

	
	

	









	




	







	









		

		
		

	
	




	
	


	
	



	
	


	
	
	
	
	
	
		
			
			
		

		
		
	

	

	



	
	
	
	

	







	















	Skip to main content












	

	

	
	

	

	
	












			

			





			






	




	


	
	





	








	

	
	
		
		
		
		
		
		
		
		
		
		
		
		
		
	

	
	
		
		
		
	


















	
		
	

	

	
		
	

	







	
		
		
		

		
		
		
		
			
				
				









	
	    












    
    






    
    







    




    






    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    






    
        
    


    
            
            
                
            
            
                
        Add Paper to My Library
        
        

    















	














	
	    







 



	




	







	




































    



			

			
				
				
				
				
				
						
				
				
				
					
						Share:
							
	
	
	


					

					
				
				
				




				
				

    
        
        
        
            

		
		
		
			
				
			
				
			
				
			
				
			
		

		
            

		
		
		
			
		
			
		
			
		
			
				
			
		
			
		
			
		

		
            

            
        

        
    

    


    




				
				
					

					
					Permalink

						Using these links will ensure access to this page indefinitely

						
							
							Copy URL
						

						
							
								
								Copy DOI
								

							

						
				

				
			

		


		
			
				
				




	
	
		
	

	
	
		
		
	

	
	

	
	
	
	The Economics of Networks

	
    
        
            
            







    
    










    
    
    
    











			
                    NYU Working Paper No. EC-94-24
 
        

    
	

	
	
		
		
			37 Pages
		
		

		Posted: 23 Aug 1995
		
		
		
	

	
		
			
			




	See all articles by Nicholas EconomidesNicholas Economides
New York University - Leonard N. Stern School of Business - Department of Economics 


		

	
	
	
	
	



	
	
	
	
		
		
	
	
		
			Date Written: September 1995

		
	

	
	
		
		
	

	
	
		
	
	
		Abstract

		We analyze the salient features of networks and point out the similarities between the economic structure of networks and the structure of vertically related industries. The analysis focuses on positive consumption and production externalities, commonly called network externalities. We discuss their sources and their effects on pricing and market structure. We distinguish between results that do not depend on the underlying industry microstructure (the macro approach) and those that do (the micro approach). We analyze the issues of compatibility, coordination to technical standards, interconnection and interoperability, and their effects on pricing and quality of services and on the value of network links in various ownership structures. We also briefly discuss the issue of interconnection fees for bottleneck. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: networks, compatibility, strategic choice

	
	

	
    

    
	

	
	
		JEL Classification: D62, D4, E3

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Economides,  Nicholas, The Economics of Networks (September 1995). NYU Working Paper No. EC-94-24,  Available at SSRN: https://ssrn.com/abstract=1719 or http://dx.doi.org/10.2139/ssrn.1719 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Nicholas Economides (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
					
					[image: New York University - Leonard N. Stern School of Business - Department of Economics ]
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				New York University - Leonard N. Stern School of Business - Department of Economics   ( email )

			

			
			
				
				
				
					44 West 4th Street
New York, NY  10012
United States
212-998-0864 (Phone)
212-995-4218 (Fax)

				

				
			

			
				
				
					HOME PAGE: http://www.stern.nyu.edu/networks/
				

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				    1,774

			

		
		
		
			Abstract Views

			    6,620

		

		
		 
		
			Rank

			   18,133

		

		
	


	
		
            
            	       40 Citations
		

	

	
		
			
				       84 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    Economics of Networks eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Economics of Networks eJournal

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            2,705

                                    

                                    
                                        PAPERS

                                           14,738

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Nicholas Economides at New York University - Leonard N. Stern School of Business - Department of Economics 

                                    

                                
                            

                        

                    

                
	
                    IO: Firm Structure, Purpose, Organization & Contracting eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                IO: Firm Structure, Purpose, Organization & Contracting eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,073

                                    

                                    
                                        PAPERS

                                           12,803

                                    

                                

                                
                            

                        

                    

                


            

            
                
                

                	
                    Organizations & Markets: Formal & Informal Structures eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Organizations & Markets: Formal & Informal Structures eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              704

                                    

                                    
                                        PAPERS

                                            8,962

                                    

                                

                                
                            

                        

                    

                
	
                    New York University Stern School of Business Research Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                New York University Stern School of Business Research Paper Series

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                               42

                                    

                                    
                                        PAPERS

                                            3,437

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Panagiotis G. Ipeirotis at New York University - Leonard N. Stern School of Business

                                    

                                
                            

                        

                    

                



                
            

            
        
        
        
                 
        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Network Externalities, Complementarities, and Invitations to Enter

                        
                            By
                                
                                
                                    
                                    Nicholas Economides
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Critical Mass and Network Size with Application to the Us Fax Market

                        
                            By
                                
                                
                                    
                                    Nicholas Economides
                                     and 
                                
                                    
                                    Charles P. Himmelberg
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        The Pricing of Inputs Sold to Competitors

                        
                            By
                                
                                
                                    
                                    William J. Baumol
                                     and 
                                
                                    
                                    J. Gregory Sidak
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Compatibility and Market Structure for Network Goods

                            
                                By
                                    
                                    
                                        
                                        Nicholas Economides
                                         and 
                                    
                                        
                                        Fredrick Flyer
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Pricing of Inputs Sold to Competitors: Rejoinder and Epilogue

                            
                                By
                                    
                                    
                                        
                                        J. Gregory Sidak
                                         and 
                                    
                                        
                                        William J. Baumol
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Mixed Bundling in Duopoly

                            
                                By
                                    
                                    
                                        
                                        Nicholas Economides
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Social Networks in Ghana

                            
                                By
                                    
                                    
                                        
                                        Christopher Udry
                                         and 
                                    
                                        
                                        Timothy G. Conley
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Equilibrium Fee Schedules in a Monopolist Call Market

                            
                                By
                                    
                                    
                                        
                                        Nicholas Economides
                                         and 
                                    
                                        
                                        Jeffrey Heisler
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Restructuring Regulation of the Rail Industry for the Public Interest


                            
                                By
                                    
                                    
                                        
                                        Ioannis Kessides
                                         and 
                                    
                                        
                                        Robert Willig
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Division and Size of Gains from Liberalization of Service Networks

                            
                                By
                                    
                                    
                                        
                                        Keshab Bhattarai
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l200 in   0.078 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	
