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Fig.3 Influence of product differentiation on firm’s profit
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Price competition and strategy of product differential location: Game theory
and its extension

ZHAO De-yu', GU Hai-ying*, LIU Chen®
1.Fudan University, The School of Social Development and Public Policy, Shanghai 200433, China;
2.School of Management, Shanghai Jiaotong University, Shanghai 200030, China

Abstract: This paper analyses the three-period Bertrand-Stackelberg market price competition and the strategy of
product differentiation location, and makes a static contrast with Bertrand-Nash market equilibrium; then shows the
influence of product differentiation degree in a firm’s profit change in equilibrium in duopoly market through a con-
crete example. Based on this, the paper identifies and relaxes the supposed conditions in the classic model of prod-
uct differentiation location to discuss the varying trend and stability problems of profit and price in equilibrium in
monopoly market where the advantage of marginal costs.the customers’ strategic action and repeated dynamic game
all exist. Relaxing the supposed conditions of traditional models is helpful to understand many industrial competition
problems that have been studied separately for a long time.

Key words: duopoly; product differentiation; customer choice; dynamic game
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