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A Two- Stage Grcular Model with Network Externality
CAO Yur-jian', GAO Ru-xi’

(1. College of Commerce, USST, Shanghai 200031, Ching
2. Management School, Fudan University, Shanghai 200433, China)

Abstract: This paper analyzes a two— stage circular model with network externality. The existence of netw ork externality
makes firms decrease prices to gain more market shares. The subgame perfect Nash equilibrium shows that consumer sur
plus and social net welfare improve, and product differentiation moderates. Specially, with strong netw ork externality,
monopoly is the social net welfare maximizat ion market structure.
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