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Competitive dynamic discriminatory pricing and realization of competitive
advantage: An analysis based on consumers’ variety-seeking behavior

JIANG Chuan-hat TANG Ding-xiang

School of International Business Administration Shanghai University of Finance and Economics Shanghai

200433 China

Abstract: As the information technology develops firms can tract consumers’ purchase history and carry out
price discriminations based on those information. In this paper we investigate how such information can be u—
tilized by firms in a dynamic ( two-stage) duopoly model. We show that consumer’ s variety seeking behavior
is the main reason for the firms to discriminate consumers. Specifically firms need to charge loyal consumers
a lower price and therefore a larger market share in the first period is relatively less attractive. As a result
the first period competition is alleviated which leads to “tacit collusion”. This shows that consumers’ variety
seeking behavior is the source of firms’ profits. We also provide a sufficient condition for the existence and u—
niqueness of the equilibrium. In addition we show that a firm who can engage in price discrimination can
gain advantages if his opponent cannot. Our findings provide explanations for frequent flyer plans in airline in—
dustry and membership ( discount) cards in retail stores. The results have important implications in firms’
product marketing strategies.

Key words: variety-seeking behavior; staying cost; discriminatory pricing; marketing strategy



