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Abstract: In this paper, we study designing and managing effective dual-channel supply chain network equilibrium model to 

optimize the profit of each node in dual-channel supply chain network and satisfy seamlessly customer demand. The 

customer demand in each channel is driven by the heterogeneous consumer characteristic attributes. In our proposed model, 

Multinomial Logit (MNL) function is used to make a purchase decision for customers considering selling price, operation 

time and retail services. Furthermore, the Variational Inequality is used to express the equilibrium solution in dual-channel 

supply chain network. A numerical example in dual-channel supply chain network is presented to show the MNL function 

can be a good replacement for the demand function when customers are heterogeneous and the proposed model can be 

helpful to avoid time trap. 

 

Keywords: Dual-channel supply chain network, Network Equilibrium Model, Variational Inequalities, Modified Projection 

Method 

 

1. INTRODUCTION 

Avoiding loss affected by “channel conflict” in dual-channel supply chain (SC) and dual-channel supply 

chain network (SCN) is challenging for firms who need to optimize selling price, processing time and service in 

dual-channel markets with heterogeneous consumer characteristic attributes. The operations of dual-channel 

SCN not only affect people’s lives, but also the firms’ profitability in SCN. Some manufacturers even have 

switched into single-channel SC from dual-channel SC in order to avoid this kind of channel conflict
[1]

, while 

others have tried to implement differentiation strategy in dual-channel SC. 

Dual-channel SC has increasingly attracted interest in recent literature. Pricing strategy in dual-channel SC 

is one of the key issues that previous research focus on. Considering channel control, Chiang et al.
[2]

 construct a 

price-setting game between a manufacturer and its independent retailer. Chun and Kim
[3]

 analyze the price 

differences between a retailer channel and a direct online channel. Chen et al.
[4]

 examine a manufacturer’s 

pricing strategies in a dual-channel SC and illustrate how a contract enables both the manufacturer and the 

retailer to be a win-win. Moreover, pricing strategies model of dual-channel SC has been developed for various 

characteristics and types SC, including risk management
[5]

, retail service
[6]

, price discounts
[7]

, brand 

management
[8]

, information sharing
[9]

, inventory management
[10]

, lead time management
[11],[12]

, and quality 

management
[13]

. However, the aforementioned papers just considered the pricing issue and did not address the 

importance of customer choice based on the heterogeneous characteristic attributes. In our model, different 

choices from heterogenous customers in the characteristics of products is the driving force of forming 

dual-channel SC. 

As noted in Nagurney et al.
[14]

, time plays a critical role in time-sensitive products SC. Time is a 
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fundamental element in dual-channel SC which customers care. In many papers, operation time is an significant 

factor that impact product quality
[15],[16]

, waste of products
[17]

 and lost value
[18]

. These studies focused on the 

importance of operation time in SC and the benefit followed operation time control. For the various type of 

products in our model, customers care different operation time combinations, including production time, 

delivery time and retail time in practice.  

Our study builds upon earlier SCN equilibrium research and makes some new contributions. First, we 

develop a network equilibrium model for dual-channel SCN. On the one hand, because most of the models 

focused on intra-SC competition, there is little work that studies the competition among dual-channel SCs. On 

the other hand, competition is no longer between stand-alone companies, but rather SC against SC
[19]

. The 

strategies in a dual-channel SC were impacted by competing and cooperating SC. Second, selling prices, 

operation time and retail service are used as the key characteristics of products in dual-channel SCN. Consumer 

choices on selling price, operation time and retail service are driven by the consumer characteristic attributes. 

By accounting for consumer-driven time and service competition, we can address a deeper understanding of 

time and service competition in dual-channel SCN, which allows managers to evaluate the time and service 

competition decision from consumer’s perspective in dual-channel SCN and implement a discrete choice model 

to support their decentralized decisions. Next, ignoring consumers’ preferences and needs, Stalk and Webber
[20]

 

reported many firms found themselves caught in a time trap. MNL function, as a discrete choice model, is 

developed to understand consumer purchase decisions among selling price, operation time and retail service 

based on the consumer characteristic attributes in dual-channel SCN. Finally, shoes were used as a 

representative example in dual-channel SCN. 

