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A Model Analysis of Domestic
and Foreign Duopoly Competition
of an International Firm
under Exchange Rate Uncertainty

N

In this paper, I consider two duopolistic market games that are run
simultaneously in which one multinational firm competes a la Cournot
with its rival firm of both a domestic and foreign markets under
exchange rate uncertainty. Under exchange rate uncertainty, I show that
a multinational firm supplies less than a foreign firm in foreign markets
and that the expected foreign currency profit of the home country firm
is less than that of the foreign rival firm at the equilibrium. I also
establish that the expected home currency profit of the multinational
firm increases as the currency risk grows towards home currency weakness
at the equilibrium with exchange rate uncertainty. By comparing the
expected equilibrium output and the expected home currency profit of
the multinational firm under the exchange risk with the ez-ante those
under no exchange risk, I find that the former output is larger than
the latter one, but the order in amounts between former and latter

profits is indeterminate.
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