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Dynamic Price Competition with Staying Cost and Congestion

Abstract: In some industries, consumers will have aversion to congestion and staying cost by
variety-seeking. We will develop model to investigate what effects staying cost and congestion will have
on price competition between firms and on social welfare, discriminatory pricing scheme, uniform
pricing scheme and choice of pricing strategy will be considered separately in this paper. In equilibrium
when each firm can make discriminatory pricing by purchasing history in the second period, old
customers will be charged lower price, but higher to new customers, which seems to reward loyal
consumers? We also find that the second-stage price under discriminatory pricing scheme has nothing to
do with the first-stage market share, but it is not under uniform pricing scheme. Tacit collusion will be
shown in the first stage by staying cost under the two schemes, and congestion will weaken price
competition between firms in two stages. If two schemes can be utilized freely, each firm will choose
discriminatory pricing scheme, and get less profit comparing with uniform pricing scheme chosen,
which means the two firms be in the situation of "Prisoner's Dilemma". Social welfare are also
considered and compared with two pricing schemes.

Key words: Variety Seeking; Staying Cost; Congestion Effect; Discriminatory Pricing; Uniform
Pricing
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