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Note: that ! is a measure of substitutability
-1 If I =0, products are not substitutes
-1 If I =1, products are perfect substitutes

Note:
-I' Quasi-linear => no income effects
-l Quadratic => linear demand functions
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Firm profit
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First order condition
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Best reply
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Equilibrium quantity
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What happensto price if more firms enter the market?
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Equilibrium profit asfunction of concentration
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Equilibrium profit asfunction of concentration
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Entry condition
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Entry condition
(o=c)’
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Solve for n

2—0 0Oo-—C m
n=-— + ,/
o (o) K+F

38






Y*&#.

Equilibnum nunbe of firms

2—0C O-—c¢ / m
n=-— +
0} (0} K+ F

m = market gze

K = Entry cod

F = Fixed cod

o = Degree of subgitutability
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Result 3: effect of product differentiation
(Intensity of competition, given n)

perf.
subst.
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Market
# ausgomer's. m
# firms; N
Vaue of oneuntt: \Y;

Cudomer only have time to visit onedore: P =V

66



Y*2)M%*)AT'Y*&#. () T&7

YG":</%

Bench mark: No advetising

Cugdomer s=lect shop d random

Firm profit: I =(m/n)v" F

Entry: n =(m#)/F

Number of firms propottiond to 3ze of market

Extreme - no prce competition
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Advertising game
Customer select shop in proportionto advertising

Firm profit: 1= mér—lég?/( K)r ( F R=* r

j
=1
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Advertising game
Customer select shop in proportionto advertising

Firm profit: n, = m(%)v—k-r‘i—F R=)r,
=~
Equilibrium: r= n_zlm
n° k
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Advertising game

Customer select shop in proportionto advertising

n n

. , I 9%
. | L _ =% r
Firm profit: I mﬁR&?’( K)r. ( F R . r
Equilibrium: = NImyv
n~ kK
. . . . . . . ® * " n( 1 0/
Advertising cod increasng in Sze of market: K. =k)r. =% " )v;g:jm
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Entry
Profit: rr=D Y yp
n
. m"v
Entry: n=,—
y F

Number of firmsincreaseslessthan proportional to 9ze of market
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