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expressed as 
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, for w sufficiently large the entrant will make the 

input rather than buy the input even though this is not an efficient outcome.  It follows 

,  f o r  w
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Proposition 3 reveals that the entrant will make the make-or-buy decision on the 

basis of a comparison of the input price, w, with its own constant unit cost of making the 

input, .E
uc   The strategic effect present in the Hotelling and vertical differentiation 
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Proof of Proposition 3.  

Case 1: The Entrant Buys the Input from the Incumbent: 

The profit functions for the incumbent and entrant are given, respectively, by  
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