillover?
When the private sector learns from the public sector through knowledge spillover, which
depends on geographical proximity, the incentive for the private firm is to anchor the co-
operation at the same location in order to internalize the public externalities. Many cluster
initiatives refer to Marshallian-type externalities. However, there is another force that acts
in the opposite direction. Based on many examples in the medical, chemical and agricultural
domains, we argue that public and private research actors are competitors in the production
of knowledge and innovation. Geographical proximity can also enhance the rivalry between
researchers from the two sectors. Recently, Bloom et al. (2013) and Koénig et al. (2014) have
shown that this competition effect (or rivalry effect) has a significant negative impact on a
firm’s payoff. This may constitute a negative competition externality. The race between public
and private efforts in genome sequencing is an illustration of this type of competition (Car-
raro and Siniscalco, 2003; Gisler et al., 2011). Focus group discussions have confirmed the
existence of rivalry between researchers, which discourages sharing and may even lead some
scientists to sabotage the work of competitors (Anderson et al., 2007). Recent studies in eco-
nomic geography reveal how spatial proximity is an obstacle to a true win-win relationship
and how proximity between researchers strengthens research competition (Ben Letaifa and
Rabeau (2013) for an information and communication technology cluster in Canada, Broekel
and Boschma (2012) for the Dutch aviation industry). In this setting, we investigate whether
cooperation is more effective than non-cooperation in terms of research efforts and the payoff



that can be appropriated by research actors.

Another phenomenon that we want to highlight in this paper is the impact of geographical
proximity on the size of the laboratories. Here, the ’size’ of each laboratory evolves endoge-
nously, the total number of researchers being fixed. This model also allows the distribution
of researchers between teams to be determined, the stability of the teams being governed by
standard coalition formation theory (d’Aspremont et al., 1983; Carraro and Siniscalco, 2003).

We define a research cluster (RC) as a set of nearby and cooperating public and private re-
search organizations. On positive grounds, this paper studies the conditions required for such a
RC to exist through a game theoretic formulation. We propose a three-stage game that involves
a fixed number of researchers and two laboratories, one public and one private. In the first
stage, each researcher chooses to work either in the public laboratory or in the private one. In
the second stage, the private laboratory chooses its location and in the third stage, the members
of the two laboratories choose their respective research efforts. Two scenarios are considered for
the last stage: in the first, individuals chose their research efforts non-cooperatively and aim to
maximize the payoff of their particular laboratory; in the second, researchers coordinate their
activities so as to maximize the overall payoff of the two laboratories. This approach allows us
to examine whether cooperation encourages spatial proximity and boosts the research efforts
and gains of the two laboratories. We show that the results crucially depend on the magnitude
of the subsidy granted to the public laboratory and on the research’s commercial value. In our
model, we realistically assume that the private laboratory’s marginal benefit from the research
effort is greater or equal to that of its public counterpart!. To this end, we introduce the notion
of a ’commodification capacity’: a laboratory’s ability to extract monetary value from research
output.

Our approach incorporates some ideas previously developed in economic geography (Fujita
and Thisse, 2002). A number of theoretical models describe how spillovers between firms shape
the geography of production and innovation. They combine two different strands of literature:
the theory of locational choice and the economics of innovation, dealing with spatial competition
following Hotelling (Biscaia and Mota, 2012; Belleflamme et al., 2000; Gersbach and Schmutzler,
1999) or Cournot (Van Long and Soubeyran, 1998). Mai and Peng (1999) introduce cooperation
between firms into the Hotelling spatial competition model in the form of innovation exchange
through communication. Under the assumption that knowledge spillover depends on the firms’
location, Piga and Poyago-Theotoky (2005) show that the distance between firms increases
with the degree of product differentiation. In the same way, Van Long and Soubeyran (1998)
conclude that firms agglomerate when the endogenous spillover is a convex (or linear) function
of their separation. In our model, we assume that spillover occurs exclusively from the public
to the private laboratory and we retain the assumed linear relationship between spillover and
distance, but with only the private laboratory being able to move.

This article contributes to the field as follows. To the best of our knowledge, no existing
spatial theoretical model explains the rationale for cooperative strategies between nearby public
and private research organizations?. On positive grounds, this paper is an attempt to fill this gap
and provide a theoretical basis for empirical studies (Abramovsky and Simpson, 2011). First, we
explore the subsidy conditions required for the two laboratories to exist: for a given asymmetry

'In the public laboratory, knowledge gained from research efforts is considered a partial public good and
cannot be fully ”owned”.

2An exception is the paper by Mukherjee and Ramani (2011), which explores the rationale for technology
parks involving asymmetric firms.



in ’commodification capacities’, the subsidy must lie between a minimum and a maximum level.
The public laboratory only exists if the public subsidy is above a certain threshold, while too
much subsidy prevents the formation of a private laboratory. For intermediate levels of subsidy
and however the research is organized (i.e. cooperatively or non-cooperatively), the laboratories
move closer and the public one grows as the subsidy is increased. Second, we compare the
equilibrium outcomes under cooperative and non-cooperative scenarios given intermediate levels
of subsidy. We show that cooperation (viz. coordinated research efforts in the two laboratories)
outperforms non-cooperation in terms of the total research effort (particularly that of the
private laboratory) but not in terms of the total payoff. The total effort is negatively affected by
increases in public subsidy in the non-cooperative case, but positively affected in the cooperative
one. Cooperation may however deter from spatial proximity and shrink the public laboratory.

The paper is organized as follows. Section 2 presents the model and Section 3 presents the
results obtained under competitive and cooperative research effort. We compare and discuss
the results in Section 4 before concluding.

2 The model

In our model, we study strategic interactions between private and public research laboratories
that are competitors in the market of knowledge and innovation. This is typical of medical,
chemical and agricultural research where public and private laboratories may pursue the same
goals. Consider the Human Genome Project (molecular biology) for example; the public and
private laboratories involved in this project aim to sequence the human genome by assembling
a genetic and a physical map, and by sequencing model organisms®.

We can therefore assume that the same research may be undertaken in two independent
laboratories, one in the private sector (pr) and one in the public sector (pu). We consider a
fixed finite number N of researchers who may work either in the public laboratory (n), or in
the private one (N —n) with 0 < n < N. All the researchers are equally skilled.

A crucial component of the model is the physical distance between the public and pri-
vate laboratories. The location of the public laboratory is fixed exogenously and the distance
between the two laboratories is determined only by the private one. Typically indeed, most
public laboratories are hosted in universities, which cannot relocate (they are not geograph-
ically mobile). We introduce a variable d € [0, 1] that represents the distance between the
two laboratories. The distance is minimal (d = 0) when the two laboratories share the same
location, and maximal (d = 1) when they undertake their research activities independent of
one another. While the researchers have identical abilities, the payoff of the public laboratory
differs from that of the private one because the two organizations promote their research efforts
differently:

1. The institutional arrangements governing the protection of knowledge differ between re-
search sectors. Research efforts can generate knowledge externalities or spillovers. Never-
theless, in our model, knowledge externalities (or spillovers) occur in one direction only:

3 Another example is the Tilapia project in which both public and private laboratories aim to produce
genetically improved strains of these fish.



the research undertaken by the public laboratory may benefit the private laboratory at no
cost, to an extent that depends on its location. Spillovers occur in one direction only be-
cause whereas private laboratories appropriate their research results through intellectual
property rights, public laboratories produce knowledge that is publicly disseminated (via
academic publications for instance). The existence of asymmetric externalities is consis-
tent with the empirical literature (Jaffe, 1989; Audretsch et al., 2002; Cohen et al., 2002;
Autant-Bernard, 2001; Cohen et al., 1994; Veugelers and Cassiman, 2005): spillovers from
universities have been identified as a key source of firm innovation but the public research
sector does not benefit from knowledge spillover.

