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RESEARCH ON RETAIL CHANNEL DECISIONS CONSIDERING CONSUMER’S
FAIRNESS CONCERN

MENGLI HUANG, YULIN ZHANG* AND HAOWEN FAN

Abstract. Online retailing provides alternative shopping channels, where the retail platform can either
let manufacturers directly sell to consumers or open a self-operated channel, or even both. Regardless
of sales channels, consumers often pay attention to the income gap between themselves and enterprises
(named consumer’s fairness concern). In this work, we explore how consumers’ fairness concerns affect
the optimal decisions of both manufacturer and retail platform under different retail channel modes
(single-channel mode and mixed-channel mode). The results show that consumer’s fairness concern has
a negative impact on the retail price under low production cost in single-channel mode, while the retail
prices in mix-channel mode are jointly determined by consumer’s fairness concern and revenue sharing
ratio. Besides, if the market channel mode has not yet formed, the retail platform can choose either
a self-operated channel or manufacturer consignment channel, depending on the consumer’s fairness
concern level and revenue sharing ratio. By contrast, if the market channel mode has already been
formed, the retail platform should make effort to reduce consumer’s fairness concern if only the self-
operated channel exists, while maintain consumer’s fairness concern and revenue sharing ratio at a
moderate level if there exist mixed channels.
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1. INTRODUCTION

With the rapid development of e-commerce, sales channels in the retail market have gradually diversified.
There are two common sales channels: manufacturers’ consignment channels and retail platforms’ self-operated
channels. The former is represented by online “official flagship stores” set up by brand owners [17]. In this chan-
nel, a retail platform provides the manufacturer with online sales media and offers a guarantee and supervision
for both parties of the transaction, while the manufacturer provides product display, order fulfillment on the
platform. For example, brands such as UNIQLO and ZARA will open flagship stores on Amazon, where the
retail platform charges manufacturer slotting allowance and revenue sharing ratio [23,24]. The latter channel
means that the retail platform wholesales products from the manufacturer and then sells to consumers directly.
JD.COM, for example, has opened self-operated stores to enhance the platform image through high-quality
logistics and services. If a retail platform opens a self-operated channel, it will inevitably compete with the
manufacturer’s consignment channel, and different market channel modes will form when they have different
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market forces [27]. The observation of channel diversification motivates the research about the pricing decisions
of enterprises under different channel modes.

Most of the previous studies are based on the assumption that participants only care about their own benefits.
However, behavioral economics research indicates that, in practice, consumers pay attention to both their own
benefits and others’ benefits [4], i.e., they will compare the benefits and test whether the distribution of benefits
is fair, namely “fairness concern” [3,11]. Existing researches have pointed out there is a “horizontal fairness
concern” between manufacturers and retail platforms, and both parties will feel disgusted due to the profits
gap between themselves and the other [18,30]. Interestingly, consumers also show fairness concerns in their
interactions with retail enterprises, namely “vertical fairness concern” [29]. When making a purchase decision,
consumers will compare their benefits with that of sellers, and may give up purchasing when the benefit gap
is large. Even if some transactions are beneficial to consumers, they will still sacrifice their utility to punish
greedy sellers by abandoning deals or boycotting brands [12]. When multiple sales channels exist simultaneously,
consumers face the problem of channel selection, and their purchasing utility in different channels is affected
by their fairness concerns. However, few articles study the impact of consumers’ fair concerns on the results of
their channel selection and the pricing decisions and profits of all parties involved in the retail supply chain.

Considering that consumers’ fairness concerns determine their purchasing utility and channel selection, in
this work, we address how consumers’ fairness concerns affect the pricing strategy and profits of the manufac-
turer and retail platform under different channel modes and further propose channel countermeasures for the
manufacturer and retail platform. Furthermore, according to the existing retail scenarios in reality, three kinds
of channel modes are investigated in detail, i.e., only manufacturer’s consignment channel exists (single-channel
mode); only retail platform’s self-operated channel exists (single-channel mode); manufacturer’s consignment
channel and retail platform’s self-operated channel coexist (mixed-channel mode). From the perspective of enter-
prises(manufacturer and retail platform), we intend to address the following research questions by considering
consumers’ fairness concerns: (1) What are the pricing decisions of manufacturer and retail platform under
different channel structures? (2) What development strategies should manufacturer and retail platform take
under different retail channel modes?

The main findings are as follows. First, when there is only a single channel in the market, the more consumers
pay attention to transaction fairness, the more negative impact will be exerted on the retail prices when pro-
duction cost is low. Second, the retail platform can guide the formation of market channel mode, depending on
consumer’s fairness concern level and the revenue sharing ratio. Besides, if the market channel mode has been
formed, the retail platform should reduce consumer’s fairness concerns by providing product discounts when
there is only retail platform’s self-operated channel. Third, When there are mixed channels, the retail platform
can benefit from consumer’s fairness concerns, if both consumer’s fairness concern level and revenue sharing
ratio are in a moderate range, otherwise, the retail platform will suffer from profit loss.

The remainder of the study is organized as follows. Section 2 reviews the most related studies. We present the
model formulation and assumptions in Section 3. In Section 4, we present and discuss the equilibrium results
of different channel modes. In Section 5, we verify the conclusions of Section 4 by numerical simulation and
provide development strategies for the manufacturer and retail platform. Section 6 extends the current model.
Concluding remarks are provided in Section 7. All the proofs are relegated to the Appendix A.

2. LITERATURE REVIEW

This paper is related to three main streams of research, i.e., retail channel mode, retail channel competition,
and consumer’s fairness concern on their shopping decision.

Retail channel mode. The existing literature has studied many different channel modes, including consign-
ment channel, direct channel, self-operated channel and distributor channel [5,13,19,26,31]. Hagiu and Wright
[9] investigate platform’s channel choice between consignment channel and distributor channel and find that
the platform should adopt distributor channel mode when marketing activities generate spillover effect between
products. Chen et al. [2] study the decision-making problem of brand owner when both consignment and direct
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channels exist, and find that improving brand loyalty is beneficial to both brand owner and retail platform. Ryan
et al. [22] point out the retail platform should sell products that compete with those offered by manufacturers
when consumers have a strong preference for purchasing from the marketplace system. Tian et al. [25] inves-
tigate the supply chain composed of two competitive brand vendors and e-commerce platforms and conclude
that the dealer (e-commerce platform) mode should be selected when the competitive intensity is high (low)
while the mixed mode should be selected when the competitive intensity is moderate. Hendershott and Zhang
[10] find that the direct sales channel will harm intermediaries, but benefit consumers, when the manufacturer’s
direct sales channel and consignment channel coexist. Liu and Ke [16] studies the channel selection strategy of
brand owners based on consumer value, and finds that brand owners tend to choose single-channel mode when
the utility discount coefficient is high, and tend to dual-channel mode when the discount coefficient is moderate.
Most of the existing works analyze enterprises’ choices of channel modes, but seldom consider how consumer’s
fairness concerns influence channel development strategies.

Retail channel competition. The sales channels developed by manufacturers and retail platforms result in
channel competition [4]. Yao and Liu [28] study the Bertrand and Stackelberg competition models in the dual-
channel supply chain, and points out that manufacturer could stimulate retailer to adopt online sales channel
by setting a reasonable wholesale price. Kurata et al. [14] address the impact of brand competition on retail
channel pricing decisions and find that channel price and profit increase with product substitution level. Li et al.
[15] assume that retailers might provide value-added services to alleviate channel conflicts when taking dual-
channel service competition and fairness concerns between retailers and manufacturers into consideration. Most
of the previous studies on channel competition start from the perspective of retail enterprises, and construct
the demand function by using “price substitution parameter” to reflect the intensity of channel competition.
Instead, in our work, the consumer utility function is used to illustrate the consumer channel decision under
the existence of channel competition.

Consumer’s fairness concern. Consumer’s fairness concern is widespread in the transaction process [1,
20]. Ferrer and Swaminathan [6] find that consumers pay great attention to the distribution of benefits and
define it as a “fairness concern”. The ultimatum experiment also verifies the widespread existence of consumer
awareness of fairness [21]. Guo [7] argues that consumers’ willingness to pay and utility will be reduced if
they feel unfair. Kahneman [12] finds that even if certain transactions are beneficial to consumers, they may
still give up transactions to express their dissatisfaction with unfairness. In addition, research on consumer
psychology and behavior also shows that consumer’s fairness concern will affect their purchasing decisions
[1,20]. Other works consider that consumer’s fairness concern plays a key role in the development strategy of
enterprises. Guo and Jiang [8] study the influence of consumer’s unfairness aversion on enterprises’ optimal
pricing and quality decisions through a game theory model. Yi et al. [29] explore how consumer’s fairness
concerns affect manufacturer’s choice of distribution channel structure, and find that if consumers are very
concerned about fairness, the manufacturer can reduce the dispersion of distribution channels through agent
sales to get the maximum benefit. When consumers face multiple sales channels, the effectiveness of different
channels due to fairness concerns will directly influence their decision-making. However, few existing studies
consider channel selection and consumer fairness concerns simultaneously. This work focuses on the impact
of consumer fairness concerns on pricing decisions and profits of the manufacture and retail platform under
different channel structures.

3. MODEL SETUP

There are two channels for consumers to purchase: manufacturer’s consignment channel and retail platform’s
self-operated channel. Consumers usually face three possible channel modes while purchasing: (D only manu-
facturer’s consignment channel exists; @) only retail platform’s self-operated channel exists; 3) manufacturer’s
consignment channel and retail platform’s self-operated channel coexist. This paper assumes that consumers
are familiar with the channel structure, and their willingness to pay is internalized and directly affected by the
channel mode.
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TABLE 1. Parameter assumptions and implications.

