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Free Trial and Nonlinear Pricing of Experience Goods

MENG Da-wen, XIONG Yi-fan
(School of Economics SUFE, Shanghai, 200433, China)

Abstract: In a nonlinear pricing problem where the seller is uninformed about the preferences of consumers,
he needs to design an incentive compatible contract menu to elicit truthful reports and optimizes his expected
revenue. Experience good is a special kind of good. In contrast to search good, a consumer does not know exactly
his own preference ex—ante. This information is revealed gradually to himself upon actual consumption,so the
standard static screening model does not apply in nonlinear pricing of experience goods. In this paper, we adopt a
dynamic contract model to analyze this issue. A sequential nonlinear pricing contract of experience good is
presented in the present paper. Moreover, we discuss the distortion on contracts caused by asymmetric information.
We find that in the complete information case, the firm will only provide samples to consumers whose type is
lower than a critical value. This strategy may help the consumers gather information of their own preferences and
enable the seller to obtain higher revenue in the future. In the second-best contract, a similar strategy is adopted
by the seller except that the critical value is higher than that in the first-best case.

Key Words: experience goods; dynamic contract; non-linear pricing
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