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Abstract

Existing studies of asymmetric duopoly show that price leadership by a lower cost firm is
beneficial for both firms if cost difference between firms is large (dominant leadership). We
reexamine Ono’s (1978) pioneering work on price leadership. Ono assumes that the follower
undercuts the leader’s price and that the leader meets residual demand. We endogenize the
follower’s price. We find that, in contrast to the existing studies, mutually beneficial price
leadership by the higher (lower) cost firm may arise (cannot arise). We also find that price
leadership by the higher cost firm is mutually beneficial when the cost difference between firms

is small.
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