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DUALCHANNEL PROJECT 

Final Summary Report 

 

Project objectives 

The overall objective of our project is to develop dual channel strategies that increase the efficiency in a 

manufacturer-retailer supply chain by aligning the incentives of the firms. In particular, we determine efficient 

contracting mechanisms between a manufacturer and a retailer. We identify dual channel policies that 

characterize how much the manufacturer should sell through each channel, and how the profits will be shared 

between the firms, given the product and market characteristics. 

 

We proceed through two streams: 

 Analytical study: We develop an analytical model that addresses the operational aspects of the dual channel 

relation between the manufacturer and the retailer.  

 Experimental study: We conduct controlled experiments with human subjects to investigate whether our 

channel policy recommendations are consistent with human decision-maker behavior. 

 

Work performed since the beginning of the project 

The analytical study 

 We conducted an extended literature survey.  

 We developed a game-theoretical model of a dual channel relationship. The model considers service 

competition between the two channels, and includes a realistic consumer channel choice submodel.   

 By solving the model using analytical and numerical methods, we characterized optimal dual channel 

strategies for manufacturers. We studied wholesale price and buyback contracts.  

 We extended the model to address risk aversion of subjects. 

 We developed two additional dual channel models that study price competition.  

 We studied a retail-channel-only model to better understand the interaction between the manufacturer and 

the retailer within the retail channel.  

 

The experimental study 

 We prepared the existing CAFE finance laboratory of the host institution for conducting experiments.  

 Using MUMS language, we coded the scripts to conduct experiments on our analytical models.  

 We conducted 16 experimental sessions to which 216 subjects attended. 

 We compared the experimental performances of the buyback and wholesale price contracts, in dual channel 

and retail-channel-only models. 

 We compared experimental data with theoretical predictions to determine deviations due to behavioral 

effects.   

 

Main results achieved  

Dual channel model 

 We identified three generic dual channel strategies for a manufacturer, which we refer to as (1) Eliminate 

retailer; (2) Share profit; (3) Capture all profit. Each strategy determines how much to sell through each 

channel and how to share profits with the retailer.   
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 We showed that our theoretical dual channel model (under both contract types) can predict the type of the 

equilibrium and the directional changes in experimental data.  

 We conjectured behavioral factors to explain the deviations between experimental data and theoretical 

model predictions.  

 We extended the dual channel model to account for mean-variance type risk aversion. 

 We found that manufacturer subjects can anticipate outcome of the game and choose the best contract 

parameters accordingly under the wholesale price contract. However, they cannot do so under the buyback 

contract, possibly due to bounded rationality. 

 We found that contrary to theoretical prediction, the total profit under the buyback contract is not higher 

than the total profit under the wholesale price contract. 

 We observed that subjects do not exhibit significant learning over time  

 

Retail-channel-only model 

 We found that the manufacturers offered more attractive wholesale price contracts than predicted, to 

which the retailers responded by overordering. These deviations led to better-than-predicted performance 

for the wholesale price contract. Fairness concerns of the subjects are likely to be effective in this outcome.  

 We observed that the buyback contract did not improve the total profit relative to the wholesale price 

contract. We explain this failure with the bounded rationality and risk aversion of the manufacturers. 

 Contrary to our expectations, short-run relationships between subjects resulted in higher efficiency than 

long-run relationships. Risk aversion of manufacturers in short-run relationships is the likely explanation. 

 

Potential impact and use 

 We study an emerging and important business practice, dual channel management. Our model and 

experimental results can guide practicing managers in formulating their dual channel strategies. 

 In addition to contract design, our findings have practical implications on decision support systems design, 

incentive design and manager training in channel management.  

 The research we conducted constitutes a novel application of experimental and behavioral methods in 

Operations Management. Adoption of these methods in the Operations Management field will result in 

more realistic and implementable models, narrowing the infamous gap between theory and practice in this 

field. Ultimately, practicing managers will be able to benefit from advanced models, which will improve the 

efficiency of firms and supply chains. 

 We established a setting and accumulated know-how to support future experimental studies in the host 

institution. In addition to operations management, experiments may be conducted in other fields including 

psychology, economics, marketing, finance, and political science.  
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