Notation Implication

Pd Retail price of manufacturer’s consignment channel (determined by manufacturer)
Dr Retail price of retail platform’s self-operated channel (determined by retail platform)
w Wholesale price of the product

Ua Consumer’s utility when purchasing through manufacturer’s consignment channel

U, Consumer’s utility when purchasing through retail platform’s self-operated channel
Tm Manufacturer’s profit

e Retail platform’s profit

T Revenue sharing ratio, 0 < r < 1 (manufacturer pays to the retail platform)

c Unit product cost

F Slotting allowance

v Basic utility that consumer acquires from a single channel, v ~ [0, 1].

A Consumer’s sensitivity to fairness concern of the manufacturer or retail platform, reflecting con-
sumer’s sensitivity to unfair transactions, A ~ [0, 1].

T ] :_ _______ 1
| | Manufacture(M) | :
i :

: Erogo - 0
Manufacturer’s 1 — : v : Retail platform’s
consignment : I | Retail Platform(R) | 1 self-operated
channel - 1 : ! channel
I Pa Iy Dr :

I | 1
i 1 1 A\ I
| | Consujner | :
! o

F1GURE 1. Conceptual model of multi-channel retail.

In the manufacturer’s consignment channel, the manufacturer opens a flagship store on the retail platform.
Retail platform charges manufacturer slotting allowance F and revenue sharing ratio r. The retail price pg in
the consignment channel is determined by the manufacturer, who sells products directly to consumers. In the
self-operated channel, the manufacturer sells products to the retail platform at a wholesale price w, and the
retail platform decides the retail price p, and sells products directly to consumers. The meanings of notations
involved in this paper are shown in Table 1.

The involved subjects and channel conceptual model are shown in Figure 1.

In the consignment channel, manufacturer sells directly to consumers, who have fairness concerns about the
manufacturer and retail platform simultaneously. While in the self-operated channel, consumers only have direct
contact with the retail platform, so they only have fairness concerns about the retail platform. According to
the model hypothesis of Yi [29], the effect of consumers’ fairness concerns (hereafter referred to as “concerns”)
on their purchase utility comes from the income gap between consumers and enterprises. To be more exact,
consumer’s fairness focuses on how much they can get from one unit consumption and how much enterprises
can earn from consumer’s one unit consumption, and the gap between them, which is irrelevant to slotting
allowance, as even if there is no consumption, the slotting allowance exists. Therefore, the utility functions Uy,
U, of consumers in the consignment channel and the self-operated channel are shown in equations (3.1) and
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(3.2) respectively.

Ui=v—pa—M[Q1—=r)pa—c]— (v—pa)}— Alrpa — (v — pa)] =(c+20—3py))A+v—pg (3.1)
—_——
fairness concern for manufacturer fairness concern for retail platform
U=v-p— ANpr—w)=(-p)] =MNw+v-2p)+v—p,. (3.2)

fairness concern for retail platform

When consumers have a non-negative purchase utility in a certain channel (U; > 0, U, > 0), the demand
will generate, i.e., v > vg = W and v > v, = M.

I
The profit functlons of manufacturer and retail platform under the three channel modes are different:

(1) When only consignment channel is available, profit functions of manufacturer and retail platform are shown
in equations (3.3) and (3.4) respectively.

Tt = [(1=7)pa — | Dy ~ F (3:3)
w1 = rpaD1 + F. (3.4)

(2) When only a self-operated channel is available, manufacturer’s profit comes from product wholesale, while
the retail platform’s profit comes from product sale. Therefore, profit functions of manufacturer and retail
platform are shown in equations (3.5) and (3.6) respectively.

Tm2 = (w - C)DQ (35)
Tpro = (pr — ’lU)DQ (36)

(3) When consignment channel and self-operated channel coexist, manufacturer’s profit comes from the sum
of income in consignment channel and product wholesale revenue in self-operated channel, while retail
platform’s profit comes from the profit sharing of manufacturer in consignment channel and product sale
in the self-operated channel. Therefore, profit functions of manufacturer and retail platform are shown in
equations (3.7) and (3.8) respectively.

Tms = [(1 = 7)pa — c|D3 + (w =)Dy = F (3.7)
Tr3 = rpaD3 + (pr — w) Dy + F. (3.8)

4. ANALYSIS

This section analyzes the optimal pricing and profits situation of manufacturer and retail platform under the
three modes, and discusses development strategies of manufacturer and retail platform.

4.1. Only the manufacturer’s consignment channel exists

When the financial strength of the retail platform is limited and the strength of the manufacturer is strong,
there is only the manufacturer’s consignment channel in the market. Brands such as Procter & Gamble and Sony
have opened flagship stores on LAZADA, allowing users to click on “lazmall” of its APP and go directly to the
stores to make purchases. The basic utility v obtained by consumers in purchasing products is evenly distributed
on [0,1], and the demand of consumers in the consignment channel can be obtained: D; =1 — % We
relegate all the proofs to the Appendix A.

Proposition 4.1. When there is only the manufacturer’s consignment channel in the market, let A =
4(r — 1)(BA+ 1)(2A + 1), the optimal retail price, equilibrium profits of manufacturer and retail platform are
shown in equations (4.1)—(4.3) respectively.
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[(c+2)r—4c—2]A—c+r—1
= 4.1

Pax 28X+ 1)(r —1) (4.1)

M[=(3c2 +8c+4)r? —2(3c? + 12F — 2c —4)r + 24F + 4c — 4] —r?* = 2(2F +c— )r

+A[—4(c+1)r2 —=2(2¢2 + 10F + ¢ — 4)r — 2¢2 + 20F + 6¢c — 4] — ¢ + 4F + 2¢ — 1
Tm1 =

A
[1+ (3¢ +8c+4)A° +4(c+ 1)A]r® +2[-2(3¢® — 6F 4+ 4c + 2)A% — (¢ — 10F + 4c + 4) A + 2F — 1]r?
+[4(=12F + 2¢+ 1)A* —4(c® + 10F —c — 1)A — ¢ — 8F + 1]|r + 24FX\* + 20F A + 4F
A(r—1)

(4.3)
By analyzing the equilibrium price obtained in Proposition 4.1, Property 4.2 can be obtained.

Property 4.2. When only the manufacturer’s consignment channel exists, the retail price decreases with con-
cerns if the production cost is relatively low, and is always positively affected by the revenue sharing ratio, as
well as the production cost.

As consumers become more concerned about transaction fairness, the manufacturer can lower the retail
price of products with lower production costs and raise the retail price of products with higher production
costs. This phenomenon is very common in reality. For example, the manufacturer often lowers the price to
promote products of low-value products, and raises the price to enhance the user’s image perception of high-
value products. This is because products with low production cost usually don’t increase in value over time,
and the mass production and production process are relatively simple. If consumers are haggling over the cheap
products and pay attention to the fairness of the transaction process, sellers can only promote sales by lowering
prices. Otherwise, consumers will quickly become less willing to buy, lower value goods will not be as attractive
to them, and sellers will face the risk of overstocking. Indeed, low production costs could enhance consumers’
perception of unfairness, but high production costs just do the reverse. When the revenue sharing ratio increases,
the manufacturer will raise the retail price in order to retain higher profit, and this also applies to the condition
when the product cost rises, as both a high revenue sharing ratio and a high production cost could mitigate
consumers’ perception of unfairness enhanced by the rise of price.

By analyzing the equilibrium profit of manufacturer obtained in Proposition 4.1, Property 4.3 can be obtained.

Property 4.3. When there is only manufacturer’s consignment channel,

(1) Changes in manufacturer’s profit with respect to concerns are affected by revenue sharing ratio and pro-
duction cost. Let ¢; = 4"7,;_13, Co=1-—r.

@ If r and c satisfies one of the following conditions: (a) 0 < r < 0.5 0r 0.75 <r < 1,0 < ¢ < ¢ or ¢ > Ca;
(b) 0.5 <r < 0.75, 0 < ¢ < €2 or ¢ > ¢, manufacturer’s profit is positively affected by concerns.

@ If r and c satisfies one of the following conditions: (a) 0 < r < 0.5 or 0.75 <7 < 1, & < ¢ < ¢a; (b)
0.5 < r <0.75, ¢ < ¢ < ¢1, manufacturer’s profit is negatively affected by concerns when 0 < A < Ag,
and is positively affected when Ay < A < 1.

(2) Changes in manufacturer’s profit with respect to the revenue sharing ratio are affected by production cost.
Let B = [-2(3c+4)r? +4(3c+ 4)r + 12¢ — 8] A% — 4(r? =3¢ — 2r + 1)A + 2c. If B > 0 and production
cost is relatively low, manufacturer’s profit is negatively affected by revenue sharing ratio. Otherwise,
manufacturer’s profit is positively affected. If B < 0, changes in manufacturer’s profit with respect to
revenue sharing ratio is opposite to that of the situation B > 0.

(3) The manufacturer’s profit is firstly decreasing and then increasing in the production cost, i.e., if ¢ <
S\;Qfé\)\tiﬁi‘:i;‘;ri)l, manufacturer’s profit is negatively affected by production cost. Otherwise, the man-
ufacturer’s profit is positively affected by production cost.