 

2. DUAL-CHANNEL SCN EQUILIBRIUM MODEL 

In this section, we develop a dual-channel SC network equilibrium model for manufacturers, retailers and 

customers in markets including the costs associated with the production, transportation, marketing, storage, and 

retail service. The decision-makers in the SCN, specifically the manufacturers and retailers, are assumed to seek 

profit maximization considering the operation time and retail service. In view of consumer characteristic 

attributes among price time and retail service, the consumers in the market make their own decisions in 

accordance with their preference and utility. A typical dual-channel SC structure is shown in Figure 1. 

 

Figure 1. A typical dual-channel SC structure. 

More than two dual-channel SCs form a dual-channel SCN. We designate   product manufacturers, a 

typical manufacturer is called   who transports its products to   demand markets by direct channel, a typical 

market is called   (Figure 2). In the traditional channel, manufacturer   will sell and delivery part of products 

to retailer   at first. Then, retailer   will sell the products to demand markets in the end and provide 

additional retail service for customers using traditional channel. In this scenario, according to consumer 

preference between selling price, time and retail service, there are two options for consumers to select: direct 

channel and traditional channel. 
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Consider a general network with time attribute          , where   denotes the set of nodes in the 

network,   denotes the set of directed links and    denotes the set of operation time on directed links. The 

links between node   and node   can be production and transaction from manufacturer   to retailer  . The 

links between node   and node   can be the transaction from retailer   to market  . The links between 

node   and node   can be the production and transaction from manufacturer   to market   by direct 

channel or 3PL service. 

 

Figure 2. A typical dual-channel SCN structure. 

In this paper, we assume the process of production, transportation and marketing is assumed to be acyclic. 

We suppose that the firms in SC compete and cooperate in a selling season. Different from the definition of a 

general operation time on links directly, similar to that in[21], we divide the operation time in dual-channel SC 

into 3 types, (           ) according to customer preference and product characteristics. The operation time 

(   ) between manufacturers and retailers includes production time, storage time and delivery time so on. The 

operation time (   ) between retailers and demand markets includes storage time and delivery time so on. The 

operation time (   ) between manufacturers and demand markets includes production time, storage time and 

delivery time so on. Operation time in dual-channel SC is a key factor that customers care. For example, In a 

fashion clothing or a book dual-channel SCN, customers balance between     and    . In a customized 

products dual-channel SCN, customers trade-off between     and        . Usually the operation time   

between a manufacturer and a marketplace is easy for consumers to get from the external packing of part 

products in supermarkets or to percept after making an order. 

Definition I: The variational inequality problem 

The variational inequality problem. The finite-dimensional variational inequality problem,         , is to 

determine a vector,        , such that 

      
         

                      (1) 

Where                               
   

      is the feasible set of chain variables for the SCN in 

our model.   is a given continuous function from   to   ,   is a given closed convex set, and       denotes 

the inner product in n dimensional Euclidean space.    is a network economic equilibrium if and only if    

satisfies (1)
[22]

. 

 

2.1 The equilibrium conditions for manufacturers 

The transaction between manufacturer   and retailer   is a solid arrow line in Fig. 2. The transaction 
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between manufacturer   and demand market   is denoted by dotted arrow lines in Fig. 2. The production 

output of manufacturer   satisfies the conservation of product flow equation (2). The production output of 

manufacturer   is equal to the sum of the quantities sent from manufacturer   to all retailers and all customers 

through all delivery methods. Here we assume that each manufacturer has a production cost function   . 

  =  
 

   
     

 

   
                  (2) 

                            (3) 

The transaction cost between manufacturer   and retailer  , as well as the transaction cost between 

manufacturer   and consumers in market  , include the transportation cost and insurance cost which depends 

on the volume of product flow between the two nodes. The transaction costs are given by: 

                                        (4) 

The operation time     between manufacturer   and retailer  , including production time and 

transportation time are related to the relevant transaction cost. In our model, manufacturer   provides   

operation time options associated with different cost functions. 

