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Abstract: Manufacturers with limited funds often seek financial help from outside, usually banks or
platforms. However, introducing store brand products (platform encroachment) makes platforms
form a competitive and cooperative relationship with manufacturers. To investigate how platform
encroachment affects the optimal production decisions and the manufacturer’s financing strategy,
this paper establishes a stylized model to capture the strategic interaction between a manufacturer,
a platform and a bank. The manufacturer sells a national brand product directly through the
platform, which owns a competitive store brand product. By analyzing the equilibrium results, we
show that although platform encroachment may reduce the manufacturer’s financing cost, product
competition always makes the manufacturer bear more losses. In addition, our results also show
that the manufacturer is always willing to adopt the platform financing strategy if the platform does
not encroach. However, under platform encroachment, the bank financing strategy may be a better
choice for the manufacturer, as long as the commission rate is low enough. Moreover, the platform
financing strategy is the Pareto-dominant strategy when the commission rate is high. Finally, we
verify the accuracy and robustness of the conclusions of the basic model through numerical analysis
and extension. Using the results we derive, we explain the market practices and provide valuable
guidelines for manufacturers to choose financing strategies under platform encroachment.

Keywords: financial constraint; platform encroachment; platform financing; Pareto improvement

1. Introduction

A large number of small and medium-sized manufacturing enterprises have become
an essential engine of world economic growth. The shortage of funds has always been a
critical problem affecting the production and operation of manufacturers [1-3]. Manufac-
turers often have to seek financial help from the outside world, which is the problem. The
traditional financing choice for manufacturers is mainly bank financing. However, there
are still problems in adopting bank financing, such as the need for an effective pledge, a
slow loan approval process, and delayed payment time. Therefore, with the emergence of
the platform-based supply chain, platform financing is gradually favored by manufactur-
ers [4]. Many platforms provide financing service to manufacturers for more competitive
advantages, including a lower default risk and the faster granting of loans. For example,
Alibaba and JD, the famous retail platforms in China, have cooperated with various fi-
nancial institutions to provide financing services and principal enterprise loans for their
business partners.

However, with the expansion of market power, many platforms are no longer satisfied
with just being a channel provider, and they have begun to create store brand (SB) products
to compete with manufacturers’ national brand (MB) products in the end market, which we
call platform encroachment [5]. For instance, Amazon has more than 100 SBs in dozens of
fields on its website, including food and beverage, automobile, clothing, electronic products,
etc. In recent years, it has accomplished significant growth. According to Marketplace Pulse,
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although these brands account for less than 1% of the clothing category, they account for 9%
of sales (https:/ /www.marketplacepulse.com/articles /9-of-amazons-sales-in-clothing-are-
from-its-private-label-brands, accessed on 22 September 2020). Therefore, the platform’s
SB introduction has become a widespread phenomenon. SB introduction enables the
platform to master all links better, from production to sales, and challenges manufacturers.
Studies [6,7] find that when the original partners become market competitors, they will
pose a more serious threat to each other. Therefore, SB introduction may bring severe
product competition to manufacturers. In the face of platform encroachment and financial
constraints, it is worth studying what measures manufacturers should take.

Moreover, if there is only MB product on the market, the platform’s primary profit
source is the shared revenue from selling the MB product. When platform encroachment
occurs, the situation may change. It may not be an excellent choice to provide financing
to manufacturers because of product competition. However, many platforms are still
willing to provide financing services to the manufacturer. For example, JD not only makes
great efforts to develop private brands such as JingDong JingZao, but also continues to
extend credit to almost all qualified enterprises on the platform through its own financing
channels such as JingBaoBei and JingXiaoDai (https:/ /baijiahao.baidu.com/s?id=174765
6493325089553&wir=spideré&for=pc, accessed on 25 October 2022). Based on the above
realistic background, we put forward the following questions to investigate the platform'’s
SB introduction decision and its impact on the manufacturer’s financing strategy selection.

(1) Whatis the impact of platform encroachment on the production quantity decisions?

(2) Is the platform with the SB product willing to provide financing services for the
capital-constrained manufacturer?

(3) Under platform encroachment, what changes have taken place in the manufacturer’s
financing strategy choice? Is there a win—win situation that makes both the manufac-
turer and the platform benefit more?

