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Abstract:

We develop a theoretical model to study a monopoly firm’s
optimal selling strategy when consumers are reference
dependent. In the model, a consumer receives a gain (a
loss) iIf her intrinsic value of a product is higher (lower)
than the expected value. We first study the optimal pricing
when consumers’ expectation on product value iIs fixed
and show how the firm adjusts its pricing as expectation
varies. We then propose to study the situation in which the
firm can also influence consumers’ expectation.
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