                            (5) 

Every manufacturer goes for profit maximization. So, the profit of manufacturer   is equal to the price 

   
  that manufacturer   charges for the product multiplied by the volume of product shipping to all retailers, 

with the addition of the price    
  that manufacturer   charges for the products multiplied by the volume of 

product shipping to all consumers in markets, minus the production cost and transaction cost. The function of 

profit maximization for manufacturer   can be expressed as: 

max  
 

   
   
       

 

   
   
              

 

   
          

 

   
            (6) 

                                  (7) 

 

2.2 The equilibrium conditions for retailers 

The transaction cost between retailer   and customers in market   may include transportation, display, 

and storage costs associated with these products. There is only a delivery way between retailers and customers 

in markets, which is a solid arrow line in Figure 2. Let     and    
  respectively denote a transaction cost 

function and retail service cost between retailers   and customers in market  .     is a function of     and 

   
  is a function of retail service    . The transaction cost function and retail service cost function, then, can 

be expressed as: 

                               (8) 

   
     

                          (9) 

The operation time     between retailers   and customers in market   is related to the relevant 

transaction cost, too. Assuming that every retailer is a profit-maximizer, the profit of retailer   is equal to the 

price    
  that retailer   charges for the products multiplied by the volume of the products shipping to all 

customers, minus the transaction cost and retail service cost. The function of profit maximization for retailer   

can be expressed as: 

max  
 

   
   
       

 

   
          

 

   
   
        

 

   
   
           (10) 

     
 

   
     

 

   
                        (11) 
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2.3 The behavior of consumers in markets 

Suppose that there are   products in dual-channel SCN. Let   
   denote the price of product   on market 

 . We assume that the prices of all market   are transparent for all consumers, because the Internet has 

changed the way to obtain price information[23]. In point of price, the consumers take the price charged by a 

retailer   
 , or the price charged by a manufacturer   

 , into consideration. The price will not exceed the price 

that the consumers in markets are willing to pay for the product. The equilibrium conditions in markets take the 

following forms: 

For all manufacturers              

    
  
   

   
   

       
  

  

  
   

   
   

       
  
＝ 

              (12a) 

For all retailers              

  
  
   

   
   

       
  

  

  
   

   
   

       
  

＝ 
              (12b) 

Customers in our model are assumed to be heterogeneous. Some consumers care more about operation time 

or retail service of goods than price, others vice versa. Suppose that customers are statistically identical and 

independent. In our study, we view the same product with distinctive characteristics attribute as variants. Let 

     denote the probability of the consumers choosing variant            The utility function that customers 

choose variant   is a linear random utility model (LRUM)
[24]

. 

                                       (13) 

Where         is the product’s characteristics attributes vector, including consumer’s valuation, selling price, 

operation time and retail service of variant, denoted respectively by        . In this expression      is called 

idiosyncratic taste differences of consumers and uncertainty which cannot be observed.      are i.i.d. and 

follow a double exponential distribution with mean zero. The exponential, the double exponential and the 

Gumbel distributions were verified well to satisfy the requirements[25],[26]. 

Let      (     ) denote the customer’s sensitivity coefficients that are nonnegative absolutely continuous 

random variables expressing the consumer’s preference[24], including price sensitivity coefficient, time 

sensitivity coefficient and retail service sensitivity coefficient computed by using maximum-likelihood 

estimation (MLE), respectively. The probability of choosing alternative (   ) out of a total alternative of is: 

           
 
       

   
 

   
 
       

                          (14) 

The probability of a consumer rejecting all variants options is             . If       are estimated according 

to customer choices in   variants, the likelihood ( ) is given as 

             
 

   
           

  

 
   

 

          
  ,         (15) 

Then we solve the optimal       for           which maximizes           . 

If the equilibrium price the consumers are willing to pay is positive, the shipments from retailers and 

manufacturers must be equal to the demand for the products of consumers. 

             

 
 

   
 

   
   
   

 

   
   
       

     
  

  
 

   
   
   

 

   
   
       

     
  

         (16) 
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2.4 The equilibrium conditions of the dual-channel SCN 

The manufacturers and retailers are assumed to compete in a noncooperative fashion. It is also assumed 

that the production cost functions and the transaction cost functions for each manufacturer and retailer are 

continuous and convex. The optimization function (6) for all manufacturers, the optimization function (10) 

subject to (11) for all retailers and functions (12), (16) can be expressed as the following variational 

inequality[26],[28]-[31].[29],[30],[31]. 

