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GREEN INNOVATION AND PRODUCT LINE DECISIONS UNDER
ENVIRONMENTAL STANDARD UPGRADING

MiaoMIAO WANG!, XINYU CHEN!, X1aox1 ZHU?3* AND KA1 L1u?

Abstract. With the continuous improvement of product environmental standards, using or selling
older generation products will increase additional environmental costs, resulting in a decrease in con-
sumer preference for older generation products or products on hand. This paper investigates the impact
of specific product environmental standards implementation on enterprise product line extension and
pricing strategies. We find that if the production cost is low or the consumers’ green sensitivity is high
enough, the manufacturer’s green production can be better than the designated standard. When the
unit production cost of new products is within a certain range, the manufacturer’s profit will increase,
otherwise it will decrease. In addition, we present the manufacturer’s product line update strategy in
different market segments defined by different cost thresholds, which indicate the cases where the man-
ufacturer will be forced to withdraw from the market. Moreover, we examine the correlation between
consumer quality preference and market demand, and discover that an elevation in consumer prefer-
ence for product functional quality does not necessarily result in a corresponding increase in product
demand. Finally, we investigate the relationship between the manufacturer’s actual green product de-
cision and the specified environmental standard, and give the decision areas where the manufacturer’s
actual green decision is higher (or lower) than or equal to the specified green standard. The results
suggest that blindly improving environmental standards by policymakers does not necessarily lead to
an improvement in manufacturers’ green decisions.
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1. INTRODUCTION

In recent years, striking a balance between economic development and environmental protection has become
a prominent topic in both academic research and practical applications [11, 16]. In Europe, the European
Commission’s Euro VI proposal sets forth new emission standards for trucks and buses, while discussions on
implementing the Euro VII emission standard are ongoing. This trend is not limited to Europe, as countries such
as China, the United States, and other regions continue to push for the enhancement of environmental protection
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standards. For instance, Singapore has adopted the Euro VI emission standard for new diesel vehicles since 2018
In China, the National Phase VIa has been fully implemented on July 1, 2020, and National Phase VIb has
also been fully implemented on July 1, 2023. On the other hand, enterprises strive to generate higher profits
by actively launching new products with improved functionality. Furthermore, as consumers’ environmental
awareness continues to grow, they are increasingly drawn towards purchasing green and low-carbon products
[29,39,45]. In order to meet the demands of environmental regulations and cater to consumers’ strong preference
for green products, manufacturers often design and introduce green value-added offerings [30, 36]. For instance,
an increasing number of traditional automotive companies have begun to launch new energy vehicles or hybrid
vehicles?.

In the context of environmental standard upgrades, if the manufacturer’s products do not meet environmental
standards, then consuming products such as cars will bring additional costs to potential consumers when using
the product, such as paying additional environmental taxes and car scrapped in advance etc. [1,8]. Correspond-
ingly, the valuation of second-hand products will also decrease after purchasing the products, and this will have
an impact on potential purchase decisions for consumers who are preparing for replacing their used product
in hand. In this case, companies face technological upgrade tests and whether the green decision is up to the
standard directly affects the purchase intention of potential consumers.

Most existing studies have either explored the impact of new product introduction on supply chain perfor-
mance or the production decisions of manufacturers under environmental regulations. To our knowledge, there is
limited literature considering the negative effects of environmental standard upgrades on the sales of older gen-
eration products and the holders of these products, as well as the manufacturer’s product line decision-making
and green level design strategy under such circumstances. However, the actual impact of these environmental
standard upgrades on the production and sales of tangible products is a real concern. Inspired by real world
cases and the existing research gaps, in this paper, we try to answer the following questions that may be of
interest to related companies and consumers:

(1) How will changes in consumer preferences affect the manufacturer’s decisions on production, pricing strate-
gies, and product green decisions in the context of upgrading environmental standards? Under what condi-
tions will the manufacturer completely abandon the production of older generation products?

(2) How will the upgrade of environmental standards affect the manufacturer’s profit? How does the manufac-
turer’s actual green decisions for the next-generation product relate to the predetermined environmental
standards?

In order to solve the above questions, this paper considers a monopoly manufacturer produces both products,
namely the old-generation products and the new-generation products (higher-functional green products). On
investigating consumer preferences for product renewal decisions, we consider both the primary consumers who
purchased the product for the first time and the potential replacement consumers. In the scenarios of with and
without environmental standard upgrades, we give the optimal decisions for manufacturers to sell new and old
products at the same time, and analyze the impact of environmental standard upgrades through the comparison
of equilibrium solutions. Secondly, we investigate key parameters such as the unit production cost of the product
on the manufacturer’s product line strategies in the segmented markets. In addition, we analyze the situation
where the manufacturer upgraded the product but the green R&D level is not up to the standard, and compared
the relationship between environmental standard and manufacturer’ actual realized green decisions. The main
contributions of this paper can be summarized as follows:

(1) We delve into the phenomenon of product preference devaluation resulting from the elevation of environ-
mental standards and the introduction of new products to existing buyers and holders of older products.
This analysis offers a fresh and practical perspective that is currently lacking in existing literature.

1https ://www.businesstimes.com.sg/transport/singapore-to-adopt-euro-vi-emission-standard-for-new-diesel-vehicles-
from-2018.

2Car companies like Audi and BMW are expanding their product lines to produce new energy vehicles.
See: http://finance.sina.com.cn/stock/relnews/hk/2019-11-28/doc-iihnzhfz2325546.shtml and https://nev.ofweek.com/
2019-12/ART-71000-8400-30420498 . html.
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(2) We examine the influence of production costs and consumer green sensitivity on manufacturers’ decision to
engage in green production, and propose product renewal strategies for manufacturers based on different cost
thresholds. These cost thresholds indicate the circumstances under which manufacturers will be compelled
to exit the market, offering guidance for manufacturers to optimize their production and pricing decisions
in practice when faced with environmental standard upgrades.

(3) We also identify the decision areas for manufacturers’ actual green decisions that are higher than, lower
than, or equal to the specified green standards. Our findings highlight that blindly raising environmental
standards by policymakers does not necessarily result in better manufacturers’ green decisions. The research
results offer a theoretical basis for policymakers to establish more reasonable environmental standards.

The remainder of this paper is organized as follows. Section 2 presents the literature related to our work.
Section 3 provides details of the modeling framework and equilibrium results are derived in Section 4. Section 5
shows a comparative analysis on the impact of implementing environmental standard upgrading on demands,
product innovation and profit. In Section 6, we extend our analysis on product line design and the manufacturer’s
actual green decision under specific environmental standard. Finally, concluding remarks are summarized in
Section 7.

2. LITERATURE REVIEW

In this section, we focus on three streams of related literature: (1) Benefits and challenges in new product
introduction; (2) Marketing issues of green product innovation; and (3) Product replacement with trade-ins.

2.1. Benefits and challenges in new product introduction

Sorescu et al. [37] believed that new product introduction (NPI) could be an important part of enterprise
innovation, and NPI plays key roles in improving firm profit and preventing product lines from being obsolete.
Lobel et al. [24] believed that technology firm used to launch new generations products frequently. Results
showed that whether or not to release a new generation of the product with new technology levels depend
on a fixed launch cost. Further, Nuscheler et al. [31] demonstrated that NPI could be risky and expensive,
and they show that a successful NPT often depends on skillful management teams. Quddus [33] believed that
unlike traditional gasoline vehicles (GV), the power source of new energy vehicles (NEV) is electricity, which
has lower use cost and is more environment-friendly. However, the high production cost and sales price also
hinder the promotion of new energy vehicles to a certain extent. Mirzagoltabar et al. [28] explored the impact
of new product development on economic, environmental and social performances in a sustainable dual channel
closed-loop supply chain taking the lighting industry as an example. Dou and Choi [5] discussed whether the
implementation of trade in and green technology innovation is conducive to the environment. Their research
results show that retailer collection schemes using green technology can bring the highest level of supply chain
profits and social welfare, but may produce more emissions.

Baum et al. [2] pointed out that NPI positively regulates consumers’ purchasing intention and recommen-
dation. Palmer and Truong [32] analyzed the question of whether introducing environmental beneficial new
products with better environmental performance would bring a higher profit for a firm in a polluting industry.
Khan and Wuest [17] demonstrated that the implication of a upgradable product may require additional capa-
bilities and resources, and they pointed out that conventional manufacturer firms do not have such abilities.
Flankegard et al. [6] examined the challenges and mitigation mechanisms of suppliers’ participation in product
development from the perspective of the supplier. Hou et al. [14] studied the impact of the introduction of new
energy vehicles on corporate profits and social welfare. Results show that when considering the network effect,
the introduction of electric vehicles can increase the manufacturer’s profits and social welfare only when the
fixed cost of the new product line is low enough.



1706 M. WANG ET AL.

2.2. Marketing issues of green product innovation

Environmental issues have attracted more and more attention from individuals, enterprises, governments
and non-governmental organizations [27]. Kong et al. [18] believed green consumerism had received increasing
attention with the fact that consumer awareness of green products had increased. Such as bio-diversity reduction,
air pollution, resource depletion, water-pollution, especially greenhouse gas emission, severe smog and haze
crises. Therefore Wei et al. [40] indicated more and more firms had spent significant financial resources to
develop and produce green products.

Cost is the core obstacle of green product R&D and market introduction. Zhang et al. [51] pointed out
that the innovation cost of green products was generally higher than that of general products, they showed that
when a manufacturer who produces only ordinary products and is starting to produce green products, additional
production costs such as tool costs for new machines and green R&D expenditures would be paid. Li et al. [19]
found that when green technology is invested and subsidized, manufacturers and retailers tend to cooperate in
green marketing. However, existing studies had pointed out that consumers’ willingness to buy green products
was related to the price difference between green products and ordinary products. Hong et al. [12] studied the
optimal pricing strategies of green products by taking into account consumer environmental awareness and
regular product reference. Results showed that asymmetric information in the supply chain could greatly affect
the pricing of green products. Lin et al. [22] explored the moderating effect of marketing capability and R&D
intensity on the impact of green innovation strategy on brand value. They demonstrated that marketing ability
and R&D intensity are positively correlated with brand value. Li et al. [20] studied the contract design of green
product supply chain considering marketing efforts in the era of circular economy. They found that in the case
of high or low marketing effort effect, the improvement of product greening level can benefit enterprises.

2.3. Product replacement with trade-ins

The uncertainty level of the new product’s incremental value is high, consumers are more willing to purchase
the current product with trade-ins programs and thus trade-ins programs could be beneficial for the firm [48].
Xu et al. [42] analyzed and compared the impacts of trade-ins and price discounts on consumers’ replacement
purchases. Results demonstrated that under the scenario of a high substitutability level, the implication of
trade-ins performs better than price discounts. Xiao et al. [41] constructed traditional channel and dual-channel
models in the case of trade-in and non-trade-in, and believed that the determination of the best channel is
related to customers’ acceptance of online channel.

Rao et al. [34] studied the trade-ins strategy in a durable product market. Their analysis showed that produc-
ers should consider trade-in programs as a matter of routine. Zhu et al. [54] derived that the implementation of
trade-ins could bring competitive advantage for the firm in a competitive duopoly market in terms of profit and
market share. Under the framework of B2C platform, Cao et al. [3] showed that the implementation of trade-ins
may induce the decision maker to set a lower trade-in rebate, and the platform would obtain a larger profit in
return. Yi et al. [46] studied the trade-in strategies of automobile manufacturers and analyzed the optimal price
and output under different strategies.