(4) The slotting allowance always shows a negative effect on the manufacturer’s profit.
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According to Property 4.3, manufacturer should guide consumers to pay attention to transaction fairness
for products with extremely low or extremely high production costs. Consumers can be encouraged to pay
attention to trade fairness by disclosing product price trends. Regardless of the revenue sharing ratio, as long
as the production cost is moderate, manufacturer’s profit will always be negatively affected by concerns when
the concern level is low. Otherwise, manufacturer’s profit will increase. In reality, when consumers start to pay
attention to transaction fairness, manufacturer’s countermeasures are usually not perfect. When consumer’s
concern behavior becomes a consensus, the manufacturer will improve its service level and product quality of
consignment channel due to consumer’s behavior, thus improving the brand image and generating a positive
impact on profits. The manufacturer doesn’t need to resist retail platform increasing revenue sharing ratio.
When B > 0 and production cost is high or B < 0 and production cost is low, manufacturer can accept retail
platform to increase the sharing ratio. In addition, it seems that both an extremely low production cost and
an extremely high production cost are beneficial to the manufacturer, but the slotting allowance always hurts
it. As discussed above, low production costs and low revenue sharing ratios could enhance the perception of
unfairness but increase the manufacturer’s profit.

By analyzing the equilibrium profit of retail platform obtained in Proposition 4.1, Property 4.4 can be
obtained.

Property 4.4. When there is only manufacturer’s consignment channel,

(1) Changes in retail platform’s profit with respect to concerns are affected by revenue sharing ratio and
production cost. Let C = 3(5r% — 167 + 8) A% + 6(r? — 4r + 2)A — 2r + 1.
@ If C' > 0, when production cost is relatively low, retail platform’s profit is negatively affected by concerns,
otherwise, it is positively affected.
® If C <0, when ¢ > —M7 retail platform’s profit is positively affected by concerns when pro-

2 2
duction cost is moderate, otherwise, it is negatively affected. When ¢ < —w, retail platform’s

profit is negatively affected by concerns when production cost is moderate, otherwise, it is positively
affected.

(2) Changes in retail platform’s profit with respect to revenue sharing ratio are affected by production cost. It
is positively affected by revenue sharing ratio when production cost is moderate, otherwise, it is negatively
affected.

(3) The retail platform’s profit is firstly increasing and then decreasing in the production cost. If ¢ <
%ﬁm, retail platform’s profit is positively affected by production cost. Otherwise, retail plat-
form’s profit is negatively affected by production cost.

(4) The slotting allowance always show a positive effect on retail platform’s profit.

Concerns can exert a positive influence on retail platform’s profit under certain conditions. When C' > 0 and

production cost is high, retail platform can encourage consumers to pay attention to transaction fairness. When
2 t—_ 2 . . . .

C <0andc > —w, retail platform should guide consumers to raise awareness of fair trade when

2 2
production cost is moderate. When C' < 0 and ¢ < —w, retail platform should reduce consumers’

concerns of transactions by not disclosing retail price trends or other measures when production cost is moderate.
The retail platform should not blindly increase the revenue sharing ratio, i.e., when production cost is extremely
low or extremely high, increasing revenue sharing ratio will reduce its profit. In the real retail market, if the
manufacturer sells products with low value and the retail platform charges an excessively high revenue share,
it will greatly frustrate the manufacturer’s sales enthusiasm. If the manufacturer sells high-value products,
it has a higher voice at this time. The excessive increase in the revenue sharing ratio of retail platform will
cause manufacturer’s strong dissatisfaction. Both situations will have negative impacts on the profits of the
retail platform. Besides, both production cost and slotting allowance generate opposite impacts on the retail
platform’ s profits, as compared to the impacts on the manufacture’s profit.
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4.2. Only the retail platform’s self-operated channel exists

When the financial strength of the retail platform is strong, and the manufacturer is a small or medium-
sized enterprise, the retail platform often develops a self-operated channel, and the manufacturer only needs to
wholesale products to the retail platform to make a profit. One of the most common self-operated retail platforms
is JD.com. Most of its businesses are self-operated. JD.com can effectively control consumers’ satisfaction by
providing services such as product selection, pricing, sales, self-built logistics and after-sales services. This
can not only reduce online sales costs of small manufacturers, but also help the retail platform to form scale
economies.

The demand function of consumers in retail platform’s self-operated channel is D = 1+ %ﬁf‘%. In this
case, the retail platform is the dominant player in the Stackelberg game, deciding the retail price p, first and
the manufacturer then decides the wholesale price w. Let p,, = w + m, where m is the marginal profit.

Proposition 4.5. When only the retail platform’s self-operated channel exists, the optimal wholesale price and
retail price are shown in equations (4.4) and (4.5) respectively.

3c+1
N = 4.4
Wa 4 (4.4)
ANc+1)+c+3
* p— . 4.

The equilibrium profits of manufacturer and retail platform are shown in equations (4.6) and (4.7) respectively.

T2 = % (4.6)
. QFD(e—1)
Ty = T (4.7)

By analyzing the equilibrium solution in Proposition 4.5, Property 4.6 can be obtained.

Property 4.6. When there is only retail platform’s self-operated channel,

(1) The wholesale price and manufacturer’s profit will not be affected by concerns. The retail price will be
negatively affected by concerns when production cost is low, otherwise, it will be positively affected. The
retail platform’s profit always decreases with concerns.

(2) The wholesale price and retail price always increase with the production cost, while the profits of the
manufacturer and retail platform increase with the production cost when ¢ > 1 and decrease with it when
O<e< 1.

When there is only retail platform’s self-operated channel in the market, consumers only have fairness concerns
about the retail platform, so manufacturer’s wholesale price and profit are not affected by concerns. It is
unacceptable if the retail platform raises the retail price of low-value products. Therefore, when production cost
is low, the retail price will decrease if concerns increase. However, if production cost is high, the retail platform
should raise the retail price to make up the wholesale expenditure even though consumers are more and more
concerned about trade fairness. Due to the retail platform giving profit to consumers to promote consumption,
its profit will decrease. The retail platform should reduce concerns by offering product discounts or improving
the service level in the self-operated channel. In this case, the production cost demonstrates the same effect
on the manufacture’s profit and the retail platform’s profit. In practice, low production costs represent low
wholesale prices, and wholesale prices could increase consumers’ unfairness. As a result, both the profits of the
manufacturer and retail platform decrease under low production costs but increase under high production costs.

Combining formulas (4.2), (4.3), (4.6) and (4.7), Lemma 4.7 can be obtained.

Lemma 4.7. If there is only a single channel in the retail market,
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(1) Manufacturer should actively open up the consignment channel when slotting allowance is low than the
threshold Iy, and refuse to wholesale products to the retail platform simultaneously. When the slotting
allowance is high, the consignment channel should be abandoned by the manufacturer, and all products
should be wholesaled to retail platform.

(2) Retail platform should actively open the self-operated channel when the proposed slotting allowance is low
than the threshold Fy, and prevent the manufacturer from consignment; otherwise, it should abandon self-
operating and encourage the manufacturer to consign.

According to Lemma 4.7, if there is only a single channel in the market, the manufacturer and retail platform
tend to choose different channel modes in most situations of slotting allowance, and the final channel mode is
influenced by the market forces of both sides. Therefore, the manufacturer and retail platform need to consider
slotting allowance when determining whether to open a consignment channel or a self-operated channel.

4.3. Manufacturer’s consignment channel and retail platform’s self-operated channel
coexist

The most common phenomenon in real life is that manufacturer opens flagship stores on a retail platform
while the retail platform is also self-operated, and consumers can buy from both channels simultaneously. For
example, TMALL has both flagship stores opened by manufacturers and self-operated stores such as “TMALL
Supermarket”. In this mode, manufacturer and retail platform decide product price py and p, at the same time
respectively, and then manufacturer decides the wholesale price w.

When Uy = U,, that is, vg, = (w+3pd_2p&_c)’\+pd_pr, there is no difference in the purchasing utility of
consumers in the two channels. When v > vy, Uy > U,. According to the principle of personal rationality
and incentive compatibility, the segmented demand functions of consumers in the manufacturer’s consignment
channel and retail platform’s self-operated channel under the mixed-channel mode are shown in equations (4.8)
and (4.9).

(w+3pa—2pr—c)\+pa—pr . (c—2w+4p, )N+ (c—w+4p, ) A\ +p,
Dy = L— ) if pa > [ESESIICES)) (4.8)
- (Bpa—c)A+p . (c—2w+4p, )A2 4+ (c—w+4p, ) A +p,. :
1= = if 0 <pa < [EPESIPES))
(WH3pa=2pr =) APa—pr _ 2pr—w)Apr  p (c=2w44p, )\ +(c—w+4p,) A\ +p,
Dy — X 1 Pd = BGAXDOFD) (4.9)
o : (c—2w+4p,)A*+(c—w+4p, ) A+p, ’
0 if 0 <pg < G DD :

Since there is demand in both channels, pg > (C_2w+4p§3);i;(§_ +w14)'4p DA+Pe should be satisfied. The demand

functions in manufacturer’s consignment channel and retail platform’s self-operated channel are shown in equa-
tions (4.10) and (4.11) respectively.

*2 r T - Mr
Dy=1_ (w +3pa — 2p ; A +pa—p (4.10)
(w+3pa —2pr — )N +pa—pr (2P — W)A + Dy
D, — — . 4.11
4 A A+1 (4.11)

Substituting equations (4.10) and (4.11) into formulas (3.7) and (3.8), Proposition 4.8 can be obtained.

Proposition 4.8. When the manufacturer’s consignment channel and retail platform’s self-operated channel
coexist in the market, let D = (A + 1)r? — (24X + 10)r + 20\ + 8, so that, the optimal wholesale price and retail
prices in consignment channel and self-operated channel are shown in equations (4.12)—(4.14) respectively.

