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Analysis of Pricing and Efficiency Control Strategy between
Online and Offline Marketing Channels
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The proliferation of the Internet and related technologies and applications has led to a new form of market place
known as the electronic store. In this paper, we study competition between two shopping channels, an electronic
store and traditional retailers. Based on the circular spatial market model, we derive the Nash and Stackelberg
equilibria as a function of the efficiency of the electronic store. The result shows that the Stackelberg
equilibrium is always superior to the Nash equilibrium for both channels. It is also shown that, in some cases, the
electronic store has incentive to decrease its efficiency to gain more profit.
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