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Abstract; A vertical product quality differentiation model consisting of monopolistic
manufacturers and downstream oligarchic competitors was constructed. Based on this model, the
changes in quality-innovating incentives and market equilibrium results were investigated before
and after the downstream large-scale enterprises with high-quality products had market power.
Research showed that when downstream enterprises at different quality levels all have no market
power, the quality promotion of any party will stimulate the innovation enthusiasm of its
competitors. When a downstream large-scale enterprise has market power and negotiates with an
upstream manufacturer, the wholesale prices and the retail prices of the two downstream
enterprises will decline with the increase of market power. At the same time, the wholesale
prices, retail prices and market sales of the two downstream companies all depend on buyers’
market power while the sales and profitability of small-scale enterprises remain unchanged.
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