(r — D{[(13¢c + 10)r — 34c — 12]A%* + [13(c + 1)r — 26c — 14]A + 2(c + 2)r — 4c — 4}
(2A+1)D

w} = (4.12)
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. =2r[(bc+4)A+c+ 2] +82c+ DA+ 4(c+1
Pl = [( ) ]D ( JA+4c+1) (4.13)
[(9¢ + 8)r? — 8(4c + 5)r + 4(11c + 8)| A% + [(Tc + 10)r? — (23¢ + 62)r + 50c + 52]A?

. 3P = (Te+29)r + 22+ 26] A — 2(c + 2)r + 4c + 4 (4.14)
Pra = 2A+1)°D '

The equilibrium profits of manufacturer and retail platform are shown in equations (4.15) and (4.16) respec-
tively.

a1r4 + agr?’ + a37"2 + ayqr + as

X 4.1
T3 2\ +1)D? (4.15)
o bAoA+ bsA? + by A + bs 116
Tpg = 2 2 : ( . )
2 X+1)°D

The expressions of a; ~ as, by ~ bs are shown in Appendix A.
By comparing the equilibrium prices of both channels in Proposition 4.8, we can obtain Lemma 4.9.

Lemma 4.9. When the manufacturer’s consignment channel and retail platform’s self-operated channel coexist
in the market, let E = (97"2 + 8r — 20))\2 + (77“2 + 251 — 30))\ + 11r — 10,

(1) when % < 0, if production cost is low, the retail price in manufacturer’s consignment channel is lower than
that in retail platform’s self-operated channel; otherwise, the retail price in self-operated channel is higher;
(2) when % > 0, the relative size of the retail prices in both channels is opposite to that of the situation % < 0.

When determining the retail prices, manufacturer and retail platform need to consider the influence of
concerns, revenue sharing ratio and production cost.
By analyzing the equilibrium price obtained in Proposition 4.8, Property 4.10 can be obtained.

Property 4.10. When the manufacturer’s consignment channel and retail platform’s self-operated channel
coexist in the market, let

G = 2(22r* — 154r% — 43r® + 76r + 36) \* + 4(10r* — 197 — 931 + 287 + 44) \?
2(2r* +22r% — 677 — 44r + 68) A + 4(r® + 2r® — 12r + 8),
H = 2(—34r" +493r® — 380r® — 388r + 48) \* + 2(—64r" 4 5517° — 62r® — 908r + 120) \®
+2(=34r" + 143r% + 3207 — 716r + 96) \* + 2(—4r* — 15r° 4+ 162r® — 2127 + 24) A — 8r(2 — r)°.

(1) Changes of the retail price in the consignment channel with respect to concerns are affected by the revenue
sharing ratio and production cost. With the increase of concerns, when 0 < 7 < 2v/2 — 2, the retail price

2 2
. . —_r _47+4 . —7r _4T+4 . . .
increases if ¢ > 57795 +13, and decreases if 0 <e¢< sa71511s +1z- The retail price always increases when

2v2-2<r<1.

(2) Retail price in the consignment channel is always positively affected by the revenue sharing ratio, as well
as the production cost.

(3) Changes of manufacturer’s profit with respect to production cost are affected by concerns, so are changes
of retail platform’s profit with respect to production cost. When G > 0, the manufacturer’s profit is firstly
decreasing and then increasing in the production cost; when G < 0, the manufacturer’s profit is firstly
increasing and then decreasing in the production cost. When H > 0, the retail platform’s profit is firstly
decreasing and then increasing in the production cost; when H < 0, the retail platform’s profit is firstly
increasing and then decreasing in the production cost.

(4) The slotting allowance always shows opposite effects on manufacturer’s profit and retail platform’s profit,
i.e., a negative effect on manufacturer’s profit but a positive effect on retail platform’s profit.



RESEARCH ON RETAIL CHANNEL DECISIONS 33

-,
Tmi1
m2

.-

Profit of manufacturer

FIGURE 2. Manufacturer’s profit situation when r and A change.

A low revenue sharing ratio allows the manufacturer to raise the retail price on higher-cost products when
consumers are increasingly concerned about trade fairness, because a slight increase in the price of higher-value
products does not cause a backlash. Simultaneously, retail prices of products with lower production costs will
be reduced to increase sales. If the revenue sharing ratio is high, the manufacturer shares a bigger share of
profit with retail platform. Therefore, the manufacturer will raise the retail price to make more profit even if
consumers are more concerned about fair trade. In addition, if the revenue sharing ratio charged by the retail
platform increases, the manufacturer tends to increase retail price in order to make up for the lost profit in the
consignment channel. In mix-channel mode, due to consumer’s channel comparison, the effects of production
cost on both the manufacture’s profit and the retail platform’s profit are ambiguous. However, the impacts of
slotting allowance are straightforward, i.e., it always hurts the manufacture but benefits the retail platform.

5. NUMERICAL SIMULATION

The above research mainly considers the profits of manufacturers and retail platforms when a single factor
changes. While in the real retail market, r and A often change simultaneously. Combined with numerical exam-
ples, this section visually demonstrates the impact of consumer’s fairness concern and revenue sharing ratio on
the profits of manufacturers and retail platforms under different channel modes, so as to verify the theoretical
conclusions in Section 4 and provide development strategies for manufacturer and retail platform.

5.1. Situation of manufacturer’s profit when r and A change simultaneously

Let ¢ =2, F =1, Figures 2 and 3 shows the manufacturer’s profit under different retail market modes when
r and A\ change.

When the retail market is a single-channel mode, if “only consignment channel exists”, when r = 0.3,
A = 0.5, we can get ¢; = 0.39, ¢2 = 0.7, ¢3 = 0.77, B = 21.57. 7m},; increases when A or r increases. The

numerical simulation result is consistent with Property 4.3. If “only self-operated channel exists”, 7}, isn’t
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FIGURE 3. r — 7}, view of manufacturer’s profit situation when r and A change.

affected by A or . The numerical simulation result is consistent with Property 4.6. At this time, F > F} = 0.25
and 7, < 7,,. The numerical simulation result is consistent with Lemma 4.7.

When the retail market is mixed-channels-mode, 7,5 is negatively affected by A, and increases first and then
decreases with r in this numerical example.

5.2. Situation of retail platform’s profit when r and A change simultaneously

Let ¢ =2, F =1, Figures 4 and 5 shows the retail platform’s profit under different retail market modes when
r and A change.

When the retail market is a single-channel mode, if “only consignment channel exists”, when r = 0.3, A = 0.5,
C = 5381, ¢s = —1.57, ¢¢ = 0.22. Because of ¢ > ¢g, 7, increases when A increases. Meanwhile, és = 0.6,
c9 = 0.32. Because ¢ > ¢g, 7, decreases when r increases. The numerical simulation result is consistent with
Property 4.4. If “only self-operated channel exists”, 7%, decreases slightly with the increase of A, and is not
affected by r. The numerical simulation result is consistent with Property 4.6. At this time, F' > F» = 0.72 and
mr > Tro. The numerical simulation result is consistent with Lemma 4.7.

When the retail market is a mixed-channel mode, 75 increases first and then decreases with A, and is
negatively affected by r in this numerical example.

Based on the above analysis in Sections 5.1 and 5.2, channel measures can be obtained.

(1) If the market channel mode is immature (the mode hasn’t yet formed), the manufacturer and retail platform
can actively promote the channel mode.

— From the perspective of the manufacturer, when the levels of r and A are both low, the manufacturer
should cancel flagship stores and simply wholesale products. Otherwise, the manufacturer should open
flagship stores and refuse to wholesale products to the retail platform.

— From the perspective of retail platform, if the manufacturer has not opened up consignment channel
initially, when the levels of r and A are both low, the retail platform can provide relevant preferential
measures for the manufacturer to enter the platform and give up self-operation; when the levels of r and A
are both high, the retail platform can directly open up a self-operated channel and prevent manufacturer’s
consignment behavior.
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FIGURE 5. r — 7}, view of retail platform’s profit situation when r and A change.
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— Manufacturer and retail platform prefer different channel modes under most combinations of r» and A.
Both parties should strengthen their own strength and market voice to facilitate the above channel
countermeasures.

(2) If the market channel model is mature (the mode has formed), the retail platform can adjust the concern
level and revenue sharing ratio according to the channel mode.

If there is “only self-operated channel”, the retail platform can take measures such as coupon distribution
and customized services to reduce concerns as far as possible. If the retail market is mixed-channels-mode, retail
platform should control concern level within a moderate range, otherwise, it will lead to a decrease in profit or
even loss.

6. MODEL EXTENSION

In practice, consumers may have different fairness concerns about the manufacturer and retail platform. If
s0, the utility functions of consumers in the consignment channel and the self-operated channel can be written
as shown in equations (6.1) and (6.2), respectively, where A; and Ay measure consumer’s sensitivity to fairness
concern of the manufacturer and retail platform.