To solve the above research problems, we consider a supply chain composed of a
capital-constrained manufacturer, a platform and a bank, and study how the manufac-
turer’s production decisions and financing strategy choice will be affected if the platform
introduces the SB product. In this paper, the scenario without platform encroachment is
regarded as the basic model. Then, in the main model, the manufacturer’s financing deci-
sion is analyzed under platform encroachment. We can obtain the following conclusions by
comparing the basic model with the main model.

First, we find that although platform encroachment may reduce the financing interest
rate, which reduces the manufacturer’s cost, the negative impact of product competition is
dominant, making the MB product quantity always decline. Second, when the platform
does not introduce the SB product, the bank financing strategy is always inferior to the
platform financing strategy for the manufacturer, which is consistent with the previous
study [8]. However, under platform encroachment, we prove that the manufacturer will
choose bank financing if the commission rate is high; otherwise, the manufacturer still
prefers platform financing. Finally, our conclusion shows that although the platform with
an SB product competes with the manufacturer in the terminal market, it is still willing
to provide financing services. Moreover, when the commission rate is high, the platform
financing strategy is always Pareto dominant compared with the bank financing strategy;,
benefiting both the platform and the manufacturer.

This paper makes the following three contributions. First, although SB introduc-
tion has attracted extensive attention from scholars [9,10], there is still very little research
on platform encroachment, which has been very popular in practice recently. Therefore,
this paper enriches the literature stream of this part. Second, different from the previ-
ous literature stream on supply chain finance in which there is only the MB product in
the market (single channel or dual channel), in this paper, we study the impact of SB
production on the manufacturer’s production quantity decisions and financing strategy
choices, which is a new attempt. Moreover, we not only characterize the manufacturer’s
strategic response before and after platform encroachment, but also consider the platform’s
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encroachment choice and willingness to provide loans, which enriches the application
scenarios of supply chain financing mode. Interestingly, the introduction of the SB product
not only brings competition, but also may reduce the manufacturer’s financing cost, bene-
fiting the manufacturer. This will help the manufacturer find a win-win situation for both
sides under the background of platform encroachment. Therefore, our conclusion finally
provides financing strategy recommendations for manufacturers with limited funds in a
more competitive environment.

The remainder of this paper is organized as follows. We review the related literature on
supply chain finance and store brand introduction in the following section. In Section 3, we
describe our theoretical model and assumptions first. Subsequently, the optimal decisions
under different cases are derived. In Section 4, we introduce the analysis and insights of
equilibrium results which are validated through numerical analysis in Section 5. Then, we
verify the robustness of the conclusion through an extension in Section 6. Finally, the main
conclusions and future directions are summarized in Section 7. All proof is presented in
the Appendix A.

2. Literature Review

Our research lies at the interface of SB introduction and supply chain financing.
Therefore, we provide an overview of both research streams in this section.

2.1. SB Introduction

Many scholars have conducted relevant research on SB introduction, and earlier works
show that SB introduction may induce the wholesale price discount [11-13]. For example,
Narasimhan and Wilcox (1998) [13] find that retailers may use SB introduction as a strategic
weapon to elicit concessions from the national brand manufacturers, which means the
retailer can gain a wholesale price discount through SB introduction. Later, a number
of works focused on the impact of SB introduction on manufacturers and how retailers
maximize their revenue through SB introduction [7,14-18]. Chintagunta et al. (2002) [14]
investigate whether introducing SBs by the retailer may increase the income from national
brands and increase their bargaining power with the manufacturer. Cui et al. (2016) [16]
examine the optimal risk management decision of the risk-averse retailer and find that the
retailer with insufficient capital may prefer to take the risk of introducing the SB product.
Heese et al. (2010) [7] show that when it is difficult for the retailer to produce high-quality
products, it will be provided a preferential wholesale price. Wang et al. (2021) [19] find
that the manufacturer introducing the online channel may benefit both itself and the
retailer. The retailer should reduce the SB product’s quality to reduce competition with the
manufacturer.

Recently, with the development of the platform-based supply chain, some scholars
have also begun to focus on the issues related to the platform’s SB introduction [5,20,21].
Li et al. (2021) [20] investigate how platform encroachment affects the manufacturer’s
optimal sales mode choice. They find that the manufacturer prefers the agency mode with
SB introduction. Song et al. (2020) [21] discuss the platform’s open strategy with an SB
product. They confirm that the platform can only be open to third-party sellers when the
demand spillover effect is not so large. Bi et al. (2022) [5] show that consumer preference
cannot determine the platform’s recommendation strategy, and the manufacturer always
prefers to recommend the MB product. However, our work differs from the above research
about platform encroachment, which always assumes that the manufacturer’s capital is
sufficient. In this paper, we pay more attention to the small and medium-sized manufactur-
ing enterprises with limited funds and study the impact of platform encroachment on the
manufacturer’s pricing strategy and financing strategy choice.

