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Abstract
Buyer heterogeneity exists in all markets. For example, customers may differ in their preferred products and in their valuations for any given product. Such buyer heterogeneity is often unobservable, thus creating uncertainty for sellers and reducing profits. This paper proposes that (a) a seller can reduce its own uncertainty by offering more choices to its customers, and (b) the type of the additional choice a seller should offer depends on the relative importance of various forms of buyer heterogeneity faced by the seller. Specifically, we identify three types of buyer heterogeneity that multi-product seller may encounter: (1) Max Value-Heterogeneity, which is the variation across consumers in the values for their preferred good; (2) Strength-Heterogeneity,  which is the variation across consumers in the strengths of their preferences (i.e., how much more the preferred good is valued over the less-preferred good); and (3) Popularity-Heterogeneity, which is the variation across products in the percentage of consumers who prefer each product. 
We examine two recently developed innovative marketing tools, the Advance Selling strategy (e.g., Shugan and Xie 2000, 2005; Xie and Shugan 2001) and the Probabilistic Selling strategy (e.g., Fay 2008, Fay and Xie 2007). Specifically, we show how both strategies reduce seller uncertainty and improve profit by offering customers more choices, i.e., the choice to buy in an advance period under Advance selling and the choice to buy “probabilistic goods” (i.e., an offer involving a probability of getting any one of a set of multiple distinct items) under Probabilistic Selling. More importantly, we reveal how the seller’s strategic decision (e.g., advance selling vs. probabilistic selling) depends on the relative importance of the three types of buyer heterogeneity identified in this paper. For example, our results show that Advance Selling is very effective at addressing Max Value-Heterogeneity but is not effective at addressing either of the other two types of heterogeneity. On the other hand, Probabilistic Selling can (partially) counteract uncertainty caused by all three types of heterogeneity. In fact, introducing a probabilistic good is most advantageous when there is a modest amount of all three forms of heterogeneity. These findings advance our general understanding of the dependence of firms’ marketing strategies on market characteristics and raise some interesting issues relevant to research and practice. 
Keywords: Advance Selling, Probabilistic Selling, demand uncertainty, consumer heterogeneity, pricing.



















































































































































PAGE  