In the scenario of a trade old for new and a trade old for remanufactured program, Ma et al. [25] investigated
the optimal pricing decisions of a monopoly firm. Their results demonstrated that simultaneously adopting the
two programs do not necessarily improve the firm’s profit and different trade-ins schemes should be designed
under different conditions. Ma et al. [26] discussed the influence of dual reference effect and policy subsidy on
the trade-in pricing of remanufactured products based on reference price effect and reference quality effect,
and found that when reference price parameter and reference quality parameter are within a certain range,
manufacturers can benefit from them. Zhao et al. [52] examined the impact of trade-in services on the quality
selection of original equipment manufacturers in the context of competition with third-party remanufacturers
and the results show that OEM always improve product quality and can benefit from the implementation of
trade-in programs. Table 1 presents the differences between this paper and existing relevant literature.
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TABLE 1. Comparisons of related research and this paper.

Government
Consumer  policy
preference  /Environmental

Product Environmental
Trade-in  line standard
design upgrade

Related research

regulation
Dou and Choi [5] v v v
Giri et al. [7];
Zhou et al. [53]; Hong et al. [13]; v v
Yalabik and Fairchild [44]
Hou et al. [14] v v v
Han and Liu [10]; Liu et al. [23] v v
Ma et al. [26] v v v v
Xiao et al., [41]; Cao et al. [3] v
Yi et al. [46] v v
Yu et al. [49]; Li et al. [20] v
Lobel et al. [24]; Zhang et al. [51] v v
Ino and Matsumura [15]; v
Li et al. [21]; Guo et al. [9]
This paper v v v v v

2.4. Literature summary and research gap

In the existing literature, the profits generated by NPI for manufacturers has been widely recognized. However,
the production of new products also brings additional production preparation costs to manufacturers. Enterprises
not only update and launch new products with better product quality and functions, but also consider the
green investment of products. Based on real-world issues, this study models and analyzes how manufacturers
make corresponding pricing and green decisions under policies, taking into account the introduction of product
environmental standards and the concessionary depreciation caused by new product introduction for old product
buyers and holders. Additionally, to the best of our knowledge, most of the current research on the topic of
environmental standard upgrades is conducted from a macro perspective using empirical methods, with few
studies examining the impact of environmental standard upgrades on decision-making in supply chain members
from a micro perspective. This study fills this gap in the literature.

3. MODEL SETUP

3.1. Model description

In this study, we consider a monopolistic manufacturer that sells two successive generation products, i.e., the
older generation product (denoted as product A) and the new generation product (product B). It is assumed
that product B is superior in both quality and greenness as compared to product A. The manufacturer focuses on
two market segments, i.e., the primary segment (denoted as “P”) with consumers who are first time buyers, and
the replacement segment (denoted as “R”) with consumers who have used product in hand. We comparatively
study two scenarios, i.e., with environmental standard upgrading (superscript “NU”) and without environmental
standard upgrading (superscript “EU”).

To cope with the upgrading of environmental standards, the manufacturer needs to strategically develop
his/her product innovation and NPI strategies. That is, product greenness, pricing and market coverage strate-
gies. As product A is the type of product to be phased out, we will focus on the situation where the manufacturer
only increase the green level of the new generation product B. To simplify the comparison of products A and B,
we assume that the green level of A is 0. To ease the expressions, we simplify segments “P” and “R” to be equal
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TABLE 2. Notations.

Parameters Explanations

0 Consumers’ preference of older generation product A

« Functional difference between the two products

k Consumers’ sensitivity for the new product’s greenness

h Consumers’ valuation on their used products in hand when a new product is introduced.
(0<h<1)

I6] Consumers’ depreciation of product A

l The depreciation of used product in hand of consumers in segment “R” under “EU”

s Residual value of older generation product A

Decision variables

pA The selling price of product A

pB The selling price of new product B

pr The trade-in rebate

e The green level of new product B

in market size. The simplications do not change the results of important findings. The Notations are given in
Table 2.

3.2. Demand structure

In this section, we first derive the consumers’ strategic choice without environmental standard upgrading. The
consumer utility function is adopted to capture consumers’ heterogeneity, and it is widely used to represent the
quantitative relationship between the utility obtained by consumers in consumption and the goods consumed
[4,38]. On the primary segment, the utility of purchasing a primary product is U 5 “NU — 9 — py4, and the
utility of purchasing a upgraded product is U g -NU — (14 «)f — pp + ke. Consumers are heterogeneous in
evaluating the products’ functional attributes, and 6 is normally distributed in the interval [0,1]. Parameter
« differentiate the functional difference of the two products. In this paper, we assume that the environmental
utility equals ke (Similar assumption can be found in [13, 44, 55]). A consumer will purchase product B if
Ug_NU >0 and Ug_NU > Uf‘NU hold at the same time. Similarly, product A is preferred if Uf‘NU > 0 and
U f -NU > Ug —NU are satisfied. It is noted that we focus on the scenario where the demand for both products
in each segment is positive. On the replacement segment, the utility of purchasing a upgraded product is
UgiNU = (14+a)0—pp+pr—hO+ke, and the utility of purchasing a primary product is UffNU =0—pa+pr—hb.
Similar to Hong et al. [13] and Zhu et al. [55], by solving the indifferent purchasing point of consumer valuation,
we derive the demands in the presence of prices as follows:

PB—pPA—ke 1

E —pa — ke —pa — ke
DENU = dp=PE_PAZTE . DENU - / dg =1 BB PATRC
(67 PB—PA ke [0}
Pa -
B k ! k
DR-NU _ dp— PB—Pa—ke pa—pr DE-NU _ / g0 — 1 PB—pa— ke
PA_PT o 1—h PB*I;A*’“ o

With environmental standard upgrading, potential consumers have reduced their preference for product A.
Specially, older generation product owners have also reduced their preference for holding products in hand.
Therefore, on segment “P”, the utility of purchasing product A is U f “BU — (1 — 3)0 — pa, and the utility of
purchasing a upgraded product B is UgiEU = (14 a)f —pp + ke. On segment “R”, the utility of purchasing a
upgraded product B is Ug_EU = (14 a)0 —pp + pr — 10 + ke, and the utility of purchasing a primary product
Ais Uf_EU = (1—- )0 —pa + pr — 10. Be different to the scenario of “NU”, in “EU”, we use (3 to illustrate

the consumers’ depreciation of product A since A is not up to the environmental standard. Here we assume
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TABLE 3. Net consumer utilities in different segments with o > 0,0 < <1, k> 0and h > > 0.

Consumer utilities
Cases

Replacement consumers Primary consumers
(1+a) —pp+pr—h8+ke(B) (1+a)f—pp+ke(B)

1+a)f—pp+pr—10+ke(B) (1+a)f—ps+ke(B)

h > 1> 0 to further depict the depreciation of the used product in hand when the new product B is introduced
and “EU” is implemented. The utility functions are summarized in Table 3. We then derive the demands in the
presence of prices as follows:

pp—pa—ke 1

DRfEU:/ T g PB—pa—ke pa—pr DR—EU:/ g0 —1_ bB—pa—ke
A T’l/i;f:l’" O[+ﬂ 1*ﬁ—l’ B pB;;::%*ke Oé‘i’ﬂ
PB—PA—ke
pDP-EU _ ots dQZPB*pA*ke __PA  pp-EU _ ! d‘g:lipB*pA*ke'
A 1p7Ag a+ﬁ 1_6’ B pB_gj:«b—ke a+ﬁ

Before describing the analytical model, we discuss the key assumptions specific to the cost and consumer
behavior across the two products:

(1) To make our analysis feasible, we assume that all the demands are non-negative. For example, in the

2 2 2 2
benchmark scenario NU, max { CA(y(hfo‘fl)Jr(’Z_)f)’; (h—s—1)+asy CA(eray;k )tk } < e < a+ca is assumed
to ensure the negativity of demands. Similar assumptions have been made in Liu et al. [23] and Yu et al.
[49];

(2) A quadratic cost function is adopted to measure the convex cost of the green improvement on new product
B. The quadratic cost structure (i.e., ¢ = 6273’) is widely used to capture the green R&D cost [7];

(3) The marginal production cost of the new product B is exogenous and not a function of the functional
coefficient . Similar assumption has been found in Hong et al. [12].

4. EQUILIBRIUM RESULTS

In this section, we respectively derive the optimal decisions of the manufacturer under the scenario with
and without environmental standard upgrading. In each scenario, the manufacturer has to maximize the profit
functions consist of revenues from the two market segments and the costs from producing and innovating of the
two kinds of products. The decision variables are prices (p4 and pp) and the rebate (pr) of products A and B,
and the green level (e) of the new product B. We respectively use the superscript “NU” and “EU” to denote
the scenario with and without environmental standard upgrading. All the proofs of propositions are provided
in the appendix.

4.1. Without environmental standard upgrading

Without environmental standard upgrading, consumers do not depreciate their preferences of product A. The
profit function of the manufacturer is given as follows:

maxIINY = (pg — ca) (Df_NU + Di_NU) + (DE_NU + Dg_NU)(s —pr)

_ _ ey
+ (p5 — cp)(DENY + DY) — N (1)
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In equation (1), the first and the third term respectively denotes the net revenue form selling products A and
B. The second term is the net revenue from trade-ins. The last term describes the cost of green R&D. The
equilibrium results are given as follows:

Lemma 1. When %2 —y < 0, the optimal decisions are: pEU* = %(CA—Fl), qu«U* = %, ng* =

Ha+ep+eNVUk+1) and NV = —Kladea—cn)

ey The demands are given as:

ca(y(h—a—1)+k?) +cply —hy) + k*(h — s — 1) + asy

pRE-NU* _
A 2(h —1)(k? — ay)

DE-NU* _ y(a+ca —cB)
B 2(ay — k2)

and

pP-NU" _ cA(erozy— k2) —ycp + k2
A =

2(k? — ay)
pP-NU* _ yla+ca—cp)
b 2(ay — k?)

The closed form of the manufacturer’s profit could be found the Appendix A.

In Lemma 1, optimal prices and demands are derived with closed forms. It can be found that there
exists a upper bound of product B’s unit cost (¢cg < « + c4) that captures the no-negativity of Dg_NU
DR_NU*. For the no-negativity of DP_NU* nd DR_NU*7 there also exists a lower bound (cp >

cA(y(h a— 1)+k2)+k2(h s— 1)+0¢sy cA(ay+y k2

and
max{ Sk } From the optimal equilibriums, it interesting to find
that the price of product A and the trade in rebate are not affected by the manufacturer’s green decision, and
the price of product B is increasing of with the green decision of product B. The sensitivity analysis on demands
will be given in Section 5. Next, we will investigate how the manufacturer make the decisions when there exists
an environmental standard.