2.2. Supply Chain Finance

Supply chain finance has been a popular topic of academic research in recent years,
and many scholars have made significant contributions to this field [18,22-24]. Most studies
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on supply chain finance can be divided by different financing objects, that is, the shortage of
funds upstream or downstream. The capital-constrained problems of downstream retailers
are mainly solved through trade credit [25,26]. Yang and Birge (2018) [27] show that when
the retailer suffers from capital constraints, trade credit, as a means of risk-sharing, can im-
prove the efficiency of the supply chain by allowing the retailer and the supplier to share the
demand risk. Chod et al. (2017) [28] investigate how competition among suppliers affects
their willingness to provide trade credit financing. The results show that retailers with more
concentrated suppliers can obtain more trade credit. In contrast, some scholars have studied
the lack of funds of upstream manufacturers/suppliers [8,29-32]. Tang (2018) [31] exam-
ines how the manufacturer makes the best choice between purchase order financing (POF)
and buyer direct financing (BDF) under different circumstances. Tunca et al. (2018) [32]
analyze the role and efficiency of buyer intermediation in supplier financing. The results
show that buyer intermediation financing can significantly improve channel performance
and benefits supply chain participants simultaneously. Huang (2022) [30] investigates a
binary supply chain model with linear demand and analyzes the impact of prepayment
and financing interest rates on the supplier’s production and financing. They confirm that
advance payment (AP) is suitable for a more reliable supplier and can expand financing ser-
vice coverage by extending the payment timeline (PE) and tailoring the advance discount
rate (TR). Zhen et al. (2020) [8] find that the third-party platform financing strategy was
always better than the bank financing strategy for the manufacturer. However, the above
studies consider that only one MB product exists in the market (single channel or dual chan-
nel). In this paper, the platform with the SB product is not only a finance provider but also
a competitor. We investigate how the platform’s multiple roles affect a capital-constrained
manufacturer’s operational management and financing strategy choices.

In summary, although there has been much literature on supply chain financing
and the platform’s store brand introduction, no one has considered the joint impact of
platform encroachment and the manufacturer’s financing problem. Our work complements
the above studies by revealing the equilibrium financing strategy choice of the capital-
constrained manufacturer under the pressure of different market competition. We find
a case where the platform and the manufacturer can reach a win-win situation, which
coordinates the supply chain. Moreover, our research fills the gap in relevant fields and
provides a financing reference for some manufacturers. The platforms can also re-evaluate
the value of SB introduction. After studying the related work mentioned above, we
summarize the differences between our work and some literature in similar fields in Table 1.

Table 1. Summary of relevant literature.

Major Concern

Most Relevant Literature Research Gap

SB introduction

These papers focus on the impact of private-brand
encroachment on the supply chain, the research on channel

[5,9,13-15,19-21,33] management and competitive decision making. We enrich this
literature by considering manufacturers with financial
constraints in the model.

Platform-based supply chain

Unlike these platform-based works, we not only consider an

e-commerce platform as a service provider for enterprise
[5,8,20-22,24] operation but also include the financing function and

independent operation capability of the platform into

our consideration.

Supply chain finance

The previous works often discuss the cooperation relationship
between the upstream and downstream of the supply chain.
Both sides of the supply chain allocate benefits through
financing. This paper discusses the balance strategy in the
platform supply chain where the manufacturer, the platform,
and the bank maximize their own interests. It explains how the
platform and the manufacturer should make financing
decisions in a competitive and cooperative relationship.

[1,2,25,29-32,34]




Sustainability 2023, 15, 4666

50f21

3. Model
3.1. Model Description

This paper constructs a supply chain model including a platform, a manufacturer, and
a bank, as shown in Figure 1. The manufacturer directly sells the MB product to end con-
sumers through the platform. The platform draws a certain proportion of revenue from the
MB product’s sales, and the commission rate is 7,0 < # < 1. Similar to Bi et al. (2022) [5],
Shen et al. (2019) [35], and Yan et al. (2019) [36], we assume that the commission rate is
exogenous, which is very common in real life. For example, JD, a famous retail platform in
China, often cooperates with hundreds of manufacturers and, in most cases, will charge a
fixed commission rate to all manufacturers of similar products.

