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Competition is more than price and quantity
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Product differentiation and competition
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Product differentiation is very common
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Even the textbook “wheat” market is differentiated

Economic textbooks often describe the market for wheat as
A “perfectly competitive industry” with “homogenous” products. It isn't.
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Products differ because consumers differ
-
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Vive la differencel

Regular Taxis Hailo Taxis
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Consumers can view similar products as different
.

*E.g. Cars: Speed, power, space, reliability, design.
*E.Q. Ice creams: sweetness, texture, color.

e E.g. Fashion fads (Burberry cap).
e E.g. Social status (luxury cars).
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Competing on price and location
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lce cream stand: Competition on the beach
.

e Consumers are evenly distributed along the beach.
e They all like the same kind and amount of ice cream.
e They don't like to walk though.

e Since consumers all want the same kind and amount of ice
cream both stores offer the same kind and amount.

e Assume price is given ($1 a scoop)

e The only thing left for stores to decide on is where to locate to
maximize profit.
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lce cream stand: Location at the end of the beach

Consumers to the left of - Consumers to the right of
go to Store 1 2 go to Store 2
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lce cream stands can do better by moving closer

e Assume Store 1 Moves to the right

0 1/4 1

[ | | |
Store 1 Store 2

By moving to the right, Store 1 gets more than half of the consumers
Therefore, Store 1 has incentives to move: NOT an equilibrium
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Stores move to the middle and next to each other
-

1/2

Both sellers get half of the consumers and do NOT have incentives to move.
Neither could benefit from a further move: there is an equilibrium.
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With only one dimension of competition firms

choose to be the same
-

e |s this socially efficient?

* |s this what the social welfare maximizing “beach planner”
would choose?
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Price and location competition

) (\PI COMPETITION POLICY
\ J INTERNATIONAL



Lots of ways besides location to differentiate

W% """ Haagen-Dazs Shop
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Consumer demand and cost limits differentiation
-
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Hotelling model and its implications
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Physical differentiation
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Service differentiation
-

» Ordering ease: how easy is it to place an order
e Delivery: how well and how timely is the product delivered
 Installation: The work done to make the product operational

e Customer training: How manufacturer or retailer trains
customer’s employees to use the product

* Maintenance and repair
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Image differentiation

.
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SUNCEON CENERAL'S
Smoke Contans
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Coffee break gquestions
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Horizontal Differentiation
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Vertical Differentiation

e Cashmere wool over Shetland wool;
e Rothschild 1995 vs. Yellowtail 2013.
* Mercedes Sedan vs. Camry Sedan

* People graduate from cheap wine to expensive wine over time
* From second-hand cheap cars to new better cars over time

 Warren Buffett doesn’t have a big house even though he could
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Differentiation and personal Computers

e Computer A:

e Fast microprocessor

e Small memory capacity
e Computer B:

e Small microprocessor

e Large memory capacity
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Market for breakfast cereals
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Product map of breakfast cereals
-0V

@® Captain Crunch
® Lucky Charms
Sweetness @ Frosted Flakes

@® Frosted Mini Wheats

@® Alphabits

@® Corn Flakes
@® Mini Wheats
® Shreddies g pice Krispies
Spw | — — ’ Puffed Wheat @ Cheerios
I @ Special K
|
Co Crunchiness
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