Usg=v—pa— M{[(1 =7)pa — ¢ = (v—pa)} — A2[rpa — (v — pa)] (6.1)
fairness concern for manufacturer fairness concern for retail platform
Ur=v—p-— Xlpr—w)—(v—p)] =X(wt+v-2p)+v—p. (6.2)

fairness concern for retail platform

6.1. Only the manufacturer’s consignment channel exists

When there is only manufacturer’s consignment channel in the market, the optimal retail price, equilibrium
profits of manufacturer and retail platform are shown as

[cB—=2r)+1—rA+[cl+r)+1—rjda—r+c+1
QM+ 22—+ A +rm)A]1=1) ’
e Aletr =DM D el Drbe—1) (6.4)
AN A D) F A r)N)d ) '
. mletr =1+ 1)+ Xf(c+1)r+c—1HI —r)(Ar + A2 + 1) + c[(—=2A1 + A2)r + 3A1 + Ao + 1]}
1= A0+ da+ 1)1 =21 — 2—m)A — (1+7)Ag]
+F (6.5)

P = (6.3)

It indicates that consumer’s fairness concerns about manufacturer and retail platform have different effects
on the retail price, i.e., for a low production cost, consumer’s concerns about manufacturer decrease the retail
price, but consumer’s concerns about retail platform raise the retail price; for a high production cost, consumer’s
concerns about manufacturer raise the retail price, but consumer’s concerns about retail platform decrease the
retail price. If consumers pay attention to the manufacturer, they will naturally think that the production cost
of a low-value product is low, and when the manufacturers raise the retail price, they will think that the trans-
action is not worth it. However, if consumers pay attention to the benefits of retail platforms, their perception of
production cost will not be particularly obvious. When retail platforms attract attention, appropriately raising
the retail price of commodities may not significantly reduce the number of transactions. For high-value goods,
consumers will allow manufacturers to raise retail prices. Besides, if retail platforms with high-value goods
continue to increase the retail price, it will let consumers consider the existence of additional cost of goods
(marketing costs). Because the consumers’ perception of production cost is not obvious, consumers’ willingness
to pay will decrease. In terms of manufacturer’s (retail platform’s) profit, consumer’s fairness concerns about
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manufacturer and retail platform both show ambiguous effects, i.e., consumer’s fairness concerns about man-
ufacturer and retail platform may increase or decrease manufacturer’s (retail platform’s) profit, depending on
production cost and revenue sharing ratio (see Appendix A for more details).

6.2. Only retail platform’s self-operated channel exists

When there is only retail platform’s self-operated channel in the market, the equilibrium wholesale price,
retail price, and profits of the manufacturer and retail platform are shown as

wh = 30; ) (6.6)
phy = 4)\2(084)—\211L—|;lc + 3’ 6.7)
. 161)27 (6.8)
Try = W (6.9)

Similarly, the slotting allowance determines the channel choice of both manufacturer and retail platform,
ie if F < ( {(c+r—1D) A +1D)+A2[(c+1)r+c—1]}2 (c—1)2

A D[+ - M FA+r)A](d—r) 16

L. (Aa+1)(c—1)2 r{(ct+r—=1)(A1+1D)+X2[(c+1)r+c—1]HA=r)(A1+X2+1)+c[(—2X1+A2)r+3A1+A2+1]} + .
nel; if > ( 0T~ : PTG WIS v 7 g ) o oy v G e R = ) , the retail

platform will open a self-operated channel.

+
) , the manufacturer will open up a consignment chan-

6.3. Manufacturer’s consignment channel and retail platform’s self-operated channel
coexist

When the manufacturer’s consignment channel and retail platform’s self-operated channel coexist in the
market, the equilibrium wholesale price, retail price, demands in two channels, and profits of manufacturer and
retail platform are shown as

{[(Ale +2)Aa + 6¢ + 1AZ + [2(c + 5)A3 + 3(4c + 5) A2 + 6¢ + 5]A1 + 4(2A3 + 5A3 + 4o + 1) }r2
F4eA1 (1 + Xo) (1 + A1+ X2) + {[—4(6c + 1) Ao — 2(Tc + 1)]AF + [—2(11c + 6)A3
—18(2¢ + DAy — 2(7c + 3)]A1 — 4(2A3 + 502 + 44X + 1) }r

Ws = (/\1 + Ao + 1){[—16/\% + (17)\1 — 8)/\2 + 9/\1]7’2 + 4[—4/\% — 3(3)\1 + 2))\2 — B\ — 2]7" + 4)\1()\2 + 1)}
(6.10)
{[=2(5¢ 4+ 4) A2 — 2(3c+ 2)]A1 — 4(203 + 3o + 1) }r + ded1 (1 + A2) (6.11)

Pd3 = T07X, £ 9)A; — 1622 — 8Xa]r2 + [—4(9h2 + 5)M1 — 8(2X2 + 3ha + D)Jr + 4\ (M2 + 1)
(r —2){[(5r — 2)c + 47] A2 — 2¢ + 3r}A? — 4r(1 + 2X2)(1 + A2)?
. +{[4X2 4 3 + (4c + T)Xa]r? — 5(Ag + 1)[(5c 4 8)Ag + ¢ + 5]r + 4e(1 + X))\
Prs = O 4 Ao + D{[=16A2 + (17A1 — 8)Aa + OA]r2 + 4[—4X2 — 3(3A1 + 2)As — 5A — 27 + 4hi (Ao + 1)}
(6.12)
{[(7Te+9) A2 + 3¢+ 5]A7 + [-A3 + T(c+ 1)A2 + 3¢+ 4]A1 — (1 + X2)(1 + 2X2)[1 + (4c + 5)Ao]}r?
HAA (14 A2) (1 + A1+ A2) (1 —¢) + {[-4(3c+ 5)Aa — 4(c + 3)]A2 + [—2(11c + 12)A3
—2(15¢ + 19)Ag — 2(4c + 7)]A1 — 2(1 + A2)2(1 + 2X2) (1 + 2¢)}r
(/\1 + Ao + 1){[—16/\5 + (17)\1 —8) A2 + 9/\1]7“2 + 4[—4/\5 —3(BA1 +2)A2 —5A; — 2]7“ +4M (Ao + 1)}
(6.13)

D3 =

D= LF20)[1+ X 4o +(3M + AX)]7? 4 (14 222)[2(1 + A1 + A2) — 2¢(3A1 + 22 + 2)]r (6.14)
4= [—16/\% + (17)\1 — 8)/\2 + 9/\1]7’2 + 4[—4/\% — 3(3)\1 + 2))\2 — B\ — 2]7" + 4)\1()\2 + 1) '
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Mg = [(L = 1)pg — | D3 + (w* —¢)D — F (6.15)
Ty = rpa D3 + (py — w*)Dj + F. (6.16)

Compare the retail prices in two channels, if [~16A3 4 (17A1 — 8)Aa +9\1 |72 + 4[—4A3 — 3(3A1 +2) X2 — (5A1 +

+
2)]r+4X1(A2+1) > 0and ¢ < ([(57,(35; Siﬁé?&iﬁl’}f /\1)) , the retail price in the manufacturer’s consignment

channel is higher than that in the retail platform’s self-operated channel; otherwise, the retail price in the self-
operated channel is lower. If [~ 162+ (17A; —8) Ao +9A1]r2 +4[—4X2 —3(3\1 +2) A2 — (5A1 +2)]r +4X 1 (A2 +1) < 0
and ¢ < ( (2—7(34+4X2)) (14 1 +X2)

[(Gr—2)A1+4(r+1)X2+4(1+X1)
than that in the retail platform’s self-operated channel; otherwise, the retail price in the self-operated channel
is higher. When there are two distribution channels in the retail market, retail prices are usually different.
Manufacturers and retail platforms have different experiences in the retail sector, which means they have different
priorities for the factors that affect retail prices. Manufacturers need to pay attention to the production cost,
consumers’ concern on cost and revenue sharing ratio, while retail platforms pay more attention to consumers’
perception of platform image and transaction satisfaction.

+
) , the retail price in the manufacturer’s consignment channel is lower

7. DISCUSSION AND MANAGERIAL INSIGHTS

7.1. Discussion

Focusing on the manufacturer’s consignment channel and retail platform’s self-operated channel, this paper
analyzes the influence of consumer’s fairness concern and revenue sharing ratio on the decision-making and
development strategies of manufacturer and retail platform under different channel modes. The main results in
this paper are summarized below.

— When the retail market is a single-channel mode, retail prices are always negatively affected by concerns
when production costs are low. When the retail market is in the mixed-channel mode, the retail price in
the consignment channel always increases with concerns if the revenue sharing ratio is at a high level and is
always positively affected by the revenue sharing ratio. The relative size of retail prices in both channels is
correlated with concern level, revenue sharing ratio and production cost.

— If only the consignment channel exists, the profit changes of manufacturer and retail platform with respect
to concerns are affected by the revenue sharing ratio and production cost, while the profit changes of
manufacturer and retail platform with respect to revenue sharing ratio are associated with production cost.
If only the self-operated channel exists, the wholesale price and manufacturer’s profit have nothing to do
with concerns, while the retail platform’s profit is always negatively affected.

7.2. Managerial insights

In this section, we summarize key managerial insights into what the optimal development strategies of man-
ufacturer and retail platform in different channel modes are. Specific managerial insights are listed below.

— Both the manufacturer and the retail platfrom should depend on consumers’ fairness concerns to choose
appreciate channel, i.e., the manufacture should wholesale all products when concerns and revenue sharing
ratio are at low levels, while the retail platform should open a self-operated channel when concerns and
revenue sharing ratio are at high levels. Therefore, the single-channel mode is also determined by the relative
size of market power of the manufacturer and the retail platform.

— If the retail market channel mode has been formed, the retail platform should mitigate consumers’ fairness
concerns through prices cut when only the self-operated channel exists. When there are mixed channels
in the market, the retail platform should keep consumers’ fairness concerns and revenue sharing ratio at
moderate levels, otherwise, it will suffer from profit loss.
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7.3. Limitations

Our research focuses on the impact of consumers’ concerns on retail market, and the above conclusions
provide relevant suggestions for the development of manufacturer and retail platform under different channel
modes. Furthermore, retail market has more complex retail modes such as on-sale and pre-sale, etc., and the
lag of product experience brought by online shopping will also lead to the uncertainty of consumer’s product
cognition. It will be interesting to study these more complex retail scenarios.