The spillover function is proportional to 1 — d. In line with Piga and Poyago-Theotoky
(2005)*, we assume that the distance between the two laboratories, d € [0, 1], determines
the size of the public spillover: the closer the laboratories, the great the spillover. The
spillover is null when d = 1 and maximum when d = 0 (laboratories in the same location).
The existence of public spillovers can be a strong motivation for the private laboratory
to move closer to the public one.

2. To deal with the incentive problem relating to the production of public goods with exter-
nalities in the public research sector, the public laboratory is funded by a fixed subsidy
(i.e. independent of the research effort®) in the form of government payments to each
researcher.

3. Because public research efforts cannot be owned by public laboratories in their entirety,
we introduce the notion of a 'commodification capacity’ that differs between laboratories.
We call ’commodification capacity’ a laboratory’s ability to convert its research into mon-
etary value. In practice, private laboratories commodify their research through patents
that create a private incentive mechanism in the production of knowledge and prevent
any disclosure of the patented results. The commodification of public research is less
widespread and can take the form of prizes or research contracts. Realistically then, we
assume that the marginal benefit achieved by the private laboratory from its research
effort is equal to or greater than that achieved for the same research effort in the public
laboratory.

According to these features, the payoffs of the public and private groups are expressed
differently. The payoff of the private research laboratory is given by:

(N N 1 2
wy 2l =Y (51«5’") =GYifn=0 (1)
1

1

w <for +(1—4) ixf“) - Z (7(1 —d)* + %xfﬁ) ifl1<n<N-1 (2)

n+1 1 n+1

G =

40ur work differs from that of Piga and Poyago-Theotoky (2005), who consider a traditional Hotelling
framework where transport costs are incurred by consumers.

SResearch subsidies are a subject often discussed in the economic literature (Petrakis and Poyago-Theotoky,
2002; Klette et al., 2000). A common feature of these subsidies is that they are unconditional, that is, their
level is not related to the research effort or the success of the research project.



where w is the marginal benefit yielded by research efforts in the private laboratory. The re-

N

sources of the private laboratory depend on i) the collective efforts of its researchers, (Z ¥ r) ,
n+1

where 2" is the research effort of an individual in the private laboratory, ii) the exploitation of

spillover from the public laboratory’s research, (1 — d)> 2, where 2" is the research effort of
1
an individual in the public laboratory. Provided that n # 0, the amount of spillover depends
both on the total research effort in the public laboratory, > 2", and on the distance between
1

the two laboratories, d € [0, 1]. The payoff also depends on the individual costs of effort, which
are assumed to be quadratic, reflecting the diminishing returns of effort. There is an additional
cost from the rivalry effect, namely that each researcher is engaged in a race with the researchers
in the other laboratory. The term (v(1 — d)?) represents the rivalry cost per individual, which
increases quadratically with the spatial proximity of the laboratories. The parameter v > 0,
assumed constant, associates a cost to this rivalry effect, which has been carefully documented
by Anderson et al. (2007). Following Ben Letaifa and Rabeau (2013), we relate the rivalry
effect to the spatial proximity of the two groups, reflecting the aggravating effect of contiguity?®.
The payoft for the public research laboratory is:

W - |
ns+52xi 22 =G ifn=N (3)
1 1

P 72) ifl<n< N-—1 4
”3+a21:% Z( a:z )1 <n< (4)

1

G =

where s stands for the public subsidy per researcher and  is the marginal benefit derived
from the efforts of each researcher in a laboratory whose 'commodification capacity’ is a > 1.
(As mentioned above, this represents the laboratory’s ability to commodify its research gains
through prizes and research contracts). The public laboratory does not benefit from spillover
but faces the same costs (effort and rivalry) as those of the private laboratory.

The strategic interactions between the two labs are driven by a three-stage game:

1. In the first stage, the N researchers are divided into two teams (n researchers in the public
laboratory, (N —n) in the private one) via a group formation game. We use the stability
conditions of d’Aspremont et al. (1983) and Carraro and Siniscalco (2003) to calculate
the equilibrium size of the laboratories:

Definition 1. The stability of the research sector is governed by the following conditions:

) _ iy 20 and S (v w20 5)
) 2 =) and ) 2 0+ ) ©)

where 0 < n* < N and g" (resp. gP") is the payoff of each researcher working in the
public (resp. private) laboratory.

6Since we refer to the contiguity effect between the two groups, the rivalry effect depends neither on the
number of researchers in the other group nor on their research efforts.



When these conditions are satisfied, no researcher wants to switch sectors. Assuming N
is sufficiently large, conditions (5) and (6) can be approximated by the following equality:

g™ (n*) = g"(n%) (7)

2. In the second stage, the private sector laboratory chooses an optimal separation, d, from
its public sector counterpart with d € [0, 1],

3. In the third stage, individual research efforts are chosen in each laboratory: " z".

3 The outcome at equilibrium

In line with the theoretical literature on cooperative R&D and the formation of Research Joint
Ventures, we distinguish two scenarios in the third stage:

e in the non-cooperative scenario, researchers compete and conduct their research indepen-
dently: they chose their research effort so as to maximize the payoff of their laboratory.

e in the cooperative scenario, researchers coordinate their research efforts so as to maximize
the overall payoff of the two laboratories. Each laboratory still commodifies the research
effort separately.

Given the one-way spillover and the fixed location of the public laboratory, the distance between
the two laboratories is chosen non-cooperatively by the private laboratory in both scenarios.

In this section we determine the non-cooperative and cooperative outcomes that we will
compare in the next section. In both cases, the game is solved backward.

3.1 The non-cooperative scenario

In the non-cooperative (NC') scenario, the optimal level of effort is obtained by maximizing the
payoff functions, Equations (2) and (4), with respect to 2" and 2", respectively, treating the
distance between the laboratories and the number of researchers in the two groups as constants.
This yields

oGP" .

e 0= xfmc =w (8)
oGPY w

axpu xz,nc a ( )

(2
Individual efforts depend on the marginal benefit in each lab. Since the commodification
capacity of the public laboratory is lower than that of the private one (a > 1), individuals
usually contribute more in the latter .

Replacing the values obtained for individuals’ efforts into Equation (2) and (4) gives:

N — npe 2
Gﬁz = 2n w2 + nncw_(l - dnc) - V(N - nnc)(l o dn0)2
a
and 2
n w
Gpu = Nne s (_> - nc 1 - dnc 2
e = nes + 2 (=) = Vel )



The private laboratory chooses the optimal distance from its public counterpart, d,., by
maximizing its payoff function with respect to this distance.
oGP w?

ad,, =0+ 2’7(N - nili)(l - dncl = nnc? (10)

rivalry effect

spillover effect

The optimal distance is the one that equalizes the rivalry and spillover effects.

