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Abstract: In the e-commerce market, the success of the hybrid online platform is well proven. The
platform is not only an e-retailer but also provides online logistics services for other e-retailers in the
platform. Logistics service is an indispensable link in e-commerce, and it also plays a vital role in
promoting the online shopping. In our research, we analyze the impacts of logistics service sharing
between the platform and the e-retailer and investigate the optimal strategy in two models. The study
found that when the third-party logistics provider’ s logistics service level coordinates with logistics
service fees and both are in the middle range, the platform and the e-retailer can achieve a logistics
service sharing agreement, forming a win-win scenario. When the logistics service fee charged by the
third-party logistics provider is too low, or the third-party logistics provider’ s logistics service is too
high, both the platform and the e-retailer will choose the strategic mode of not sharing logistics service.
Simultaneously, the third-party logistics provider’ s logistics service level promotes the logistics service
level of the platform. Finally, numerical analysis is carried out to verify the equilibrium model and
analyze the impacts of the equilibrium model’ s main parameters. Our study contributes to the growing
body of research on the platform operation and provides management insights on firms’ logistic service

strategy choices.
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1 Introduction

With the development of mobile technology, online
retailing has become more critical to people’ s daily
lives. The total retail sales of consumer goods is $
6024.75 billion, a year-on-year decrease of 3. 9% in
2020. Meanwhile, the online retail sales of physical
goods is $ 1499.95 billion, a year-on-year increase of
14.8% in 2020”. There are mainly two business mode
in the online retail market. One is a pure platform, such
as Taobao. com and Pinduoduo. com''?; the other is a
hybrid platform, such as JD. com, Suning. com,
Amazon. cn”*'. In 2020, the revenue of JD. com
logistics service increased by 47.2% year on year, and
the revenue from external customers of JD. com
logistics service accounted for 46. 6% . The survey
data shows that the hybrid platform’ s transaction

@D http://www. stats. gov. cn/tjsj/zxfb/202102/120210227_1814154. html

volume has accounted for more than 30% of the e-
commerce sales in China®, and its scale is still
expanding.

For the e-commerce industry, the logistics service
becomes a critical factor in increasing the market
demand””’. The hybrid platforms such as JD. com,
Suning. com, and Amazon. cn have established their
own logistics and have a self-sufficient logistics service
system to deliver products'>*'. For the platforms, the
self-running logistics service system achieves the
improvement of logistics service efficiency and levels
but usually leads to a capital shortage'®’. For the e-
retailers, the third-party logistics service providers’
( TPLs ) poor service levels usually lead to no
undesirable factors such as delivery delays, damaged
goods, and poor service attitudes''"’.

The TPLs’ logistics service level is usually low.

@ https://baijiahao. baidu. com/s? id=1698645787987107221&wfr = spider&for =pc
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However, the service level of platform’ s self-running
logistics service system is high but needs a lot of
financial supports. Under this circumstance, the e-
commerce market has recently emerged a new trend of
logistics service sharing; that is, the online platforms
share self-operated logistics service systems with e-
retailers in the marketplace. One example is from
Amazon’ s logistics service which known as fulfillment
by Amazon (FBA). Amazon shares its warehousing
system and offers delivery services to e-retailers in its
marketplace, and charges the corresponding service
fee!''"'?). Moreover, JD. com also launched a logistics
service sharing strategy to help retailers improve
logistics efficiency, enhance consumer experience and
improve customer satisfaction"*"*.

We think intuitively that logistics service sharing is
a win-win strategy because it allows the platform to earn
an extra logistics income and also improves the e-
retailer’ s logistics service level. However, we note that
this strategy will also affect the product sales
competition between the platform and the e-retailers.
Specifically, the platform is popular with consumers due
to its high-quality logistics services. If the platform
shares logistics service with e-retailers, the product sales
revenue of the platform may decrease because it no
longer has the advantage of high-quality logistics
service. For e-retailers, the product sales revenue may
increase but higher logistics service fees are possibly
required.

Based on the analysis of the above phenomena, our
study aims to discuss the following research questions:
How does logistics service sharing affect the platforms
and e-retailer’ s pricing and service decisions? Can the
platform and the seller reach a logistics service sharing
agreement? To solve above issues, we consider an
online e-commerce service supply chain consisting of a
platform, an e-retailer, and a third-party logistics
provider (TPL). The platform acts as a e-retailer to sell
products. The platform can also serve as a logistics
service provider to provide logistics services for e-
retailers, such as JD. com and Amazon. cn. The
platform and the e-retailer sell the same types of
products, forming competition in the end-consumer
market. Moreover, the platform has a self-built logistics
system, and the goods it sells are delivered to consumers
through the platform’ s own logistics services. The e-
retailer can choose the platform’ s logistics services or
entrust other logistics companies to complete the order
delivery. Our research discusses two alternative logistics
service models: (1) No sharing logistics service model
(NL Model ). The platform’ s logistics service only
serves itself, and the e-retailer purchases logistics
services from the TPL. (2) Sharing logistics service
model (UL Model). The platform shares its logistics

service with the e-retailer; that is to say, the e-retailer

purchases logistics services from the platform.
Furthermore, our findings reveal some interesting
insights.

Our analysis shows that logistics service sharing is
mainly affected by the TPL’ s logistics service level and
fees. When the TPL’ s logistics service level coordinates
with logistics service fees and both are in the middle
range, both the platform and the e-retailer will benefit
from sharing logistics services, which can achieve a
win-win situation. Second, when the TPL’ s single
logistics service fee is high or the TPL’ s logistics
service level is low, no sharing logistics service is
optimal for the platform and e-retailers. Finally, as
TPL’ s logistics service level increases, the platform’ s
logistics service level will also increase, and the
equilibrium model will evolve from no sharing logistics
service to service sharing.

