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Optimal Strategy of Hybrid Marketing Channel
in Electronic Commerce

Se-Hak Chun, Jae-Cheol Kim

We are motivated by how offine and online fims compete. The Intemet made many conventional offiine
fims buid a dynamic online business as another sales channel using their advantages such as brand equity,
an existing customer bose with comprehensive purchasing data, integrated marketing, economies of scale,
and longtime experience with the logistics of order fulfilment and customer service. Even though the hybrid
seling using both offine and online channel seems to have advantages over a pure online retailer, dll
the conventional offline firms are not seen to create an online business. Many conventional offiine firms
began to launch online business since the Intemet era, however, just being online business is not likely
to guarantee success. According to Bizate.com’s report whether the hybrid channel strategy is successful
is still under investigation,

For example, consider the classic case of Bames and Noble versus Amazon.com. Barnes and Noble was
already the largest chain of bookstores in the US., when Amazon.com was established in 1995. BamesandNoble.
com followed suit in 1997. After suffering losses in its initial years, Amazon finally tumed profitable in 2003.
In 2004, Amazon’s net income was $588 milion on revenues of $6.92 bilion, while Bames and Noble eamed
$143 milion on revenues of $4.87 bilion, which included BamesandNoble.com’s loss of $21 million on revenues
of $420 million.

While these examples serve to motivate our thinking, it does not explain when offine firms should venture
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online. If dlso does not provide an analytical framework that can generalized to other competitive online-off-
line situations. We attempt to do this in this paper and analyze a hybrid channel model where a conventional
offine firm competes against online firms using its own direct online channels.

We are particularly interested in an optimal channel strategy when a conventional offine firm sells its
products through its own direct online channel to compete with other rival online firms. We consider two
situations where its direct online channel and other online firms are symmetric and asymmetric in the brand

effect..

The analysis of this paper presents several findings. In the symmetric model where a hybrid fim'’s online
channel is not differentiated from a pure online firm, (i) a conventional offiine fir will not launch its online
business. In the asymmetric model where a hybrid firm’s online channel is differentiated from a pure online
fim, (i) a conventional offine fim can Ilaunch its oniine business if its brand effect is greater than a certain
threshold. (iii) there is a positive relationship between its brand effect and online cusfomer cosfs showing
that a conventional offine fim needs more brand effect in order to lounch online business as online customer
costs decrease. (iv) there is a negative relationship between its brand effect and the number of customers
with access fo the Intemet showing that a conventional offine firm tends to launch its online business when

customers with access to the Intemet increases.

Keywords : Pricing Strategies, Hybrid Marketing Channel, Electronic Commerce, Internet Business Model,

Internet Retailer
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