APPENDIX A.

Proof of Proposition 4.1

Substituting D into equations (3.3) and (3.4). The retail price is only determined by the manufacturer. Let

%7;’;11 = 0, we can get the equilibrium retail price: pj; = [(C+2;T(3/<1i1)2(]:‘ 16)” L. Substituting the expression of

pj, into equations (3.3) and (3.4). Let A = 4(r — 1)(3A 4+ 1)(2A + 1), the equilibrium profits of manufacturer
and retail platform can be obtained.

Proof of Property 4.2

(1) % = sk i 0 < e < 1, % < 0; otherwise, %5+ > 0.
op} c

(2) F = 17 > 0
Ophy _ (4—7r)A+1

3) & = s > 0

Proof of Property 4.3

[—(15(:2 +16¢ — 4)7‘2 + (—6(:2 +32¢ — S)T +1262 — 16¢ + 4})2 + [(-&2 — 16c + 4)7‘2

(1) Let 2o — +(r2e? oz —g)r 2t - IGC(Q;]J:J(;RZKAU[W “orm et = 0. The solutions are:
A = -3(r? +2r —2)c®> — 8(r — 1)’c+2r2 42 —4r+ (1 — m)ey/r(3r —2)(3c — 1)(c — 1) <0,
3(5r2 4 2r — 4)¢2 + 16(r — 1)°c — 4(r — 1)°
R — =3(r*+2r —2)c* - 8(r — Die+2r242—4r—(1 r)c\/r(?)r —2)(8c—1)(c— 1).
3(5r2 4 2r — 4)2 + 16(r — 1)°c — 4(r — 1)°

Let ¢, = ==L, 6o =1—r.
Conditions Solution of A Changes of 7 ; with respect to A
0<r<050r07<r<l|0<c<corc>csy 87T"“>0
€1 <c<é 0< A<M, ag*;1<0;)\2</\<1%>0
0.5 <r <0.75 O<c<éore>e | Bai>0
G << 0<A<X, Zmi<od<A<1Zmiso
[7 (3(;2 + 8¢+ 4)'7‘2 +2(3c+ 2)(c + 2)r + 6c2 — 8¢ — 4}>\2
* — c ’!‘2 c i 62 — c — C2 —7‘2 T — .
(2) Let 87(;7;“ _ treerndrecty 4(,;71)144 o+ T2~ — 0. The solutions are

@D [2/\(1 — 1)+ /AZr(r — 2) + 10A% + 6A + 1]

= 0
e G2 1 6A 11— 3)2r(r —2) =5
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@A+ 1)(r —1) [2)\(7" — 1)+ /A2 (r —2) T 10A2 + 6A + 1}
“= 3A27(2 — 1) + 6X2 + 6A + 1 <0

Let B = [-2(3c+4)r? + 4(3c+ 4)r +12¢ — 8]A2 —4(r?* = 3c — 2r + 1)\ + 2¢
g onr,

(i) If B> 0, when 0 < ¢ < 3, 2Zm1 < 0; ¢ > &3, 221 > 0.

(ii) IfB<0,When0<c<63,%>0;c>53, ag’;l <0.

Orly 2303246\ rHANr 20+ D e 2(1—r) A+ 1) (2Ar+A+1) 97, (1=r)(2A+1)(2Ar+2+1) |
(3) As =gzt = A oot < 0 when ¢ < S TN
Ak, (1—7)(2A+1) (2Ar4+A+1)
et > 0 when ¢ > s oo T
omr .
(4) Lm = 1.

Proof of Property 4.4

. [(153 + 16c — 4)7‘2 + 8(—6c2 —de+ 1)7‘ +24¢2 4 16¢ — 4]A2 + (de — )2 4 2(—(:2 —de+ 1)7‘ 4e2 fde—1
1 onr, +[(6c2 + 16¢ — 4)r2 + 8(—3(:2 —dc+ 1)7‘ +12¢2 4 16¢ — 4}/\
1) = AN DD (@) .
Let C' = 3(57"2 — 16r + 8) A2 4 6(r2 —4r + 2))\ —2r 4+ 1. When 65;\'1 = 0, we can know the solutions:

A+ 1)(1—r) [(4)\ +2)(r — 1) — /(3172 = 80r + 40)A2 + 2(1172 — 28 + 14)A + 472 — 107 + 5}
Cs =

C b
Cr+1)(1—-7) [(4/\ +2)(r — 1) + /(3172 — 80r + 40)A2 + 2(11r2 — 28 + 14)A + 472 — 10r + 5}
E =
¢ c
> 0.
Conditions Changes of 7%, with respect to A
C>01| - ¢s < 0 < Cg O<c<éﬁ,%<0;c>éﬁ,aggl>0
20 2 * TS
C<0|e>-20UTD Tgca<a | 0<e<dg 25 <06 <c<cs, 2252 >0
¢ > Cs, 8g§1 <0
4 4 * E3
c< —2HOTUT g c g <85 | 0 < e < o it > 0; 6 < ¢ < G, 2 < 0;
¢> e, B> 0
[(39 +2)(c+2)r3 — 3(3¢c + 2)(c + 2)r2 + 12(2(;2 +2¢+ 1)7, — 8¢ — 4}>\2
or’ +lac+1)r3 —12(c+ 1)r2 +4(2c2 + 3¢ +3)r+4c2 —dc—alx+rc2 43 42 - 302 430 -1
(2) 5= = [ ( (2—1)2A } , when

o, (rfl)(2)\+1)[\/(rfl)[1+(r+2)/\][(r2757”72))\77"71]72)\(7“71)2]

or- =0, 01 = 3(r3—3r218r) N2+ A(2r+ DA+ +1 <0,
~ (17r)(2)\+1)[\/(rfl)[1+(r+2))\][(7‘2757‘72)/\7T71]+2)\(r71)2}
Cs = 3(r3—3r2 4 8 N2 A(2r F DAt 1 > 0.

_ 2X(2A+1)(1-r?) _ _

Let ¢ = sra—gorsyeraernagrsrr 0 < G < G
When 0 < ¢ < &, ag;l < 0; when ¢y < ¢ < &g, ag;I > 0; when ¢ > g, % < 0.

o’ 2X(1—7)2(2X+1) | o
; 5t > 0 when ¢ < G D [[A=r) 1] 5+ < 0 when

onr, _ 2r[3r(r—4)A? —2(r+2)A—1]c+8r A% (1—r)2+4rA(1—7)
(3) As Tt = A(r—1)
2X0(1—7)2(22+1)
C< BarrD[@E—mr-1-

or
(4) 5 =1
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Proof of Proposition 4.5

Substituting Dy into equations (3.5) and (3.6), let p.o = ws + mo. In this case, the retail price is determined
by the retail platform, while the wholesale price is determined by manufacturer. By backward induction, the
equilibrium wholesale price is first solved, thus let aa’rwm; =0, we can get wj = (c=2m+1)Ate—m+1

20D

Substituting w3 into equation (3.6) to solve the equilibrium retail price. Let ‘gfr’f = 0, we can get the
equilibrium marginal profit: mj = % Substituting m3 into w3 and simplifying to obtain the equilibrium
wholesale price: wj = 3¢ Let pf, = w3 + m3, we can get the equilibrium retail price: p}, = %

Substituting w3, pk, into equations (3.5) and (3.6), then the equilibrium profit of manufacturer and retail
= (e=D? s (FD(e=D)?
m2 = 16 > r2 = T 16A+8

platform can be obtained: 7

Proof of Property 4.6

oY% sz — @ 8142 = 2c)\+11 7, if 0 <e< 1, '2 < 0, otherwise, 65):\2 > 05
oy o _ (c—1)2
(2) 6A2 = T3 1° < 0.
(22 +1)

Proof of Lemma 4.7
(1) Let m},, — mho =0, we can get:
[—4(3c+2)(c+2)r? 4+ 2(—15¢? + 14c + 13)r + 6¢? + 4¢ — 10] \?

PR +[-16(c+ 1) + (=212 + 2¢ +27)7r — 3¢ + 1de — 11X — 412 — (¢ + 7)(c — 1) — 3(c — 1)°
= 1 = .
1A

When F < Fy, 7w}, > mho; when F > Fy, wh, < 8.
(2) Let wf — iy = 0, we can get:
[—2(c+ 2% + (762 + 100 +19)r + 2(5¢2 + 2c = T)r + 3(c — 1’| V2 + [ = 4(c +2)r
+4(2+5)r +4(c+4)(c—L)r +4(c—1) })\ 213 4 (¢ — 2¢ 4+ 5)r2 + 4(c — V)r + (¢ — 1)
2(r—1)A '

F=F=

When F < Fy, 7w} < mly; when F > Fy, wfy > 78
Proof of Proposition 4.8

The KKT (Karush—-Kuhn—Tucker) condition is used to obtain the optimal solution with inequality constraints.
Substituting D3 = 1 —vg,, D4 = vg4, — v, into equations (3.7) and (3.8). Let p,3 = w3 +mg3 and mg is marginal
profit.

