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abstract

The megatrend of convergence in finance, telecommunication, and service industries is being
spread over the whole industry. It has generated various kinds of contractual alliance or joint
venture. Our paper builds a theoretical model for the profit sharing between two firms that
participate in a joint venture. The model shows how the profit sharing rule affects the
incentives of the participants, and, eventually, the efficiency.

We derive the first-best solution of the profit sharing, where no incentive distortion exists.
Then, we compare the incentive-affecting cases with the first best outcome, and assess the
efficiency and the fairness of distribution. Our analysis shows that if we properly design the
decision-making structure on transfer price and production quantity, we can reach the socially

optimal efficiency.
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