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Optimal cost reduction and pricing strategy for a manufacturer
with strategic customers behavior

Xu Minghui, Sun Kangtai
(School of Economics and Management, Wuhan University, Wuhan 430000, China)

Abstract: Based on the waiting behavior of strategic customers, a two-stage model is established to investigate
a manufacturer’s cost reduction and pricing decisions. Using dynamic programming and rational expectation
equilibrium theory, the optimal prices and cost reduction levels are derived under invariant pricing, dynamic
pricing, and price commitment strategy, respectively. The impacts of the degree of strategic behavior of the
consumers on the optimal decisions and expected profit are examined. The results indicate that, for both the
dynamic pricing and price commitment strategies, as the degree of strategic behavior of the consumers increas-
es, the change in the price in the first period depends both on the efficiency coefficient in cost reduction and
the initial production cost. The price commitment strategy can lead to a higher profit among the three pricing

strategies.
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