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Long-run Industry Dynamics

I At a given cost dm + dc , the monopoly network chooses the
highest price level, ( fm + fc ), and the lowest card adoption
and usage.

I As the total cost dm + dc declines, all three market structures
choose decreasing fees fm and fc and generate more card
adoption and transactions.

I The cost allocation is di¤erent under di¤erent market
structures: the competitive network charges more on the
merchants while the monoply and social planner network
charges more on the consumers.

I As consumer incomes rise relative to card service costs,
consumer fees tend to be decreased relative to merchant fees.

I The fee allocation is in�uenced by the adoption cost km and
kc so that the party having a higher card adoption cost tends
to bear a lower card service fee.
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