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Highlights

• I study a duopolistic market in which consumers are segregated according to their
willingness to pay

• Consumers only observe their local firm’s price, but may search the other submarket
at positive cost

• If many consumers are “flexible”, paradoxically no search occurs in the unique equi-
librium

• Otherwise, there is active search in equilibrium, and firms may employ complex
mixedstrategy pricing

• Welfare comparative statics with respect to search costs; optimal regulation; and a
model variation with perfect consumer information are considered
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