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Abstract: we study a microprocessor company selling short-life-cycle products to a set of buyers

that includes large consumer electronic goods manufacturers. The seller has a limited capacity for
each product and negotiates with each buyer for the price. Although purchase quantity is a major
factor that influences negotiations, our analysis of their data reveals a non-monotonic price-quantity
relationship, namely, that larger purchases do not always result in bigger discounts. While existing
theories cannot explain this pattern, we provide a model that is based on practices of this company,
which shows that the non-monotonicity is rooted in how sellers value capacity. Sellers have to
consider the possibility of selling to other buyers while negotiating. In this setting, expected profit
from selling to subsequent buyers need not be concave in the remaining capacity. The value of
residual capacity may be initially convex and then concave. Such a value function is sufficient to
ensure a non-monotonic price-quantity relationship. We briefly discuss how to determine capacity
rationing and the posted price, which also influences negotiations, and how to avoid errors that can
stem from assuming an incorrect price-quantity relationship.
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