A Price Competition Game

under Free Entry

Makoto Yano!
Faculty of Economics
Keio University

myano@econ.keio.ac.jp

September 6, 2004

IT am grateful to Fumio Dei, Jim Friedman, Koji Ishibashi, Atsushi Kajii, Takashi Kami-
higashi, Kunio Kawamata, Kei-ichi Koda, Takashi Negishi, Michihiro Ohyama, Santanu Roy,
and Yoshimasa Shirai for useful conversations and correspondence and, in particular, Motonari

Kurasawa, who brought Demsetz’s work to my attention.



Abstract

This study builds a game of Bertrand-like price competition in a market with free entry.
Under the assumption of a standard U-shaped average cost curve, it demonstrates that
even if the number of sellers is small, a long-run competitive outcome can be supported
as a Nash equilibrium. This game provides unifying treatments to the standard Bertrand
equilibrium, the long-run competitive outcome, Demsetz’s equilibrium as well as other

types of equilibria that have not been known in the existing literature.





