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An Analysis on Duopoly Composed
of Firms with Heterogeneous Corporate
Financial Structures

— An Equity Value Maxizing Firm
vs. A Debt Value Maximizing Firm —
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In this paper, we consider a Cournot duopoly which is composed of
two firms, an equity value maximizing firm and a debt value maximizing
firm. We analyze a two stage-game model: firms simultaneously choose
their own debt obligation for cost reducing investment in the first stage,
and then they simultaneously choose their quantities of output in the final
stage. Contrary to the Brander and Lewis’s (1986) results, we show that
the equity value maximizing firm never finances capital for cost-reducing
investment from debt obligation and that the debt value maximizing

firm does finance all capital for investment from debt obligation.
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