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Our study found that the manufacturer - the partner suffering from the asy

f th- would always benefit (increased profit) with more information. We 

also found that, with information asymmetry, the direct channel price does not change, 

while the retailer enjoys higher price. One interesting finding is that the quantum of 

value-added does not change under any scenario and is only dependent on the retailer’s 

cost st

ld 

enable the manufacturer to decide about an information sharing contract which would 

incl

e optimum 

policy depend on the various market pe the base demand, and the migration 

parameter. Our results can be used as a guideline to set decisions about other variables, 

like product quality and return policy in order to influence these market parameters to 

move in the direction which would be beneficial to the channel partners. We also showed 

the benefit of the complete channel integration.  

Our model can be extended in many different directions. We could study a more 

complex demand function rather than the linear type used in our model. We can also let 

the manufacturer to do value added service, instead of the retailer.  

 

Appendix 

Proof of  Proposition 1(a) 
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Then we take first order condition with respect to p1, p2 and v, and set them equal to zero, 

respectively. After that, solving these three equations simultaneously, we can get the 

desired result. 

Proof of  Proposition 1(b) 
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Setting (a) = (b), we get 
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Due to N>0, we only keep the one with positive value. 

Proof of Proposition 2(a) 

The equation (10), (11) and (12) can be written as: 

)()(),()(),()(
..

)()(max

3121 ηηηηηη

ηη
η

gpgwgL
ts

Ndm
N

===

Φ+∫

&&&

 

This is obtained by making the following variable substitution: 
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Using the multiplier equations gives following results: 

f=1λ&  and  F=1λ               (2.1) 
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Using the optimality conditions gives following results: 
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Taking derivative on both sides of (2.4) and using (2.1), we get 
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Solving (2.6) with (2.2), we get  122
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        (2.7) 

Taking derivative on both sides of (2.5) and using (2.1), we get 
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Solving (2.8) with (2.3), we get  ]
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Solving (2.7) and (2.9) together, we get desired result 
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Using the transversality conditions if N is free  
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we get the following results: 0)( _
211 =−−+ fLwddp Mπ . Because f ≠ 0, 

_
211 MLwddp π−−+ must equals to 0. The manufacturer can make 

0_
211 ≥−−+ MLwddp π binding at 1η , N=1η . Then substitute p1 and w with Ap1 (N) 

and Aw (N), we get that L(N)A satisfies 
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Proof of Proposition 3 

(i) Manufacturer: Adding A
M
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R ππππ +≥+  from the proposition 3(ii) and I
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from the proposition 3(iii), we can get A
M
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 (ii) Retailer: Under (I), the retailer earns her reservation profit through the whole range 

of η.  Under (A), it is always higher or equal to her reservation profit. Therefore, 
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A
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R ππ ≤  for all η. As an example, suppose follows a Uniform distribution where 

ηηηη
ηη

0303

0 1,
−

=
−

−
= fF . Then, 

2
0

42 η
π

η
+=

aA
R  which is decreasing with η to a value of 

_
Rπ at η = NA . At the same time, profit for the case I is constant at _

Rπ  for all η, so we 
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 (iii) The supply chain: The supply chain profit under (I) 
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the supply chain profit under (A) is 24
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Obviously,  πI
 > πA. 

Proof of  Proposition 6 

Under uniform distribution: 
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