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Commodity taxation and vertically differentiation with networ k externality

PAN Xiaojun, CHEN Hong-min, LIAO Gang
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Abstract : We examine the inpact of comnodity taxation and network externality on vertically differentiated product
market in an oligopoly. We have congdered the case of uniform exci e tax rate. The government firs commitsto the
tax rate. Then firms Smultaneoudy choose the qualitiesof their product. In the following sage they will compete in
prices. We show that the tax and network externality have efect on product qualities equilibrium to divert the opti-
mal qualities differentiation. And a low tax rate will aways inprove the welfare. The welfare increases with the inr
creace of network externdity.
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