4.2. Upgrading of environmental standard

With the upgrading of environmental standard, consumers depreciate their preference on product A. The
profit function to maximize of the manufacturer is given as:

max IT2V = (p4 — cA)(Df}*EU + DIZ*EU) + (DIIE*EU + DngU) (s —pr)

_ _ ey
+ (5 —cp)(DE PV + DE7EY) — - (2)

In equation (2), the component of the manufacturer’s profit function is similar to the profit function when
there is no implementation of environmental standard upgrading. The equilibrium results are given as follows:

Lemma 2. When m y < 0, the optimal decisions are: p§Y" = L(ca — B+ 1), piU" = &2, pEU" = L(a +
cg+ eV k+ 1) and ePUT = —% The demands are given as:

DE-EU* _ CA(y(Oé—l—i- 1) —kz) +yeg(B+1—1)—k2(B+1—s5—1) —sy(a+ )
4 208 +1-1D(yla+5) - k?)

DRE-EU* _ y(la+ca+p—cp)
2(y(a+ B) — k?)
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and

pP—EU* _ €A (y +ay— kg) — (8- 1)(k’2 - ycB)
4 208 - 1)(y(a +B) — k?)
pP-NUT _ yla+ca+ 5 —cp)
2o+ 6) — k)

The closed form of the manufacturer’s profit could be found the Appendiz B.

In Lemma 2, it could be found the the optimal prices of both products A and B varies as compared to
the results demonstrated in Lemma 1. The consumers’ depreciation () negatively affect the optimal price of
product A (i.e., piY" —pNY" < 0) and positively affects the optimal price of product B (i.e., pEV" — p¥U" > 0).
It also could be found that there exists a upper bound of product B’s unit cost (cg < a+ c4 + ) that captures
the no-negativity of DP_NU* and Dg_NU*. For the no-negativity of DP_NU* nd DR_NU* there also exists a

lower bound (cp > max { calk’ _(a+1)y)+ﬁlk27 CA(k2+a1y)+k;é§2 é)%y(a—w)} All the detail analysis on demands

and profits are given in Section 5. In this section, we focus on the perfect scenarios that both the two kinds of
products are produced. In Section 6, we will extend to study the cases when the manufacturer selectively give up
specific market segments. In the next section, we detailedly investigating on model comparison and sensitivity
analysis of key parameter.

5. DISCUSSION

In this section, we will first compare models “NU” and “EU” to find the impacts of the implication of a
upgrading environmental standard on specific product demands and firm profits.

5.1. Comparison

We first derive the implications on demands between the two models, i.e., “NU” and model “EU”. The
following proposition gives the demands comparison:

Proposition 1. The impacts of upgrading environmental standard on product demands are:

(1) For product A, we have DP EU" DP NU* if en cA(k'2—(a+1)y)(§jy—2y(a+ﬁ1))+61kzy; and DQ’EU* >

R—NU* . c hlk2_a -8 ha1+k2 K2 a+l1+ﬁ2 B 1)+ k2 +ac
DX if cp < A((h=1)( )2 —B(y( ﬁ()h 1));2(ﬁer/l( 5 ) +B7y(y( )+k2))

(2) For product B, we have DngU > DngU and DE~ EUT DngU if cg > %

Here, v = h(s(2a+ ) — k*s +k*yBB2 — asy?(a+B)) +k*s(B+1) — k2y((B+1)(B+s(2a+B)) — B) + asy?(a+
BB+, B=B—1and f2=0+1—1.

In Proposition 1, we provide the comparison of the two models to the impacts of “EU” on demands. Results
show that the demand for product A under both scenarios (“EU” and “NU”) is affected by the unit cost of
product B. When the unit cost of product B is below a certain threshold, the primary segment and replacement
segment demands for product A under the “EU” scenario are larger than those under the “NU” scenario.
However, the result is opposite for product B, that is, when the unit cost of product B is above a certain
threshold, the primary segment and replacement segment demands for product B under the “EU” scenario are
larger than those under the “NU” scenario. These findings could be explained that the demand of product B
(A) is decreasing (increasing) in cp. That is, higher cost input can actually increase the demand for product B
under an environmental standard upgrade. Further, by comparing the optimal profits between scenarios “NU”
and “EU”, we show how will the upgrade of environmental standard affect the manufacturer’s profits:

Proposition 2. For the impacts of upgrading environmental standard on firm profits, we have:
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FIGURE 1. The effect of environmental standard upgrading on manufacturer’s profit.

(1) The implication of “EU” decreases the manufacturer’s profit (i.e., eV < HNU*) if and only if cg > cp 1,
or cg < cp,2; and increases the manufacturer’s profit (i.e., meEv” > HNU*) if and only if cg1 < cp < cpa;

a(HEU*

NU*
(2) When cp < ¢p,o, we have T;H) > 0, i.e., the difference of profit is increasing with new product cost.

2 4 2
Here, cp1y = y(2Byca V2T (k (2a+6)27632y(a+ﬁ)))7m;c +28k v cBo = ca + %7 Bi = pB—-1 and T =

By?cd (1= (B2 (h—2)+B((h—2)I4+2)—h) —2B1 sca (B—h+1)+B1 (K* (81 +1) —h(B+1(B+D) +5° —1)+(B+1) (I+5%)—1))
B1(h—1)(B1+1) (K> —ay) (k2 —y(a+B)) :

In Proposition 2, it could be found that there exist two thresholds on cp, i.e., cg,1 and cp 2, which determine
the comparison results of the manufacturer’s profits under models “NU” and “EU”. We find that the difference
IIEYV" — TINU” s a quadric concave function on cp. In other words, the increase in profit brought by the
environmental standard upgrade to the manufacturer is not always increasing with the increase in unit cost of
product B. Results indicates that there exists a threshold cg g = ca+ %2, below which ITEV" —TINU™ ig increasing

with product B’s unit production cost ¢p, and above which ITFY" — IINV" is decreasing with product B’s unit
production cost cp.

A numerical example (with o = 0.7, 8 = 0.3, h = 0.06, £k = 0.27, { = 0.03, s = 0.05, and y = 0.3) is provided
for better illustrating this proposition. In Figure 1, regions R1 and R2 denote the zone that the implication of
“EU” dominates “NU” in the manufacture’s profit, and in the blank area, the manufacturer’s profit is decreased
by the implementation of “EU”. In addition, the area above the dashed line (i.e., cg = ¢p) represents the
zone where the profit difference (IT®Y" — IINU") is increasing with the decrease of new product cost cp.

In the above analysis, we focus on the comparison of the two models under the implementation and non
implementation of environmental protection standard upgrading. Next, we will analyze and compare the impact
of environmental protection standard upgrading on the demand of consumers in different markets within a single
scenario.

Another comparison is investigate how “EU” affects the firm’s optimal green R&D.

Proposition 3. With a threshold cgo = ca + k—;, if cg < cp,o s satisfied, then we have BV > eNU*; and
ePUT < eNU™ if cp > cp g is satisfied.

In this proposition, we provide under what circumstances the implementation of environmental standard
upgrading will lead to a higher manufacturer’s green R&D decision. Interestingly, the implementation of envi-
ronmental upgrading does not necessarily lead to higher product green R&D, and only when the functional
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production cost of new products is low enough (i.e., cg < c¢p ), the implementation of environmental upgrad-
ing can bring higher product green investment. The viewpoint that cost has a negative impact on the production
and sales of new products here is consistent with relevant literature [14,24,33], but these three articles do not
consider the factor of environmental standard upgrades. Furthermore, by deriving the first order conditions of

* * NU* EU* .. .
EU" and eNY" on ¢, we have 25 = k< 2 = kLy’(“aJrﬁ) < 0. This implies

the optimal green decision e 5en Pa 5en
that increasing the unit cost of producing product B has a negative impact on improving the manufacturer’s
green decision on product B, and the negative impact is stronger in scenario “NU”.

In the above analysis, we focus on comparing the equilibriums between the two scenarios. The following two
propositions describe the comparison between the two separated segments (i.e., the replacement segment (R)
and the primary segment (P)).

Within model “NU”, we have the following findings:

Proposition 4. (1) If s > hca, we have DII}*NU* > Df:*NU*; otherwise, foNU* < DifNU* ;

)

2h—a—2)+k?)+k*(h—s—1 hts—1 * * , _NU*
(2) If cg > ca(v@ha-2)+ 2)(-;_1()?! s—Dtoy(hte ), we have Df}_NU > Dg_NU ; otherwise, Df NUT <

R—NU™
DB

)

2 2 * * * *
aycak®—ca+2yca+k“+ay P—NU P—NU™ . P—-NU P—-NU
(3) Ifcg > 5y , we have D > Dy ; otherwise, D < Dy .

From Proposition 4, we can conclude that when the environmental standard is not upgraded (“NU”) and
the residual value of product A (s) is larger than a certain threshold (which is a linear function of the unit
production cost of product A), the demand for product A in the replacement segment is larger than the demand
for product A in the primary segment. This indicates that higher residual values make consumers more inclined
to replace product A. When the unit production cost of product B is higher than a certain threshold, the
demand for product A in the replacement segment will be larger than the demand for product B. Similarly, the
demand for product A in the primary segment will also be larger than the demand for product B. Next, Within
model “EU”, we have the following findings:

Proposition 5. (1) If s > 4. we have Dﬁ_EU* > Di—EU*; otherwise, Dﬁ_EU* < Di—EU*.

1-87 ’
k2 —a+42l— k2 (B+l—s— I+s— * * .
(2) If g > CA( +y(B—a+2 2))+2y((ﬂﬂirlils) +y(a+8)(B+I+s 1)7 we have D[]q{fEU > DgiEU ; Otherwzse,
R—EU* R—EU* ,
DI ppy
k —a— —1)(k * * * *
(3) If cg > ca(k4y(ba zzzt(lﬂ)y I +y(a+6)), we have Di_EU > Dg_EU ; otherwise, Di_EU < Dg_EU .

The conclusion of Proposition 5 is consistent with that of Proposition 4, but the relevant thresholds are
different. In order to further compare the demand relationship under the two models (“NU” and “EU”), we
compare the relevant thresholds in the two propositions and obtain the following observation:

Observation 1. — For the thresholds of comparing D and DL*, we find that if h > ﬁ orl < h(l1+4p5)

lca

we have hca — 12 5 > 0. This finding implies that the implementation of “EU” enlarges the possibility of

D% > DI* when h is large enough or [ is low enough;
(:A(y(2h—a—2)+k2)+k’2(h—s—l)—l—ozy(h-&-s—l) > cA(k2+y(ﬂ—a+2l—2))+k2(ﬂ+l—s—1)+y(a+ﬂ)(,8+l+s—1)

2(h—1)y 2y (BFI-1) if h is large
. ca(y(B+a(B+1)—k2(B+1))+k*s(B+1) —y (B2 +B(I+as+s—1)+als) ) )
enough, that is h > AT B —FD) TRy (BAFHI=T) F(ath)) or [ is small enough, that is

| < calh(uerB)=k?)+B(k=(atDy)) +h(k*s—y (81 5+ s(a+5)))+A(y(B+as+s=1)—k"s)
calay—k?)+B(h—1)y+s(k>—ay)
mentation of “EU” enlarges the possibility of Df > DE when h is large enough or [ is low enough;

2 _o_ _ 2 .
ea(khry(5-2 (;)()ﬁt(gy D(E+y(a+6)) > aycAk27cAJ2rjycA+k2+ay exits all the time, this implies that the threshold

of DE* > DE* is raised by improving environmental protection standards. On the other hand, it also indicates
that improving environmental protection standard reduces the threshold of DE* > DE* for green product
cost cp.

