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Abstract

This paper integrates a mixed duopoly market into an open monocen-
tric city model and develops a general equilibrium framework in which
market size is endogenously determined through urban structure and
household location behavior. A public firm and a private firm compete in
the manufacturing sector located at the central business district.

We analyze how public firm privatization affects the equilibrium price
of manufactured goods and the equilibrium city size. Privatization in-
creases the equilibrium price and reduces city size. However, once indirect
effects through city size are taken into account, the welfare impact of pri-
vatization becomes ambiguous. As a result, the conclusion of Matsumura
(1998) that partial privatization always maximizes social welfare does not
generally hold. Numerical examples illustrate that full nationalization or
full privatization can be optimal depending on parameter values.
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