

	
	

	









	




	







	









		

		
		

	
	




	
	


	
	



	
	


	
	
	
	
	
	
		
			
			
		

		
		
	

	

	



	
	
	
	

	







	















	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
						

						
				

				
			

		


		
			
				
				




	
	
		
	

	
	
		
		
	

	
	

	
	
	
	Dynamic Price Competition with Network Effects

	
    
        
            
            







    
    










    
    
    
    











			
                    NYU Working Paper No. 2451/26012
 
        

    
	

	
	
		
		
			45 Pages
		
		

		Posted: 13 Oct 2008
		
		
		
	

	
		
			
			




	See all articles by Luis M. B. CabralLuis M. B. Cabral
New York University (NYU) - Leonard N. Stern School of Business - Department of Economics; Centre for Economic Policy Research (CEPR)


		

	
	
	
	
	


	
	
		
			[image: Multiple version icon]There are 3 versions of this paper
		
	


	
		
		

		
			
				

				
					

					
						
							
						

						
							
								
									Dynamic Price Competition with Network Effects
									

								
							
							
							
								
									Number of pages: 45
								
								
									Posted: 25 Apr 2008
								
								
							

							
						

						
							
							Downloads
							  119
							
						

					

					
					

					
						
							
						

						
							
								
									Dynamic Price Competition with Network Effects

								
							
							
							
								NYU Working Paper No. 2451/26012
							

							
							
								
									Number of pages: 45
								
								
									Posted: 13 Oct 2008
								
								
							

							
							
								
								You are currently viewing this paper
							

							
						

						
							
							Downloads
							   53
							
						

					

					
					

					
						
							
						

						
							
								
									Dynamic Price Competition with Network Effects
									

								
							
							
							
								CEPR Discussion Paper No. DP6687
							

							
							
								
									Number of pages: 47
								
								
									Posted: 09 Jun 2008
								
								
							

							
						

						
							
							Downloads
							    6
							
						

					

					
				

			

		

	

	


	
	
	
	
		
		
	
	
		
			Date Written: January 2008

		
	

	
	
		
		
	

	
	
		
	
	
		Abstract

		I consider a dynamic model of competition between two proprietary networks. Consumers die and are replaced with a constant hazard rate. Firms compete for new consumers to join their network by offering network entry prices (which may be below cost). New consumers have a privately known preference for each network. Upon joining a network, in each period consumers enjoy a benefit which is increasing in network size during that period. Firms receive revenues from new consumers as well as from consumers already belonging to their network.Using a combination of analytical and numerical methods, I discuss various properties of the equilibrium. I show that very small or very large networks tend to price higher than networks of intermediate size. I also show that, around symmetric states, the gap between the large and the small network tends to widen (increasing dominance) whereas the opposite is true (reversion to the mean) around very asymmetric states. 
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