. This implies that the imple-
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5.2. Sensitivity analysis of consumer preference variance

In this section, we will first analyze the sensitivity of product demand to key parameters in the segmented
market, and then analyze the sensitivity of manufacturer’s profit.

Proposition 6. Wzttho—cA+ ,op=l—a—-1,/=0-1
aDR—NU* aDP—NU* aDR—EU* P EU* 8DR—NU*
(1) If cg < cpo, we have —B—— > 0, —Z— > 0, —5— > 0, and 2 2 > 0; —45 < 0,
3DP7NU* aDR*EU’k 8D P EU*
s <0, s <0, and —4— <0;
As—ca (k2 2_ 2 1)) +k2 26,12 2 2 gphR—BU*
©2) If cg > k" s—ca(k”tyon) (k" —y(a+28+1 yz)();flfli)ﬁzﬁl +2B11—2s(a+B))+sy” (a+B) . we have %5 >0; Ifcp >
B2k2y—ca (k2 —(a4+1)y) (k2 —y(a+28—1 opE—FU* opR-NU” apP-NU”
1k y—ca( (a[-}fg)f;)( yla )), we have %76 > 0; If cp < ¢B,0, we have B@B > 0, B&B >
0;
aDngU* _ aDngU* _ aDi—NU* DR NU* ) aDngU* _ aDg—EU* . aDi—EU* .
(3) = T = 5T =0 and —4— < 0; T = T = T =0 and
oDR®
T < 0.

In Proposition 6, we analyze the influence of consumer’s preference on product demands. Generally speaking,
consumer preferences (such as green preference, quality preference, etc.) are often positively correlated with
product demand [10,47,53]. However, unlike these literature, we find that there exists an inconsistency between
consumer’s functional quality preference and the actual demand of the product. That is, the increase of consumer
preferences on product functional quality does not necessarily lead to the corresponding positive growth of
product demand. It can be explained that the utility function of consumers’ purchases of products is influenced
not only by the product’s functional utility, but also by the green utility of products. Note that in the same
scenario setting of cp, the demands of products A and B will change in the opposite direction. It is also
interesting to find that both the parameters i and [ merely affect the demands of product A in the replacement
segment, and does not affect the demand of product B in each segment.

As we have assumed in Section 3, the consumers’ preference of the green product hold the same (1 + )¢
no matter the government/regulator implements “EU” or not. However, the preference for the primary prod-
ucts varies. In the following proposition, we show how the change of parameters a and 3 jointly affect the
manufacturer’s profit.

Proposition 7. With cgo =ca + %2

(1) For the profit of model NU;
(a) When cg < ¢p.o, a%ILU >Oifa<cB—cAoroz>cA—CB+2 daH <Ozch—cA<a<

ca—cp+ %; (b) When cg > cp.o, 8%NU ifa>cg—cq ora<ca—cp+ 7; and th <0 if
ca—cp+ 2 <a<ep—ca;
(2) For the profit of model EU;

BU* X 2 EU* 3
(c) When cg < ¢, ‘(mT>Ozfa<cB—cA—ﬂ 0ra>cA—cB+%; and 8%a SOzch—cA—ﬁg

z'fa>cB—cA—ﬂoroz<cA—cB—|—2 dal—I <0

2 EU
a < CA—CB+%£ (d) When cp = cpo, 8%

2
ifCA*CBJr%SOéSCB*CA*ﬂ

In this proposition, we show how manufacturer’s profit change when consumer preference index « increases.
We find that the relationship between manufacturer’s profit and consumer preference is not simply positive or
negative in both scenarios (scenarios “NU” and “EU”), but is influenced by the unit cost of product A and
product B. This finding is similar to that of Zhang and Zheng [50]. Note that the key finding is that with the
increase of product B’s functional quality, the manufacturer’s profit is not necessarily increase (While Xu et al.
[43] argue that quality improvement can increase manufacturer’s profit). Therefore, manufacturers do not need
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Model: NU
- Y
e \..\ L S
) -
Cp-Cy4 2k’ -y (CB '0.4)
y
Model: EU
< —~—
. - | ™ - b
Ty - Ty
0 -B-citey 2k:-)'(,3-c_4+03) a
y

FiGURE 2. The impacts of product functional improvement on manufacturer’s profit in the

NU* NU*
case of cp < cpo (where “—” denotes ZL— < 0 and “~” denotes 2L— > 0).
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FIGURE 3. The impact of o on manufacturer’s profit (Model NU).

to excessively pursue the improvement of functional quality when designing product B. In each scenario, there
both exist two cases. Further, in each case, there also exist two thresholds that affect the trends. We use Figure 2
to capture the impact of implementing “EU” on the two thresholds. It could be observed that the implication
of “EU” decrease both the two thresholds.

To better understand the impacts of « on profits, numerical examples (with 8 = 0.7, y = 0.3, c4 = 0.2
and cg = 0.45) are given in the Figures 3 and 4. By observing the two figures, it could be found that there

exists a dashed line in each figure. On the left side of the dashed line, we have cg —ca > ca —cp + % and
cg—ca— [ >cqp—cB—+ —2; On the right side of of the dashed line, we have cg —cy < cg —cp + 22 and
g % 8 ;

cg—ca—B<cqp—cp+ % Therefore, we have the following observation.
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FIGURE 4. The impact of @ on manufacturer’s profit (Model EU).

Observation 2. - In Figure 3, regions R1, R2, R4 and R5 denote the scenario that IINU" is increasing with
a; and regions R3 and R6 denotes the scenario that IINU" is decreasing with a; In Figure 4, regions R1 and
R2 denote the scenario that IT®Y" is increasing with «; and regions R3 denotes the scenario that ITFY” is
decreasing with «. Note that regions R4, R5 and R6 in Figure 4 are meaningless (because o > 0), so we do
not label them.

— Compared with Figure 3, it can be found that regions R1 and R3 in Figure 4 decrease while R2 increases
with the implication of “EU”, i.e., both the two thresholds are decreased by the depreciation (3) on product
A under “EU”.

6. EXTENSIONS

In this section, we first analyze the impact of changes in costs and consumer preferences on the manufacturer’s
product line strategies; then we analyze the relationship between manufacturers’ actual green decisions and
product environmental standards.

6.1. The manufacturer’s product line strategy in each segment

In Lemmas 1 and 2, we demonstrate the optimal pricing decisions of manufacturers for new and old products
in two markets under the condition of full market coverage. In reality, because of the possible high cost or high
net revenue, the manufacturer may give up a certain part of the market, e.g., when the production cost of the
product is too high, the decision-maker may give up the production of the product because of the low profit.
Next, we will derive the cost thresholds that identify the manufacturer’s strategic choices to explore how costs
and key parameters affect the equilibriums.

First, we analyze the manufacturer’s production and pricing decisions without environmental protection
policies. The optimal solution is as follows:

Proposition 8. In scenario NU, the manufacturer’s optimal policies on product A are characterized by linear
relations between ca and cp, specifically we have 3 cases:

, _ o2 2, . . _ . o 2 201 o )

Case I. If ca(y(2a h+2;y 2k7)+2k"+sy <cp < rnln{2&-|—<:A2h-i-s-|-17 ca(y(h—o 1)‘*‘(@21"‘)’; (h—s 1)+a5y}; the manu-

facturer will give up selling product A in the replacement market Df_NU =0, and Dg_NU = Dg_NU =
y(—2a—ca+2cp+h—s—1) DPfNU* o cA(y(2o¢—h+2)—2k2)—2y03+2k2+sy
2y(h—2a—1)+4k? » A - 2y(—2a+h—1)+4k? :
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Case IL. If CA(y(h—Qa—Q)+2k;():7211c)2;h—s—1)+(2a+1)sy

ing product A in the primary market
pDE-NU" _ cA(y(72a+h72)+2k2)72(h71)y05+2k2(h7571)+(2a+1)sy
A 2(h=T) 2R~ (2a+1)y)
2 2 2
Case IIl. Ifcp < min{cA(y(f2a+h72)+21;(;L+211§ (h—s— 1)+(2a+1)sy ca(y(2a— h+2%y2k )+2k
will give up selling the older generation product in the primary and the replacement market
P-NU* _ R-NU* _ nP-NU* _ y(2cg—2a+h—s—2)
Dy =0, and Dy =Dy = éy(i’iz<2+1>>i4kz :

. _ 1.2 2 . .
<cp< M, the manufacturer will give up sell-

P—-NU* __ R—-NU* __ P—-NU* _ y(2cg+h—2a—cy—s—1)
DA = 0, and and DB = DB = 2y(h—2a—1)+4k2 ’

+oy }, the manufacturer
R-NU* _
Dy

In the above proposition, we focus on how the manufacturer changes the market strategy for prod-
uct A when the unit production cost of the new product (cp) changes. We give the circumstances under
which the manufacturer will give up or partially give up the production and sale of the old genera-
tion product (product A). There are five thresholds for cp that determine whether the manufacturer
will continue to produce product A. We show that when the unit cost of cp is lower enough (cp <

mm{c“(y( Zoth= 2)+2I;(;L+211§y(h s—1)+Qatl)sy caly@a— h+2) 2k%) 42k +Sy} the manufacturer will totally give up

producing product A and focusing on producmg product B There also exists a upper bound threshold, and the
manufacturer will produce and sell product A in both the replacement and the primary segment if cp is larger
enough, i.e., cg > maX{CA(O‘y+y k2)+k2, cA(y(h_a_l)"’(lflzzf)lcyz(h_s_1)+asy}. The optimal prices in each case of
this propos1t10n are presented in Table 4.

Note that we are focusing on the conditions of the manufacturer of whether or not to produce product A in
Proposition 8, and also exist the scenarios when the manufacturer give up to produce product B. The following

thresholds determine the manufacturer’s strategic choice on product B.

2a+cA§h+s+1 DP—NU _ 1—2cA DR—NU DR—NU DP—NU —0.
DP NU* _ cA DR NU™

— If cg >
—Ifeg > a+ecy,

_ cA+(]}11 f) 1 DR NU _DP NU* _ .

It is straightforward to find that the manufacturer will totally abandon product B if cg >
max{3(2a+ca —h+s+1),a + ca}. We use Figure 5 (« = 0.4, h = 0.8, k = 0.3, s = 0.2 and y = 0.4)
to describe the manufacturer’s optimal strategies that are characterized by linear relations between c4 and cp.
In Figure 5, we demonstrate four regions which correspond to the cases in Proposition 8 (In Case IV, all the
demands are positive for each product in each segment).

In the above analysis, all the conclusions are analyzed without the implementation of environmental upgrad-
ing. Next, we will analyze how the implementation of environmental upgrading affects the manufacturer’s
product category strategy.

