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This thesis presents theoretical studies of strategic firm behavior under consumer heterogeneity. The three
chapters contribute to theoretical industrial organization. Chapter 1 analyzes firms’ quality choice when facing
consumers with different willingness to pay. Chapter 2 studies firms’ adoption of a platform service that allows
them to advertise to consumers who have visited a rival, when consumers face search costs. Chapter 3 examines

sellers’ quantity competition on a platform when consumers have different willingness to pay.

Chapter 1 studies how firms in a duopoly market choose product qualities when facing two types of consumers:
high-end consumers value quality more than low-end consumers. Firms’ highest possible quality (referred to as
industrial technology boundary) is determined by an industrial common technology. I consider price competition
and show that in equilibrium, an increase in the technology boundary can induce a decrease in the equilibrium
quality of one firm. In this case, the firms enlarge their quality difference, triggering a market segmentation. In
this market segmentation, the firm with a lower quality does not serve the high-end consumers and obtains
higher profits from the low-end consumers, whereas the firm with a higher quality supplies both types of
consumers and obtains higher profits as well. This market segmentation causes additional mismatch costs for

high-end consumers, therefore lowering both consumer and social surplus.

Chapter 2 examines how competitive retargeting, a platform service that lets firms target users who visited a
rival, affects market outcomes under search frictions. Building a Hotelling model with random search starting
points and negatively correlated match values, I show that when both firms adopt retargeting, they engage in
mutual poaching that yields no strategic advantage. Although consumer surplus rises because retargeting lowers
search costs, firms’ profits decline owing to the platform’s commission fee. Anticipating this, the platform sets its
fee to make mutual adoption the unique equilibrium, creating a prisoner’s dilemma in which both firms adopt
even though each would be better off under mutual non-adoption. The analysis highlights how platform tools that
reduce search frictions distort firms’ incentives and shift surplus toward the intermediary, increasing total and

consumer welfare but reducing sellers’ surplus.

Chapter 3 examines how a platform’s commission design interacts with market segmentation when sellers
compete in quantities. The platform faces incentive distortion under revenue-sharing contracts, as higher
commissions raise platform revenue but weaken seller incentives. In markets with heterogeneous high-end and
low-end consumers, the commission rate also determines which segment sellers choose to serve. There exists a
critical commission rate under which both the platform and sellers align their interests by ending up in a
segmented market where only high-end consumers are served, thereby avoiding intense competition for the
low-end segment. In this sense, the platform acts as a device for achieving market segmentation: the commission
rate determines which consumers are served and thus shapes the resulting market structure. This segmentation
raises the profits of both sellers and the platform but lowers consumer surplus and social welfare, suggesting that

policy interventions that promote market integration may improve welfare.

Together, the three chapters study firm behavior and market outcomes under consumer heterogeneity in different

competitive environments.
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