Our study mainly has three contributions as
follows. Firstly, our research contributes to the
competition and platform strategy literature and fills a
significant gap in the literature stream about logistics
service strategy for platform and e-retailer. This
problem differs from conventional supply chain
cooperation problems, our research explores how
interaction of horizontal product retailing competition
and vertical logistics service cooperation affects players’
performance. Secondly, our study simultaneously
determines the logistics service level and product retail
price, which is unprecedented in previous studies. In
the previous researches, the logistics service level is
often regarded as an exogenous variable'*"’. Thirdly,
the notable results of our research are new and we
conclude some new management insights. We find that
the optimal strategy for both e-retailer and platform not
only depends on the size of market potential''®'*’ but
also depends on the joint effect of external market
characteristics. We conclude the optimal logistics
service strategy for platform and e-retailer by examining
the competition effect on two players’ retail prices and
individual and collective profits.

2 Literature review

In addition to the literature cited in the introduction, we
draw on a rich body of studies on the e-commerce
market and logistics service strategy. Specifically, there
are three streams of research that closely relate to our
work. The first stream focuses on coopetition research.
The second stream is related to e-commerce platform
business strategy. The last stream concentrates on
service channel design.

Most previous researches concentrate on competition
or cooperation, but little researches related to competition.
Research on  competition usually appeared in
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technological study and R&D. Gnyawali and Park'*’
found that competition helps enterprises deal with
significant technical challenges. It creates more profits
for cooperative enterprises and promotes technological
progress. In the research related to supply chain
management, Wilhelm'*'' took the automotive industry
in Japan and Germany as the research object. He found
that the fierce competition in the supply chain can be
managed by actively establishing and maintaining
competition. In terms of multichannel distribution,
Yang et al'™®’ found that limited capacity may bring win-
win-win results to suppliers, buyers, and consumers
under the dual-channel strategy. Some studies also
focused on the competition of strategic enterprise
alliance''’ | international trade, and marketing ™.
Previous research on competition primarily focuses on
manufacturers and marketing, but few involving service
supply chain strategy, especially in logistics services.
We introduce competition into e-commerce services
management and analyze the two modes of logistics
service sharing and non-sharing to make the best
strategic choices. It is different from the previous
literature is that our study contributes the research on the
logistics service supply chain’ s competition strategy,
and analyze the influence of logistics service sharing
mode on the product sales competition between the
platform and the e-retailers.

In the study of platform strategy, Abhishek et al >’
found that if online channel sales negatively affect the
supplier’ s traditional channel demand, the platform is
more inclined to use the market pricing model. Qing et
al'® investigated the platform’ s business model and
compared the platform performance under three
strategies : the platform only as a e-retailer, or merely as
a trading market, or using a mixed operation model.
Other researches on e-commerce platform strategy
involve the privacy and security study'””’ | the product
information search and ranking study®™ | and the
discussion of online product sales reviews study . Our
research is very similar to the study!'”’, which explores
the competition’ s optimal strategies between OEM and
e-retailers. Our study emphasizes the choice of logistics
strategies in the e-commerce market. He et al''®
examined that the manufacturer or e-retailer can provide
the extended warranty service. The research found that
no matter which party provides the extended warranty,
the supply chain will obtain high profits, but customers’
corresponding  service quality is not necessarily
maximized. However, these researches don’ t consider
the impact of logistics services on operation decisions.
Since logistics service is a very important link in e-
commerce, the decision-making of platform logistics

services will have an important impact on the revenue of
platform and e-retailers. Our research focuses on the
impact of platform logistics service sharing in the e-
commerce market and the choice of equilibrium models
between platforms and e-retailers. And then our research
mainly analyzes the logistics service level and pricing in
the platform operation decision.

Finally, our study is also related to the service
channel design of the supply chain. Li et al'®
investigated four service channels’ performance,
including the manufacturer providing services, the e-
retailer providing services, the manufacturer hiring the
third-party to provide services, and the e-retailer hiring
the third-party to provide services. In addition, some
researchers have also studied service channel design
issues that don’t directly affect product demand. Hong
et al””"! discussed how to choose the optimal reverse
channel to collect second-hand products from
customers. In the dual supply chain, Zhang'*' analyzed
the difference between the manufacturer’ s service and
the e-retailer’ s service under demand uncertainty.
Zhang et al'®’ studied the strategic decision-making
about after-sales service and information sharing.
Furthermore, some scholars also explored some new
service modes of logistics service sharing in the
competitive supply chain'***/. Different from the above
studies, our research explores how the interaction of
horizontal product retailing competition and vertical
logistics service cooperation affects the platform’ s and
e-retailer’ performance. Most of the previous researches
conducted research and analysis in a specific service
model. However, the logistics service is rarely involved
in the study of the e-commerce and platforms. Our
study concentrates on the strategic impact of the logistics
service on service strategy and pricing decisions of
platforms and e-retailers to improve the research on
platform logistics service decisions.

The studies closest to our study are those of Chen
et al'”’ and Niu et al"®'. Chen et al'""! adopted the
Cournot competition model and also discussed the
effects of cooperation and non-cooperation in product
sales strategies. Different from their focus on two e-
retailer in the e-commerce marketplace with the same or
different service-investment efficiencies, our research
concentrates on the relationship between platforms and
e-retailers, and analyzes the effects of cooperation and
non-cooperation in logistics service strategies. Niu et
al'®) also employed the Cournot competition model to
analyze the logistics service sharing strategies for two
firms with guaranteeing customers a promised delivery
time. The Reference [ 35] considered a promised
delivery time for customers and examine how the
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promised delivery time for customer affects the two
players’ relationship and performances. Our research is
different from it, we consider the case of logistics
service sharing between platform and e-retailer and
examine how logistics service sharing affects e-
commerce marketplace competition and consequential
firm decisions and performance. In our research, we
examine the implications of logistics service sharing
between platform and e-retailer when the platform not
only offers marketplace services to e-retailers, but also
competes with e-retailers in the retail market.

