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Abstract 

The articles highlight the nature and value of network effects, their types and peculiarities 

and trends of competition in network markets. The author focuses on the dramatic changes 

occurring in the network market, which lead to the formation of a fundamentally new 

configuration of the entire market structure.The method of analysis and synthesiswas used in 

order to investigate the nature of network markets. A method of combination of logical and 

historical was used for the analysis of principles of network effects. A method of system 

generalization allowed us to define the key trends of the network markets in the context of 

globalization. Determined that in the global information and innovation economy, it is 

necessary to form a new theoretical and methodological approach, concepts, models to 

determine the nature and characteristics of the operation of network markets. 
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Introduction 

 

Today, in view of transformation of economic systems, total globalization and 

competition of world markets, it’s necessary to ensure theoretical and methodological 

rationale and a smooth transition to a new paradigm, a concept model of development that can 

be defined as an information-network economy with innovation and competitive development 

in focus, based on new knowledge, ICT, intellectualization and "networkisation" of business, 

active methods of competition and receiving various integrated, synergetic effects. 

The modern economy is being transformed into a massive global market network, which 

configuration is undergoing significant modification as a result of technological and 

institutional change. The population is becoming even more dependent on communications 

networks. According to scientists, dependence on technological developments will only 

increase against a growing number of new technologies and services (“smart city” e-health, 

specialized mobile services, virtual banks, electronic money (bitcoins), etc.). 

 

1. Nature and principles of network effects 

 

The network effect is a phenomenon that foresees increase of customer networksvalue as 

the number of its nodes grows. That means an increase in the importance of the object of 

consumption with the increased number of users and connections between them. For example, 

a consumer value of the mobile operator which has just entered a market, is close to zero 

because the network of its users is scarce. 

At the same time, ifthe number of consumers increaseseventually, that is, an individual 

user can have access on favorable terms to the vast majority of personal friends and potential 

business partners,he informally becomes indispensable. Cases of the network effect in today's 

world are more than enough - from the Internet development as a classic example to the not 

less classic formation of social networks and blogs. It being aburgeoning phenomenon 

together with a potential size of the market and an active development of the communication 
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sphere makes the network effect attractive from the perspective of its scientific study as well 

as practical application. 

Basic principles of network effects: 

- The principle of critical mass – the network effect works only when the network 

accumulates a certain number of users – a critical mass. Before it reaches this level, 

investments in the network effect can be quite high, depending on the set of users’ strategy. 

Basically, the company is trying to attract large corporate clients with a view to involvinga 

wide range of users in the network, or to cooperate with manufacturers of related services. 

- The principle of compatibility – the transition to a new standard of communication 

should be carried out with a minimal effort for the user. A necessary requirement by entering 

the network is its beingcompatible with other networking standards so that a consumer might 

not have the “lost” feeling when switching from one network to another. 

- Theprinciple of preferred networkmembers - users need to be more "tied" to the network 

via being offeredmore new and original services which are provided exclusively – from 

unique bonus programs to priority rights in order to get familiar with a novelty on the market. 

- The principle of strengthening relationships–the network development and 

consolidation of the network effect are possible as long as a range of subscribers is 

continually expanded. The bigger a communication network is – the strongeris the consumer’s 

dependence on it. Connections keep users within the network and ensure loyalty. 

-The employment principle – the essence of the principle is to offer customers a wide 

range of services to maximize their network surfing time. This is what allows a company to 

take a leading position in the network market, because consumers, who spend a lot of time 

online, use all the new services and help attract new users. 

- The “quit-network” principle - one of the negative characteristics of network effects is a 

complexity to quit it because it operates under the principle of “cheap entrance and expensive 

exit”. Of course, one cannot retain a consumer using only rigorousmeasures, but the “exit 

challenge”, i.e. switching to other standards, is also a deterrent factor. The loss of contacts and 

standard network capabilities also prevent users from switching to another network. 

- The principle of network significance – a peculiar feature of network market is that life 

cycle of the network can be quite short. According to this feature, the company – owner of the 

network must continually develop its product range, to motivate and encourage clients, which 

can be exclusive items that develop network capabilities as well as souvenirs and accessories, 

through which users can identify one another off-line. 

Without such measures, any network is doomed to decline, as consumers may suddenly 

leave it simply because they are bored. To date, social mediaare estimated at billions, but 

without maintaining customer loyalty, such investmentsarevery risky. However, smart 

diversification can reduce risks at the cost of higher loyalty of network members. 

The network market evolves from highly concentrated and monopolized to finally 

become a highly competitive, fragmented structure, in whichprice competition is getting 

increasingly important. At the same time, network competition takes new forms and there is 

quite a wide range of information and communication products. Actually, consumers can’t 

embrace all the existing and ever-increasing range of services; therefore, they are getting 

more focused on other members of the same social network when choosing a product or 

service. Network competition is gradually being transformed from the technological and 

economic phenomenon into the social and cultural interaction having specific kinds of 

network effects. 
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2. Network markets in the context of globalization 

 

The network market of a new format can be determined only by lower, rather than the 

upper limits of supply and demand. The law of supply and demand, as it appears in other 

markets,no longer exists in the network market. They become amorphous shapes, like circles 

on the water from the stones thrown into it. Many small players with a variety of original 

(source) "branches" have gradually transformed into big participants of all ICT space. 

