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Abstract

We treat the problem of existence of a location-then-price equilibrium in the circle model
with a linear quadratic type of transportation cost function which can be either convex or
concave. We show the existence of a unique perfect equilibrium for the concave case when
the linear and quadratic terms are equal and of a unique perfect equilibrium for the convex
case when the linear term is equal to zero. Aside from these two cases, there are feasible
locations by the firms for which no equilibrium in the price subgame exists. Finally, we
provide a full taxonomy of the price equilibrium regions in terms of weights of the linear
and quadratic terms in the cost function.  1999 Elsevier Science B.V. All rights reserved.
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1. Introduction

Hotelling’s (1929) model of spatial competition provides an appealing frame-
work to address the nature of equilibrium in characteristic space and in geographic

q ´ ´The authors have benefited by comments and suggestions from X. Martınez, Ines Macho and David
´Perez-Castrillo.

*Corresponding author. Tel.: 134-1-624-9600; fax: 134-1-624-9875.
E-mail address: frutos@eco.uc3m.es (M.A. de Frutos)

0166-0462/99/$ – see front matter  1999 Elsevier Science B.V. All rights reserved.
PI I : S0166-0462( 99 )00014-9


