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Abstract:

In this paper, we develop several game theoretic models to study the selling format and seller service
strategies of an online retailer. In our analysis, we consider two common selling formats, agency selling
and reselling, and two common seller services, paid advertising and free information sharing services.
When the online retailer offers advertising service, there is a cost sharing flexibility effect that creates
more incentive for a seller to buy advertising under agency selling than reselling. Moreover, a higher cost
of advertising effort mitigates the double marginalization effect of wholesale price and increases supply
chain efficiency under reselling. When the online retailer does not offer advertising service, the cost
sharing flexibility effect does not exist and the wholesale price no longer depends on the cost of
advertising effort. When the online retailer offers both advertising and information sharing services, we
fully characterize the equilibrium selling format, advertising fee, wholesale price, advertising effort and
retail price. The seller prefers agency selling to reselling if the commission rate is low, whereas the
reverse is true for the platform. Either firm prefers agency selling to reselling if the cost of advertising
effort is low, or either the demand signal accuracy or demand uncertainty is high. We also consider the
cases when the online retailer either offers advertising service but not information sharing service, or
does not offer any of these two services. When more seller services are offered, the parameter space in
which the supply chain profit is higher under agency selling than under reselling becomes larger.
Moreover, the parameter space in which either firm prefers or both firms prefer agency selling to
reselling becomes larger.
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