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Based on literature research and empirical survey, | constructed the following theoretical model.
First, when considering consumer behavior into the analysis of firm's price discrimination strategy,
firms discount new customers in the market with more inertial consumers, while firms reward past
customers in the market with more variety-seeking customers. Second, when considering
consumer's rational expectation for the future purchase, when consumers are forward-looking,
behavior-based price discrimination hurts firms' profits as shown in the previous literatures.
However, when consumers are naive, | prove that behavior-based pricing can be profitable for
firms.
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Based on literature research and empirical survey, | constructed the
following theoretical model. First, when considering consumer behavior into the analysis of firm"s
price discrimination strategy, firms discount new customers in the market with more inertial
consumers, while firms reward past customers in the market with more variety-seeking customers.
Second, when considering consumer’ s rational expectation for the future purchase, when consumers
are forward-looking, behavior-based price discrimination hurts firms’ profits as shown in the

previous literatures. However, when consumers are naive, | prove that behavior-based pricing can be
profitable for firms.



Behavior based price discrimination

STP
micro-segmentation
consumer
targetability (Chenetal. 2001) consumer
addressability (Chen and Ilyer 2002),
product customization (Dewan et al.
2003; Syam et al. 2005; Syam and Kumar
2006; Arora et al. 2008)

Customer Poaching

Villas-Boas 1999;

Fudenberg and Tirole 2000; Taylor 2003;

Acquisti and Varian 2005; Pazgal and
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Gehrig et al. 2011)

Jeong and Maruyama 2008; Jeong

and Maruyama 2009
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(2010) Shin and Sudhir (2010)
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