UJ2 Npe

dnc =1-——
2ay N — Ny

<1 (11)
with gZ—:Z < 0. Equation (10) shows that when the number of researchers in the public lab-
oratory increases, the private laboratory benefits from higher knowledge spillover and lower
rivalry costs because there are fewer researchers present. Therefore, to balance the two effects,
the private laboratory moves closer to the public one. Equation (11) can also be expressed in
terms of the ratio of the respective numbers of researchers in the two laboratories:

nnc

2ary
N — 1y

= (1 —dy) " (12)
Lemma 1. For a given n,., the optimal distance d,. verifies the following relationships:

Nnc 2a —
[f N Z ﬁ’ dnc - 0 ,
If  me < 200 (1 —dpe) = & e € (0,1)

2ay+w?? 2ay N—nne

Taking into account the two previous stages of the game, the non-cooperative payoffs of the
two laboratories become:

2
G2 = o) = e (54 3 = (1= ) (13)
2
G = (N — nnc}QﬁZ(dnC) = (N —nne) (% + (1 - dn0)2) (14)

We can now solve the first stage of the game. According to definitions (5) and (6), the
equilibrium condition in the NC' scenario is as follows:

e When all the researchers want to leave the private laboratory to join the public one:
Ghel(dne) > ghe(dnc)

Hence,
* _ * _
n,.=N and N —n; =0

e When no researcher wants to switch from one laboratory to the other:

Gne(dne) = gre(dy,e)



1 fwy\2 s 1 Npe W 9
(=) —~(1 - — L - —~(1 — 1
ety (T) —r0 - = gt + T (1) — (=)’ (19)
Combining Equations(15) and (12) yields:
s—2(1-1)
1— 2 _ 2 a 1
(1 -du) ik (16)

Hence,
1<n,,<N-1

e When all the researchers want to leave the public laboratory to join the private institution:
Gne (dne) < gneldne)

Hence
)
* _ * —
n,.,=0 and N —n, =N

Determining the equilibrium of the whole game, we obtain the following proposition:

Proposition 1. In the NC' scenario, the subgame perfect Nash equilibrium is such that:
1. If the public subsidy s is too low (s < s), only the private research laboratory exists:
Ny = 0.

2. If the public subsidy s is neither too high (s < §) nor too low (s > s), the research
laboratories coexist with:

2@’)/(]. — d;;c)

" 2ay(1 — dx,) 4+ w?

and

g1 1 [2a*s —w?(a® — 1)
2a 7y

3. If the public subsidy is such that s = s, the laboratories coexist with:

2
nf,=N—" N
2ay + w?

and the private laboratory chooses to share the public laboratory’s location:

d,.=0

4. If the public subsidy s is too high (s > §), only the public research laboratory exists:
nt. = N.

nc

With



Proof: The proof is straightforward.

Proposition 1 shows that when the public subsidy is too low, an individual’s payoff is always
higher in the private laboratory than in the public one. There is no incentive to join the public
team and all researchers move to the private laboratory. Conversely, when the public subsidy
it too high, the mechanism is reversed and researchers shun the private laboratory. The two
research laboratories can coexist provided the public subsidy is neither too low nor too high. In
this case, there is an interior solution that determines the equilibrium proportion of researchers
that join the public laboratory, n; ., and the optimal distance chosen by the private laboratory,
dy.. The level of the public subsidy that maximizes the proximity of the two laboratories,
dy.=0,1is 5.

3.2 The cooperative scenario

In the cooperative scenario considered here (denoted by an underscore ¢), the researchers of the
two laboratories coordinate their research efforts : they choose their efforts so as to maximize
the laboratories’ joint payoff: G = GP* + G?". This gives:

aGtot
W;:Oéxgrc:w (17)
oG . |

In the cooperative scenario, since spillover benefits the private lab, the efforts of researchers
in the public laboratory depend positively on the proximity of the private laboratory; however,
these efforts only become higher than those of researchers in the private laboratory if d < %

Using the optimal values given by Equations (17) and (18) for the research efforts, we rewrite
the payoff functions for both laboratories (Equations (2) and (4)):

a?

GE' = n, <s + w; (l —(1- dc)z) -1 - dc)Z) (19)

N— 1
Grr = T”Cw2 +naw?(1 - d) <1 —d. + 5) — (N = no)y(1 - d.)? (20)

In the second stage, the private laboratory non-cooperatively chooses its optimal separation
from the public laboratory, d., by maximizing its payoff function .

oGP 5 1 )
9d =0<=2y(N—-n.)(1—-d.) =nw*(1—-d.+ - | + now*(1 —d,) (21)
c N - a

rivalry effect

[\

~
spillover effect

The optimal distance is still the one that equalizes the marginal benefit of knowledge spillover
and the marginal cost of rivalry. In addition to the effects already mentioned for the NC' case,
the benefits of knowledge spillover are enhanced here because the public researchers’ efforts
increase when the private laboratory is close (second term in the spillover effect). We obtain:

new? Ne v

"~ 20 (N = ne)y — now?) N w?+y

d, =1 (22)

“The concavity of the function is verified in Appendix 1.

10



and
od, w? N
One 2a ((N = ne)y — naw?)
Equation (21) shows that a larger number of public researchers increases the spillover effect
and diminishes the rivalry effect. Since the optimal location of the private laboratory is the
one that balances these two effects, the distance between the private and the public laboratory

decreases with the number of researchers in the public team. Equation (22) can also be rewritten
in terms of the ratio of the respective numbers of researchers in each lab:

Ne o 27(1 _ dc)
N-—n. w?(2(1 —d.) + %)

<0 (23)

(24)

Analyzing the private payoff functions yields the following lemma:

Lemma 2. For a given n., the optimal distance d. verifies the following properties:

If
If

Proof: Appendix 1

2ary _
2 2ay+w?(14+2a)’ de =0
2

2a Ne
2a7+w2'(yl+2a)’ (1 o dc) - 2a((N—nZl))’Y*nw2) = <O’ 1)

z|g =8

Taking into account the two previous stages of the game, the cooperative payoff functions

- G =n, ( v (i . df) (- df) (25)
Gr =) (4 p o (g4 1) —ha-ap) 9

= (N —n,) (w; +(1 = de)” (2a(1 —1dc) + 1))

for the public and the private laboratory, respectively.

e At equilibrium, researchers do not switch between laboratories:
ge'(ne) = g&" (n)
w? 1 2

= s% (%)2—7(1—656)2—7(1—@)2 — §w2+Nqicnc%(l—dc)(a(l—dc)+1)—7(1—dc)2
(27)

with (1 —d.) given by Equation (22) and the number of researchers working in the public
laboratory satisfies:

1<n.<N-1
e When all the researchers want to join the public laboratory:

gg“(”C) > gfr(nc) Vn,

Hence, n} = N.