3 Model setup

We investigate an e-commerce service supply chain
consisting of a platform, an e-retailer, and a third-party
logistics provider. The platform in our study refers to
hybrid online platforms such as JD. com, Suning. com,
Amazon. cn, which sell products and have a self-built
logistics system to provide logistics services. Online
shopping services mentioned above include two parts;
product sales and logistics services. In terms of product
sales, platforms and the individual e-retailer sell the
same types of product, forming competition in the end-
consumer market. In terms of logistics services,

platforms have self-built logistics systems. The product
they sell is delivered to consumers through its own
logistics services. The e-retailer can choose to adopt the
logistics services offering by platforms or the TPLs.
Therefore, there is a competition relationship between
the platform and the e-retailer on the e-commerce
market.

Table 1 summarizes the critical notation in our
study. The decision variable p)(p)), w, and S/ reflect
the platform and e-retailer’ s decision-making in the
form of a competition relationship in e-commerce and
logistics services. And other parameters are exogenous
variables.

The decision sequence of events is as follows.
Firstly, as the leader of the market, the platform decides
whether or not to provide the e-retailer with its own
logistics services. Then, the platform determines ) and
o simultaneously. In the second stage, the e-retailer
chooses whether to accept logistics services provided by
the platform; otherwise, they still choose logistics
services provided by the TPL. In the third stage, the
platform and e-retailer decide the price of the product
simultaneously. The decision sequence is shown in
Figure 1.

Table 1. Notation of the model.

« E-retailer’ market potential, O<a<1
B The sensitivity of consumer on e-commerce logistics service, 0<B8<1
¢ Percentage of commissions charged by platform to e-retailer, O<@<1
S, The service level of the third-party logistics provider, 0<S,
Parameters
f Single commodity logistics service fee charged by the third-party logistics
Di(Dj) The demand of the product on platform (e-retailer) in model j,j=N,U
A The logistics service level of the e-retailer in model j,j=N,U
IF(IE) Profit of platform (e-retailer) in model j,j=N,U
p{ ( pé) Price of the product on the platform (e-retailer) in model j,j=N,U
Decisions ) Single commodity logistics service fee charged by the platform
S The logistics service level of the platform in model j,j=N,U
N No using logistics sharing strategy (NL)
Superscripts
U Using logistics sharing strategy (UL)

- Offer logistics sharing or not
- Platform decides S;, o

- Retailer decides,

- Use sharing logistics or not

- Platform decides p;,
- Retailer decides p,

Stagel

Stage2

Stage3

Figure 1. Parameter decision sequence.
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We denote the demand for the product as D) in
model j, where the subscript i € {1,2} stands for the
platform and e-retailer, and the subscript j € {N,U}
stands for two logistics service strategies: No using
logistics sharing strategy (NL model ), Using logistics
sharing strategy (UL model ). We first discuss Model
NL (subsection 4. 1) and then Model NL ( subsection
4.2). Now we discuss the critical assumptions in our
study.

Assumption 3. 1  Customers will perceive the
difference in the level of logistics services when they are
shopping online. The logistics service level will affect
the market demand for online shopping products because
it changes the customers’ purchase behavior.

E-commerce and  platform-related literature
generally assume that the level of logistics services does
not affect the market demand for products'**".
However, recent empirical studies have shown that the
logistics service level is an essential factor affecting
market demand and customer satisfaction and pointed
out that logistics service is the foundation of the logistics
system'*).

Assumption 3.2 The level of logistics services
provided by the platform is higher than that offered by
TPLs, that is §]>S,.

The platform’ s logistics have self-built warehouses
and a series of supporting logistics infrastructure
including transportation, warehousing, distribution, and
after-sales service, efficiently managing and solving
problems. Therefore, the platform’ s logistics service
level is higher than TPLs"**.

Assumption 3.3 The capability of the platform’ s
logistics service is not limited, the demand for the
product is specific, and the market is perfectly
competitive. The information between the platform and
the e-retailer is entirely symmetrical, and there is no
moral hazard between each other.

The researches on logistics services generally do
not consider the situation of limited capacity, such as
the References [40,41]. We assume that the platform’s
logistics service capacity is not limited. Moreover,
similar to previous literature' >’ | we also assume that
the demand is specific and the market is perfectly
competitive.

Assumption 3.4 The cost of products sold online

N
I

is standardized to zero to explore further the impact of

logistics service level and product pricing in e-
commerce.
Similar to traditional offline product sales

channels, we standardize the sale cost of products to
zero. We analyze the impact of logistics service costs on
market demand and profits. This assumption about cost
is quite common in the previous literature '/,

4 Models and analysis

This section we considers two models in the logistics
service supply chain: no sharing logistics strategy model
(NL model) and sharing logistics strategy model (UL
model ). Specifically, in the NL model, the e-retailer
does not use the platform’ s logistics services. That is,
the platform uses its own logistics service, and its
logistics service level is S}, while the e-retailer uses the
logistics service provided by the TPLs, its logistics
service level is S,. And the single product logistics
service fee charged is f. There is no cooperative
relationship between the two on logistics services, and
the sales of products form perfect competition in the
end-consumer market. The product price of platforms
and e-retailer is p) and p). The platform charges
commissions ¢ based on the sales of the e-retailer.

In the UL model, the e-retailer uses the platform’s
logistics services. At the meanwhile, the platform uses
its own logistics services and provides logistics services
for the e-retailer. The e-retailer and platform cooperate
in logistics services but compete in end-of-products.
The level of logistics services provided by the platform
is S” and the fee of logistics services from e-retailers
charged by the platform is w. The product price of the
platform and e-retailer is p; and p;. The platform
charges a commission ¢ based on the sales of the e-
retailer. Therefore, the two have a competition
relationship in e-commerce services. These two logistic
modes are shown in Figures 2 and 3.