Manufacturer(M) rB Manufacturer(M)
n l Bank(B) | n r’
( Platform(P) ) ( Platform(P) )
am am
v \ 4
( Market ) ( Market ]
(a) NB (b) NP
Manufacturer(M) rB Manufacturer(M)

n ( Bank(B) ) n rf
( Platform(P) ) ( Platform(P) )

qm qp qm ap
A \ 4 v 4
( Market J ( Market ]
(c) EB (d) EP

Figure 1. Structure of the supply chain.

Moreover, as we said in the introduction, the platform can also produce and sell
a competitive SB product through its channel, in addition to being a channel provider,
corresponding to the two strategies of EB and EP. Following the literature [37-39], we have
the following linear inverse demand functions for the NB and the SB products:

pM =a—qm — bqp, 1)

pp=a—4qp—bqy. (2)

where g1 (pum) represents the quantity (price) of the MB product and gp (pp) represents
the quantity (price) of the SB product. Parameter a represents the base market price of the
product and b (0 < b < 1) represents the competition intensity (substitution rate) of the
two products. The higher b is, the higher the competition intensity is. When b = 0, the two
products are irrelevant; when b = 1, the two products are perfect substitutes.

In addition, compared with the vital strength and sufficient cash flow of the platform
(Alibaba, JD, etc.), manufacturers often have limited funds. To better carry out production
and business activities, manufacturers need to seek external financing. In this paper, we
consider that the manufacturer has two financing strategies: bank financing (NB, EB) and
platform financing (NP, EP). The former is very common in real life, but there are some
problems, such as the need for an effective pledge, slow loan approval process, delay in
account arrival, etc. The latter has become popular with the platform’s expansion. For
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instance, Amazon began providing loans to its online sellers in 2012. Coincidentally, Taobao
began to provide financing service to companies operating on its website in 2011. Without
loss of generation, since this paper focuses on the manufacturer’s financing strategy choices,
we assume that the principal of the manufacturer is 0, which is common in the literature
flow related to supply chain finance [8,24]. We use ' to represent the interest rate, where
i = B, P represent the bank financing and platform financing strategies, respectively.

Therefore, we discussed four different situations NB, NP, EB, and EP according to the
platform and the manufacturer’s different choices, as shown in Figure 1. The letter “E”
indicates the platform that introduces the SB product, and the letter “N” is opposite; the
letters “B” and “P” indicate the manufacturer’s financing choice (bank or platform).

In summary, Table 2 gives all the parameter definitions. In this paper, we assume
that a is large enough, ensuring that demands and financing interest rates are always
positive. Moreover, to focus on the impact of platform encroachment on the manufacturer’s
financing strategy, we assume that the MB product and the SB product have the same
production cost ¢ [5,33].

Table 2. Notations.

Notation Description
a Base market price
n Commission rate/platform’s revenue-sharing rate
b Product competition intensity / product substitution rate
c Production cost per unit of the SB/NB product
pp The unit price of the SB product
PMm The unit price of the NB product
qp The production quantity of the platform
aMm The production quantity of the manufacturer
Tp The platform’s profit
T\ The manufacturer’s profit
g The bank’s profit
rP The platform’s interest rate

B

The bank’s interest rate

The sequence of events in this paper is as follows: In the first stage, the platform
decides whether to introduce the SB product and whether to provide financing services
to the manufacturer. In the second stage, the manufacturer chooses the financing strategy.
If the manufacturer chooses platform financing (bank financing), the platform (bank)
determines the financing interest rate 7. In the third stage, the manufacturer and the
platform determine their respective production quantities s and gp and compete in the
end market.

3.2. Basic Model: No Platform Encroachment
3.2.1. NB Strategy: Bank Financing

In this section, we first discuss the manufacturer’s production decision and financing
strategy choice when there is no platform encroachment, and then study the change in the equi-
librium decisions between the manufacturer and the platform under platform encroachment.