(1) Function construction
(@O Manufacturer’s profit

(c—2w+4p,)A\*+(c—w+4p, ) A +p,
S.t. (3)\+1)(>\+1) S Pds-

{maxwmg = max{[(1 — r)ps — ¢|D3 + (w — ¢)Dy — F}

2
Construct the Lagrange function, Ly = 3 + Y14 paz — (oo 2wtdpo)d +(e—wtdp)rtp, }

B M1(FD)
oL, _
Opas
oLy _
(a) When x; # 0, KKT conditions are gz?’ ;
1>
ox1 —

x1 >0
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(b) When X1 = 0, L1 = TTm3-
@ Retail platform’s profit

(c—2w+4p, )N’ +(c—w+4p, ) A\ +p,
s.t. (3)\+1)(/\+1) S Pas-

{maxwrg = max[rpsDs + (pr — w)Dy + F|

2
Construct the Lagrange function, Ly = 7,3 + X2 {pdg — (C_27”+4p(3)i‘+'f)((c>\_:’1')"4m)M‘pT }
oLy __ 0
Oms

(a) When x2 # 0, KKT conditions are gi; >0 ;

x2 >0

(b) When X2 = 0, Ll = Tpr3.
(2) Equilibrium solution
@O When yx; # 0, the assumptions of the model are not met, and there is no equilibrium solution for p,3,
this situation is discarded.
® When y; = 0, it is proved that the Hessian matrix of 7,3 and m,.3 about py3, pr3 and w3 exists, so it
is solved by backward induction. Firstly, the expression of equilibrium wholesale price can be obtained
from % =0.
[(4 —7)pa — 4m]A2 + [(6 — 2r)pg — 4m]A + (2 — 7)ps — m
22X+ 1)(A+ 1) '

Substituting w3 into equations (3.7) and (3.8), and let % =0, g;r: =0.Let D = (A + 1)r2— (24X + 10)r+
20X + 8, the equilibrium solution can be obtained by solving simultaneously:

*
w3 =

. =2r[(bc+HA+c+ 2] +82c+ A+ 4(c+ 1)
Paz = D
(A+1) [(17c +12)r? — 2(31c + 2)r + 24c — 8] A% + [(15¢ + 14)r? — 10(4c + 1)r + 12¢ — 4] A
_ +2r[(c+ 2)r — 2¢ — 2]

=
|

(2x+1)’D

Substituting pj; and m3 into the expression for wj, then the equilibrium retail price can be obtained:
« _ (r=D{[(13c+10)r—34c—12]A>+[13(c+1)r—26c—14]A\+2(c+2)r—4c—4}

w3 = @A+1)D :
Let p¥s = w3 + mj, the equilibrium retail price of self-operated channel can be obtained:

[(9¢ + 8)r? — 8(4c + 5)r + 4(11c + 8)| A + [(Tc + 10)r? — (23¢ 4 62)r + 50c + 52| \?
+[3r? = (Tc + 29)r + 22¢ + 26]) A — 2(c + 2)r + 4c+ 4

(2A+1)°D

Pr3 =
Substituting pj;, pis and wj into equations (3.7) and (3.8), and let

a1 =2(11¢* = F + 21c+ 10)A* + (20¢® — 5F + 57c + 36) A% + (2¢* — 4F + 20c + 21)A — F + ¢ + 4,

ay = 2(—77c* + 48F — 204c — 124) A% + 2(—19¢* + 92F — 192¢ — 188) \* + 2(11c” + 54F — 39¢ — 95) A
+2¢% 4+ 20F + 6¢ — 32,

az = (—43¢ — 1232F + 396¢ + 580) A*> — 2(93¢* 4 844F — 69c — 426)\*> — (67¢” + T68F + 142¢ — 417) X + 4¢”
— 116F — 56¢ + 68,

as = 4(19¢% + 480F + 24c — 124)\* + 8(—11c% + 316 F + 70c — 90) A\ + 4(—21c? + 276 F + 97c — 87) A — 24c?
+ 160F + 80c — 56,

a5 = 4(9¢® — 200F — 36¢ + 36)A° + 8(11¢> — 130F — 35¢ + 26)A* + 4(17¢* — 112F — 42c + 25) A
+16¢* — 64F — 32¢ + 16.
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by = —2(17¢* = 2F + 29¢ + 12)r* + (493¢” — 192F + 894c + 368)r° + 4(—95¢* + 616F — 373c — 134)r?
— 4(97¢® + 960F — 174c — 40)r + 48¢% + 1600F — 112¢ + 32,

by = — (64¢® — 12F + 133¢ + 64)r" + (551¢® — 464F + 1471c + 752)r® — 2(31¢* — 2304F + 1227c + 536)r°
— 2(454¢% + 3488F — 614c — 160)r + 120c® + 2880F — 232¢ + 64,

by = — (34¢® — 13F + 102¢ + 62)r* + (143¢® — 400F + 850c + 588)r* + 2(160c* + 1612F — 695¢ — 415)r?
— 4(179¢* + 1184F — 180c — 66)7 + 96¢ + 19365 — 152¢ + 40,

by = — (4¢® — 6F + 29c + 26)r* — (15¢* + 148F — 185¢ — 208)r® + 2(81c? + 500F — 142c — 147)r?
— 4(53¢* 4 356F — 35¢ — 26)r + 24¢” + 5T6F — 32¢ + 8,

bs = (F —2c— 4)r* —4(c® + 5F — 2¢ — 7)r® + 4(4¢® + 29F — 2¢ — 10)r® — 16(c® + 10F — 1)r + 64F.

The equilibrium profits of manufacturer and retail platform can be obtained:

a1r4 + agr?’ + a3r2 + aqr + as

T =

m3 (2A +1)D?
o DIATF DoA3 + bgAE + by + by
Tr3 = 2 '
2\ + 1)2D?

Proof of Lemma 4.9

)\{ [(9c +8)r2 + 8(c — 1)r — 200])\2 + [(7(: +10)r2 + (25¢ — 14)r — 30c + 4}>\ }

r2 c—5)r — 10c _
Let Ap* = ptl?) - p:?) = - e+ O 2 e ? (2)\+1)2D = 07 Cip =
(224+1)(1—r)(4Ar+3r—2) _

OrTT8r—20) N H (721257 —30) A\ F 1T =10 Let F = (97“2 + 8r — 20) A2+ (71"2 + 25r — 30)/\ + 11r — 10.

@ When £ <0, if ¢ < &19, Ap* < 0, pjs < plg; if ¢ > €10, Ap* > 0, plj3 > pis.
@ When £ > 0, if ¢ < ¢19, Ap* > 0, pljs > pig; if ¢ > C10, Ap* <0, pliy < Pl

Proof of Property 4.10

aphy 40— [(2e+1)r?+2(2=7c)r+4(3c—1)]
(1) g = D2 '
. —r2_dr44  Op; s —r’—dr44  Opj
@ When 0 < r < 2v2 -2, if ¢ > s —Trgis on > 0310 <e¢ < g o8 <0

@ When 2v2 -2 <r <1, 2Zis > 0.

[2(5c + A2 4 12(c + 1A+ 2¢ + 4]7~2 + [716(2c +1)A2 — 8(5¢ + 3)A — 8c — 8]7‘

Op- +8(23c + 4)A2 + 8(17c + 4)A + 24c + 8
(2) e = D2 , when
_ —2[(r®—2r+4) A +r> —2r+2](142X) Apss _ apka

c>Ci1 = Gr2=16r +99) N2 12(3 2= T0r T3 N T2 — 4 T30 or > 0. Because of ¢ < 0, 543 >0 always holds.

Ophs _ —2r(BAF1)+4(4A+1) phs _ 8(6—r)(1—7)2 Aphs _ —2r(5A+1)+4(42+1) 2y

S8 = 5 and 3 43 = =——F5—— > 0. Solve 5% 5 , we get A = 75 <
ap3; —2r(5A+1)+4(4A+1

0, so that Z54s = r(s +[),+( D > 0 for A € (0,1).

0[2(227‘4 — 15473 — 4312 4 761 + 36)A3 + 4(107‘4 — 1973 — 9372 4 28r + 44)A2
+2(r4 + 2203 — 6702 — a4r + 68) A + 4(r3 + 202 — 121 + s)} + 21 + 1)[(21)(" 418X + 1)7-4
ont, _ —6(34x% 4155 - 1)r3 + 2(99/\2 — 151 — 28)r2 + 8(6A2 + 25 + 10)7‘ - 8(9>\2 + 132 + 4)] ;
B) © =2 = @2 1)D? ; and 8t = oyype, SO
that, if G > 0, the manufacturer’s profit is firstly decreasing and then increasing in the production

cost; if G < 0, the manufacturer’s profit is firstly increasing and then decreasing in the production cost.
c[2(—34r* + 49313 — 380r2 — 388r + 48) A% 4 2(—64r* + 55103 — 62r2 — 9081 + 120) A3
+2(—347‘4 + 1431 + 32002 — 716 4 96)A% + 2(—47‘4 — 1573 + 16272 — 2121 + 24)x
—8r(2 — 7‘)2:| + @A+ 1) [(29)3’ 45222 £ 25X + 2)rd — (24723 + 51222 4+ 169X + Bfﬁ
ont, +2(37323 4+ 42722 4 134X + 4)r2 — 4(8723 4+ 11002 + 35)r + 8(7A% + 1122 + 42) d e H h
e = 2 +1)D? s and 55t = Gxippz, so that,
if H > 0, the retail platform’s profit is firstly decreasing and then increasing in the production cost; if

H < 0, the retail platform’s profit is firstly increasing and then decreasing in the production cost.

(4) Zms = 1, and Pz = 1.
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Model extension

Only manufacturer’s consignment channel exists.

+
1+>\27’I"(1+2)\2) 817 1+)\27’I”(1+2>\2) Bp
When ¢ < (71“”1))\2 ) , B < 0; when ¢ > (71+(T+1)/\2 ) , Bl > 0.

+
AL —7r(201+1) op; AL —7(2A +1) ap;
When ¢ < (W) s o > 0; when ¢ > (W) o < 0.