11



e When all the researchers want to join the private laboratory:
g (ne) < gi'(ne) Vne

Hence, n; = 0.

We can deduce the following proposition:

Proposition 2. In the cooperative scenario, the subgame perfect Nash equilibrium is such that:

1. If the public subsidy s is too low (s < s), only the private research laboratory exists:
n: = 0.

2. If the public subsidy s is neither too high (s < §) nor too low (s > s), the two laboratories
coexist with: ov(l — d
n* — N aly( — C)

N
¢ TV oal —d)(y + wd) + R

and
d, € (0,1)

3. If the public subsidy is such that s = s, both research laboratories coexist with:

2
n' =N “ <N
2a7y + w?(1 + 2a)

and the private laboratory chooses to share the public laboratory’s location (i.e. pure
Research Cluster):
d.=0

Cc

4. If the public subsidy s is too high (s > 5), only the public laboratory exists: n = N.

with

(E)2 (a>—1) and 5= % (E>2 (1) + w?(2a ;(1224;417)(@ +1)

Proof: Appendix 2

Proposition 2 shows that, as for the NC case, the coexistence of a public and a private
laboratory requires public subsidies that are neither too high nor too low. Note that the
subsidy level that maximizes the proximity (i.e. d = 0) and thereby leads to a pure research

. .. . . 4
cluster is similar to the threshold in the non-cooperative case for w? = #

Before comparing the equilibria of both scenarios, it is important to point out that:
1) The rivalry effect still exists under the cooperative scenario because even if the researchers
coordinate their efforts, the laboratories remain in competition. The coordination of research
efforts only allows competing laboratories to internalize knowledge spillovers. Moreover, they
commodify their research results differently. Note also that the rivalry effect is affected by the
way the research is organized through the distance and the size of the laboratories that emerge.

12



2) The spillover effect also depends on the way the research is organized but the two scenarios
are similar from the private laboratory’s perspective. This is because of the one-way spillovers.
On the other hand, the knowledge externality, which is ignored by the public laboratory in the
non-cooperative case, is internalized when researchers choose their individual research efforts

so as to maximize the overall payoff (i.e. in the cooperative scenario)®.

4 Comparative results

In this section, we proceed to comparisons between the cooperative and non-cooperative cases.
Let us start by comparing the locations chosen by the private laboratory for a given number of
researchers in the public team.

Lemma 3. In the cooperative equilibrium, the private laboratory chooses to be closer to the
public laboratory when comparing with non-cooperative equilibrium, given a fixed number of re-
searchers in each laboratory n = n,. = ne,

(1) 0<d, <dp <1
(i) Ghe < 9 <0,

Onne

These results are explained by comparing Equations (10) and (21). In the cooperative
setting, spillover is reinforced by the distance-dependence of researcher effort in the public
laboratory. As a result, the rivalry and spillover effects are balanced at a closer distance when
the laboratories cooperate.

In order to provide guidelines for research policies, we consider the impact of the public
subsidy at equilibrium. Let us denote X*" = (N — n)z?" and X*" = naP* the total research
efforts of the private and public laboratories and X% = X?" + XP¥ the collective research effort
of the two groups.

Proposition 3. A rise in the public subsidy, with s € (s, min(s,s)], has the following effects:

80ur setting can be reframed as a “mixed duopoly” involving private and public firms: the non-cooperative
case of our model corresponds to the situation in which the two private actors maximize their own payoff (only
one benefits from spillovers), wereas the cooperative scenario corresponds to a mixed market structure in which
the public laboratory aims to maximize the overall payoff, while the private laboratory maximizes its own payoff
only (see Gil-Molté et al. (2011)).
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NC case | C case

oo >0 >0

o <0 <0
B >0 >0
N <0 <0
P | <0 >0
Dfee” >0 >0
One >0 >0
8(%;”* >0 >0
oGPT* { <0 i o

Js >0 :
e >0 >0

<0 Vse §,§+w2+%—%\/2a27+w2}

>0 Vse §+w2+%_%\/2a27+w2,§+27]

Proof: Appendix 3

Increasing the public subsidy increases the number of researchers employed at equilibrium in
the public laboratory. Following a rise in the public subsidy, the individual payoff of researchers
working in the public laboratory increases. This encourages more researchers to join the public
team, which also increase the individual payoff of researchers in the private laboratory through
greater spillover. When the balance between the individual payoffs in the private and public
sector is reestablished by an increase in the number of public researchers, transfers between
laboratories stop.
The distance between the laboratories chosen by the private one ensures that the rivalry and
spillover effects are balanced. A larger number of public researchers leads the private laboratory
to move closer to the public group (from Equation (23) in the cooperative case, and similarly
in the non-cooperative one).
Since it encourages more researchers to join the public laboratory, a higher public subsidy in-
creases the total research effort of the public laboratory (X?*), an effect that is strengthened in
the cooperative case because the public researchers contribute more individually. The trend is
opposite in the private laboratory (X?"): since the researchers’ individual efforts do not depend
on the distance from the public laboratory (and thus, on the number of researchers working
therein), a reduction in research personnel has a negative impact on the total private research
effort.
The impact of higher public subsidy on the total research effort (X*') depends on which of
these two effects dominates. In the non-cooperative setting, the negative trend of the private
laboratory’s effort dominates and the total effort decreases. Conversely, in the cooperative sce-
nario, the positive trend of the public laboratory’s effort dominates so that the total research
effort increases.
In combination, the effects of a rise in the public subsidy on the distance between the laborato-
ries, the distribution of researchers between the two, and their efforts, mean that the individual
payoffs increase in both labs. However, the public laboratory’s payoff and the total payoff al-
ways increase while the private payoff may increase or decrease depending on the subsidy level.
In the non-cooperative setting, the private laboratory’s payoff is low (high) when the public
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subsidy is low (high). Moreover, when a is low, the private laboratory’s payoff only decreases
for a narrow range of s values, meaning that the private payoff is more likely to increase. The
numerical results in Table 1 confirm these two effects.

In the cooperative setting, since the equations governing the private payoff cannot be solved
analytically, we proceed to simulations, whose results are presented in Table 1. These simula-
tions show that the private laboratory’s payoff tends to increase with the subsidy level except
when the commodification capacity is high and the subsidy level and the rivalry parameter ()
are both low. Indeed, as Table 1 shows, following a rise in s, the increase in n} is greater when
the difference in commodification capacities is large (high a). When + is high, this leads to a
big decrease in the number of researchers in the private sector that exceeds the positive impact
of a higher s on individual payoffs. When 7 is low, the rivalry effect is small and there are few
researchers in the public laboratory (because there is no need for high spillover). Moreover,
n’ varies little when s increases so that the increase in the individual payoffs dominates the
decrease in the number of private researchers.

We now compare the non-cooperative and cooperative equilibrium outcomes:

Proposition 4. In the interval s € (s, min(s,s)|:

i) nt.>nk
2(2a+1) w? (= =
, > W CH) nd s < s+ 5y < min(s, 3
R zf{ T 2w < i)
4 —
: w -
dye > de if v> == and s>+ 555 —mp < min(s, s)
iii) o =2 and P < P
tot tot
X (N dye) < Xe%(ng, d7)

w) ghe = gh. > b = g&"

v) GPY(n}., dk.) > GP*(nk, d})

nc) 'nc c) Ve
Gtot(n* d* ) > Gtot(n* d*)
nc nc’ 'ne c c) e

where X' = XP% 4 XP" = ngP¥ + (N — n)xP".