Proposition 9. In scenario EU, the manufacturer’s optimal policies on product A are characterized by linear
relations between cq and cp, specifically we have 3 cases:

2 2 2 2
Case I. [f caCkty(1=20-2))45Ck"+sy) (o min{cA (K~ o)tk (Bp—s)+sy(ath) 2°‘+C“‘+52+9}, the manufac-

261y yB2 ’
turer will give up selling product A in the replacement market DR EUT — =0, and Dg BUT — Dg_EU =
y(2cg—2a—ca—fB+1—s—1) DP EU* _ ca(y(2a—I1+2)—2k?)— 51(2k2—2y03+sy)
4k242y(—2a— B—i—l 1) - 231 (y(2a+32)—2k?) ) )
Case II. If ca(2k? ty(2atl- 2));;22 (Bo—s)tsy(ZatBtl) cp < cak 7(og11})y)+[31k , the manufacturer will give up
selling product A in the primary market Di_NU* =0, and and Dg_NU* = Dg_NU* = —y(f,fztcﬁjfafgff)”,

DR—NU* _ CA(y(2a7l+2)72k2)+262y0372k2(ﬁzfs)fsy(2a+ﬁ+1)
B 2(ﬂ+l 1) (y(2a+p+1)—2k2)
Case III. Ifcp <mln{°A —20+h=2)+2k%) 2k (h—s—1)+ (204 1)sy 4 (y(20—h+2)—2k"

2
)+2k +3y} the manufacturer

2(h—1)y ’ 2y
will give up selling the older generation product in the primary and the replacement market DR NUT —
P-NU* R—NU* P-NU* _ y(—2a42cp+l—s—2)
Dy =0, and Dg~" =Dp " = 4k2+2y(lf2(a+1)) :
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TABLE 4. Optimal prices in Proposition 8.

Optimal prices
k(-2 —ca+2cg+h—s—1)

y(—2a+h — 1) + 2k2

Cases
ENU* —
Cases I: IXU* _catl
- . T2
DN =0, DF N >0, o
_NU* _NU* « 2calh—a—1)—2(h—1)ep+ (h—1)(2e"" k+h+s)—2ah
pP-NU pP-NU ) NU*
A >07 B >0 pr 2(—20é+h—1) s
nus _ calh—a—1) —2a° — 2acp + a(h — 2N k45— 3) + (h—1)(2eNV k + 1)
b= 2(—2a+h—1)
NUT kEQa+ca —2cg +1)
T 2k2 4 2ay+y ]
Cases II: NV = 20 —ca+2cp — 2Nk + 1
- )
Dﬁ,—NU >0, D};—NU >0, 4o+ 2
-NU* ~NU* o —2a+1 2c5 —2eNV k42
pE-NUT _ o pE-NU >0) NU* (o +1)ca+2cg —2e " k+ a(h+s)+h+s’
4o+ 2
ot —(a4+1)ca+2(a+ ep + o200+ 2eNV K+ 3) + 1
P =
4o+ 2
NUT _ k(2cg —2a+h —s —2)
T oy(h—2(a+ 1)) +2k2
NU* 2Nk + h4+ s —2a —2cp — 2
Cases I1I: pPa = )
U RoNU* 2(h = 2(a+1))
(DA =0,D% >0,
NU* g, _ _ _
Di_NU* ~0, D]};—NU* S 0) pNU* _ h<2e k—2a—2cg+h+s 2)
T 2(h —2(a + 1)) '
vt h(a+ 2NV k — 2(a+ 1)es + 1) — (a4 1) (20 + 26NV k — s+ 2)
bs = 2(h—2(a+1))
1.0 —— i
| The boundaries
osl of introducing B ; 1
[ '
b 1
0.6 ) Case lll 1
@ [ \ 4
04¢ The boundaries of keeping A 1
Ly
02f L 1
+ Casell
00 I n 1 n n 1 n n n 1 n n 1
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FI1GURE 5. Market coverage without environmental standard upgrading.
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TABLE 5. Optimal prices in Proposition 9.

Cases Optimal prices

JEUT _ k(—2a—ca—f+2cg+1—s5—1)
%2 +y(—2a—pB+1l-1)

Cases I . R =B,

(D5 =0, D™ >0, 2

DLBU" 5 0, DEEU" > 0) PV = 2cacn — 2cpBi + 2 kB + (20 +1+s— 1)+ B(s — 1) —
T 2(—2a—f+1-1) '
pur _ cacn — 30— 3 —2(a+ B)ep + 2BV kot + a(—2a + 1+ s) + 1+ (s —a) — 1
b= 2(—2a-B+1-1)

v kQa+ca+B8—2cp+1)
T yQRa+B+1)—2k2

(571)<2ach+6+203erEU*kJrl)

Cases II: pEU* _

(Df}*EU >0,DE PV 50, 220+ 5+1) ’

DEFU" — o, pEEVT S o) BV 2(8 — 1)eBV k — 2(a 4 1)ca — 2(8 — Vep + (2a+ 8+ 1)(1 + s)
BUT _

220+ 4 +1) ’

pur B —(a+Deca+2(a+ e + Bla+ 2BV k) + a(2a + 2BV k 4+ 3) 4+ 1
b= 220+ B +1)

JEUT _ k(—2a+2cg +1—s—2)
T2k +y(l—-2(a+1)

Cases I11: PRV _ﬂl (S —2a—2cp+ 2"k +1— 2) |

(DﬁfEU* :O’DngU* >07 2(l—2(a+1))

DI = 0,057 > 0) BU* l(*Qa —2cp +2e" k4 1+s— 2)
" 2(1 = 2( +1)) ’

gur —2(a+1)es +2¢% kan + (o + 1)l — 20+ s — 2)
pe 2(1—2(a+ 1))

In Proposition 9, we give the conditions under which the manufacturer will give up or partially give up the
production and sale of the old generation product (product A) when environmental standard upgrades. Similar
to Proposition 8, there are five thresholds for c¢p that determine whether the manufacturer will continue to
produce product A. It can be found that when producing product B is cost efficiency, or equivalengly when the
unit cost of ¢p is lower enough (cp < Inm{ —2ath= 2)+2§(2)+21}§y(h 5= 1)+(2°‘+1)5y caly(Za— h+2% 2k%) 2k +Sy}
the manufacturer will totally give up producmg product A and focusing on producmg product B The optimal
prices in each case of this proposition are presented in Table 5.

There also exists a upper bound threshold, and the manufacturer will produce and sell product A in both

the replacement and the primary segment if the unit cost of producing product B is larger enough, i.e., cg >

maX{cA(k2 (a+1)y)+ﬁlk2’ CA(k2+a1y)+k;gz2_3)+Sy(a+ﬁ)

1y
strategic choice on product B.

}. The following thresholds determine the manufacturer’s

~If cg > 2a+c,4+@—l+s+l DP EU* _ c;k—gﬁl)l, DR EU* DR—EU* . DP—EU* —o.
P EU* _ ¢ +ﬁ 1 R EU* _ ¢ +ﬁ+l s5— 1 R EU* P—-EU* __

It is straightforward to find that the manufacturer will totally abandon product B if ¢ >
max{w,a + ca + B} Tt could be calculated that both the two lower bounds (w
and o+ c4 + ) is larger than the lower bounds (3(2a+ ca —h+s+1) and a + c4) in scenario “NU”. We
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FIGURE 6. Market coverage with environmental standard upgrading.

use Figure 6 (o = 0.4, 8 =0.15, k = 0.3, 1l = 0.75, s = 0.2 and y = 0.4) to graphically illustrate the impact
of implementing EU on the manufacturer’s strategic choices on product A. By comparing Figures 5 and 6, it
can be observed that, in the case of environmental upgrading, it is more likely that the manufacturer will give
up product A at the same time in the initial market and the old for new market, and it could be found that
the total coverage of Cases I-1V is increased with the implication of EU. In addition, it is obvious to find that
with the introduction of “EU”, the two boundary lines of product B move up and the zone of not feasible to
introduce product B has shrunk.

6.2. The manufacturer’s actual green decision vs. the specified product environmental
standard

In many countries, environmental policy makers will set a specific indicator when planning the environmental
requirements of certain products. Below this target will be considered non-compliance. To maximize the profit,
one of the decision problem of the manufacturer is to set the optimal green level of the upgraded product. In this
section, we extend to investigate the manufacturer’s strategic decision described in Section 4.2 under specific
environmental standard: When the “green” decision is lower than the environmental standard E, the consumer
also values the upgraded product lower even if the manufacturer lunched a green product B. We use parameter
~ denotes the depreciation on the upgraded product when e < E. Then, we have:

(pB—pA—ek _ PA—PT { _ pB—pA—ek) when e < E-
b) )

(Dg_EU* ’ ﬁg_EU*) _ a(177)+i 1-B—1> a(lf’y)Jr['}k ) (3)
e _ e .
(pBaﬁ_Aﬁ —pl"‘_ﬁp_le,l—pBaTﬁ ), when e > F;
pe—pa—ek _ pa 1 _ pB—pa—¢ek .
P—EU* 7AP—EU* ( a6~ 1-5 1 T a=-n+s )’ when e < E;
(DA D ): —pa—ck —pa—ck = )
(pBoz]:-Aﬂe *f)anl*pBQTge), when e > E.

In this case, as the decision maker, the manufacturer needs to make a strategic choice: whether to manufacture
a green product that meets the environmental protection standard. The manufacturer needs to make a trade-off
between meeting and not meeting standards. Failure to meet the standard will lead to lower consumer evaluation.
However, meeting the standard can obtain higher consumer evaluation, it also means that the manufacturer has
to pay more environmental costs. Because we have assumed that the manufacturer is pure profit maximizer,
and therefore, we optimize the manufacturer’s profit under two cases:
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(1) When e < E, the profit function the manufacturer has to optimize is:

EU N _ (ofPB—PA—€k\ pa—pr  pa B
max [I (6<E)_(2<oz(1—v)+ﬁ) 11— -1 1_ﬂ>(p,4 ca)

pA — DT pB —pa—ck ey
1——— - 211 ————— - - —
+( 1—5—1)(8 pr) ( 04(1—7)4-6)@3 ®) =
(2) When e > E, the profit function the manufacturer can be wrote as:
- —pa—ck PA—PT  PA
MEV(e>F) = (2 PB —pA—¢€ . . _
max (e_ ) (< ot 1-5—1 1-8 (pa —ca) ©)
pa —pr pB —pa —e¢k e’y
JIRE LI i p] (R . Sl —cp) — —2.
+< 1ﬁl)(8 pr) + ( atp )(pB ¢B) 5

In order to find the optimal choice of the manufacturer, we first give the optimal pricing, the optimal green
decision and the profit of the manufacturer when the environmental protection is not up to the standard. Let
D denotes the demands when the “green” performance of the new product does not meet the environmental
standards E. We derive the optimal decisions of the manufacturer when the product is not up to the standard
in the following proposition.

Proposition 10. When a(l—kii)—&-ﬁ —y < 0, the optimal decisions are: ﬁEU* — %(CA —[+1), ﬁC%U* _ HTS;
f;%U* = %(a(l — ) e +eEEVE+ 1) and éFY" = —k((,zgl_;?l:ﬂ/&)ii;f) ; The demands are given as:

pHR-EUT _ A (k? + yaz) —yepfa + k*(B2 — 5) + sy(a(l —v) + )
A —2B2(y(a(l =) + B) — k?)

PHR-EU" _ _ylatca—cp)
B 2(k? — ay)
and
~p_pur  calay+y—k?) —yep + K
D, = 5
2(k* — o)
PHE-EU" _ ~yla+ca—cp)
B = 2
2(k? — ay)

where g = a(y—1)+1—1and o =0+1—1.