We first study the situation when the manufacturer adopts the bank financing strategy
(NB strategy) if there is no platform encroachment. First, as a rational decision-maker, the
bank sets the optimal financing interest rate #N? according to the forecast of the manu-
facturer’s production quantity. Second, the manufacturer produces and determines the
MB product quantity g,,VB. Since there is no initial capital, the manufacturer needs to
pay a total of (1+ rNB)cqp/NB for production and financing costs at the end of the pe-
riod. The platform draws a commission in the proportion of 7 from the manufacturer’s
sales. Therefore, the profit functions of the manufacturer, the platform, and the bank are
as follows:

o™ = (1= ) pm™Pam™P - (1 +rNB)chNB, 3)
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7'L'pNB — UPMNBqMNBr (4)

g NB = pNBeq VB, ®)

According to backward induction, we obtain the manufacturer’s equilibrium output

qmNB* and the bank’s optimal interest rate rVB* as follows:
NBx* __ E _ c
. a(l—n)—c
ANBx _ ( ZZ) ) @)

Then, we obtain the manufacturer’s and the platform’s profits under the NB strategy:

2
nBs _ (Ba(l—1n)+c)(a(l—n)—o)y
e 16(1 —7)? ' ©)

The proofs of the optimal solutions are detailed in Appendix A.

Our results imply that the optimal production quantity and interest rate are affected by
the base market price, the commission rate, and the production cost under the NB strategy.
Moreover, the manufacturer’s production quantity decision is positively correlated with the
base market price and negatively correlated with the production cost. When the production
cost is high or the base market price is low, the bank will also reduce the interest rate to
stimulate the manufacturer to produce more products.

3.2.2. NP Strategy: Platform Financing

Similarly, we also discuss the situation when there is no platform encroachment
and the manufacturer adopts the platform financing strategy (NP strategy). First, the
platform determines the financing interest rate #N*. Then, the manufacturer produces the
MB product with a quantity of g,/N* and sells it through the platform. Since there is no
initial capital, the manufacturer needs to pay a total of (1 +rN?)eqpN? for production
and financing costs at the end of the period. Different from the NB strategy, the platform
can benefit from the financing service under the NP strategy. The profit functions of the
manufacturer and the platform are as follows:

nMNP =(1- W)pMNPqMNP . (1 + rNP)CqMNPI (10)
e’ = yp™ g™+ r P equT. (11)

According to backward induction, we obtain the manufacturer’s equilibrium produc-

tion quantity g,,'"* and the platform’s optimal interest rate rN'* as follows:
NP« _ 4—C
M= Ty (12)
a(1—n)?—c
NP = o, (13)
c(2—n)
Then, we obtain the manufacturer and the platform’s profits under the NP strategy:
2
« a—c)°(1-
nMNP — ( ) ( < ’7), (14)
42-1)
2

42—-mn)
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In summary, we have obtained the equilibrium decisions and profits under the two
financing strategies without platform encroachment. Comparing the NB and NP strategies,
we have Proposition 1.

Proposition 1. If there is no platform encroachment, then
(1) pNPx  NBs*

(2) qMNP* > qMNB*-

(3) n.MNP* > TIMNB*, n.PNP* > HPNB*.

Propositions 1(1) and 1(2) show that if the platform chooses not to introduce its SB
product, it will provide a more favorable interest rate than the bank, and the manufacturer
will produce more products under the NP strategy. Thus, Proposition 1(3) shows that
the NP strategy is always Pareto dominant when there is no platform encroachment. The
reason is that under the NP strategy, the platform benefits from the financing service and
obtains the sharing revenue from selling the MB product. Therefore, the platform with
multiple profit sources is motivated to set a lower interest rate to stimulate the manufacturer
to produce more products, benefiting from both sides.

4. Main Model: Platform Encroachment

4.1. EB Strategy: Bank Financing

This section analyzes the EB strategy adopted by the manufacturer in the case of
platform encroachment. At the beginning of the period, the bank sets the interest rate r£5.
Then the manufacturer and the platform produce MB products with the quantity of g2
and SB products with the quantity of gp=8, respectively, and sell them through the platform.
The manufacturer’s revenue only comes from selling the MB product. The platform’s
revenue consists of two parts: one is to share the manufacturer’s product sales revenue
(sharing revenue), and the other is to sell SB products directly (direct selling revenue). The
manufacturer repays (1 + r8)cqpE® to the bank at the end of the period. Therefore, the
profit functions of the manufacturer and the platform are as follows:

nMEB = (1- U)pMEBqMEB . (1 + rEB>CqMEB’ (16)

pEB — (pPEB _ C) qpEB + ypEBauEE. 17)

