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The Effect of Network Externalities on Price
and Quantity Competition in a Vertically
Differentiated Duopoly

Ray-Yun Chang
AssociateProfessor,
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Abstract

This paper compares Bertrand and Cournot equilibria in a vertically differ-
entiated duopoly with network externalizes and attempts to provide more infer-
ence than what obtained by Motta (1993, Journal of Industrial Economics) .
In addition to the results of Motta (1993 ) , if the network externality is large
enough, we show that (i) the profit of high-quality firm and producer surplus
under Bertrand competition are higher than that under Cournot competition;

(ii) the equilibrium quantity of low-quality firm under Bertrand competition

is lower than that under Cournot competition.

Keywords: Network externalities, vertical product differentiation, Bertrand compe-

tition, Cournot competition
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