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Dynamic pricing and emission abatement with reference effect
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(1. School of Business, East China University of Science and Technology, Shanghai 200237, China; 2. School of
Business, Shanghai Dianji University, Shanghai 201306, China)

Abstract: Considering the consumer demand characteristic of reference effects, the optimal price and emission abatement
of monopolist manufacturer faced with different combinations of the two reference effects are studied bases on dynamic
programming. The study shows that the monopolist manufacturer should decrease its price and emission abatement in
the presence of reference price effect and promote its price and emission abatement in the presence of reference emission
abatement effect, compared to no reference effect. The instant profit of monopolist with reference effects would be lower
than that with no refererence effects, which measn, either of the two reference effects in the long term would be detrimental
to the long-term interest. It is suggested that the monopolist manufacturer in the face of both reference effects should set
lower price compared no reference effect, based on the analysis of the scenario with both reference effects and the fact
that consumers nowadays are lack of low carbon consciousness and focus mainly on the retailing price.
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