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Studies on Strategic Housing Supply and Monopolistic Competition :
Theory and Experiment
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Our interests are in positive and normative analysis of oligopolistic housing markets with negative
externalities and monopolistically competitive markets with product differentiation. We study private housing
supply depending on public housing construction with the combination of the “bid rent function approach” and
with the “strategic approach.” We also consider stability and instability of equilibria of monopolistic
competition and examine whether these equilibria behave as we predict.

In Chapter 2, we investigate how a public housing consruction affects private housing supplies based on a
model which incorporates negative neighborhood externalities into housing markets. An additional
construction of public housing has an effect on willingness to pay for private housing supply. The number of
private housing supplies may decrease or increase depending on the distance from the residential block where
public housings are constructed : Private housing increases by the “pump-priming effect” and decreases by the
“crowding-out effect” on the residential block in the number of public housing. We measure social welfare by
the sum of residents’ utility levels, and the social welfare level always increases on the residential block. Those
of neighborhood may decrease or increase, and that of'the whole city always increase when public housings are
constructed.

In Chapter 3, we study stability and instability of short-run and long-run equilibria of monopolistic
competition with product differentiation. Since monopolistic competition is not either a game of complete
information or of incomplete information, there should exist dynamic adjustment process of process in markets
given the set of incumbent firms. Moreover, entry and exit of firms occur depending on the levels of individual
profits. In the economies under investigation, the price index and total income level of consumers determine
whether the differentiated commodities are substitutes or complements. We show that there may exist multiple
short-run equilibria including stable and unstable ones. The cause is characterized by decreasing marginal cost

and endogenous complementarities between differentiated commodities.
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In Chapter 4, we use laboratory methods to explore the predictions of the Spence-Dixit-Stiglitz model on
monopolistic competition. One round of the experiment takes three steps : subjects choose whether to enter the
market as firms by paying fixed cost, the firms produce outputs subject to the market demand condition, and the
firms and the consumers trade in double auction. We find that the number of firms and price index exceed the
levels predicted by theory. Firms tend to stay in the market even when their profits are negative. They raise

the prices to offset the deficit and the welfare levels are remarkably lower than those predicted by theory.
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