Table of Contents

Chapter 1. Introduction

1.1 An Overview

1.2 Product Differentiation

1.3 The Internet and Product Differentiation

1.4 Internet-based Product Customization

1.5 Information Goods and Network Externality
1.6 Informative Narrowcasting

Chapter 2. Related Literature

2.1 Product Differentiation

2.2 Flexible Manufacturing

2.3 Entry Deterrence

2.4 Network Externality and Information Goods
2.5 Markets with Imperfect Information

Chapter 3. Product Customization and Price Competition on the Internet

3.1 Introduction

3.2 Model

3.3 A Monopoly of a Single Customization Scope

3.4 A Monopoly of Two Customization Scopes—A Benchmark
3.5 A Duopoly with Simultaneous Customization Scope Choices
3.6 A Duopoly with Sequential Customization Scope Choices
3.7 Using Customization to Deter Entry

3.8 Conclusion

3.9 Appendix: Proofs

Chapter 4. Market Segmentation for Information Goods with Network
Externality

4.1 Introduction

4.2 Market Segmentation in a Discrete Econoniy: an Example
4.3 A Model of a Continuous Market

4.4 Market Segmentation in a Monopoly

4.5 Market Segmentation in a Duopoly

48
48
48
51
54
62



4.6 Concluding Remarks 64
4.7 Appendix 65
Chapter 5. Competitive Narrowcasting with Consumer Search 68
5.1 A Model of Narrowcasting with Consumer Search 68
5.2 Narrowcasting and Consumer Search in a Monopoly 70
5.3 A Passive Duopoly with Consumer Search 76
5.4 Competitive Narrowcasting when Consumers Search 82
5.5 Conclusion 91
5.6 Appendix: Proof of Proposition 5.6 92
Chapter 6. Contribution, Limitations, and Future Research 95

Bibliography 101



List of Figures
Figure 3.1 A Duopoly of a Customizer and a Conventional Seller
Figure 3.2 Market Segmentation and Pricing of a Customizer
Figure 3.3 Technological Conditions for a Monopoly to Adopt Custorization
Figure 3.4 The Monotonicity of Consumer Surplus as a Function of
Customization Cost a
Figure 4.1 The Profit of a Two-Product Monopoly as a Function of

Externality when 88 2 @
Figure 4.2 The Standalone and Network-Generated Values of Products S

and s, (s, > s,) for Consumer @
Figure 4.3 Market Segmentation of a Two-Product Monopoly
Figure 4.4 Monopoly Price Adjustment to Stronger Externality Intensity
Figure 4.5 Monopoly Revenue as a Function of Low Quality s,

Figure 5.1 A Consumer’s Decision Tree Absent Narrowcasting

bl

Figure 5.2A Monopoly Profit when r < % and c < ;—.
¢

2
Figure 5.2B Monopoly Profit when r < é and ¢ > %?
Figure 5.3 Monopoly s Targeting Decision and Market Partition
Figure 5.4 A Consumer’s Decision Tree with Narrowcasting
Figure 5.5A Price Equilibria when ¢ > 33
Figure 5.5B Price Equilibria when ¢ <¢ < 33¢

vii

25
27
29

35

51

53

55
60

61
71

72

72

73
74
82
82



Table 4.1 Summary of Notations

List of Tables

65