The above proposition gives the optimal results of the optimization problem described in equation (5). As
compared to the equilibrium results given in Lemma 2, it can be found the optimal prices of product A (ﬁEU*)
and the rebate price (ﬁ%U*) hold the same when the environmental performance of product B does not reach the
standard E. Further, we find that the optimal price of product B decreases when the environmental performance
of product B does not reach the standard E, i.e., PV < pEU". Note that we are working on the optimization
problem when the manufacturer’s “green decision” (e) is always less than E. Next, we will investigate how
environmental standard E affect the manufacturer’s strategic pricing and “green decision” decisions.

Assuming that product environmental scoring is composed of many subdivision levels and the unit interval
is 5,0 > 0. Define Ey, as the green level which is closest to and less than the environmental standard E, i.e.,
E; = E — 6§ < E. Then, we give the manufacturer’s optimal decisions with specific environmental standard F
as follows.

Proposition 11. The manufacturer’s optimal “green decision” can be described as:
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Case I. When éEV" < E < €Y7, we have:

cEUT _ k(a(l=vy)+ca+B—cp)

* y(atB)—k?—ayy

EU* _ k(atca+pB—c . .
€ = W, lf CB74 < CpB < CB’3,

if eg > CB,3, OT € < CB 45

K2 k2 —y(a+B)) (k2 —y(atpB)+avy) _ K2
where cp3 = - +cat a(B—1)vy?(B+1-1) » and cpa = -+ ca

(K —y(o+9) (2 ~y(a+B)+ary), GETT) GETSIin]
T a0 (BHD)
Case II. When E < min{é®V" PV}, we have:

(k*—y(a+8)) (kay(aHi)Jrcwy)\/( o e e

EU* __ k(at+ca+B—cB)

Ey, if cg >cp, orcp <cpg;

*

6 =
e =~ laip)F if cp <cp<cpys;

2., P 2., _ .
(a(1- v+,8< a+ﬁ)\/ ooulent By 2oLl 7k2<\/ oyylent By y—2BLk) 71>>+ELk(k2*y(a+ﬁ))

(a(v=D—B) (kZ—y(a+B)) (a(v=D—B) (kZ—y(a+5))
where cps = oy , and

avy(av+B2y—2E k) 2 \/ avy(av+BEZy—2ELk)
Brk(k® —y(o+ )= (a(1- 'Y)+ﬁ)< (OH_ﬁ)\/(a(wfl)fm(kay(oHrB)) k @O—D=A(R2—yatm) T}
CB,6 = B [ .
Case III. When max{e®V" PV} < B we have:

Vet —ary if ecg >cp7, orcp <cBg;

E, if cpgs <cp <cCB7;

e =

{éEU* k(a(1—y)tca+B—cEr)

9 a'\/y(E‘Qy72E'k7uA/) avyy E2y 2Ek a'y)
(a+ﬁ)<k (\/<a+m(k2—y<a+ﬁ>+aw)+1> ylo1- 7)+6)\/<a+a>(k2w<a+ﬁ>+aw) i
k24avy
a4 avy(E2y—2Ek—ay) ayy(E2y—2Ek—ay)
(at+5) <k (1 \/(aﬂa)(kty(aﬂawaw)>+y(a(1 7)+5)\/<a+ﬁ> (K2 =y (atB)tary)
. B , Ktavy
Case IV. When ePV" < E < éPY" | we have:

where cp7 = ca + ,cBg = CA +

+Eq _
> , and By = Ek(k®>—y(a+B)+ayy).

« ) FL, if eg > cpyg, orce < cB,i0;
E‘7 if CB,10 <c¢p < CB,9s

V(@ +8)(B—a(y—1))(a2y2+ B2k2+ By (e1 (k2 —avy)+2k(ay—Bk) ) +ay B(By—2k))+5k(a+)

oy
sk(a+8)—/(a+8)(B—aly—1))(a2r2+e2k2+ By (EL (k2 —avy)+2k(ay—Bk)) +ayE(By—2k) )
oy

where, cpg = ca + + Eyp,

cB1o0 = €A + + Er and 6 =

E - FEr.

In the first case (Case I), the manufacturer can optimize the profit under two different demand and profit
functions described respectively in equations (5) and (6). There are two threshold points (i.e., cp,3 and cp 4
with ¢4 < ¢p,3), that is, between these two thresholds, the manufacturer will choose a green level which is
greater than the predetermined standard E for the product design of product B.

In Case II when E < min{é®Y",ePU"}, the optimization of profit function IT®Y" (Eq. (5)) will be ended
at the point that e = E;, < F < éPU", while the manufacturer could choose the optimal e®V" to maximize
profit function ITEV" (Eq. (6)). Two threshold points (i.e., ¢ 5 and cp¢ with cgg < c¢p5) capture the manu-
facturer’s strategic “green decision”. That is, the manufacturer will choose a green level greater than or equals
the predetermined standard E for the design of product B between these two thresholds, and outside these
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TABLE 6. Optimal prices and demands in Proposition 11.

Cases Optimal prices Demands

f)f_EU* _caar+ (e — EL)B2 — s(a+ ) + ays

B 282(a(l =) + ) '
LUt 1 EUr  l+s
Cases 11 A =S(ca—B+1),570 = ——,
2 2 ~r—gU* _ ap-nu* _ a(l—=%)+ca+B—c+ ELk
(If c > cBs5, Dp = Djp = 2a(l—7) +A) )
ores <eme) BV = L(a(l—~) + e + Erk+1)
2 and DP-EUT — (e =) +1ea— (B—1)(ELk —cB)
4 2B1(a(l =) +8)
pR-BUT _ —CAqu + (¢ — Ek)B2 — s(a+ 0B)
A = )
EU*_E(C -B+1) pur _ L+ 2a+B)B:
Cases III (If pa 2\ T 27 R_EU* ponu* a4ca+pB—cp+ Ek
eps<cp<cpr) Lo 1 _ D =Ds = 2(a + B) 7
PB :§(a+cB+Ek+1) _
and DP-EUT — (a+1)ca — (8- 1)(Ek - CB)
4 21 (a+ )
pR-BUT _ —Caau + (cB — ELk)B2 — s(a + f)
A = )
.1 R 2(a+ B)B2
Cases IV P’ =(ca—B+1),p7 = )
2 2 R-EU* p-Nu* _a+ca+fB—-cp+ ELk
(IfCB > cB,9, DB :DB = 2(0{+,@) S
or cp < ¢p,10) p%U* = 1(oz—‘—cB+ELlc+1)
2 and DE-EU" — (a+1Deca = (B=1)(ELk —cB)
4 261 (a+ B)

two thresholds, the manufacturer will choose the green level equals Ej, which is lower than the predetermined
standard E. In Case III when max{éEU*,eEU*} < E, the procedure of the optimization of profit functions is
reversely symmetric with Case II, and the manufacturer will choose the green level less than or equals the
predetermined standard E outside these two thresholds (i.e., cp,7 and cp g with cp g < cp 7).

In Case IV when V" < E < éBU"| the manufacturer is unable to obtain the maximum profit at the
extreme points (éEU* and eEU*). When the green decision is less than E, the manufacturer’s profit (f[EU*)
increases with the increase of e; when the green decision is greater than E, the manufacturer’s profit (HEU*)
decreases with the increase of e. Because the manufacturer has different profit functions on both sides of E,
we get the optimal decision of the manufacturer by comparing IT®V"(EL) and IIEV" (E). That is to say, when
green decision e is within the interval between two thresholds (c¢p g and cp 10), the manufacturer will follow
the environmental protection standard E, while when it is outside the threshold range, the manufacturer can
only make decisions according to Er,. Proposition 11 also tells us that in many cases, the actual green decision-
making of the manufacturer can not meet the environmental standard E. According to the above conclusion, if
the policy planners blindly improve the environmental protection standards, it will not necessarily lead to the
improvement of the manufacturer’s green decision e*.

When e* = eFU" or e* = ¢EU7| the optimal prices and demands are given in Lemma 2 and Proposition 9
respectively. The optimal prices and the realized demands of the other cases in Proposition 11 are summarized
and given as below:

In Table 6, it could be found that the optimal pr and p4 hold the same and only the optimal pp changes,
and there respectively lies a largest and lowest pp in Cases III and II. Therefore, the introduction of product
B is most attractive in Case II. Next, we will study the relationship between manufacturers’ actual green R&D
decisions and environmental protection standard E. Take the Case I in Proposition 11 for example, we derive
the following findings:

Proposition 12. With two thresholds cg11 = ca + E(kz_y(a+6)+azy)+k(a(l_w)+ﬂ)

E‘(k2fy(a+£))+k(a+ﬁ)

and cpi2 = ca +

. The relationship of the manufacturer’s strategic green decision with the predetermined
environmental standard E can be summarized in Table 7.
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TABLE 7. The relationship of E and the manufacturer’s actual green decision.

Conditions
Cases
Case I: {CB‘(CB < cB 4) U (CB > cB 3)}
’ ’ C I: N/A
N{cal(cB,11 < cB < cB,12)} ase /
) Case II: {cB|(cB < ¢B6) U (cB > cB5)}  CaseII: {cB|(cB < cB,6) U (cB > cB5)}
E<e” N{ca|(cB,11 < cB < cBa12)} N{ca|(cB12 < cB < cB11)}
Case III: {cg|(cB < cBs)U(cB > cp,7)} Case II: {¢g|(cr < ¢B,s) U (c > cB,7)}
N{cr|(cp,11 < cB < cp12)} N{cal(cp12 < cp < cp1)}
Case TV: N/A Case IV: {cg|(cs < ¢B,10) U (cB > cB)9)}
N{cal(cp,12 < cB < cB11)}
Case I: {cg|(cBa <cB <cBj3)}
d ’ C I: N/A
N{ce|(cB,11 < cB < cB12)} ase /
- Case II: {cB|(cB,s < cB < ¢B5)} Case II: {cB|(cB,s < cB < ¢B5)}
E>e" N{cal(cB,11 < cB < ¢B,12)} N{ce|(cB,12 < cB < cB11)}
Case I1I: {cg|(cB,s < ¢cB < cB,7)} Case I1I: {cB|(cB,s < cB < cB,7)}
N{cal(cB,11 < cB < ¢B,12)} N{ca|(cB12 < cB < cB11)}
Case IV: {cB|(cB,10 < ¢cB < ¢B9)}
(@) IV: N/A / '
ase / N {CB|(CB,12 <cp < CB,11)}
o
0.65 |
: . eEU*
N\
L |
0.60 ; o
L « Lo »
K | | .
K | | B
E, L E
055 o
| |
L Cg22
€217 /
Do
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FIGURE 7. The impact of ¢g on manufacturer’s green decision (y = 0.2).