 
 

   
 
      

  

   
        

    
 

   
 
 

   
 
        

  

    
   

           
    

 

   
 
 

   
 
        

  

    
   

        

   
    

 

   
 
 

   
 
        

  

    
   

    
           

    
 

   
 
 

   
 
    

     
  

    
          

    
 

   
  

 

   
    

 
 

   
        

    
     

 

   
  

 

   
                     

    
     

 

   
  

 

   
                     

  

  
                   

         
.   (17) 

The term   
  is the Lagrange multiplier associated with constraint (11) for retailer  . The term   

  is the 

Lagrange multiplier for customers in market  . The production quantity and shipments that the manufacturers 

send to the retailers must be equal to the production quantity and shipments that the retailers accept from the 

manufacturers. The amount of product purchased by the customers must be equal to the shipments that the 

customers accept from the retailers and manufacturers. We state the equilibrium conditions of the whole 

dual-channel SCN as a variational inequality formulation. 

 

3. ALGORITHM AND NUMERICAL EXAMPLE 

In this section, the algorithm that we use for the computation of the product equilibrium pattern satisfying 

variational inequality (17) is the Projection Method[32],[31]. Then we present one example of dual-channel SCN in 

disparate geographic areas, specifically, SCN for shoes. 

The example is developed for shoes dual-channel SCN. There are two retailers in two markets who 

purchase shoes shipped from two manufacturers. Two manufacturers ship shoes to these retailers and customers 

in two demand markets, in which the populations are       10000, respectively (Figure 3). The two 

manufacturers are designed to offer two different strategies to satisfy heterogeneous customers with different 

requirements: online direct channel and traditional retail channel. 

 

Figure 3. The shoe SCN structure. 

The relative data of example are given in table 1. The retailer service cost function is given:    
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      [33]. The algorithm is implemented in MATLAB R2017a (step length        , convergence 

precision        ,      ). 

Table 1. Cost functions and time required in this shoes dual-channel SCN. 

SC 1 SC 2 

Time Cost Time Cost 

                          

    
                    

                  

    
                  

                

                                  

                                  

Considering 2 different cases, we respectively generate the sales record of 400 heterogeneous customers to 

estimate the consumer’s valuation,    , price sensitivity coefficient    , time sensitivity coefficient     and 

retail service sensitivity coefficient     for each demand market. We test 2 cases where the customers are 

heterogeneous follow the under distributions. Each case has a special consumer’s valuation, or high price 

sensitivity or high retail service sensitivity. 

Case 1: The customers are heterogeneous in  ,   and  , i.e.,    ,                 ,   

               and                 . 

Case 2: The customers are heterogeneous in  ,   and  , i.e.,             ,                 , 

                 and                 . 

These two cases are used to simulate the implement of our dual-channel network equilibrium model when 

the firms face heterogeneous customers in practice. At first, we use the method introduced in section 2.3 to 

estimate consumer’s valuation, price sensitivity coefficient, time sensitivity coefficient and retail service 

sensitivity coefficient. The coefficients that we estimated using MLE are shown in table 2. Then, we use the 

coefficients in table 2 to compute the equilibrium flow and price for each case. 

Table 2.      estimated by MLE with MNL. 

Coefficient Demand market         

Case 1 

1 0.9892 0.0516 0.0494 0.0494 

2 0.9876 0.0513 0.0482 0.0482 

Case 2 

1 0.9779 0.0534 0.0479 0.0679 

2 0.9859 0.0524 0.0492 0.0692 

For the network and cost structure of the shoes dual-channel SCN given above, assume that the utility function 

at markets,                           . Then, the equilibrium is computed in table 3. 

Table 3. Computed equilibrium values on links (       ,         ). 