Proof: Appendix 4

From Proposition 4, research cooperation limits the number of researchers in the public
laboratory. Equations (15) and (27) provide a clear-cut explanation. The distribution of re-
searchers is such that their payoffs in the private and public laboratories match. An individual’s
public payoff is always lower in the cooperative case than it is in the non-cooperative one: higher
levels of individual public research effort lead to higher costs. Conversely, the number of public
researchers required to achieve a given level of spillover is smaller in the cooperative case. These
two effects act in concert to reduce the number of public researchers in the cooperative case.
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The private laboratory’s optimal choice of location is less clear-cut and depends on the
levels of the rivalry cost parameter () and the public subsidy. On the one hand, the rivalry
parameter affects the rivalry effect in Equations (10) and (21). Knowing that n}, > n%, the
rivalry effect is lower in the non-cooperative case, which implies that the laboratories are closer.
On the other hand, the public subsidy has a positive effect on the number of public researchers
(see Proposition 3) in both settings. The difference between the non-cooperative and the
cooperative cases comes from the additional spillover effect in the latter. This effect tends to
draw the laboratories closer together and increases with n. Contrary then to the first effect,
this spillover effect tends to make the distance between the labs smaller in the cooperative
scenario. In combination, the result of these two effects is that the distance between the two
laboratories is lower in the cooperative case when the rivalry parameter is low, whatever the
level of subsidy. When the rivalry parameter is high however, the outcome depends on the
subsidy level: if s is high enough, the additional spillover in the cooperative case created by the
high number of public researchers better compensates for the higher rivalry effect, so d’ < d.
If the subsidy is low, there is less extra spillover in the cooperative case, so d > d,..

For a given level of public subsidy, s € (s, min(s,s)], the research efforts of individuals in
the public laboratory are higher when the two laboratories cooperate than when they do not: in
the cooperative setting, public researchers internalize the positive effect of knowledge spillover
on the private payoff. Since spillover occurs in one way only, private researchers produce the
same effort whether the setting is cooperative or not. At the aggregate level, the total research
effort is driven by the private research effort, X*", which is higher in the cooperative scenario
because more researchers work in the private lab.

By internalizing the spillover effect in the cooperative setting, public researchers increase
their individual efforts, which in turn increases the cost of effort, thereby reducing the public
payoff. The smaller number of public researchers also reduces the gain of the public sector.
This trend drives the outcome in terms of total gain, which, instead of cooperative choices of
effort, is lower in the cooperative setting than in the non-cooperative one. This result is partly
explained by the fact that the proximity of the laboratories is chosen by the private sector.

The level of the private payoff cannot be determined analytically. However, we can state
that GE"(n}.,dr.) < GP'(n},d}) for any v < % (see Appendix 3 d-3). For vy > %,
we proceed to simulations. The simulations presented in Table 1 confirm that the private
laboratory’s payoff is higher in the cooperative case than in the non-cooperative one for v >
%, which is the case for a = 4 in our example. This means that the effect of a higher
number of private researchers dominates the individual payoff effect, such that the private lab
benefits from the cooperative setting. In this case, the private laboratory benefits greatly from
a rise in the number of researchers it employs.

Finally, compared with the non-cooperative scenario, although cooperative behavior increases
the total research effort, the overall payoff of the two laboratories decreases.
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| AR A R
s=200 | 75802 [ 0.46 [ 190 | 87628 [ 0.54 [ 90
y=150 |a=15| s=300 | 77785 | 0.21 | 236 | 89084 | 0.32 | 101
s=400 | 81855 | 0.02 | 262 | 90905 | 0.15 | 106
s=200 | 63958 [ 0.80 | 190 | 78955 | 0.84 | 110
a=4 | s=300 | 45160 | 0.39 | 323 | 79811 | 0.46 | 117

s = 400 43411 0.16 358 80257 0.25 122

s =200 65489 0.62 232 78685 0.63 142
v=300|a=15| s=300 65072 0.44 279 79902 0.45 160
s =400 67241 0.31 305 81956 0.31 168
s = 200 55264 0.86 232 72640 0.86 142
a=4 s =300 35609 0.57 361 67178 0.56 185
s = 400 33501 0.41 390 67533 0.38 192

s =200 27705 0.70 264 70217 0.70 187
v=500 | a=15| s=300 95982 0.57 310 70806 0.55 210
s =400 o7111 0.46 334 72692 0.43 220
s =200 48689 0.89 264 63710 0.89 187
a=4 s =300 29426 0.67 385 56169 0.63 241
s =400 27296 0.54 411 26315 0.48 250

Table 1: Private sector payoff in non-cooperative and cooperative research ventures with a
public laboratory (simulations are made with Mathematica for w = 20).

5 Conclusion

Only a few years ago, the conventional wisdom was that research clusters would foster public-
private research linkages that would help firms internalize knowledge spillover from the academic
sector, thereby increasing research efforts. The obsession of policy-makers in developed coun-
tries to ‘create the next Silicon Valley’ reveals the increased importance attributed to spatial
proximity for innovative activities. However, public authorities cannot force firms and other re-
search actors to cooperate or become neighbors. Cluster policies are complicated to implement
and target (Duranton, 2007; Falck et al., 2010; Fontagné et al., 2013; Duranton et al., 2010).
Thus, the first interesting question that arises concerns the conditions under which the private
research sector chooses to move close to universities. If receptiveness to knowledge spillover
depends on the distance from the knowledge source (as pointed out by several empirical stud-
ies), spatial concentration should always be observed. However, the propensity of innovative
activities to cluster geographically varies between industries, countries, regions, etc. Another
question concerns the performance of the research cluster: does cooperation in proximity (i.e.
a research cluster) lead to better outcomes than non-cooperation between distant groups?

In this paper, we developed a three-stage game to better understand the endogenous for-
mation of a research cluster. By determining equilibria for non-cooperative and cooperative
research scenarios, we find the intermediate levels of subsidy that allow the two laboratories to
coexist and the level of subsidy that maximizes the proximity of the two laboratories (i.e. pure
research cluster in the cooperative setting).

One surprising result of this analysis is that the total payoff is lower in the cooperative setting
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than it is in the non-cooperative one. A research cluster decreases the payoft of the public sector
group, which benefits its private sector counterpart through knowledge spillover, but this does
not compensate for the losses of the public sector. Moreover, our results confirm that the
research effort is positively influenced by cooperation but not necessarily by spatial proximity.
In the economic geography literature, many recent empirical studies show that spatial proximity
is neither a necessary nor a sufficient condition for cooperation and innovation: too much
proximity can harm innovative performance. This is known as the "proximity paradox’ (Broekel
and Boschma, 2012; Lazzeretti and Capone, 2016). This paper provides a theoretical framework
through which the role of proximity in innovation can be understood or debated. We show that
the distribution of researchers between the public and private sector under cooperative and
non-cooperative conditions crucially affects the distance between the laboratories and their
output.