Consistent with previous studies'**’ we assume
that the e-retailer’ s market demand is a linear function
of the price and logistics service level. The demand
functions are as follows:

Dl=1-pr+S'-B-S),m
Dy = a-pi+S =B S m

{U,N}
{U,N}

(D)
(2)

< Platform

g
A I

H Platform’s logistics

s

(  Customer >

7N\

. -
Retailer H Third-party’s logistics

S

Figure 2. No using logistics sharing strategy (NL Model).
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(P!,DY) T

Platform’s logistics

>
.\ Customer )

sy

(Py,DY) —

Figure 3. Using logistics sharing strategy (UL Model).

Equations (1) and (2) describe the impact of price
and logistics service level on market demand. As a
market leader, the platform has a larger market size than
the e-retailer. Therefore, we suppose that the market
size of the platform is 1, the market size of the e-retailer
is a. This form of hypothesis has been adopted in many
literature'***”* . As a platform (e-retailer) , its product
retail price hurts its market demand. The logistics
service level of the platform (e-retailer) has a positive
impact on its demand. In contrast, the e-retailer’ s
logistics service level (platform) as its opponent hurts
the platform’s demand (e-retailer).
4.1 Scenario 1; No sharing logistics strategy (NL)
To quantify the impact and economic benefits of the two
logistics strategies for the platform and e-retailers, we
start our research with no sharing logistics strategy. The
market demand function of the platform and e-retailers
can be expressed as follows:

DY=1-p S\ -B-S, 3)
DY=a-pl+S -8 (4)

Assuming that the logistics cost of the platform is a

quadratic function of its logistics service level, it

expresses as ¢ =L(S )>. This assumption is widel
p 1T 5 p y

used in the literature on logistics service costs'®'7*/.

Then the profit function of the platform and e-retailer
can be expressed as follows:

N / N N N 1 N
IF = py =D +¢-py =Dy = (D7 (5)

= (1-¢)-p}-D} ~f-D}  (6)

By deriving the profit function, we can obtain the
price p) and p} of the platform and e-retailers, and the
logistics service level of the platform SY.

Proposition 4. 1  Under the NL model, the
optimal logistic service level, equilibrium prices, and
player’ s profits are as follows:

1 —aBp +B(1 +9)S,
1-B¢ ’
v 2-Bla+Be B2 +e -Lo)S,
" 2A1 -Be) ’

Vv (@=B)1-¢) +(1-Bo)f +(1+p)(1 -¢)S,

’ 21 -¢)(1-Bo) ’
= @@ -2 -F)1-9) “%+(1-Belf)e

21 -¢y(1 -Be)

Wi
S, =

PB-Aa-p+of +B)¢S, + B -9 -B(1 +9))’
21 -Be) ’
(f—a+B+(a-BA+B)e - (1+8)(1 -¢)S,)’
A1 -@)(1 =By
In Proposition 4. 1, it’ s worthy to note that if the
TPL’ s logistics service level is too high (i.e., when §,>
g - l-aBe
! 2
(I-@)B+1-B¢
charged by the TPL is too high (i.e., when f>f=
(1=¢) (a=B+(1+5°)S,)
1-B¢
commerce market competition. So, in the rest of our
study, we will focus on the conditions that the TPL’ s
logistics service level is in a more reasonable range (i.

Vo
15" =

), or the logistics service fee

), the platform will exit the e-

e., when 0<S, <§,), and the TPL’ s logistics service

fee is not too high (i.e. , when 0<f<f). And the market
potential of the e-retailer is reasonable high (i.e. , when
0<B<a<(148°)S,-B<1 ), if not, the e-retailer will
withdraw from the market.

Corollary 4.1 (D pl'” increase in S,, but S} (S,)
and p\* decrease in S,. @ If 0<S,<S*, then IT)

decrease in S,, and if §,>S,>S*, II'" will increase in

S,. @ Similar to IT)", if 0<S,<S,’, then II," decrease

in §,, and if S,>5,>S,', II" will increase in S,.
Corollary 4.1 indicates that for the NL model, the
TPL’ s logistics service S, has a positive impact on the
platform’ s logistics service level and hurts the platform’s
price of the product. It is not difficult to understand for
us that product sales competition in the e-commerce
market is a competition in logistics service quality. If
the logistics service level of the competitor improves, it
will reduce the demand for its own products. When the
TPL’ s service quality improves, the platform will
inevitably improve its own logistics service level and
lower the price of products. The effect of TPL’ s
logistics service on the optimal profit of platform and e-
retailer is more complicated. This effect depends upon
the relationship of S, with a critical threshold S, and
S, as shown in Corollary 4. 1. This dependency exists
because the platform has the advantage of a higher
logistics service quality. A larger logistics service
advantage can offset the platform’ s pressure to engage
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in fierce competition with its rival competitor. For
instance, JD’ s self-operated stores are much more
popular than other e-retailers on the platform. So JD.
com is always in a favorable position in a product sales
competition.
4.2 Scenario 2 Sharing logistics service strategy (UL)
In this scenario, the platform shares its own logistics
services to the e-retailer, then S; =S;. Therefore, the
market demand function of platforms and e-retailers can
be expressed as follows:

Di=1-p/+(1-B) -5 (7)

Dy = a-pi+(1-B)-s (8)

Since the platform provides logistics services for

the e-retailer, the corresponding logistics fees w must be
charged. The profit function of platforms and e-retailers
can be expressed as follows:

= pl Dl +g ol - D +w DY = (S

(9)
M= (1-¢)-p! D! -w-D) (10

By deriving the profit function, we can obtain the
price p; and p; of the platform and e-retailers when the
profit maximizes, and the logistics service level of the
platform S_ and the logistics service fee of a single
product charged by the platform w.

