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How does mixed-ownership reform affect market competition; Limit pricing

with incomplete information

YE Guang-liang' , LUO Qi-ming®, XU Lu’"

1. Hainan University, Haikou 570228, China;

2. School of Finance, Renmin University of China, Beijing 100872, China;

3. School of Information Resource Management, Renmin University of China, Beijing 100872, China

Abstract; Based on the limit pricing model, this paper considers a market where exists a private incumbent
and a potential mixed-owned entrant, and discusses the influence of mixed-ownership on market competition
and the choice of optimal mixed-ownership ratio. Results show that the increase of non-public shares will re-
duce the likelihood of limit pricing. When the entry cost and the probability of being the low-cost incumbent
are low, the model reaches the separating equilibrium, otherwise the pooling equilibrium emerges. Under the
separating equilibrium, there exists a unique optimal ratio of non-public capital, which is lower than that with-
out limit pricing, and this ratio will further decrease as the probability of the low-cost type increases. There-
fore, this paper suggests that more attention be paid during the mixed-ownership reform to factors such as in-

formation structure, market cost, and market dynamics.
Key words: mixed-ownership; market competition; limit pricing; incomplete information
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