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Optimal Channel Format Strategy in Multi—Category Competitive Environment:
Category Variety and Price Variety in Product Assortment
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ABSTRACT

Global channel members are continuously pursuing retail innovation to overcome ever-intensifying
competitive environment. As a result, innovative retail formats are introduced in the marketplace and
incumbents are seeking changes and innovations to compete against new entrants. To understand these
recent and important changes in retail industry, our study plans to investigate retailer’s optimal
competitive strategy using product assortment and channel format decision to provide managerial
implications for retail industry. Specifically, first, we investigate fundamental characteristics of the
competition between channel participants with different channel formats (symmetric and asymmetric
channel formats) using game theoretic approach. Second, we attempt to provide theoretical and
managerial implications for private brand management in two different channel formats: retailers
offering price variety (but limited product category variety) vs. retailer offering product category variety
(but limited price variety).

Our main findings are as follows. First, as rational consumer increases, purchasing both national brand
and private brand, compared to brand consumer, who buys only national brand, offering a product line
with price variety rather than category variety becomes optimal channel format choice. Second, as the
number of consumer who buys both categories at the same time, offering one-stop shopping convenience
becomes more strategically important and retailers choose to offer category variety in their assortment.
Third, we find the conditions under which asymmetric equilibrium exists in channel format decision.
That is, the industry structure with two retailers having different product assortment depth and width can
be a Nash equilibrium solution. It implies that, if the purchase interval lengthens due to price sensitivity
or budget constraints, it is more likely that the competition between different retail formats intensifies.
Fourth, the competition between different retail formats leads to lower prices in both national and private
brand. It implies that, compared to symmetric formats, asymmetry in product assortments offers an
opportunity for consumers to buy both product categories in lower prices, thereby resulting in better

consumer welfare.

Keywords: Optimal Channel Format, Product Assortment, Private Brand, Category Variety, Price
Variety
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