According to backward induction, we substitute (1) and (2) into (16) and (17). Similar
to the NB strategy, the profit functions of the manufacturer and the platform are concave
with respect to q),*P and gpF?, respectively. According to the first-order condition, we can
obtain the equilibrium production quantity decision:

amEP* = a(l1—5)(2—=b) —c(2 —b+by) —2crFB
(1—m(4-b2(1+7)) /

(18)

gge  a(l—1n)(2—b—by) —c(2—b—2ny—by) +be(1+n)rtB .
" (L —m@E= (1 +7)) -

Given the manufacturer’s and the platform’s production quantities, the bank deter-
mines the financing interest rate. The bank’s profit function is:

EB EB EB' (20)
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It is easy to find that the second derivative of 71358 concerning rF® is — ( 4c <0,

1) (4=b%(141))
which means the profit function of the bank is a concave function of r£5. According to the
first-order condition, the optimal interest rate under the EB strategy is:

ene _ 0= 0)(2=b) —c2 b by -

By substituting (21) back into (18) and (19), we can obtain the following lemma:

Lemma 1. The optimal decisions of all parties in the supply chain under the EB strategy can be
obtained as follows:

EBx _ a(1-1)(2—b)—c(2—b+by)

r 4c ’

EB+ _ a(l—1)(2=b)—c(2—b+by)

M = TR @Ry
EB« _ (1=1)(8=2b(1+n)—b*(1+1)) —c(8(1—y) ~2b(1+y) —b*(1-1*) )
qr 2T (@ b2 (T17) '

Next, we compare the equilibrium production quantities, prices, and financing interest
rates under the NB and EB strategies, as shown in Proposition 2.

EBx EBx. EBx
7

Proposition 2. gy, PM > ppEB*.

<dqp

Proposition 2 shows that under the EB strategy, the quantity of the MB product is less
than that of the SB product, while the price is higher. This is because the higher financing
cost has forced the manufacturer to transfer the cost pressure to consumers by reducing
production and raising prices. The platform can take advantage of relatively low costs to
obtain a larger market.

4.2. EP Strategy: Platform Financing

Next, we analyze the EP strategy adopted by the manufacturer under platform en-
croachment. At the beginning of the period, the platform sets the financing interest rate.
Then, the manufacturer and the platform determine the production quantities of the MB
and SB products, respectively, and sell them through the platform. Compared with other
strategies, the platform’s revenue composition is more complex under the EP strategy,
including three parts: the sharing revenue, the direct selling revenue, and the platform loan
(14 rEP)cqmE? repaid by the manufacturer at the end of the period. Therefore, the profit
functions of the manufacturer and the platform are as follows:

i EP = (1- U)pMEPqMEP . (1 + ;,EP) CqMEP, 22)

mp? = (pr™" = c)ar” +npw? x qu” + rEequ. (23)

Similar to the EB strategy, we substitute (1) and (2) into the above functions via
backward induction. We find that the profit functions of the manufacturer and the platform
are concave functions of qyt” and gpF”. According to the first-order condition, we can
obtain the production quantity decisions:

amEP* = a(1—15)(2—b) —c(2 — b+ by) — 2crEP
(I=n)(4 =01 +7)) ’
gpEP* = a(l—n)(2—b—bny)—c(2—b—21—bry)+bc(1 +17);,EP‘
(1= (4—-b>(1+7n))

Given the production quantities of the SB and the MB products, the platform sets
the optimal financing interest rate. Substituting (24) and (25) into (23) and solving it, the

(24)

(25)
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2¢? (8741771)2 (3+27]7772) )

(1-n)* (4—b2(1+7))*
is a concave function with respect to rE. Therefore, the optimal interest rate decision is
as follows:

second derivative of 7rpEP with respect to rEP is — < 0, that is, 7rpE?

EPx Y1 (26)

o= 2c(8 —4n — b2(3+2n —1?))’

where Y1 = ¢ (=8 — 4b(1 = )y + 402 (1+ 1) = (=14 1)° (1 + 1) ) —a(1 = 1) (8(~1+7)
—4by + b* (442 —21%) = b* (1 —11%)).

Next, we summarize the equilibrium production quantities and financing interest rate
under the EP strategy as follows:

Lemma 2. The optimal decisions in the supply chain under the EB strategy can be obtained

as follows:
EPx __ Y]
T 2c(8—4y—b2(3+2n—142))’
EPx _ __ 2(1=b)(a—c)
am 8412 (3127 —12)"
Eps _ (a—0)(8—47—2b(1+n)—b*(1-7*))
N CET)

r

Through static analysis, we compare the optimal decisions under the NP and EP
strategies, which is shown in Proposition 3.

