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Fig. 1 Influence of NEs on evolutionary equilibrium quality
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Table 3 Influence of NEs on decision-making and profit of enterprise ( £ = 0 )

n w, FG*) | ¥6°) | a6 | 367 | =G | mlGT)
0.1 0.291 0.395 1 -0.04 0.214 0.181 0.781 0.033 0.194
0.2 0.328 0.445 1 -0.031 0.231 0.198 0.798 0.039 0.211
0.3 0.373 0.505 1 -0.020 0.25 0.219 0.819 0.048 0.231
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The decision-making of product quality and retailers’ selection of business
objective under network externalities

YI Yu-yin' , YANG Hai-shen’

1. School of Management, Jinan University, Guangzhou 510632, China;
2. Guangdong Academy of Social Sciences, Guangzhou 510635, China

Abstract: To reveal the influence mechanisms for manufacturers’ product quality decision and retailers’ se-
lection of business objective strategies in market environments with network externalities (NEs) , an evolution-
ary game model is constructed. On this basis, the influences of NEs and variable quality costs ( VQCs) on re-
tailers’ evolutionarily stable strategy ( ESS) of business objectives, the manufacturers’ decision-making for
product quality and the profits of enterprises are analyzed. The results show that, when the manufacturer only
has partial market power, its decisions with regard to product quality are affected by the retailers’ selection of
business objective strategies which are affected by NEs. When the NEs are low, the retailers will take a profit
maximization strategy and the manufacturer will set a low product quality. When the NEs are moderate, the
business objective of retailers is evolved to a stable co-existence of both profit and revenue maximization. In
this case, a moderate product quality would be set by the manufacturer. When the NEs are large, the retailers
will change the business objective to revenue maximization strategy and the manufacturer will set a high prod-
uct quality. When the NEs are at a moderate level, NEs and VQCs will exert a cross-effect on the business ob-
jective selection of retailers. The retailers’ ESS changes, with the decrease of the VQC, either from profit
maximization to the mixed strategy, or from the mixed strategy to revenue maximization. The influence of NEs
on the product quality of manufacturers is related to VQCs and retailers’ selection of business objectives,
while an increase in the NEs does not always improve product qualities.

Key words: network externality; decision-making for product quality; evolutionarily stable strategy; revenue

maximization ; profit maximization



