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| Abstract

This paper deais with dynamic optimal pricing for new products by o firm
which maximizes the discounted profit stream of it's own in a duopoly. The
problem is constructed as differential games and dynamic optimization theory.
Cost is assumed to decline as time goes on. A modified customer’s choice
model is formulated as a diffusion model and we solve a dynamic optimization
problem by adopting the diffusion model. Since this paper focus on deriving
real prices not showing a time trend, we formulate recursive form equafions
of costate variables(shadow price} and a simultaneous equation of price.
i Hence we derive a dynamic optimal pricing model for using in real market.
. In particular, we construct a dynamic optimal pricing model in the case that
there are benefits from not only new subscribers but also previous subscribers.
i We onalyze instant camera market in U. S. A(1976-1985) by utilizing the
above model.
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Parameter Estimation T-Ratio Approx. Prot) | T| H in]
o 2232774 4.42 0.0031 p : Polaroid
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B -0.026519 -2.38 0.0486
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Polaroid(Dynamic) 17,889 839,351 Kodak{Dynamic) 12,438 520,904
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