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Abstract : Concerning a product with network effects, the paper studies how duopoly firms compete on quality
when the expected network size is affected mainly by the quality level. A two-stage game model is adopted to
analyze this problem. It shows that market leader gains greater market share than expected network size, and
market followers gets smaller market share than expected network size. For product with weak network effects,
when network effects increase, product quality differentiation intensifies. And there are similar situation with also
price and profit differentiation. When network effects strength is low enough, market followers gets greater profit
for late-mover advantage. For product with strong network effects, market leader will get first-mover advantages
getting more profit.
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