Note that these results have been obtained in the context of an interaction between just
two laboratories, without considering the market of knowledge (the commodification capacity
of the two laboratories for their research is governed by exogenous parameters). Second, the
public subsidy is also taken to be an exogenous variable. It may be worth determining the
level of public subsidy that maximizes social welfare. Third, an important issue in economic
geography is the role and consequences of cluster size. One appropriate extension to our model
would be to include more than one private laboratory. Our analysis can be seen as a first
step toward understanding the formation of research clusters. New theoretical insights are still
needed to better assess the performance of research clusters and the conditions necessary for
their existence.
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5.1 Appendix 1: Proof of Lemma 2

For the following proofs we use a change of variable: D =1 — d in order to simplify the calcu-
lations.

oGP" 1
¢ = —2vD.(N — (2D, + =
aD, 1D (N = ne) + new ( C+a)
oGr w?
< = 0« D.= nett >0<=n.< N 7
8DC 2a (’)/ (N - nc) - ncw2) ’UJ2 + Y
new? 2ary
D, = = <l<=n.<N therwise D, =1=>d. =0
2a (v (N —n.) — n.w?) " w? + 2a(y + w?) OVRETVISE
with 268 = —2y (N — n,) + 2nw? < 0 <= n, < N7

y
For Nne > Nw2—ﬂ7
2

Gr(0) = (N —n)% < (N—n)% —v (N —n.) +naw? (2£2) = G (1)

5.2 Appendix 2: Proof of Proposition 2
According to Definitions (5) and (6), the equilibrium condition in the cooperative scenario is:
GP GPr

Ne N —n,

which reduces to
s+ (k- DY) = § + D Do+ )

w2(2Dc+1)

w (1 9 _ p2)= D2 1
s+4% (@—1-D7) = 3(Det 1) (De+3)
GE*  GYF

Let us analyze 2= — g7~

GPv GPr w? (1 2vD? 1
c Yo _ o Y (2 _q_p)- T (p,4-
ne N —n, st 2 <a2 C) (2D. + 1) ( * a)

1 1
= 2a° 2(1—a*>—a*D?»)) (2D.+ =) —4a*~yD? ( D. + =
2a2(2aD, + 1) <(as+w( @ @ c))< +a) @ e +a

Let us analyze

H(D.)

((2a*s + w? (1 — a®* — a®D?)) (2aD, + 1) — 4a*yD? (aD. + 1))
= D*24° (—w2 — 27) + D?a? (—w2 — 47) + D.2a (2@28 + w? (1 — a2))
+ (2@23 + w? (1 — a2))

20,2
H(O) = (2a28+w2(1—a2))>0<:>3>%:§
H(1) = 2d°(-w®=2y) +a* (-w’ = 4) + 20 (2°s + w* (1 - a?))
+(2a28+w2(1—a2)) <0
2 2 _ 3 2 2 2
— 8<w(a 1)+2a (w* 4+ 27) + a* (w +4fy):§

2a? 2a? (1 + 2a)
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H"(D.) =2D.a* (—w® — 2y) + 2a* (—w* — 47) <0

H' (D)) = 6D’ (—w*—27)+2D.a” (—w® — 47) + 2a (2°s + w* (1 — a*))
H' (0) = 2a(2a25—|—w2(1—a2))>0<:>3>M:S
2a? -
H' (1) = 6a°(—w®—27y) +2d® (—w’ —4y) +2a (2a’s + w* (1 — a?)) <0
w?  w?+2v(2+3a)
— s<S+—+ =35
2 2a

with § > S since

w? w4 2y(2+3a)  w?  w? 3a+2  w? 5 a+1

R = J— 2 > —
> % > "2 T a1 2 T
In conclusion:
w? (a® — 1) Gor G
< => > = dn=20
s 2a2 N —n, Ne andn
w?(a® —1)  2a® (w* +27y) + a® (w? + 4y) GPr GPv
> => < == dn.=N
° 2a? * 2a? (1 4+ 2a) N—n. n. anen
w? (a® — 1) w?(a®> —1)  2a® (w?+2y) +a® (w? +4y) =
— <5< =35 impli . 0,N
52 s 5o+ 207 (1 + 2a) s implies n’ € (0, N)
and H (D.) > (<) 0 for D, < (>) D}.
Moreover we have
=93 2 dary
S >8> w >
2a+ 1

Appendix 3: Proof of Proposition 3

i) The non-cooperative scenario:
According to Equation (7), equilibrium between the two laboratories is reached in the non-
cooperative scenario if and only if

1 /w2 1,
=\ == 2 Dnc2

5+2<a) "+ 27(Dac)
with D,. =1 —d,..

The total derivative of the above expression with respect to s is:

aD:, 1

> 0
ds 4vD,,.

2ayDyc

mN, we have

from n,,. =

ony.  Ony, 0Dy,

nc

ds  0D,. Os

>0
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onry. 2a Nyw?

ODne (2a*yDnc+w2)2 > 0.

since

Since XP¥* = n7

Xpr* = (N —nk )w and X% = XPU* 4 XP™* we have

oXrrx <0 oXrw* -0 d X fotx 1 . on'. 0D},
— —n an =w|-—1]) == —=1¢

0s ’ 0s 0s a 0D,. Os

We deduce the effect on G?** and on GP7*:
aGpu* 8n* a PU* agpu* aD*
nc — nc _pux nc * > 0 : nc — 1 _ 2 D* nc —
0s 0s Ine: T 0s Tne SImee 0s Tne 0s
nc — nc _prx nc N _ *
ds 0s Ine ds ( ")

3 89'2?* — * 8D'nc
Wlth T = Q/YDTLC Ds >0
we obtain

oGP On’, 1
ne  _ D* D2>|< a2
Os Os ( a T ne 2" >

Replacing D}, =1 — d; . with the value obtained from Proposition 1 gives:

8Gpr*
>0 s> s+ w +———\/2a27—|—w2

" 0s

As a result:

%<0V86[53+w2+w—4 pEm \/2a2fy—|—w2]and
—8%22* >0Vse [s—i—w +——aT\/2a2'y+w2 3+2fy}

At equilibrium, ¢?%* = ¢P"*, and

nc ?

GﬁLoct* = (N - nnc)ggz* + nncgglct* Ng;:,c
The total derivative of the above expression with respect to s is:

oGt dgne g

s _nnc Os +(N_nnc> Os >0

. pu* pr*
since 2% - () and e > ().
Os Os

ii) The cooperative scenario:
The total derivative of Expression (29) with respect to s is:

aD. [ , 8a*yD? + 10ayD? + 4D,
1= wD,
Os (2aD, + 1)?
D, (2aD. + 1)*

= >0
Js  D.(w?(2aD.+ 1)%2 4+ 8a?yD? + 10ay D, + 47)
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From (23) we deduce &' > 0.

We have % < 0 since individuals’ efforts are not distance-dependent in the private sec-
tor and 6X > 0 since X2 = n’(* 4+ wD;) and both D} and n} increase with s.