With a numerical example (o = 0.7, 3 = 0.3, E = 0.6, E; = 0.58, h = 0.06, k = 0.27, [ = 0.03, s = 0.05,
y = 0.3 and ¢4 = 0.2), we use Figures 7 and 8 to illustrate the manufacturer’s strategic green decision when
unit production cost c¢p varies. In Figure 7 (v = 0.2), we show that the manufacturer’s green decision is a
piecewise function of c¢g. The two thresholds (cp 11 and cp 12) captures the optimums. When the functional
cost of product B (¢p) is too large (¢ > ¢p 12) the optimal decision is smaller than the environmental standard
(E); and when cp is small enough (cp < ¢p 11), the manufacturer’s green decision will be consistent with the
environmental standard (E). In Figure 8 (y = 0.25), we show different results. That is, when cp > cp 12, the
optimal green decision of product B is always lower than the case when c¢p < cp 11, and is decreasing with the
increase of cp (see the green line in Fig. 8).
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FIGURE 8. The impact of ¢p on manufacturer’s green decision (y = 0.25).

7. CONCLUSION

This paper investigates the influence of specific product environmental standards on product development
and pricing strategies. We analyze how the introduction of product environmental standards affects the man-
ufacturer’s pricing strategy, product line strategy and profitability. Our findings indicate that upgrading envi-
ronmental standards does not have an impact on the price of older generation products, but it can have a series
of effects on the replacement and primary segment markets. When the unit production cost of a new product
is within a certain range, the manufacturer’s profit will increase, while it will decrease otherwise. Moreover, we
find that increasing consumer preference for functional improvements in new products does not necessarily lead
to increased profits. Additionally, we present product strategies for manufacturers in different market segments
defined by different cost thresholds, i.e., when the production of older generation products should be discon-
tinued. Finally, we examine the relationship between the manufacturer’s actual green level decision for new
products and the specified environmental standard, and identify the decision areas where the manufacturer’s
actual green decision is higher (or lower) than or equal to the specified green standard. These studies and
findings are innovative and can provide manufacturers with valuable guidance to optimize their product pricing
and product line design strategies in practical production when faced with environmental standard upgrades.
Furthermore, they offer a theoretical foundation for policy-making departments to establish more reasonable
environmental protection standards.

7.1. Managerial insight

When confronted with upgraded environmental standards, manufacturers are more likely to adopt a strategy
of withdrawing older generation products from both the primary and replacement segments, and transitioning
towards the new product market. Besides, when creating new products, manufacturers should avoid excessively
pursuing quality improvements. Over-design not only leads to increased costs and resource wastage, but also
does not necessarily guarantee better environmental performance. Furthermore, upgrading environmental stan-
dards does not necessarily result in higher levels of green product development. Only when the production
cost of new products is sufficiently low can implementing environmental upgrades lead to greater investment
in green products. Most importantly, in many instances, manufacturers’ actual green decisions do not align
with environmental standards. Therefore, if policymakers blindly increase environmental standards, it may not
necessarily enhance manufacturers’ green decision-making.
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7.2. Limitations and future research

This paper focuses on a single-period decision problem. However, in reality, manufacturers often prioritize
long-term operational management to optimize multi-period total profits. Therefore, further research can explore
a multi-period decision model to analyze how manufacturers respond to the upcoming environmental standard
upgrade. Additionally, it would be an intriguing topic to investigate how consumers’ expectation behavior will
impact manufacturers’ multi-period product line strategies and product pricing strategies. We propose these
issues for future study.

APPENDIX A. SOLUTION PROCEDURE

Proof of Lemma 1. By submitting the demand function given in Section 3.2 in to equation (1), we can derive
the first order conditions of the profit on prices as follows:

ANV 2 - — ek 1 1
(2 — p2a ) + ( - ) (p24 — par — €A + 5) — paa

Opa « o 1—h
+ —l—l (p2A_CA)_p2A_p2T+p2B_CB+p2B_p2T_CB+S
o 1—-h @ o
SIINU* _b2a—ca _ 2(p2B — p2a — €k) +p2A_p2T—CA+S_p23—cB _pZB_p2T—CB+S+2
dpa a a « a a
6HNU* _ —CA + P2A — P21 + s 4 P24 — P2T 1
Opa 1—h 1—h :

oTINU™ - oTINU” o orINU”
opa- = 0, S = 0 and S
second stage in the presence of e as: pa(e) = 2(ca + 1), pr(e) = 25 and pp(e) = L(a+cp + ek + 1). Then,

with these, we have the optimal profit as

By solving the systems of equations = 0, we have the optimal prices of the

4(1 — h)eg(a+ca +ek) +calcal(a+2)h —2(a+ 1)) + de(h — 1)k + 2as) + 2(h — 1)c%
+2e2(h — 1) (k* — ay) + 4ae(h — )k — a(h® — h(2a+ 25+ 3) + s*> + 2(a + s + 1))
da(h —1)

NV (e) =

We solve the first and second order conditions of IINU" (¢) on e as:

OIINY™ (e) _ kea — kep + ek? — aey + ok

Oe B «
OTINU (e) B kj
Oe? ¥

Then, for k—: —y < 0, INVU"(e) is concave on e, i.e., the profit function of the manufacturer has a maximum

* —_ . NU* . .
value and we have eNV" = —k(o‘,\j;cf“‘a:m by solving AL (o) _, Thus, the closed form of the optimal profit is

) Oe
given as:

ca(ca((h=2)k* +y(2(a+ 1) — (a+2)h)) + 2k*(—2h + 5 + 2) — 2asy)
+4(h — 1)ycp(a+ca) — 2(h — Vyck — k*(h* — h(25 4 3) + s(s + 2) + 2)
NU" _ +ay(h? —h(2a+25+3) + s+ 2(a+ s+ 1))
B 4(h —1)(k? — ay)

The optimal prices and green decisions in Lemma 2 and Proposition 10 could be solved similarly and thus we
omit to show them. O
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APPENDIX B. PROOFS OF MODEL COMPARISON

Proof of Proposition 1. By deriving the differences, we have:

pP-EU" _ pP-NU" _ ca(=k* +ay+y) — (B —1)(k* — ycg) o ca (=k*+ay+y) —yep + k?
4 4 2(8 = D(yla+ ) — k?) 2(k* — ay)
Bca(k? = (a+1)y) (k* —yla+ B —1)) + (8 — Dy (k* — ycB)) .

2(8 = (kK — ay)(k* —y(a +B))

. . 9(DP—EU* _pP-NU* 2 _ * _ *
It is direct to have (D cn A ) = _2(k2—ay)(6132—y(a+6)) < O, therefore7 Di BU - Di o >0
ca(k2—(at+1)y) (K2 —y(at+p1))+61k%y

if cg < T is satisfied. Similarly, we have DQ_EU* > Df‘NU* if cg <

ca ((hfl)(k27ay)27ﬁ(y(h7a71)+k:2)(k:27y(o¢+l71))+ﬁ2y(y(fa+h71)+k:2))+z
B(h—1)yZ(B+1-1)

DngU* > DngU* if cp > % The proof of Propositions 3-5 could be obtained similarly, and we choose

to omit the details. |

DE-BU 5 pE-NUT 4ng

, and we have >

Proof of Proposition 2. Firstly, we have:

28— Vea(—2yep(B+1—-1)+ k226420 — 5 —2) + sy(a+ 0)) + i(k?(zﬁﬂ—z)

+y(l(—a+p4—=2) =2(a+1)(8-1))) + (8- 1)(2ycp(B+1—1)(cs — 2(a + 3))

+E22B8-1)24+1241338-25—3)+ 52 —2(8—-1)s) +y(a+ 3 2a+1)(6-1)
EU _ —P2+12a—B+2s+3)—s2+2(8—1)s))

4B-1)(B+1—-1)(y(a+B) — k?)

Let ZEU-NU — ITEU" _ [INU"  we have:

0ZEVNU yladea+B—cp) 4h—Dyla+ca)—4(h—Lycp  By(yca —ycp +k?)

dep k2 —yla+p) A(h = 1)(k* — ay) (B~ ay)(k? — y(a + §))

52 7EU-NU _ 1 1
oz, Y y(a+5)—k2+k2—ay '

Because k% — ay < 0 and 3 > 0, then we have y(a + 3) — k? > ya — k? > 0 which leads to

and

1 < 1
yla+B) — k? —ay
Then we have azz(;ﬁ < 0. This indicates that ZFU=NV is concave on cp. By solving ZFU=NV = 0, we have
"B
two roots:
y(28yea + VIX (K20 + 8) - ay(a + 5)) ) — K*V2X + 20Ky
e 28y?
y(28yea + VIX (ay(a + B) - K20 + 5)) ) + K*V2X + 20Ky
CB,2 = 2ﬂy2 .

Then, ZPU=NU could be expressed as:

1 1
ZEU-NU _
4 yla+ p) — k? + k2 —ay

)ien = coa)(en — cna)
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By (B (P2 (Br D) —h(BHI(B+1)+5>—1)+(B+1) (1457 ) —1) —c% (B2 (h—2)+B((h—2)14+2) —h+1) —2B1 sca (B—h+1)) _
Here, X = : : B DR —a3) (P 5t 7)) - — andfi=
B — 1. Therefore, IIFY" < TINY" if and only if cg > ¢B,1, Or cg < cR,2; and Y > 1INY" if and only if
8ZEU NU

¢B,1 < ¢ < ¢B,2. By solving = 0, we have cg = cp,o = ca + k—; It also could be found that when

ZEU NU

cp < ¢B,o, is increasing and otherwise, ZFU—NU is decreasing with cg. O

APPENDIX C. PROOFS OF SENSITIVITY ANALYSIS

The proof of Proposition 6 is straightforward and similar to that of Proposition 1, we omit it and choose to
give the proof of Proposition 7 as follows.

Proof of Proposition 7. By deriving the first order condition of IINY" on «, we have:

ANV y(a+ca —cp)(—yca + yeg — 2k* + ay)

da 2(k — ay)?
— y72(a _ (CB _ cA)) (O{ _ Yyca — Ycp + 2k2) .
2(k? — ay)? Yy
There exit two roots, i.e., cg — c4 and yea—yes 2k Bocauge % > 0, therefore, we have two cases to

Y 2(k2—ay)
. 2 2 NU* .
consider: (1) When ¢g < cgg = cA + k— we have cy — cg + % > cB — ca. Then, a% >0ifa<eg—cy
8H

<01ch—cA<a<cA—cB+ ()WhencB>cBo—cA+—,We

2 u* .
havecA—cB—i—%ch—cA.Then, 6%a >01fa>cB—cA0ra<cA—cB+7;and aréa < 0if

2
0ra>cA—cB+%;ad

2
ca—cB+ % < a<cp—ca; On model “EU”, we have:

oY y(a+ca+ B —cp)(—yea +yes — 2k* + y(a + B))
dax 2(k% — y(a + B))*

= v a—(cg—ca— a—
Ty er e 5))(

yea — ycp + 2k% — ﬁy)_
y

In this scenario, there also exit two cases divided by the threshold cp o = c4 + k—Q (1) When ¢ < ¢p 0, we have

_ 2_ 2
W>0370A7ﬂ.Then L>OlfOé<CB*CA*ﬂOI‘C¥>CA*CB+T;adan <01f

2 —
chcAfﬂ<a<cAch+% (2 )WhencB>cBo,wehavew<chcA (. Then, ‘m >0

1fa>chcA760ra<cAch+— and 6r([9a §01chch+%§a§chcAfﬂ. O

APPENDIX D. PROOFS OF EXTENSION

Proof of Proposition 8. To investigate the manufacturer’s trade-off on the older and the new generation prod-
ucts, we derive the following lagrangian function:

INY = (pa — cA)(Dﬁ—NU + DENY) 4 (DENY 4 DENYY (s — pr) + (b5 — cp) (DENY + DY)

ey
2

max

+ i DENY 4 o DENY 4y DENY 4 DENY

with the constraints:

p DENY > 05 o DENY > 05 pus DY NY > 05 g DNV > 0.
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The KKT conditions for optimal results could be expressed as ‘;;ZU = 6BLPI\ITU = BBL;U =0, and u; >0, po >0,
iz > 0 and py > 0. Generally, we have 2* = 16 cases to consider since each multiplier could either be 0 or
positive. Because Dg‘fNU = DngU, thus, the cases po > 0; 44 = 0 and po = 05 14 > 0 can be excluded, then 8

cases left. We first focus on the cases when product A is not sold on specific segments.

