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Return o scale and product differentiation with networ k externality

PAN Xiaojun, CHEN Hong-min
Inditute of Sygem Engineering, Shanghai Jieotong Univerdty , Shanghai 200052 , China

Abstract : In a vertica product differentiation nodd , firms firg smultaneoudy choose their qualities, and then
choose output. We discuss and cormpare the equilibrium degree of quality differentiation , quantity and return under
the assunyption of increasng and decreasng return of scale with network externdity. The study shows that the prod
uct quality under decreasng returnsis lower than that under increas ng returnswithout network externdity ; but with
network externality the quality of high-quality product under decreasng returnsis higher than the one with increasng
returns. The market demand under decreasng returns is lower than that under increasng returns, that is indeperr
dent of the network externdity.
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