With X" = nj(w + %), XP™ = (N —nj)w and X} = X" + XI"™ = Nw +n}%, we have

o
We deduce the effect on GE** and on GE™:
8(;5“* _ % pus 4 ag:*n > 0 since
ag; =1—(w*+29)D; 8(5 : w?(2aD; + 1)22: (ssaal;v:;z‘?ll 00 D; + 4y

Since gf"* = gP** it reduces to

aGtot* agpu* agpr*
¢ = ¢ * N - *
Os ds T os Os ( e
. o) gT* ___2yD; 9D} agk” _ x_aDi+1 90D7
with g = (2@3*-&-1) > 0 and g (N - ) 2P)/D (2(1D*—-::1)2 0s > 0.

We deduce aG > 0.

Appendix 4: Proof of comparisons

We restrict the comparisons to the interval [g, min [3, §H which enables the existence of both
laboratories in each case.
a) Comparison of the number of researchers in the cooperative and the non-
cooperative setting.
From Equation (12) and (24) we have

n, _ 2anDy, 2ay D> _ong

nc — d — C
N —n’, wz o0 w?(2aD:+1) N —nk

n,. 2 n, 2 B 2ay 2 D+ D 2
N —n?, N-n:)  \ w? e (2aD: +1)

At the non-cooperative equilibrium, we have:

and

and at the cooperative equilibrium we have

w? w?  2yD¥(aD? 4 1)

Y (-1)=D"
(@ — =005 2aD; + 1

(29)
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Combining the two relations we obtain:

D: N\ 1 (w? 2y(aD? +1)
ne — — = c 0
(m) (2_%2ux+1> (30)

C

Then

nt, O\’ e \? 2a’yD*2 2 w? N (aD}+1) 1 -0
N —nz, N-n:) \w? ¢ 4y 2aD:+1  (2aD:+1)2

This immediately implies that n;_ > n?.

b) Comparison of the distance between the two laboratories in the cooperative

and the non-cooperative setting.
From Equation (30), we can say that

%>1@g+%>1 (31)
e D’'< 2a(+2_w2) for w? < 22‘6321 (32)
and always true for w? > 236:71 (33)
Let us check the sign of anu — % for D, = Wiw?)

Replacing D. in this expression gives

Gt Gy o wr(1 N__ qwt
n. N —n, 2 \a? 2a%(2y — w?)?
and
Gt Ge’ <0<=s<s+ ! S
— s<sS+—F5———--=3§
ne N —n, T 2a?(2y — w?)?

Let us check if § <5 or § > 5 (w? < 52 implies that min[s, §] = 5) with

2a <w2+2'y) +a? (w2 +4’y)
2a?(142a)

— 4 1
§—35=quw'—d? (27 — w2)2 <w2 + —Zﬁj_;@g)

dary
f 2 <
=T

dry (a—l—l))
(1+ 2a)



2a+1 2a+1

we obtain: Z (3,%5) = 0 and Z' (w?) = 2yw® + a*(2y — w?) (3w* + 5735) > 0
which implies 5§ < 5.

As a result:
F w?(2a+1) . . - = % ¥ - % ” _
- For v < == (which implies 5 < 5), D}, > D} i.e. d;, < d} Vs € [s,3]
- For v > % (which implies 5 > 35) then D}, > D ie. d. < d: for s € [s,5] and

Di.< Dfie. di, > d: for s € [3,5]

c) Comparison of research efforts in the cooperative and the non-cooperative set-

ting.
1 1
s (-2) -2
a a

Since d; < 1 and n} < n;,

ne’

Xé()t* _ Xﬁ;t* >0

d) Comparison of payoffs in the cooperative and the non-cooperative setting.
d-1 Total payoff
The total payoff in the non-cooperative scenario is:

G;O(f* = n:cg£1é(njzc7 djw) + (N - nfw>g£2(n;kzc7 d;kzc)
The total payoff in the cooperative scenario is:

GZOt* — n*ggu(n* d*) —+ (N - n:)ggr(n* d*)

C c?r e cr Ve

At equilibrium g (n%, d*) = g™ (nk, d%) and gP%(n,, d%.) = g2 (nk ., dE,).

c) C c) (4 nc’ nc nc’ nc
Thus,

G = Ng.(ni,d’) and GI%* = Ng,.(n},,d:.)

c) e nc) 'nc

Hence,

GZOt* > G;oct* — gc<n* d*) > gnc(n* d* )

w? (1 %2 w2 Lo %2 %2
Ss+— |- —-D7 | —9DF > —w*+2vD;. —vD,"
2 \a? 2
Let us determine ¢g*"(nf, d:) — g% (n’ ., df,) from (14) and (26), we have
2(aDr +1) D: \°

(% d* T * d* — D*Q c . o nce

gC (nC7 C) gnc(nnm nC) C (( QCLDZ —l— 1 ,y) ( D;k ) ) (35)
Using Relation (30) we obtain:
—aD;? w?

or * d* _pr * d* — D*Q e < 0 36
gC (nc’ C) gnC(”nC’ nc) ,y C (QG/DZ _|_ 1 4,_)/) ( )

so that G2 > Glot*,
d-2 Public payoff
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From above we know that we have gP¥(n? ., dk.) > ¢g'*(nk,d}) and since n’. > n’ we immedi-
ately obtain GP** > GP**,

d-3 Private payoff
The relationship n; . > n’ implies that N —n; < N —n].
using Conditions (12) and (24), we obtain:

D*
N—-n,, <N-n,<= D, > ———
n’)"LC nC nc 2aDZ _"_ 1
GP™*  w?(2aD¥+1)4+2yD*? w2424y Dy, _ Df
Let us denote Q(D,,.) = o = wQ((2a D:;-T—l;j—Z:yya o w;;QJD%C and evaluate Q(D,,.) for D,,. = DTl
w? D
0 D;, Tt (2:D;+1)2 o1
2aD* + 1 w2 | 4D
2 " (2aDrt1)
Moreover, we have:
oGP Nuw? w?(a — 2)
e = 2ayD?2, — aw® + 2D, .w?)) < 0 for v < ——
0Dy 2(w? + 2afme;)2( BT e — G0 w’)) t 2a
oD
SO that¥ <0 for v < =2 4nd GP™ > GP'*. For v > < (a 2 we cannot conclude. We

proceed to simulations.

25



References

Abramovsky, L. and Simpson, H. (2011). Geographic proximity and firm-university innovation
linkages: evidence from Great Britain. Journal of Economic Geography, 11:949-977.

Amir, R. (2000). Modelling imperfectly appropriable R&D via spillovers. International Journal
of Industrial Organization, 18(7):1013-1032.

Anderson, M. S., Ronning, E. A., De Vries, R., and Martinson, B. C. (2007). The perverse
effects of competition on scientists work and relationships. Science and engineering ethics,

13(4):437-461.

Audretsch, D. B. (1998). Agglomeration and the location of innovative activity. Ozford Review
of Economic Policy, 14(2):18-29.

Audretsch, D. B., Bozeman, B., Combs, K. L., Feldman, M., Link, A. N.; Siegel, D. S., Stephan,
P., Tassey, G., and Wessner, C. (2002). The economics of science and technology. The Journal
of Technology Transfer, 27(2):155-203.

