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Enterprise Pricing Strategy of Hotelling Model Based on
Reference Dependence Theory
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Abstract

Based on the reference dependency theory, this paper puts forward an improved Hotelling model. The classical Hotelling model is
attributed to the uncertainty of consumer behavior and cannot determine the optimal pricing of a particular situation with the change
of market demand. By simulating the heterogeneity of consumer preference, the improved Hotelling model identifies the position of
marginal consumers, obtains the simplified form of demand function, and further puts forward the profit function of each of the two
competitive companies, and calculates the optimal solution. Part of the theoretical parameters are determined by the psychology and
behavior of consumers, so the company needs to analyze and quantify some of the parameters according to the market demand in order
to determine the optimal pricing.
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