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Abstract

First chapter of this paper considers theoretically some questions regarding the effect
of the future demand growth in a customer market on price destruction. Constructing a
very simplified mathematical model in which duopolistic competition firms choose price
competitions over two periods and consumers have to incur switching costs as a result of
substituting another firms’ products for their curret suppliers’ products. In my mathematic-
al model, the relationship between the future demand growth rate changes and the degree of
competition in a customer market is examined under various assumptions about future
prices.

Second chapter is on how financial structure affect the market value of each duopolis-
tic competition firm in a customer market. If duopolistic cometition firms in a customer
market issue long- term debts, the market values and equilibrium prices are different when
fixed investments are financed completely by equity or when financed by long- term debt. If
duopolistic competition firms have existing senior debts and require additional debts to fi-
nance new investment, first period prices are higher in a debt financed customer market
than in one in which all firms are completely equity financed. Thus the market value of
each duopolistic competition firm is higher when debt financing is used than it is when



both firms are completely equity financed. Limited liability effects of debt finacing alter the
market value of each dupolistic competition firm in a customer market.
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