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Optimal offline channel strategies of online retailers in a competitive market

YAN Shuai', SUN Yan-hong', CHEN Yan®

1. SILC Business School, Shanghai University, Shanghai 201899, China;

2. Xiangjiang Lab, School of Computer Science, Hunan University of Technology and Business, Changsha
410205, China

Abstract ; Offline channel strategy is an important decision-making issue for online retailers. This paper exam-
ines whether online retailers should offer offline channels, i. e. , offline showrooms, and if so, whether to sell
products in the showrooms. To this end, this study considers three scenarios, i. e. , no retailers offering show-
rooms, both offering showrooms, and both offering showrooms and simultaneously selling products; then the
paper further considers an asymmetric case where only one retailer offers showrooms. Theoretical models for
each scenario are developed to examine the optimal decisions and profits for both retailers. Our major findings
are as follows. First, whether the online retailers should offer offline showrooms depends on the proportion of
consumers bearing a high travel cost to the physical stores, market competitive degree and the construction cost
of showrooms. Second, when both retailers offer offline showrooms, whether they sell products in the showro-
oms relies on the proportion of consumers who buy the product at physical stores. Finally, product return rate
and consumer cross-showrooming have significant effects on the channel strategy for both retailers. These find-
ings provide an important guideline for online retailers to decide whether to offer offline channels.

Key words: online retailers; competition; offline channel; showrooms