A striking example of the increased importance of network effects in the global market is 

the World Economic Forum (WEF) where this issue was addressed. This year's forum was 

held on 21-24 January at the Swiss resort of Davos and was called "new global environment." 

But in general, the discussions within the Forum concerned network capacity. Critics pointed 

out that the topic was not worthy of consideration because it wouldn’t yield significant results, 

yet the fact that over 2,500 of the most influential people in the world took part in the Forum 

indicates that the issue of network markets has been gaining popularity and importance not 

only among scientists, but also among businessmen.This is confirmed by the words of one of 

the WEF members: "Ultimately, contacts mean contracts." 

The World Economic Forum (World Economic Forum) published Networked Readiness 

Index of 2015 (Networked Readiness Index 2015), which characterizes the level of 

development of information and communication technologies (ICT) in the world and its 

impact on national competitiveness. The report "Global report on the development of 

Information Technologies-2015" (Global Information Technology Report 2015: ICTs for 

inclusive growth) presents data on ICT development in 143 countries of the world. 

Networked Readiness Index is a composite indicator of ICT development, which has 

been produced by the World Economic Forum and INSEAD International Business School 

since 2002 as part of a special series of annual reports on the development of the information 

society in the world. In 2013, the project was joined by Graduate School of Management 

named after Samuel Curtis Johnson at Cornell University (Samuel Curtis Johnson Graduate 

School of Management). 

Currently, the above research is considered the most comprehensive and authoritative 

source of international assessment of the ICT impact on competitiveness of states and well-

being of their citizens. It is used as a comparative analysis to build ratings, reflecting the level 

of the authors ground their research on the provision, according to which the ICT 

development and economic well-being are closely linked, since at present ICT plays a leading 

role in the development of innovations, productivity and competitiveness growth. 

Additionally, it diversifies the economy and stimulates business activity, thus contributing to 

higher living standards. This relationship was first mentioned at the World Economic Forum 

in 2001 and described in the first Global Report on Information Technologies. It is assumed 

that the index should be used by States to analyze their problematic issues in their policies and 

monitoring their progress in the implementation of new technologies. 

The index measures the level of ICT development by 53 parameters, grouped into three 

main groups: 

- Conditions available for ICTs. 

- The willingness of citizens, business circles and government agencies to use ICT. 

- The level of ICT use in public, commercial and state sectors. 

The design of the index is made on the basis of statistics of international organizations, as 

well as results of the annual comprehensive survey of opinion leaders, conducted by the 

World Economic Forum together with its own network of partner institutes (research and 

business organizations) in the countries that have become objects of study. The final report 

reduced performance into a single network readiness index. 
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There are detailed profiles of the countries in the report, the description of each country 

including: general picture of economic development in part of penetration and use of ІКТ, 

articles of scientists and experts, as well as ratings and a large amount of statistical tables with 

all indexes that were used for the Index calculation.  

The report for 2015 presents data by the  Index of network readiness in 143 countries of 

the world. Singapore ranks first in the ІКТ development rating. The other top ten most 

developed countries in the list are: Finland, Sweden, the Netherlands, Norway, Switzerland, 

the United States, Great Britain, Luxemburg, and Japan. 

Leading states with a transitional economy, in particular the BRIC countries, despite the 

improvement of some indexes, continue to fall behind the most developed economies: China 

occupies 62 place, Brazil - 84, India - 89. These states are facing substantial challenges that 

hamper a more active introduction and use of ІКТ and continue to experience difficulty with 

actualization of their potential. Insufficient competences, undeveloped institutes, other weak 

points in political and administrative spheres, including those related to the business-climate, 

are basic faults which restrain the development of entrepreneurship and innovations. On the 

other hand, a number of countries that worked out a strategic vision of the development of 

ІКТ potential reveal a more positive dynamics, their positions in the rating for the last few 

years have climbed up considerably. Among them, in particular, are the United Arab Emirates 

(ranks 23), Latvia (33), Mauritius (45), Macedonia (47), Armenia (58) and Georgia (60). 

This year Ukraine has improved its position by ten points as compared to the previous 

year, and occupies 71 place in the rating, between Trinidad and Tobago and Kuwait. The 

strengths of Ukraine, in the opinion of experts, include a low cost of access to the ІКТ 

infrastructure and literacy of the adult population, whereas market underdevelopment, 

inefficiency of the legal system and weak receptivity of companies and state structures to the 

introduction of information technologies stand in the way of the country’s higher rating. 

 

Conclusions 

 

New phenomena on the markets of the future, which are burgeoningin our eyes, sets new 

tasks before researchers. A standardparadigm of branch markets "competition-oligopoly-

monopoly" is becoming obsolete, as it is unable to reflect the realities of network interactions. 

The fields of network transactions demonstrate a fundamentally new branch structure. A 

concentric market possesses its key features, behavioral models of participants and results, 

whose adequate theoretical description waited for its turn in the economic science. 
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