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This paper considers the products which are composed of hardware and software.

Hardware is durable and supplied by the monopolist, whereas software is non-durable and

supplied by monopolistic competitive firms. The monopolist may introduce hardware of

new model into the market in order to make the consumers renew their old one. But this

may be undesirable from the social viewpoint, because new hardware needs development of

new software and this development cost may be socially wasteful. Such wastefulness will

be much strengthen when old software doesn’t work in new hardware, that is, incompatible.

The purpose of this paper is to indicate the condition in which the excessive model change

can occur, especially by explaining with the development cost and the degree of product

differentiation of software.
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