Proposition 4. 2 Under the UL model, the
equilibrium logistics service fee, the optimal logistic
service level, equilibrium prices, and player’ s profits
are as follows:

(1=-p)+(1+2-pBa)1 -¢)’

¢ l-¢+(2-B)(3-¢)p ’
SUas: (1 —B)+(2+a—go)
: l-o+(2-BB-0)p
plU* _ (1 —,3>2(2 + o —QD) i

T2(1-9) +22-B)(B-9B 2]
ol = ((1=-B)+1+2-BBa)(3 -2¢)

’ 2(l-¢) +2(2-B)(3 -9)B ’
e = 3+ Q+a)a+2B-¢) ~22-waB - (1 -a)f
‘ 41 -9) +42-B)(3 -0)B ’
[ - (et (=B +a-B)B)(1 - ¢)

’ 4l-¢+2-BB-¢)B)

Similar to Proposition 4. 1, if the TPL’ s logistics

service level is too high (i. e., when S, >S, =
1-aBp
(1-9)B+1 B¢
retailer is too low (i.e., when O<a<fB ), both the
platform and the e-retailer will exit the e-commerce
market competition. So, in the rest of our study, we
will focus on the conditions that the TPL’ s logistics
service level is in a more reasonable range (i.e., when

) or the market potential of the e-

O<S,<§,) , and the market potential of the e-retailer is
reasonable high (i.e., when 0<B<a<(148°)S,-B<1 ).

Corollary 4.2 O o  (a) , S/ " (a) , pl*,
and py” all increase in & . @ If O<a<a’, then IT}”
and IT)" decreases in «, and if o’<a<1 , I/ and
IT7" will increase in « .

Corollary 4.2 indicates that the logistics service fee
charged by platform and the platform’ s service quality
are increasing functions of the e-retailer’s market
potential (@) for the UL model. Like the classic
economic theory, as the e-retailer’ s potential market
increases, the competition between the e-retailer and the
platform will become more intense. Therefore, the
platform must improve the service level, and the single
logistics fees charged by the platform will also increase.
The effect of the market potential of the e-retailer, and
the optimal profit of the platform and thee-retailer is
more complex. Depending upon the relationship
between « and «’. The platform’ s optimal profit can
be a decreasing or increasing function of a because the
high market potential will drive both prices of the
platform and the e-retailer up. At the same time, the
platform can set a higher logistics service price due to its
possessing a greater quality of logistics service. It
implies that the platform must consider the market
competition factor when deciding the logistics service
price. The revenue generated from logistics service must
be incorporated by the platform in setting its optimal
retail price.

S Comparison analysis

In this section, we first compare the equilibrium prices
of the platform and e-retailers under two models. Next,
we analyze the logistics service level decision of the
platform in two scenarios. Furthermore, we explore the
platform and the e-retailer’s optimal profits when
sharing logistics services or not sharing. Then, we have
the following propositions.

5.1 Comparison of equilibrium results

Proposition 5.1 (D If 0<S,<S“, then p" <p\™; If

5,58, >8,° @ If 0<S, <S8, then

pt=plt If §,>8,>S,", then py* <pl”.

Proposition 5. 1 implies that the logistics service
sharing can drive up or down the prices of the platform
and the e-retailer, which depends upon the differences
in the TPL’ s logistics service quality (S,). More
specifically, the sharing logistics service leads to an
increase of the optimal retail price of platform but a
decrease of the e-retailer’ s optimal retail price with a
large value of S,. Therefore, customers benefit from
buying the product at a lower price. With a small value
of S,, the effect of sharing logistics services on optimal
retail prices is opposite to the above. It leads to a
decrease in the platform’ s optimal retail price and an

U *

then p/* >p\”.



266 FEMAFHRRRFEFR

%51 %

increase in the e-retailer’ s optimal retail price. It is also
beneficial for customers.

Proposition 5.2 The platform’ s logistics service
level is greatly affected by the TPL’ s logistics service
level. If 0<S,<S,”, then S/" <S8)", and if §,'<S,<S,,
then SV >8V".

Proposition 5. 2 suggests that the logistics service
level of the TPL (S,) has significant effects on the
platform’ s logistics service level, and the impact is not
monotonous. The platform’ s logistics service level
increases with the increase of the TPL’ s and decreases
with the decrease of the TPL’s. Consistent with our
intuition, when the TPL’ s logistics service is low, the
platform’ s revenue from sharing the logistics service
with the e-retailer mitigates the pressure of decreasing
product demand from the intense market competition.
The platform benefits from a low logistics service.
However, The situation is opposite to the previous
situation when the TPL’s logistics services level is
high. The platform must improve the level of logistics
services to cope with more fierce logistics service
competition. Our findings suggest that platform logistics
and the TPLs complement each other and make progress
together to continuously improve society’s overall
logistics service level. This relationship is similar to the
logistics of JD with other logistics service providers,
such as YTO Express, STO Express, and SF Express.

Proposition 5.3 (D If 0<f<f and 0<S, <S°,

then ITV" =IT""; If 0<f<f and S,>S,>S°, then

t 9’
OV AT . QI f<f<fand 0<S,<S°, then II'" <

II" 5 If f<f<fand S,>S,>S°, then IT}">IT)".
Proposition 5. 3 illustrates that when both the
TPLP’ s logistics service level and logistics service fee
are relatively low or relatively high, sharing logistics
services will benefit the platform. However, when the
TPLP’ s logistics service level is not coordinated with
the logistics service, sharing logistics services will hurt
the platform. And the impact of sharing logistics service
on the platform’ s profitability is not monotonous. On
the one hand, when the platform shares its logistics
service with the e-retailer, it will assuredly lose its
competitive dominance in logistics service. On the other
hand, the platform can earn more profit from sharing
logistics services with the e-retailer. Therefore, the
platform benefits from when the TPLP’ s logistics
service level coordinates with the logistics service.
Because the platform can influence the e-retailer’ s
pricing decision by strategically transforming its logistics
service fee w. If the TPL has a high level of logistics
service and charges low fees, sharing logistics service
will only be detrimental for the platform. At this time,
the platform can only encourage e-retailers to participate

in sharing logistics services by reducing the price of
logistics services. Still, the platform will reduce not
only sales revenue but also logistics services revenue.
Our research provides actionable management insights
for e-commerce platforms, such as JD. com and Suning.
com in China. If TPL’ s logistics service fee is not too
high or too low, e-commerce platforms should share
their logistics services with e-retailers.