Proposition 3. g/ F7* < qpEP*; pp EP* >ppEP=.,

Similar to Proposition 2, Proposition 3 shows that under platform encroachment, the
manufacturer significantly reduces production quantity because of product competition
and a higher cost. In the next subsection, we will analyze the equilibrium strategy choices
of the manufacturer after SB introduction.

4.3. Equilibrium Analysis

In this subsection, we first compare the manufacturer’s and the platform’s optimal de-
cisions under platform encroachment and then analyze their financing strategy preferences.
Finally, by comparing with the non-encroachment situation, we can obtain the platform’s
encroachment decision and the equilibrium market structure.

Under platform encroachment, when the manufacturer adopts the EB and EP strate-
gies, the comparison of the optimal decisions is as shown in Proposition 4.

Proposition 4. If 0< <o, then rEP* >pEBx gy EPx< g EBx g pEP > g EBx)
pMEP* > pMEB*/ pPEP* > pPEB*/' otherwise ;,EP*< T’EB*, qMEP* >I7MEB*/ qPEP* < qPEB*,
PMEP* < pMEB*’pPEP* < PPEB*-

Proposition 4 shows that when the commission rate is low, the platform’s interest rate is
higher than the bank’s interest rate (r£’* > rEB*) Under the EB strategy, the manufacturer
has a higher output and a lower price (g5 < guFB*, pmE’* > pmEB*), while the
platform has a lower output and price (qp="* > gpEB*, ppEP* < ppEB*). The main reason
is that the commission rate’s change has led to the two interest rates’ change. When the
commission rate is low, the bank’s interest rate is lower, and the MB product’s marginal
revenue is high. Therefore, the manufacturer will decrease the price and produce more,
which leads to the shrinking of the SB product’s market share and forces the platform to
lower the price.

On the other hand, when the commission rate is high, the platform has to set a
relatively lower interest rate to attract the manufacturer and stimulate its production. In
this case, the sharing revenue accounts for a relatively high proportion of the platform’s
total revenue. Therefore, the platform will also appropriately reduce the SB production
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quantity (qpEP* < qpEB*). In other words, the increase in commission rate makes the
platform gradually shift its focus from direct selling revenue to sharing revenue, reflecting
the platform’s resource allocation ability as an actual leader in the supply chain.

Through the above analysis, we have compared the equilibrium decisions under
different financing strategies under platform encroachment. Next, we will analyze the
manufacturer’s and platform’s financing preferences.

EPx EBx.

Proposition 5. Under platform encroachment, if 0 < n < 1o, then rtpr~"* < mp="*; otherwise,

M EP* > 71 EB.

In the base model, we find that the manufacturer always prefers platform financing,
which is consistent with Zhen et al. (2019). Interestingly, this conclusion is not always
correct when platform encroachment occurs. Proposition 5 states that the manufacturer
prefers the EP strategy only when the commission rate is high enough; otherwise, they will
adopt the EB strategy. From Proposition 4, there is a lower financing interest rate under
the EB strategy when the commission rate is low, and the manufacturer’s profit source
is single: the revenue from selling the MB product. Therefore, it always prefers the EB
strategy, which has a lower financing interest rate. When the commission rate becomes
higher, the platform gradually prefers the sharing revenue; thus, it has the motivation and
ability to reduce the interest rate to attract the manufacturer. Therefore, when 1 > 7o, the
platform’s more favorable interest rate makes the manufacturer prefer the EP strategy.

Proposition 6. After introducing the SB product, the platform is still willing to provide financing.

The manufacturer may not always prefer the EP strategy, but Proposition 6 shows that
the platform is always willing to provide financing service for the manufacturer, even if it
has a competitive SB product. When the commission rate is low, the manufacturer adopts
the EB strategy and produces more MB products to join the product competition, which is
unfavorable to the platform. Therefore, although the platform mainly benefits from direct
revenue, it prefers to provide financing service for the manufacturer. When the commission
rate is high, the platform prefers the sharing revenue and benefits from providing financing
for the manufacturer. Combining Proposition 5 and Proposition 6, we find that under
platform encroachment, the EP strategy is beneficial to both the manufacturer and the
platform when # exceeds the threshold value of 7.

4.4. Effects of Platform Encroachment

First, we compare the manufacturer’s and platform’s optimal decisions with and
without SB introduction. The findings are formalized in the following proposition.