Autant-Bernard, C. (2001). Science and knowledge flows: evidence from the french case. Re-
search policy, 30(7):1069-1078.

Autant-Bernard, C. and LeSage, J. P. (2011). Quantifying knowledge spillovers using spatial
econometric models. Journal of Regional Science, 51(3):471-496.

Beath, J., Owen, R. F., Poyago-Theotoky, J., and Ulph, D. (2003). Optimal incentives for
income-generation in universities: the rule of thumb for the compton tax. International
Journal of Industrial Organization, 21(9):1301-1322.

Belleflamme, P., Picard, P., and Thisse, J.-F. (2000). An economic theory of regional clusters.
Journal of Urban Economics, 48(1):158-184.

Ben Letaifa, S. and Rabeau, Y. (2013). Too close to collaborate? how geographic proximity
could impede entrepreneurship and innovation. Journal of Business Research, 66(10):2071—
2078.

Biscaia, R. and Mota, I. (2012). Models of spatial competition: A critical review. Papers in
Regional Science, 92(4):851-872.

Bloom, N., Schankerman, M., and Van Reenen, J. (2013). Identifying technology spillovers and
product market rivalry. Econometrica, 81(4):1347-1393.

Boufaden, N. and Plunket, A. (2007). Proximity and innovation: Do biotechnology firms located
in the paris region benefit from localized technological externalities? Annales d’Economie et
de Statistique, 87-88:197-220.

Broekel, T. and Boschma, R. (2012). Knowledge networks in the dutch aviation industry: the
proximity paradox. Journal of Economic Geography, 12(2):409-433.

Carraro, C. and Siniscalco, D. (2003). Science versus profit in research. Journal of the European
Economic Association, 1(2-3):576-590.

26



Cohen, S., Florida, R., and Coe, W. (1994). University—industry partnerships in the us. Pitts-
burgh: Carnegie-Mellon University.

Cohen, W. M., Nelson, R. R., and Walsh, J. P. (2002). Links and impacts: the influence of
public research on industrial R&D. Management Science, 48(1):1-23.

Cooke, P. (2001). From technopoles to regional innovation systems: the evolution of localised
technology development policy. Canadian Journal of Regional Science, 24(1):21-40.

d’Aspremont, C. and Jacquemin, A. (1988). Cooperative and noncooperative R&D in duopoly
with spillovers. The American Economic Review, 78(5):1133-1137.

d’Aspremont, C., Jacquemin, A., Gabszewicz, J. J., and Weymark, J. A. (1983). On the
stability of collusive price leadership. Canadian Journal of Economics, 16(1):17-25.

De Bondt, R. (1997). Spillovers and innovative activities. International Journal of Industrial
Organization, 15(1):1-28.

Duranton, G. (2007). Urban evolutions: The fast, the slow, and the still. The American
Economic Review, 97(1):197-221.

Duranton, G., Martin, P., Mayer, T., and Mayneris, F. (2010). The economics of clusters:
Lessons from the French experience. Oxford University Press.

European-Commission (2003). The role of Universities in Europe of knowledge. Brussels:
European Commission press.

European-Commission (2008). Region Research Intensive Clusters and Science parks. Brussels:
European Commission press.

Falck, O., Heblich, S., and Kipar, S. (2010). Industrial innovation: Direct evidence from a
cluster-oriented policy. Regional Science and Urban Economics, 40(6):574-582.

Fontagné, L., Koenig, P., Mayneris, F., and Poncet, S. (2013). Cluster policies and firm
selection: evidence from france. Journal of Regional Science, 53(5):897-922.

Fujita, M. and Thisse, J.-F. (2002). Economics of agglomeration: cities, industrial location,
and regional growth. Cambridge university press.

Furman, J. L., Kyle, M. K., Cockburn, I. M., and Henderson, R. (2006). Public & private
spillovers, location and the productivity of pharmaceutical research. Technical report, Na-
tional Bureau of Economic Research.

Gersbach, H. and Schmutzler, A. (1999). External spillovers, internal spillovers and the geog-
raphy of production and innovation. Regional Science and Urban Economics, 29(6):679-696.

Gil-Molté, M. J., Poyago-Theotoky, J., and Zikos, V. (2011). R&D subsidies, spillovers, and
privatization in mixed markets. Southern Economic Journal, 78(1):233-255.

Gisler, M., Sornette, D., and Woodard, R. (2011). Exuberant innovation: The human genome
project. Research Policy, 40(10):1412-1425.

27



Jaffe, A. B. (1989). Real effects of academic research. The American Economic Review,
79(5):957-970.

Kamien, M. 1., Muller, E., and Zang, 1. (1992). Research joint ventures and R&D cartels. The
American Economic Review, 82(5):1293-1306.

Klette, T. J., Mgen, J., and Griliches, Z. (2000). Do subsidies to commercial R&D reduce
market failures? microeconometric evaluation studies. Research Policy, 29(4):471-495.

Kénig, M., Liu, X., and Zenou, Y. (2014). R&D networks: theory, empirics and policy impli-
cations. CEPR Discussion Paper No. DP9872.

Lazzeretti, L. and Capone, F. (2016). How proximity matters in innovation networks dynamics
along the cluster evolution. a study of the high technology applied to cultural goods. Journal
of Business Research.

Link, A. N. and Scott, J. T. (2007). The economics of university research parks. Ozford Review
of Economic Policy, 23(4):661-674.

Mai, C.-c. and Peng, S.-k. (1999). Cooperation vs. competition in a spatial model. Regional
Science and Urban Economics, 29(4):463-472.

Mukherjee, V. and Ramani, S. V. (2011). R&D cooperation in emerging industries, asymmetric
innovative capabilities and rationale for technology parks. Theory and Decision, 71(3):373—
394.

Norman, G. and Pepall, L. (2004). Knowledge spillovers, mergers and public policy in economic
clusters. Review of Industrial Organization, 25(2):155-174.

Petrakis, E. and Poyago-Theotoky, J. (2002). R&D subsidies versus R&D cooperation in a
duopoly with spillovers and pollution. Australian Economic Papers, 41(1):37-52.

Piga, C. and Poyago-Theotoky, J. (2005). Endogenous R&D spillovers and locational choice.
Regional Science and Urban Economics, 35(2):127-139.

Poyago-Theotoky, J. (2009). University-industry technology transfer options: licensing or re-
search joint venture? Economics Bulletin, 29(4):2582-2591.

Poyago-Theotoky, J., Beath, J., and Siegel, D. S. (2002). Universities and fundamental research:
reflections on the growth of university-industry partnerships. Ozford Review of Economic
Policy, 18(1):10-21.

Van Long, N. and Soubeyran, A. (1998). R&D spillovers and location choice under cournot
rivalry. Pacific Economic Review, 3(2):105-119.

Varga, A. (2000). Local academic knowledge transfers and the concentration of economic
activity. Journal of Regional Science, 40(2):289-309.

Veugelers, R. and Cassiman, B. (2005). R&D cooperation between firms and universities.
some empirical evidence from belgian manufacturing. International Journal of Industrial
Organization, 23:355-379.

28



