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Bundling competition with scope economies and switching costs

LV Kui' > HU Han-hui* WANG Xu-hui'

1. Key Lab of Audit Information Engineering Nanjing Audit University Nanjing 210029 China;
2. Research Centre of Group Economy and Industry Organization Southeast University Nanjing 210096 China

Abstract: Industry convergence promotes the multiproduct competition in the network industry. The effects of
the scope economies and switching costs on the equilibrium of bundling competition are researched in the net—
work industries based on the extended Hotelling model. Then the difference of the profit and social welfare be—
tween the bundling and linear pricing are analyzed. The results show that the switching costs cause asymmetric
segment market while the bundling price is not relevant with the switching cost. The bundling price decreases
quickly as the scope economies increases so the consumers of on-stop shopping are benefited. Compared with
the linear pricing the bundling leads to lower components prices promotes the switching rate of the consumers
and reduces the negative effects of switching costs on loyal consumers; The company’s profits decrease while
the consumer’s surpluses increase in bundling. The bounding can lead to more consumers’ surplus and social
welfare than the linear pricing when the effects of the scope economies are large enough.

Key words: bundling; scope economies; switching costs; multiproduct competition
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x = Reduce 1/(12 (c (-2 +k) =307¢) (t—-c(-2+k)) ('"(-2+k*-23(-2+k) t+2(-2+k)7%3
S -147) +38(s5+378) +6¢(-2+k) t(-25+57)) <0&&¢t>m/1000(s+c¢(2-k) >0&&s >0&&
2>k>1&&c¢>01;

y = ToString x ; y = StringTake y 5 ;

m > 3733 t >3.733(2¢c —ck +s) Wy —-W >0. & <3.733(2¢ —ck +5)