Let

[—2r% + (c+3)r + ¢ — 1]A3 + [—(c+3)r? + 5r + 2¢ — 2|\
N—r—clr+1)X—c—r—1 +(1=7r)(c+r—-1)

Nt — mi
1L = min c+r—1 T 2(e+1)r2 = 2e+3)r—c+ N+ (r=1)(c+r—1) ,

[=2r2 4+ (c+3)r +c—1]A3 + [—(c+ 3)r? + 5r 4+ 2c — 2]\,
M—r—clr+1)Xa—c—r—1 +(1—=r)(c+r—1)

)\ =
Li = A% c+r—1 T2+ 1)r2 = 2c+3)r—c+ N+ (r—=1D)(c+r—1)

@O When (1—r—c){[1+2(c+ DAJr? + [c =2 — (2c+ 3)XoJr — (A2 + 1

Mt <\ < A1g; otherwise, 88/{"1 < 0.

@ When (1 —7—c){[1+2(c+ DAJr? +[c—2— (2c+3)Xa)r — M2+ 1)(c— 1)} <

, w L > 0if Ayg > 0and

] BA
M <)\ < A1g; otherwise, 86;\"1 > 0.
o = OuFD(err=1) QD {42(c+ DA ]2 —[(2¢4+3) A1 Fet1]r—A1 (e—=1)} -
Let Ao = mm{ rtDe—1+r (c—271 — D)2+ [(cF3) A1t et 1jr+ 21 (e=1) }> A2H =
—(A14+1)(c+r—1) Ai+D{[1+2(c+1)X\ ]7"2—[(20+3))\1+c+1]r—A (e—1)}
max{ s T E ey e v 1)r2-1|-[(c+3))\1+c+1]7‘+A1(c ) } When [(c + D)r + ¢ — 1J{(—c + 2\ +

Dr2 —[(c+3)A +c+1r —A(c—1)} >0, ’"1 >0 if Mgy > 0 and Aor, ™ < Ag < )\2H7 otherwise, aﬂ:"l < 0.
When [(¢c + 1)r + ¢ — 1{(—c + 2\ + 1)r? — [( + A\ +ce+1r—A(c—1)} <0, ’"1 < 0if Ao < 0 and
Ao T < g < Aopr; otherwise, 68”—)\21 > 0.

Let

(2 —2¢ = 2)r® + (=26 + 2¢ +5)r2 = 2(¢ — e+ 2)r + (¢ = 1)?]A]
+[=(2c+3)r3 + 872 — (3c2 — 6c+ T)r +2(c — 1)?|As + (1 — r)(c+r — 1)?
/(1 = )22 {[(c + 2)r + ¢ — Ay 4+ c+ 7 — 1}2[(3r — 2)Aa + 2(r — 1)]

[2/\2 (62 +c+ 1) + 1]7‘3 + [—6/\202 —2(A2 = 1)e—BAg — 3] r2 ’
+[(6A2 +1)c? —2(X2 + 2)c+ 4Xz + 3]r — (¢ — 1)*(A2 + 1)

)‘llL = min

[(02—20—2)r3+( 2¢? +20+5) 2(c? —c+2)r+(c—1) 123

+[—(2¢+ 3)r3 + 8r2 — (3¢? —6c+7)r+2(c—1) A+ (1 —r)(c+r—1)?

—\/7"(1 — 22X {[(c+2)r + ¢ — Ao+ c+ 7 — 1}[(3r — 2)Ag + 2(r — 1]
[2X2(c? 4+ ¢4+ 1) + 1] + [—6A2¢® — 2(A2 — 1)c — 5y — 3]r? ’
+[(6A2 +1)c? —2(A2 + 2)c+ 4Xa + 3]r — (¢ — 1)} (A2 + 1)
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[(c* =2c—2)r% 4+ (=2¢* + 2c + 5)1r2 = 2(c® — ¢+ 2)7 + (c — 1)?] A3
+[=(2c+3)r3 + 872 — (3c2 — 6c+ T)r +2(c — 1)?|Ag + (1 —r)(c+r — 1)?
—I—\/r(l —20{[(c+2)r +c— Ao+ c+r — 1}[(3r — 2)Ay + 2(r — 1)]

[2)\2(62 +ec+1)+ 1] 3+ [—6)\202 —2(A2 = 1)e—BAg — 3] r? ’
+[(6)\2 + 1) —2(Ay +2)c+ 4Xg + 3]r —(c—=12(N2 +1)

XlH = max

[(* =2c—2)r® 4+ (=2¢* + 2c + 5)12 = 2(c® — ¢+ 2)7 + (¢ — 1)?] A3
+[=(2c+3)r3 + 872 — (3c2 —6c+ T)r +2(c — 1)?|Ag + (1 —r)(c+r — 1)?
—\r(L =2 Nof[(c+ 2)r + e — g + e+ 1 — 12[(3r — 2 +2(r — 1)]

[2X2(c? + ¢+ 1) + 1]r® + [~6A2c® — 2(Ag — 1)c — BAy — 3]r?
+[(6X2 +1)c? —2(A2 + 2)c+ 4Xa + 3]r — (c — 1)} (A2 + 1)

QI r > g:{f_ﬁ‘; and  [2X2(c? +c+1) +1]r3 —|— [—6A2c? —2(A2 — 1)c — BAg — 3]r?  +
[(6A2 +1)c? —2(A2 + 2)c+4X2 + 3]r — (¢ — 1)* (A2 + 1) > 0, %7;31 > 0.

@I r > 22 and 2A(P4ce+1) + 18 + [~6A2c? —2(A\y — 1)c —BAp — 3]r?  +
[(6X2+1)c? —2(X2 +2)c+4Xa + 3]r — (¢ — 1)} (A2 + 1) <0, %7;31 < 0.

@1 r < gj\fi% and [2)\2 (02 +c+ 1) + 1]7"3 + [—6)\202 —2(A2 — 1)c—BXg — 3]7"2 +
[(6X2+1)c? —2(X2 + 2)c+4Xs + 3]r—(c—1)2(A2 + 1) > 0, %’; < O0when N >0and A\ ™ < A\ < N
otherwise, %7;,,.11 > 0.

@I < S22 and  20(F+ce+1)+ 1]+ [—6hac? =2\ — De—5A =317 +
[(6X2 +1)c? —2(X2 + 2)c+ 4Xa + 3]r—(c—1)2(A2 + 1) <0, %’fll > 0 when N > 0and A\ ™ < A\ < My

. on’
otherwise 1 < (.
YO
Let

M+ D{[M(?=2c—2) = 1]r3 + M (=22 4+ 2c+5)|r? + [-2(* =1+ 2)\ — 2 —1]r
F (e —1)2} 4+ /r(1 = 12 (0 + D[Br — M +r{l(c+2)r + ¢ — L + 1)
[2)\1 (02 +c+ 1) +c2+ 1]7"3 + [(302 —2c— 5))\1 + 2(02 - 1)]7‘2 ’
+[-2c =M + A+ 1]r—(c— 1)\
M+ D{[M(2=2c—2) —1]r3 + [A (22 +2¢+5)[r? + [-2(* = 1+ 2)\ — 2 —1]r
+A1(c—1)2} — \/7’(1 — )22\ + D)[(3r — 2)A +r){[(c+2)r +c— 1A +7}°
A (2 +c+ 1)+ +1r +[(3c2 —2c—5)A1 +2(c2 = D]r2 + [-2(c —2)A\1 + 2 + 1]r — (¢ — 1)2)\; [’

Ay, = min

M+ D{[A (2 =2c—2) —1]r3 + [N (=2¢* + 2¢+5)]r? + [-2(2 — 1+ 2)A — 2 — 1]r
+Ai(e—1)2} + \/T(l —1)2¢2(Ay + D)[(3r — 2)A1 + r{[(c+ 2)r + ¢ — 1]A + 7}

[2A1 (2 +c+1) + 2 +1]r3 + [(3¢2 — 2¢ = 5) A +2(c? — 1) ]r? ’
+[-2(c =M+ A+ 1]r—(c—1)%\

5y = min



46 M. HUANG ET AL.

M AD{[M(=2c—2) = 1]r* + M (=22 +2c+5)|r? + [-2(2 — 14+ 2)A\ — * — 1]r
(e =12} —/r(1 =12 + D[Br = 2 + 1){{(e+ 2)r + e — 1A +7)°
RA(2+c+1)+c2+1r3 +[(3c2 — 2c —5)A\1 +2(c2 — D]r2 + [-2(c =2\ + 2+ 1]r — (c — 1)2)

oOr r > Py {[2 e+ )M +E+1]r + [ —2c—=5)\ +2(2 - 1)]r? +
[2(=c + 2)M\ + 2 +1]r—)\1 1=} > 0,70 >0,

@I r > 3/31)11 r{[ZC +c+ ))\1—1—02—1—1]7"3 + [(302—20—5))\1+2(02—1)]r2 +
[2(—c+2)A1 + —|—1]r—)\1 1—c¢)? } 0, 6)\2 < 0.

@I r < 35511 and r{[Z A4+ +c2 —|—1] + [(3c2—2c—5))\1+2(62—1)]r2 +
2(—c+ DM+ +1r = Nl = ¢} > 0, F52 < 0 when Xy > 0 and Aor™ < s < Ny other-
wise,

@1 r < 325 r{[Q e+ )M +E+1]rP + (32 —2c—5)A +2(2 - 1)]r? +
[2(— c+2))\1+c +1]r - Ai(1 c2} 0, %’;-; > 0 when Ny > 0 and Moz ™ < Ay < Mypy; other-
Wise,
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