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IN MoTTA (1993) SecTion Il (i), we have found a mistake (page 124). In this
section, firms compete on prices and support a variable cost of quality
improvement. In particular, the first order condition of firm 2 (when she chooses
quality), which Motta calls (227), has a mistake.

The following expression represents the correct first order condition of firm 2:

(220) Oy _ U(u—u, + 2V)(4u? —19u/u, +17u,u’ —2us +8uV —14u,u,V)
au, 4(4u, —u,)?

We find two pairs of real values that solve system (22)-(22c), which are:
(u,;,u,) = (uy,,u;) = (4.0976,1.9936); (u,,u,) = (U, ,u", ) = (8.2262, 3.5477).

However, the pair (u,,u;) is the only one that satisfies the second order

conditions. Therefore, as in Motta (1993), the pair (23) represents a Nash
equilibrium of the game.

(23) u, =u,, =4.0976;u, =u; =1.9936
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