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Decision and coordination of online channels with competition of

substitute product’s price and service
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Abstract: Considering the substitution effect between the product of franchisee and Amazon, this paper stud-
ies the decision and coordination of online channels where price and service compete mutually. The optimal
decisions of decentralized and centralized circumstances are acquired by using game theory and optimization
theory respectively. Furthermore, the impact of substitute rate on the whole channel and participants are ana-
lyzed. Results show that the service provided by Amazon for its own product is not always superior to that of
the franchisee’s, and that it will reduce its own service quality and increase the franchisee’s with the increase
of the substitute rate. But the situation under the centralized situation is the opposite. The centralized circum-
stance can get more total channel profit only when the substitute rate is relatively large, but the range of the
substitute rate is influenced by the coefficient of service sensitivity. At last, it refers to the Nash Bargain Model

to coordinate the online channel.
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Fig. 1 The operation mode of online channel
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Table 2 The decisions of online channel under two modes

b . MRS b
P(lj* pg* e sg* pf* pg* sf* sg*
0.0 95.853 94.324 0.501 2974 97.818 97.324 1.953 1.973
0.2 89.933 88.886 1.383 2.066 97.816 97.326 1.949 1.977
) 0.4 84.604 84.865 2.164 1.235 97.815 97.327 1.944 1.981
0.6 80.655 81.694 2.877 0.944 97.813 97.329 1.940 1.986
0.8 77.448 79.111 3.540 0.743 97.812 97.330 1.936 2.990
1.0 74.508 76.966 4.167 0.624 97.811 97.331 1.932 1.994
0.0 96.063 95.601 0.753 4.538 98.086 97.601 3.505 3.563
0.2 90.051 89.622 2.092 3.132 98.083 97.605 3.499 3.543
3 0.4 85.464 85.506 3.279 1.870 98.079 97.608 3.492 3.549
0.6 81.966 82.516 4.378 1.277 98.076 97.611 3.485 3.556
0.8 79.299 80.312 5.427 0.937 98.073 97.615 3.478 2.563
1.0 77.289 78.706 6.452 0.724 98.069 97.618 3.371 3.570
0.0 100.002 96.741 1.266 8.001 104.455 104.001 5.946 6.002
0.2 92.083 91.712 3.591 5.408 104.444 104.010 5.933 6.012
s 0.4 87.649 88.344 5.655 4.279 104.432 104.021 5.920 6.026
0.6 85.314 86.315 7.656 3.216 104.421 104.033 5.905 6.040
0.8 85.119 85.815 9.728 2.100 104.408 104.046 5.890 6.056
1.0 84.537 85.466 11.990 1.211 104.393 104.061 5.873 6.073
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