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B A% BE B 58 SER SR B R HAG e .
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op ¥
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op 2
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= 7 <0
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Extended Hotelling model with network externality

XU Bing"?, ZHU Dao-li"
1. Management School, Fudan University, Shanghai 200433, China;
2. Management Science and Engineering Department, Nanchang University, Nanchang 330047, China

Abstract: Hotelling model with network externality and linear transportation cost functions is analyzed. Two firms,
providing network products, play a two-stage dynamic game with perfect information. Firstly, they simultaneously
choose their location, then they compete in price. The conditions for equilibrium price are obtained. One customer’
s utility is dependent on the others’ products choice because of network externality. Customer choice determines the
market share of network products. Meanwhile the market share reversely influences customer choice. By using of
transportation flow distribution and infinite dimensional variational inequality method, the market share model of net-
work products, i. e. infinite dimensional variational inequality, is set up. Its existence and uniqueness is studied.
Finally, the influence of network externality character and unit transportation cost on the firms’ competition equilib-
rium is analyzed under the assumption that two firms choose the location at the two ends.

Key words: Hotelling model; network externality; Nash equilibrium; infinite dimensional variational inequality
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Fig.3 Diagram of the profits function of manufacturer 1
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