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Overview
Production and export decisions of State-owned firms are often taken considering their effects on national social welfare, and, therefore, on home consumers’ surplus. Notably, this is the case of many State-owned energy firms based in energy commodities-producing Countries, which, for political reasons, sell domestically at a welfare price, that is, at a subsidized price. This is what occurs, for instance, in Countries like Algeria, Russia, Venezuela and Iran. Actually, not all State-owned energy firms have a consistent domestic market to serve, for reasons related to their level of development, their climate or the size of their population. Interestingly, the lack of an internal market may have a relevant effect on production and export decisions of State-owned welfare-maximizing energy firms. 
This paper aims at investigating these effects, describing a model in which a competitive (and, therefore, profitable) market is served by two foreing firms, only one of the two having a domestic demand to satisfy. We model this situation considering a two-stage game: in the first stage, the firm without an internal market chooses its level of production capacity and then, in the second, both firms choose their level of production destined to export. Costs to be sustained are those relative to extraction and transport to the importing Country.
The paper is organised as follows: after the introduction, the second section describes the proposed model. The third section introduces in the model some further asymmetries, with different hypotheses regarding transport costs and demands functions for the markets considered, and then presents the resulting effects on equilibrium quantities, prices, profits and social welfare. Section four suggests which market and which Countries this model may be applied to and what do its results suggest. In the final section concluding remarks are presented.
Methods

Microeconomic neoclassical model.

Results

First, we compute equilibrium quantities, prices and profits for the two State-owned firms competing on the export market, to highlight how the existence of an internal market affects export decisions. We find that the firm with an internal market does choose to sell abroad part of its production, even if it still has to supply the whole domestic market. For the State-owned firm that has to serve also the internal market, we find that the elasticity of the domestic demand affects negatively the quantities sold abroad; this, in turn, affects negatively the equilibrium price paid in the target market. Of course, the same goes for transport costs. To stress the different introduced by the constraint of social welfare-maximization, we see what would change if the firm with an internal market could take into account social welfare to a lesser extent. This will be achieved by changing the weight (also considering the value zero) given to social surplus. Eventually, social welfare computation will be performed.
Second, we repeat the same computations embedding different hypotheses regarding demands elasticites, market sizes and transport costs sustained by the two firms. These hypotheses are made to represent more accurately the actual situation of energy markets. Again, the firm without an internal market appears to have a competitive advantage over its competitor on the export market.
Conclusions

The impact of the existence of an internal market appears to be relevant, deeply affecting the decisions of firms bound to maximize the internal social surplus. This leads firms not having a domestic market to compete more aggressively abroad and probably to play an increasingly important role in world energy market. In practice, they behave in the lucrative export market like a profit-maximizer. This introduces a relevant asymmetry in producing Countries competitive positions, that adds to those relative to extraction costs and, above all, transport costs. All these considerations seem to be relevant, as many important producing Countries devote most of their production to export.
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