Proposition 5.4 (D if 0<f<f" and 0<S,<S,",

then IT°" <II)"; If 0<f<f" and S,>S,>S", then
IV SITY . QIf f'<f<fand 0<S,<S*, then I1’" =

I 5 If f'<f<fand S,>S,>S,%, then II;"<IT)".

Proposition 5. 4 states that only if the TPL’s
logistics service level is low and the logistics service fee
is high, or the TPL’ s logistics service level is high and
logistics service fee is low, sharing logistics service will
be beneficial for the e-retailer. Interestingly, the impact
on the e-retailer’ s profit is completely different from the
platform’s. From the e-retailer’ s perspective, even if
the sharing logistics service will improve its logistics
service quality, it will limit its pricing flexibility and
give the platform more pricing power. What’ s more,
the lower the TPL’ s logistics service level is, the more
the e-retailer will benefit from sharing logistics service.
Simultaneously, the higher the TPL’ s logistics service
fee is, the more the seller will benefit due to the limited
pricing flexibility. Therefore, when the TPL’ s logistics
service level is relatively low and the TPL’ s logistics
service fee is high. The e-retailer is willing to share
logistics services, and it will benefit from this situation.
Our findings show that only when the TPLs with poor
logistics service and charging a higher fee will the
sellers have an incentive to purchase logistics services
from the platform.
5.2 Logistic service strategy selection
In this subsection, we discuss the optimal logistics
service strategy choices between platforms and e-
retailers. From the above propositions, we know that
the TPL’ s logistics service level and fees has essential
impacts on the platform and e-retailer’s equilibrium
profits. In this section, we will use numerical analysis
to show the impact on the UL model and NL model
visually. Based on previous literature research'®*’ | our
research assumes o =0. 5, B=0.5, ¢ =0. 1 in this
section to investigate the impacts on the equilibrium
strategy.

Proposition 5.5 We explore the effects of sharing
logistics services on the maximum profits of the platform
and the e-retailer.

(I) If $,>8,=S,° and min |f,f"| <f<f’ there is a
Pareto improvement when sharing logistics services.

(II) In the Pareto improvement, if §>S, =S, and
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f <f<max {f',f|, then achieving a win-win situation.
Otherwise, if S,">S,>S, and f"<f<f", then II'" (p!)<
I (pY) . and IL)" (p))>IL" (py) 5 If S,>8,>8°
and f'<f<f', or §,>5,>8, and f'<f<f then II" (p{)>
I (p)) , 1L (p) <" (py) .

(I) For the situation of win-win, SV* >SV*,
py">p)" and p)”<py”.

Proposition 5.5 illustrates that whether sharing
logistics service increases or decreases the platform’ s
optimal profits compared with no sharing logistics
service model is mainly decided by the TPL’ s logistics
service level (S,) and charged fees ( f ). It is divided
into four decision regions showing in Figure 4. We now
explain the relationship of parameters on each area in
detail.

The blue region in Figure 4 suggests that the
platform’ s optimal profits and the e-retailer under the
UL model are greater than those under the NL model.
This implies that the platform sharing logistics service
with the e-retailer can lead to Pareto’ s optimal solution.
Therefore ,a cooperative relationship in logistics service
will be embraced by both parties. From Proposition 5. 1
and Proposition 5.2 above, we know that in the win-
win region, the platform’ s logistics service level and
price are higher than this under the NL model. At the
same time, the e-retailer’ s retail price is lower than this
under the UL model. Both the two results are beneficial
to consumers. Therefore, we can conclude that sharing
logistics services affects the e-commerce platforms, e-
retailers, and consumers in this situation. And the
optimal logistics service strategy choice between the
platform and the e-retailer is the UL model.

The green region in Figure 4 suggests the platform
will earn more profit in the UL model than the NL
model, but the e-retailer will earn less profit in the UL

model. And the total profit between the two is greater in
the UL model than in the NL model (7Y>7"). In this
situation, the sharing logistics service hurts the e-
retailer’ s profit. As a leader in the e-commerce market,
only if the platform is willing to allocate a portion of the
increased profit to the e-retailer by the profit distribution
contract can the agreement of sharing logistics services
be realized. The optimal logistics service strategy
choices between the platform and the e-retailer are also
the UL model.

The red region in Figure 4 suggests the e-retailer
will earn more profit in the UL model than the NL
model, but the sharing logistics service will hurt the
platform,even though the total profit between the two is
greater in the UL model than in the NL model (7"/>7").
In this situation, the sharing logistics service hurts the
platform’ s profit. Similar to the green region, Pareto
improvement can only be realized by a further
cooperation mechanism such as a profit-sharing
contract. Then, the optimal logistics service strategy
choices between the platform and the e-retailer are also
the UL model.

The grey region in Figure 4 suggests that the NL
model is the optimal strategy in this situation. More
specifically,if the TPL’ s logistics service level is more
than S; and the TPL’ s logistics service fee is less than
f", or the TPL’ s logistics service level is less than S’
and the TPL’ s logistics service fee is more than f° then
" >mY. There is no reality for the platform to share
logistics services with the e-retailer in these two
situations. The e-retailer will also not accept the sharing
logistics service. Therefore, the UL model is infeasible.
the optimal logistics service strategy choices between the
platform and the e-retailer is the NL model.

Proposition 5. 6 We conclude the optimal
logistics service strategies of the platform and e-retailers
as follows.

(D) If S°<S,<S, and f'<f<f°, UL mode is a
better strategy for e-retailers. If S,°<S, <§, and f>f° or
f<f*, NL mode is a better strategy for e-retailers.

(I) If 5°<S,<S, and min |f°,f'| <f, UL mode
is a better strategy for platforms. Otherwise, SL mode
is a better strategy for the platform.

(Im) 1t S,”SS,<§, and max {f,f"| <f<f’, UL
mode is the best strategy for both e-retailers and
platforms. If S,°<S,<S,, and f<min |f,f'} or f>f,
NL mode is the best strategy for both e-retailers and
platforms.

