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ABSTRACT

This paper develops an oligopoly model to analyze optimal local
content requirement (LCR) in the presence of special-interest groups
making political contributions. It shows that both the optimal extent of
LCR and the amount of political contributions are affected by the weight
that the domestic government puts on the social welfare. When the
weight is large enough, the profits of the domestic intermediate firm
dominate the sum of the profits of the foreign final firm and the domestic
consumer surplus, and the government takes the highest possible value of
1009 on LCR. In this case, the foreign intermediate firm makes no politi-
cal contributions. However, if the weight is moderate, the latter one out-
weighs the former one, the optimal LCR is 094, and the domestic final
firm makes no political contributions. Finally, if the weight is small
enough, the optimal LCR is imposed between 09§ and 1009, and both
firms make political contributions. In this case, the optimal extent of
LCR decreases as the weight increases.

Key Words: optimal local content requirement, political

contributions





