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What’s the Point?

• Whether variety or standardization will 
emerge as the market outcome 

• Whether variety or standardization will be 
more desirable in terms of consumer 
welfare

• What is the underlying interaction between 
network externalities and market tastes 
under observed market share changes of 
an industry.
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Hotelling Model

Consumer utility: 
• ui(A) = β(vA − pA) + γNA − xi, and
• ui(B) = β(vB − pB) + γNB − (1 − xi)



Jenny Wong 4

Hotelling Model
• Indifference location

• Market shares:
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Firms/ Demand

FOC:

Differences in price and marginal cost :
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Market Share 
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Indifference Location
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Conclusion
• There exist significant network externalities 
• The general market taste has changed in 

favor of IBM PC over time 
• Relative quality has changed in favor of 

Apple/Mac over time 
• The final non-tipping outcome is explained by 

high valuation of Apple/Mac users for their 
variety, which limits the market power of IBM 
PC

• Variety has been not only the market 
outcome, but also the desirable outcome in 
terms of consumer welfare.
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