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Abstract

This paper studies on a leader-follower duopoly in which
each firm produces two perfectly complementary products.
They choose one of the following three marketing strategies:
pure component pricing, pure bundling pricing and mixed
bundling pricing; and then compete in a Stackelberg fashion.
The results show that even though mixed bundling pricing
provides more flexible choices to consumers, it triggers a
more aggressive competition between firms. Hence, in the
equilibrium both firms select less competitive pure
component pricing. If consumer welfare deserves a bigger
weight in the measurement of social welfare, the equilibrium
strategy induces the lowest level of social welfare. Otherwise,
it brings the highest level of social welfare.
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