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Abstract

In Hotelling’s Location Model, we assume that the length of the beach is 1,
customers are spread equally along the beach, and all vendors on the beach sell
products of the same quality and price. Therefore each customer will always choose
the nearest stand, while each of the vendors always relocates his stand to maximize
his own market share by drawing the largest number of customers until they reach the
Nash equilibrium.

It’s known that in equilibrium, all members of a two-vendor market will gather in

the middle of the beach, while no equilibrium exists when the number of vendors is

. L . 1
three. However, we note that when the location of a vendor is fixed at the position 7

the other two vendors will gather at the position %due to self-interest, and thereby

forms an equilibrium state. In this case, the market share of the vendor with a fixed
position is 50%, significantly larger than the market average. We are interested in the
influence of such a fixed-position vendor on the whole market and each vendor’s
profit.

Our analysis shows that the equilibrium outcome, including the existence and the
patterns of Nash equilibrium, will be determined by the strategy of the vendor with a
fixed position. Namely, a new equilibrium could be generated or an existing
equilibrium might be destroyed by adding such a fixed-location vendor. Moreover, we
introduce a profit-guaranteed strategy such that a profit higher than average can be

ensured by adopting a proper fixed position.


https://en.wikipedia.org/wiki/Market_share
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