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Abstract: Dynamic pricing is often complicated by strategic customer behavior. One tactic
utilized by retailers to counter strategic customer behavior is to adjust prices in an
unpredictable manner. This phenomenon has been studied in the Markovian pricing
literature in single-retailer settings. In this paper, we extend the study to a competitive
setting. By analyzing a competitive Markovian-pricing model and comparing it with a non-
competitive benchmark, we show that, in the Markovian pricing setting, competition may
improve retailer profits and price synchronization may reduce retailer profits, both of which
are contrary to conventional economic wisdom. Our findings highlight unique properties of
the Markovian pricing setting and provide strategic caveats against retailers na'ively
applying conventional economic wisdom in this setting.
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