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On value of most favored custom er guarantees to early purchase when selling
to strategic custom ers

JI Guojun, YANG Guang—yong
School of M anagemen} Xianen University X Bmen 361003 China

Abstract D eparmentstores and retail ndustry’ s frequent pranotions nduce sophisticated consumers to evat
uate product future possb le availab ility and price and decide optinal ntestemporal purchase tm ng This pa-
per studies the value of most favored custam er (M FC) guarantees to early purchase n both ex ante and ex post
heterogeneity cases whereM FC refers to hat if seller salvages leftovers consun ersw ill benefit fran this d is-
counting In the fomer case where consun ers ratbnally purchase a product we show tat consun ers may
purchase the poduct at the full price even if hismax mum w illingness to pay is bwer than the full price MFC
guarantees d iscourage consumer swaiting behavor through creatng mplicit price risk In the latter case
where the seller provides partial return policies and consumers buy and experience the product we find that
the seller prefers to salvage lefiovers when products kept by consumers n the early period are weak MFC
guarantees encourage consumers o purchase early by creatng mplicit ratbning risk.

Key words heterogeneity most favored custan er guarantees strategic waitng raton ng risk w illngness b pay
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