Proposition 5.6 illustrates that logistics service
sharing can achieve equilibrium strategy choices on the

condition that both the TPL’ s logistics service level
(S,) and charged fees (f) are moderate. Moreover,
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when both TPL’ s logistics services and charged fees are
increased or decreased, the possibility of choosing UL
mode will increase. For both e-retailers and platforms,
when TPL’ s logistics services is moderate and logistics
service fees charged by TPL is also moderate, UL mode
is the best logistics service strategy for both players.
Otherwise, NL mode is the best logistics service strategy
for both players. For e-retailer, when TPL’ s logistics
services is moderate and logistics service fees charged
by TPL is smaller than the threshold value f°, the UL
mode is the best logistics service strategy. And when
TPL’ s logistics services is moderate and logistics
service fees charged by TPL is greater than the threshold
value f°, NL mode is the best logistics service strategy.
For platform, when TPL’ s logistics services is moderate
and logistics service fees charged by TPL is greater than
the maximum of f* and f', the UL mode is the best
logistics service strategy. Otherwise, the UL mode is
the best logistics service strategy. Moreover, the
optimal logistics service strategy choices between the
platform and the e-retailer are shown in Figure 5. The
blue area represents the UL mode as the optimal choice
of the logistics service strategy, and the gray area
represents the NL mode as the optimal choice of the
logistics service strategy.

6 Sensitivity analysis

We have analyzed the impacts of logistics service level
of the TPL (S,) the logistics service fee charged by the
TPL (f) on the equilibrium price and profit profoundly
by investigating the above equilibrium strategy. In this
section, we will analyze the sensitivity of the other
parameters, including the market potential of e-retailer
(a), the commission rates charged by the platform
(@), and consumers’ sensitivity to the level of logistics
services ().

According to the equilibrium solution " =
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Figure 6. The impacts of parameters for w”.

((1-p)*+(1+(2-B)B)a) (1-¢)’

1-p+(2-8) (3-¢)B ’
influence of the parameters on the logistics service price
in Figure 6. From Figure 6 (a), we know that ¢ hurts
", and the larger ¢ is, the greater the impact on " .
At the same time, as 3 increases, the slope of the curve
gradually decreases, which indicates that the impacts on
" gradually decreases. The platform’ s profit mainly
comes from three parts: sales of products, logistics
service income, and platform commissions. The
increase in platform commissions damages the profit of
the e-retailer. The platform has to reduce the price of
logistics services to attract more the e-retailer to use
platform logistics service. The total profit of the
platform doesn’ t decrease.

From Figure 6 (b), we know that « has a positive
impact on w®, that is, as the market potential
increases, the single logistics service fee charged by the
platform will also increase. The more enormous the

we can obtain the
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Figure 7. The impacts of parameters for S/*.

market potential, the more intense competition between
the e-retailer and the platform. Therefore, the platform
must increase profits by increasing the price of logistics
services.

We can see from Figure 6 (c¢) that 8 hurts ",
and the larger 8 has smaller impacts on w". When the
platform shares logistics services with e-retailers, the
platform no longer has the advantage of high logistics
service level. The larger consumer’ s sensitivity to the
logistics service level, the small it has an impact on
demand, and the lower price of logistics services on the
platform.

According to the equilibrium solution
(1-8)+(2+a-¢)
1-¢+(2-8) (3-¢)B’
parameters on the platform’ s logistics service level in
Figure 7. We can know from Figure 7 (a) that the
commission ratio ¢ has a positive effect on S;". But
the effect is minimal. The higher the commission ratio ¢
charged by platform, the higher the level of logistics

Us  _
ST =

we obtain the influence of the

services S.". Because the commission income enables
the platform to invest more funds in the construction of
its logistics and promote the healthy development of
logistics sharing with the e-retailer.

From Figure 7 (b), we can see that the market
potential of thee-retailer « has a positive impact on
SU* , that is, as the potential scale « increases, the
logistics service level of the platform S will also
improve. And when the sensitivity of consumers to the
level of logistics services 3 is lower, the improvement
of logistics service level is more excellent.

From Figure 7 (c),we can know that consumers’
sensitivity to logistics service level B8 is negative to
S/*, which is consistent with the impact on the
platform’ s logistics service price. Once the e-retailer
chooses to use the platform’ s sharing logistics services,
the platform no longer has an absolute advantage in the
level of logistics services. Therefore, the platform
won’t increase the market demand by improving the
logistics service level. If the platform improves the
logistics service level, it will also increase the e-
retailer’ s market demand. Simultaneously, the platform
should continue to reduce the level of logistics services
if customers’ sensitivity to the level of logistics services
is increasing. It is probably the reason why the
platforms, such as JD. com, Suning. com, Amazon. cn,
haven’t released their own logistics service systems
fully. If the logistics service level is reduced, a large
number of customers will transfer to other platforms.

7 Conclusions

We consider an e-commerce service system composed of
a platform, an e-retailer, and a third-party logistics
provider. The platform not only sells products online
but is also a logistics provider. The platform has its
logistics network systems. And the platform’ s logistics
service has the advantages of a fast speed and the
excellent service quality. Platform’ s logistics network
transports the products sold by platform and provides
logistics services for the e-retailer’ s sales to obtain more
profit. The logistics service e-retailer can be TPL or
platform after he sells the product.

Our research contributes to the competition and
platform strategy literature and fills a significant gap in
literature stream about logistics service strategy for
platform and e-retailer. Our study provides a broader set
of decision outcomes that have not been reported by
other studies concerning competition. By examining the
competition effect on two player’ retail prices and
individual and collective profits, we find that the
optimal strategy for both e-retailer and platform not only
depends on the size of the market potential'™*"', but
also depends on the joint effect of external market
characteristics. We find that the TPL’ s logistics service
level and the logistics service fee charged by the
platform have significant impacts on the logistics service
strategy between the platform and the e-retailer.
Specifically, the platform will benefit from TPLP’ s
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logistics service level is coordinated with the logistics
service. In contrast, the e-retailer will benefit from
logistics service sharing when the TPL’ s logistics
service level is low or the TPL’ s single logistics service
fee is low. And there is a win-win situation that can
achieve agreement of sharing logistics service when the
TPL’ s logistics service levels and fees are in middle
regions. According to the analysis of the equilibrium
results, our research obtains some management
applications. Specifically, our research finds three new
management insights as follows.

