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ABSTRACT

This paper uses a Hotelling model to explore the relationship
between a firm’s goodwill and product network externality. We have
the following findings. First, A product’s price will decrease with its
network externality when the duopoly market is covered. Second, if the
market is monopolized initially by a firm, this firm’s goodwill improving
may instead induce its rival to enter the market. Third, the duopoly
market structure may still be the social optimum even if the product has
network externality. Fourth, the socially optimal market structure is a
duopoly if two product externalities are both small. Last, we also find
that monopoly may not be socially optimal when the two products’ exter-
nalities are both large.

Key Words: network externality, goodwill, horizontal

differentiation
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