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In this study, a substitution model of the ewolutionary generations of technological products is
presented. The purpose of the model is to excmine the demand side mechanisms which generate
successive product life cycles along the path of technological improvements. In the model, the
nature of substitution processes is summarized to the demand function which is derived from the
consumer’s utility maximization problem. To describe the nature of technological substitution
processes, the concepts of the vertical differeniation and the consumption externalities are con-
sidered in the utility function. The former is 1sed to characterize the result of technological im-
provement and the latter is used in explaining the inertia of demand. To show the validity of

the model, an empirical study is carried out us ng the data of the world DRAM market.
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23 wl| 7w 4 F4 A t gk P>t
A 8.0104 18.54 0.0001
e AR n —0.1221¢ —13.38 0.0001
] 4.2964¢ 22.51 0.0001
x 0.21924: 13.78 0.0001
B e ; 0.7327- 10.05 0.0001
X 3] ¢ 14.32948. 15.37 0.0001
v —0.93243 —15.72 0.0001
% 1.07740 30.67 0.0001
GTSS w23 A 0.07682: 6.28 0.0001
c —0.69165 —1.59 0.1181*
a 92.13032 9.37 0.0001
b .25339. 40.04 0.0001
Norton & m. 190244.1 . 1782 0.0001
Bass(1987) m, 199526.6 5 16.45 0.0001
& 5 m, —T77873.8 —11.08 0.0001
m, —90357.6) —15.44 0.0001
m —38872.¢ —38.62 0.0001
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