Our findings provide executable managerial insights
for the platforms and the e-retailers in the e-commerce
market. First, the platform should share its logistics
service with the e-retailer when the TPL’ s logistics
service level is not too low, and the TPL’ s logistics
service fee is not too high (i.e., when the platform
does not have a great advantage in logistics service ).
Moreover, the improvement of TPL’ s logistics service
will promote the platform’ s logistics service level and
improve the overall logistics service level of society (i.
e., The high level of TPL’ s will intensify competition
between the platform and the e-retailer). Furthermore,
suppose the e-retailer is not willing to engage in logistics
service sharing. In that case, the platform can provide a
certain discount (e. g., reducing the platform’ s
logistics service price) to encourage the e-retailer to
cooperate in logistics service.

Although our work helps understand how the
platform and the e-retailer should determine the optimal
retail price, the optimal logistics service price, and level
of the platform, and choose optimal e-commerce
marketing strategy between the UL model and the NL
model. However, several possible extensions worth
pursuing can further deepen our understanding of the
logistics service strategy in the e-commerce market.
First, our research assumes that the TPL’ s logistics
service level is less than that of the platform. If
considering that the TPL’ s logistics service level can be
greater than that of the platform, more interesting results
can be obtained. Second, we only consider the logistics
service strategy of the platform and the e-retailer. The
logistics service strategy of the TPLs in the e-commerce
market is equally significant and worthy of future
research. Finally, different types of e-retailers have
different impacts on the logistics service strategies, such
as fresh products, electronic products, and clothing.
Exploring the optimal logistics service strategies that
consider the characteristics of products value is also
promising. Hence, a promising direction for future
research is to collect real-world data and modify these
analysis models in our study to guide further the practice
of logistics service strategy in the e-commerce market.
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Proof of Proposition 4.1 According to Model (5) and Model (6), we obtain the second derivative of p! and

Then we obtain the first derivative of

N

T, N N . o,
F:ﬂ-( 1-¢) (a—p, -BS+S,). Then, we solve the equations: — =0 and

op,

. We substitute p) into the 7\, we can obtain 7} =

Appendix

N 8277-]1\, 8277-]2\, N N : . N N
Dy, azp,v:—2<0, —==2(1-¢)<0, ), , is concave in p} and p;.

1 2

N N 8771 N N )

p, and p,, 7]\/:]_2171 +5,-B6S,,
apl N 2 .
d ~ 1+87-BS, ~ f+(1- -BSY+S
2_0 Then p/lv_liﬂt’ p;v:f< QD)(CY B 1 r)
apy 2 2(1-¢)
“2 51+ (1451 B5,) 4 (1-9) (BS!=S,~a) =f) ((1=¢) (B, =S,~a) +f)
4(1-¢)?
827711\/ 1_62§D N - . N . . . N -
g :_T<0’ 7, is concave in S,. The first derivative of S} is — =
1

amy 1-aBe+B(1+¢)S,

. And the second derivative of S is

amy  1-aBe—(1-B*@) SY=(1+¢)pS,
asy 2 '

Then, we solve the equation — =0, then S§" =

1

1-Be

. Substituting SY" into the expression p} and

pY and profit functions 7} and 7}, we have Proposition 4. 1.

ap 2 apy
Proof of Corollary 4.1 ﬁ=%>0, Do
3S, 2(1-B¢) " oS
2 __N
Im (18 e+2B (1+¢) > 0, @ s
’ 1

azst 2(1_,8290>

convex

— asy
M 0, and —'=—B(17+;”<0. We obtain
2(1-B*¢) as, 1-B¢ .

in S,, then solve the equation GLSI =

t
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ap=(2+p=(atp)eB)B+((1-B) o2 (1+¢))S,_ . 5 o5 = 2HI-(@BBIO)B0w o e Imy
2(1-B¢) ’ (1-8)p+28'(1+¢) TS,
(I-¢)(145)" > 0, m) s convex in S, then solve the equation 672
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(1) (asfB+(BUHB) )¢+ (14F) (1)) (oo (1=0) (B-a) + (1B 1y e pave
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Corollary 4. 1.
Proof of Proposition 4.2 According to Model (9) and Model (10), we obtain the second derivative of p}

6 7T1 —_ ’ g__ _ U U - . U U . . . .
and pJ, 5 2<0, - =—2(1-¢)<0, 7, m, is concave in p, and p,. Then we obtain the first derivative
I ’ o’ o’
of p”and pY, p s=1-2p/+(1-B) S/, p S=w+(1-¢) (a-2p)+(1-B)S/). Then, we
D1 12
o’ o’ ~ 1+(1-8)SY ~ w+(1- at+(1-8)SY
solve the equations; ll,— an f/=0, obtain p!= (1) -, Py = ) (a+(1$) 1). We substitute
op, ap, 2 2(1-¢)
2
~ . Ly _1+a’e+200+2(1-8) (1+ap+e) ST~ (1-9+(2-B)B(1-¢) ) S|" (2-¢)w’
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get the optimal solution of S} and w, we first obtain the Hessian matrix of 7, as follows:
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((A=p)"+(1+(2=p)B) ) (1=¢)" Substituting S7* and ®” into the expression p; and p. and profit functions
1-¢+(2-B) (3-¢)B

" and 7}, we have Proposition 4.2.
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shown as above. Proposition 5.6 is a summary of Proposition 5.5, so the detail proof of Proposition 5. 6 is the same
as Proposition 5. 5.
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