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Network Externalities and Behavior — Based Price Discrimination

Dong Liang and Ren Jianxin

( School of Business Administration Zhongnan University of Economics and Law)

Abstract: Behavior — based price discrimination has received much attention in the recent economic literatures but the literatures of
this topic rarely deal with status of market with network externalities. Under the assumption of rational expectation this paper studies the
effect of network externalities and behavior — based price discrimination to the subgame perfect Nash equilibrium by using a two — period
duopoly model. In a mature market network externalities would exert varying influences on different firms depending on their initial
market share. In a new market network externalities would increase competition and reduce firms” profits no matter what kind of pricing
strategy the firms take. Compared with the SPE of uniform pricing behavior — based price discrimination would increase competition and
reduce firms’ profits but it also creates more dead — weight loss to the society.
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