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Strategy of vertical production differentiation based on one of the duopolists
m onopolizes the interm ediate productm arket

ZHANG Fu-li'* SHI Jian-un’, CHEN X wo-lin’
1. Nanjng Audit Ihstiutg N anjing 210029 Ch na
2 School of Business N anjngU niversity Nanjng 210093 China

Abstract Supposing that an enteprise depends on another enteprise n production n a duopolisticm arket
the short-termn and long-tem maiket behaviors of he two enterprises are sudied n the paper fran the perspec-
tive of vertical products differentiatbn Fran the short-tem perspective, the paper assumes pwoduct quality to
be an exogenous variab le and exan nes the output strategy and profit cond itions of duopolistic en terprises M o~
reover a cam parative static analysis of the equilbrium results ismade n the paper The findings indicate that
both enterprises have motives to ncrease or decrease their respective product quality which depends on their
present levelof product quality Frm the long-tem perspective w ith product quality assnum ed as an endoge-
nous variable the paper analyzes the quality and output strategies of duopolistic enterprises W e proved that
there exists a sole equilibrum n pwduct quality of the duopolistic en teprises and high d ifferentiatbn doesn” t
appear and there is just a slight difference n the quality of wo kinds of products In additon there is no
hgh-quality advantage either n the short-tem or long-tem market behavors In contrast there exists a low-
quality advan tage

Kev words  vertical d ifferentiaibnn pwduct quality . heh-quality advantage  transfer price