Results 

                

                                                                        

Case 1 5522.0 6482.6 2015.8 576.5 1055.3 2356.2 1464.8 1464.8 1535.5 1535.5 24.0 24.7 24.2 24.9 39 39 39 39 

Case 2 5346.1 6655.6 2188.2 224.0 878.7 2710.0 1467.0 1467.0 1533.4 1533.4 35.8 36.9 36.7 37.8 42 42 42 42 
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4. CONCLUSIONS 

Dual-channel SCN is facing many problems such as low logistics efficiency, long transportation time and 

channel conflict. All these problems are required to be solved by a systematic and intelligent network [34]. The 

tool and method of designing and managing effective dual-channel SCN would be beneficial to firms and 

consumers in dual-channel SCN. In this paper, a dual-channel SCN equilibrium model with customer-driven 

was developed considering heterogeneous consumer characteristic attributes, which is comprised of multiple 

product manufacturers, retailers and customers in competing markets. We began by considering operation time 

on links associated with different transaction cost and retail service. Next, a discrete choice model was designed 

to illustrate the customer choice from consumer-driven perspective in competing markets where the consumers 

make decisions among selling price, operation time and retail service according to their characteristic attributes. 

Furthermore, a finite-dimensional variational inequality was adopted to formulate the dual-channel SCN 

equilibrium conditions. Finally, a numerical example was provided to illustrate the model and the computational 

procedure. 

 

5. ACKNOWLEDGEMENTS 

This work was financially supported by the Humanities and Social Sciences of Ministry of Education 

Planning Fund (grant number: 16YJC630085) in China. 

 

REFERENCES 

[1] S. Collett, “Channel Conflicts Push Levi to Halt Web Sales.,” Computerworld, vol. 33, no. 45, p. 8, 1999. 

[2] W. K. Chiang, D. Chhajed, and J. D. Hess, “Direct Marketing, Indirect Profits: A Strategic Analysis of Dual-Channel 

Supply-Chain Design,” Manage. Sci., vol. 49, no. 1, pp. 1–20, 2003. 

[3] S. H. Chun and J. C. Kim, “Pricing strategies in B2C electronic commerce: Analytical and empirical approaches,” Decis. 

Support Syst., vol. 40, no. 2, pp. 375–388, 2005. 

[4] J. Chen, H. Zhang, and Y. Sun, “Implementing coordination contracts in a manufacturer Stackelberg dual-channel 

supply chain,” Omega, vol. 40, no. 5, pp. 571–583, 2012. 

[5] B. Li, P. W. Hou, P. Chen, and Q. H. Li, “Pricing strategy and coordination in a dual channel supply chain with a 

risk-averse retailer,” Int. J. Prod. Econ., vol. 178, pp. 154–168, 2016. 

[6] B. Dan, G. Xu, and C. Liu, “Pricing policies in a dual-channel supply chain with retail services,” Int. J. Prod. Econ., vol. 

139, no. 1, pp. 312–320, 2012. 

[7] G. (George) Cai, Z. G. Zhang, and M. Zhang, “Game theoretical perspectives on dual-channel supply chain competition 

with price discounts and pricing schemes,” Int. J. Prod. Econ., vol. 117, no. 1, pp. 80–96, 2009. 

[8] S. Choi and K. Fredj, “Price competition and store competition: Store brands vs. national brand,” Eur. J. Oper. Res., vol. 

225, no. 1, pp. 166–178, 2013. 

[9] X. Yue and J. Liu, “Demand forecast sharing in a dual-channel supply chain,” Eur. J. Oper. Res., vol. 174, no. 1, pp. 

646–667, 2006. 

[10] W. Y. K. Chiang and G. E. Monahan, “Managing inventories in a two-echelon dual-channel supply chain,” Eur. J. Oper. 

Res., vol. 162, no. 2, pp. 325–341, 2005. 

[11] G. Hua, S. Wang, and T. C. E. Cheng, “Price and lead time decisions in dual-channel supply chains,” Eur. J. Oper. Res., 

vol. 205, no. 1, pp. 113–126, 2010. 

[12] H. Xu, Z. Z. Liu, and S. H. Zhang, “A strategic analysis of dual-channel supply chain design with price and delivery 

lead time considerations,” Int. J. Prod. Econ., vol. 139, no. 2, pp. 654–663, 2012. 

[13] J. Chen, L. Liang, D. Q. Yao, and S. Sun, “Price and quality decisions in dual-channel supply chains,” Eur. J. Oper. Res., 

vol. 259, no. 3, pp. 935–948, 2017. 



498     The Seventeenth Wuhan International Conference on E-Business－E-business strategy with data driven 

 

[14] A. Nagurney, A. H. Masoumi, and M. Yu, An Integrated Disaster Relief Supply Chain Network Model with Time 

Targets and Demand Uncertainty. Springer, Cham, 2015. 