Casel. g = po = g = 0 and puz > 0. pug > 0 indicates that DP_NU = 0. By solving the

iy . .NU 2a—cat+2cp—2eNY k41 NU* _ 2(a+1)ep—(atD)eato(2a+2eNY" k+3)+1
KKT conditions, we have: pj yr , PR = 1at2
NU* _  2cg—2(at+1l)ca— 2eNU” k+2a(h+s)+h+s NU* o k(2a+cAf2cB+1) and ((a+1)cAch+eNU k)
br = Tat2 = Sk +Zayty M3 2a+1
— p— . —_ —_ —_ 2 2 —_—8— . .
caly(Za h“%y )+ Hsy cg < mln{Qa“Agh“H, calylha 1)+(IZ_);F)]Z (h=s 1)+D‘Sy} is required for the
non-negativity constraints.
Case 2. uy > 0 and po = puz3 = pug = 0. pwg > 0 indicates that DR_NU = 0. By solving
the KKT conditions, we have: pXY —20%+ca(—ath—1)—2acp+a(=2" kth+s—3)+(h=1)(2ek+1)  NU" _
J * Pp 2(h—2a—1) » Pr
20A(hfafl)72(h71)CB+(}L71)(2€NU*]{)+h+8)*20{h NU* _  k(—2a—ca+2cp+h—s—1) NU* 1
2(—2ath—1) )y € = y(—2ath—1+2kz > Pa = z(ca + 1) and
2(ca(h—a—1)—(h—1 NUY (h—1)k .. . .
g = Healh—a=l) (_QQ)jﬁff (h=Dk+as) The non-negativity constraints of demands and p; require

cA(y(720¢+h72)+222(2t21132(h7571)+(2a+1)sy<CB<M.

Case 3.y > 0, yp = pa = 0 and pg > 0. gy > 0 and pz > 0 indicate that DFNU —
DI™™Y = 0. The KKT conditions give that: pR{V" = *Q(O‘H)CB+h(ag2(z’$2;(f;)+1)(2‘1+2€k*8+2)7
PV = MSegeieasal, N Mo, Y - Skt and =
calh Mol 2(h 21(2;]?;326@ Dk+2asts y 3 = CA(h*Q(O;LH;()(XJfff*Qek*S The non-negativity constraints require
- <min{CA(y( 2a+h— 2)+21;(2L+211§Z(h s— 1)+(2a+1)sy ca(y(2o— h+2% 2k2)+2k2+sy}.

Next, we will show the cases when product B is not sold on the gnarkets.

Case 4. 111 =0, g >0, u3 > 0 and pg > 0 In this case we have DR NU > 0; Dg_NU
0. With the KKT conditions, we have: p\U" = 1, pRY" = a+eNU" k—|—1 pRv = %( CA+h+s+1), eNUT =0
and puo = —a—%‘—&—cB—eNU k—f ps =ca—1, g = —a— % +cp NU*k—%. Note that we have
defined that ps > 0, and this is contradlct to the result pus = ca — 1 < 0. Thus, Case 4 is excluded.

Case 5. g > 0, pg > 0, ug = 0 and pg > 0. In this case, the assumptlons give that DP NU > 0; DngU =

DP NU DI;—NU _

DR NU DP NU — 0. With the KKT conditions, we have: Y (cA +1), pRY = a+ G+ eNUTE %,

p?U = (cA+2h71) U**Oandm:cAJrhfsfl ILL2:l(h*Qa*CA72€NU*I€7871)+CB,

g = l(h 200 —cq—2eNV | — —1)+4cp. The non-negativity constraints require cg > (2a+cA h+s+1).
Case 6. pp >0, p2 >0, ug >0 and fta > 0. In this case, all the demands are 0 that is, DP NU DR NU —

DR NU DP NU — 0. With the KKT conditions, we have: pNU =1,pR8V =a+ eNU k+1, NU* = h
eNU* :Oand pr=cat+h—s—1, uo :‘u4:CB+%(*2a72€NU*k+h7872), 3 =ca — 1. Note that
we have defined that us > 0, and this is contradict to the result us3 = c4 — 1 < 0. Thus, Case 6 is excluded.

Case 7. 1 = ps3 = 0, pe > 0 and pyg > 0. In this case, the assumptlons give that DP Nu >0, DNV > 0,
DENU = pE~NU — 0. With the KKT conditions, we have: p\U L(ca+1), Py 2(2a+cA+26NU*k+1),
p?U* = %, eNUT = 0 and w=ca+h—s—1pus=ps =—a—ca—+cp— eNU" k. The non-negativity

constraints require cg > a + c4.

The last case (Case 8) is p1 = p2 = pus = ug = 0. In this case, all the demands are positive. This case equal
to the case we presented in Lemma 1. The solution procedure of “EU” in Proposition 9 is similar and we
omit it.

O

Proof of Proposition 11. To show how the manufacturer make optimal green decision and optimal prices, we
need to compare the profits under different demand functions. Because the demand function in equation (5)
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occur before the demand function in equation (6) all the time, therefore, in this proof, there exist four cases to
consider: (1) éPV" < E < PU7; (2) E < min{é®V", PV }; (3) max{ePV" PV} < E; and (4) PV < E < &PV
In Case 1 éPV" < B < &PV, In this case, the optlmal profits in equations (5) and (6) could both be obtamed
and maximized at the optimal green decision level é¥Y" and é®Y". Thus, the optimal choice could be derived
by directly compare the maximized profits:

BV _ U — a'Yy((CA —cp) (yCA —ycB + 2k2) +k*(2(a+B) —ay) +yla+ ) (a(y — 1) — ﬁ))
2(k2 —y(a+ B) (K —yla + B) + ary)

92 (ﬂEU* _ HEU*)

_ ayy® .
ock (k2 —y(a+ B)) (k2 — y(a + B) + ayy)
By  solving eV — Ev” = 0, we have two Troots: cpg3 = L + ca +

2 2 a2(B-1)242y2(B+1-1)2
(K =y(a=+8)) (k _y(a+ﬂ)+a’yy>\/(kz7y(a+5))(wl€2y*y(a+ﬁ)+u‘vy)

a(B—1)yy?(B+i-1) ) and CB.4 = By e =

2 2 a2(B-1)242y2(B+1-1)2
(¥ —y(at ) (F —y(atB)+ary \/(k2—y<a+ﬂ>)(k2—y<a+ﬁ>+my)

=D (B =T . Because we are working under the assumption that all
the proﬁt functions are convex in e and thus the manufacturer’s optimal strategy is to make the green level
at BV if cp > CB, 3, or cp < Cp.4; and if cp4 < cp < cp,3, the manufacturer s optimal strategy is to make
the green level at eFV". In Case 2 E < mm{eEU eV}, when e < E, the demands would be realized in
equation (3) with profit functlon [1V(e < E), and when e > E, the demands would be realized in equation (4)
with profit TT®V(e > E). Because E < é¢®U", it could be observed that the manufacturer could not reach the
maximum profit under profit function (5) at any green level product B, however I[1*V(e < E) is increasing in
(0, Er). In addition, the manufacturer could not reach the maximum profit under profit function (6) at any
green level product B at green level Y. The optimal strategy could be obtained by comparing ﬁEU(e =Fr)
with TTEU":

V(e = B) — TV
(c —ca)((ca —cg)(K* — avy) + 2k(e(k? —y(a+ B)) + k(a(—y) + a + B)))
+e2(— (K2 —yla+3)) (K —yla+ B8) + ayy) +2ek(aly — 1) = B) (K2 — y(a + 9))
+(a(y = 1) = B)(k*(a(=) + a + ) + ayy(a + B))
2(a(y = 1) = B)(k* —y(a + B))

Further, we have:

2(T1EU/, _ _ 1TEU*
0 (H (e=FEL)—-1I ) _ ayy?(a+ B) .
oct; (a(—9) + a + B)(k2 — y(a + B))”

By solving IIEV(e = Er) — mOFYv = 0, we have two roots: cps =

avy a—y 3 avyy(a 24— c
((1=r)4) (y<a+m¢ e W ol r ) ) ) ELR( (et )

oy , and cpg =
aya+E2y 2EL k avy(ay+E2 y—2E k

Erk(k?~y(a+B))—(a(1-7)+5) (y(‘”ﬁ)\/m(: 1)75)(k2—y(aL+2)) kz(\/(mz(nwa)(i?y<aL+2>)+1>>

= Therefore, we have
—avy

e* = Ep, if cg > cps, or ¢ < cpg; and e = PV = % if cgs < cp < cp,5. The proof of Case 3
max{éEU*,eEU*} < E is similar to Case 2, and we omit it. In Case 4 ¢FY" < E < ¢FU". In this case, we
could infer that the manufacturer’s profit is increasing when e < E with profit function II*V(e = Ep) and
decreasing when e > E with profit function TI*V(e = E). Similarly, the manufacturer’s strategic choice could
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be obtained by solving the difference:

"Y(e=E) — V(e = Ep)

—2Erk(a(l —v) + B)(a+ca+ B —cp)+ (ca—cp)(ay(ca —cB)
+2Ek(a + 0)) + (o + B)(ev(aly = 1) = B) + E*(k* — y(a + B) + ay)
+2Ek(a(—) + a+f)) + Ef (a(y = 1) = B) (k> — y(a + B))

2av(a+ B) — 2(a + )2

Because 0 < a < 1,0< < 1and 0 < vy <1, we further have:

02 (HEU(e = B) —T1FY(e = EL))

2ay
e " 2a7(a+ B) — 2(a + B)2 <0
By solving I*Y(e = E) — f[EU(e = E;) = 0, we have two roots: cgg = ca +
\/(aJrﬁ)(ﬁ*a(vfl))(a2v2+E2k2+EL(61(k"‘;jw)Jr?k(avak))+ME(Ey72k))+6k(a+B) + Eu enao _ en +
sk(a+8)—/(a+8)(B—aly—1))(a2y2+e2k2+ By (Er (k2 —avy)+2k(ay—Bk)) +ayE(By—2k) )

oy + Ep and 6 = E — Er. Because

— A 2 3
V(e = E) — HEU(eiz EL) = sarats) aarmz (€8 — cB9)(c — cp10), therefore The manufacturer’s optimal
“green decision” is I if cp10 < cp < cpy; and if cg > ¢y, or cg < cp,10 the manufacturer will choose

e* =FEy. ]
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