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Hor izontal differentiation model with network externality

CAO Yun-jian, GU X in-yi
College of Commerce, U niversity of Shanghai for Science and Technology, Shanghai 200031, China

Abstract:  Thispaper analyzes a tw o-stage horizontal differentiation model w ith network externality.

U nder duopoly structure, the existence of network externality not only increases consumers
w illingness of buying, but intensifies competition betw een fims aswell The subgame perfect N ash
equilibrium is compared w ith that in quadratic trangortation cost Hotelling model Fim s adopt the
principle of maximum differentiation w hen network externality is not too large Fim<s profits and
prices decreasew ith network externality, w hereas consumer surplus and social net w elfare mprove

The duopoly structure cannot exist w hen network externality is too large U nder monopoly structure
with network externality, social net welfare mproves ow ing to high profit of monopolist, whereas
consumer surplus ramains unchanged
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