[15] G. Zhang, W. Habenicht, and W. E. L. Spieß, “Improving the structure of deep frozen and chilled food chain with tabu 

search procedure,” J. Food Eng., vol. 60, no. 1, pp. 67–79, 2003. 

[16] A. Rong, R. Akkerman, and M. Grunow, “An optimization approach for managing fresh food quality throughout the 

supply chain,” Int. J. Prod. Econ., vol. 131, no. 1, pp. 421–429, 2011. 

[17] X. Wang and D. Li, “A dynamic product quality evaluation based pricing model for perishable food supply chains,” 

Omega, vol. 40, no. 6, pp. 906–917, 2012. 

[18] J. Blackburn and G. Scudder, “Supply chain strategies for perishable products: The case of fresh produce,” Prod. Oper. 

Manag., vol. 18, no. 2, pp. 129–137, 2009. 

[19] M. Christopher, Logistics and supply chain management. London: Financial Times, 1992. 

[20] G. Stalk Jr. and A. M. Webber, “Japan’s dark side of time.,” Harv. Bus. Rev., vol. 71, no. 4, pp. 93–102, 1993. 

[21] A. Nagurney, M. Yu, J. Floden, and L. S. Nagurney, “Supply chain network competition in time-sensitive markets,” 

Transp. Res. Part E Logist. Transp. Rev., vol. 70, no. 1, pp. 112–127, 2014. 

[22] D. Zhang, “A network economic model for supply chain versus supply chain competition,” Omega, vol. 34, no. 3, pp. 

283–295, 2006. 

[23] M. Fisher, S. Gallino, and J. Li, “Competition-Based Dynamic Pricing in Online Retailing: A Methodology Validated 

with Field Experiments,” Manage. Sci., 2017. 

[24] S. P. Anderson, A. de Palma, and J. F. Thisse, Discrete choice theory of product differentiation, vol. 12, no. 2. 

Cambridge, MA: MIT Press, 1992. 

[25] J. I. Yellott, “The relationship between Luce’s Choice Axiom, Thurstone’s Theory of Comparative Judgment, and the 

double exponential distribution,” J. Math. Psychol., vol. 15, no. 2, pp. 109–144, 1977. 

[26] S. P. Anderson, A. de Palma, and J. F. Thisse, Discrete choice theory of product differentiation, vol. 12, no. 2. 1992. 

[27] J. F. Nash, “Equilibrium points in n-person games,” Proc. Natl. Acad. Sci. U. S. A., vol. 36, no. 1, pp. 48–49, 1950. 

[28] J. F. Nash, “Non-cooperative games,” Ann. Math. Second Ser. Ann. Math., vol. 54, no. 2, pp. 286–295, 1951. 

[29] J. Lions and G. Stampacchia, “Variational inequalities,” Commun. pure Appl. Math., vol. 20, no. 3, pp. 493–519, 1967. 

[30] A. Nagurney, D. Zhang, and J. Dong, “Spatial economic networks with multicriteria producers and consumers: Statics 

and dynamics,” Ann. Reg. Sci., vol. 36, no. 1, pp. 79–105, 2002. 

[31] A. Nagurney, Network economics: A variational inequality approach, vol. 10. Springer Science & Business Media, 

2013. 

[32] G. M. Korpelevich, “The extragradient method for finding saddle points and other problems,” Matecon, vol. 12, pp. 

747–756, 1976. 

[33] R. Yan and Z. Pei, “Retail services and firm profit in a dual-channel market,” J. Retail. Consum. Serv., vol. 16, no. 4, pp. 

306–314, 2009. 

[34] R. Yan and R. Yan, “Optimization approach for increasing revenue of perishable product supply chain with the Internet 

of Things,” Ind. Manag. Data Syst., vol. 117, no. 4, pp. 729–741, 2017. 


	Association for Information Systems
	AIS Electronic Library (AISeL)
	Summer 6-30-2018

	Dual-Channel Supply Chain Network Equilibrium Model with Consumer-Driven
	Jun Ma
	Ding Zhang
	Ding Feng
	Yiliu Tu
	Recommended Citation


	tmp.1530621312.pdf.rKvJt