EBx EBx NB*,, EPx NP*; EPx < PMNP*-

Proposition 7. (1) gp P8 < qa™B*, pnFB* < pumt aMm- " < qm PM
(2) rEB* < pNBx. if 0 <n <y, then rEPx < NP otherwise rEP* > pNP*,

Proposition 7(1) shows that, whether under the platform financing strategy or the
bank financing strategy, platform encroachment will always force the manufacturer to
reduce production quantity. This is mainly because platform encroachment brings product
competition, which erodes the market share of the SB product and forces the manufacturer
to reduce prices to avoid a sharp decline in demand. Therefore, the bank will set a lower
interest rate (rEB* < rNB*) under the EB strategy to alleviate the manufacturer’s production
difficulty and maximize the financing revenue. According to conventional wisdom, the
platform is believed to set a higher interest rate under the EP strategy due to the competitive
SB product. However, interestingly, Proposition 7(2) shows that the platform’s financing
interest rate is lower (r£7* < #NP*) when the commission rate is low. The reason is as
follows. When the commission rate is low, the manufacturer tends to produce more MB
product, which expands the financing needs. Therefore, the platform makes the same
decision as the bank does of setting a low interest rate to maximize the benefit from the
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manufacturer’s production financing. However, with the increase in commission rate and
the reduction in the MB product’s quantity, the marginal effect that the platform stimulates
the manufacturer’s production is weakened. Therefore, the platform will appropriately
increase the interest rate, further squeezing the manufacturer’s profit and leaving a bigger
market share for the SB product.

Proposition 8. The platform always benefits more from SB introduction, which causes losses to
the manufacturer.

Whether the manufacturer chooses the EB or EP strategy, we find that introducing
the SB product is always beneficial to the platform, but causes losses to the manufacturer.
Although the encroachment intensifies the product competition and reduces the sharing
revenue of the platform, the increase in the direct revenue covers the loss. Therefore, the
platform always prefers encroachment. However, although the encroachment may lead
to a decline in the financing interest rate for the manufacturer, the intense competition
permanently damages the manufacturer’s profit. Next, we use numerical analysis to prove
the accuracy of our conclusions in the base model.

5. Numerical Analyses

Thus far, we have analyzed the equilibrium quantities and financing interest rates in
the supply chain under different strategies. In this section, we resort to a numerical study
to verify the conclusions’” accuracy in our model and obtain more insights. We mainly
consider the impact of the commission rate 77. Referring to some relevant studies [8,38,40],
we set the parameters in this section as follows: 2 = 1.5,b = 0.5,c = 0.5.

We first check the change in financing interest rates before and after platform en-
croachment. Figure 2 shows that all interest rates will decrease with the increase in 7. The
reason is that the increase in # reduces the MB product’s sales, which leads the bank or the
platform to cut their interest rates to stimulate production.

1.0

0.8 A

0.6+

0.4+

Financing interest rate r

0.2+

00 T T T T T T T
0.00 0.05 0.10 0.15 0.20 0.25 0.30 0.35 0.40 0.45

Figure 2. The impact of 77 on 7P and r".

In addition, we also find that platform encroachment always makes the bank lower the
interest rate (r£8* < rNB*), but not necessarily for the platform itself. When 1 < 0.078, the
platform prefers the sharing revenue and financing revenue so that it decreases the financing
interest rate (rEP* < yNP*). When 5 > 0.078, the MB product quantity declines because
of the decrease in marginal profit. This will result in a sharp decline in the platform’s
sharing revenue and financing revenue. Therefore, the platform will set a higher interest
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rate (rEP* > rNP*). When 5 > 0.237, the platform has the ability to set the interest rate
lower or even lower than the bank interest rate to attract the manufacturer to produce more.

Figure 3 shows the impact of the commission rate 77 on quantities of the MB and
the SB products. Interestingly, we find that the increase and decrease trend of the MB
product sales under different strategies is the opposite. That is, under the EB strategy, the
MB product quantity decreases with an # increase, but the opposite is valid under the EP
strategy. Combined with Figure 2, we confirm that although the bank reduces the interest
rate to stimulate the manufacturer to produce more products under the EB strategy, the
negative impact of the decrease in marginal profit still dominates, resulting in a decline
in the MB production quantity. Under the EP strategy, the platform’s interest rate has
dropped more to benefit more from the sharing and financing revenue, which makes the
manufacturer increase production quantity instead. Comparing g,5"* and g5,55*, we also
find that when the commission rate exceeds a threshold (17 = 0.237), the manufacturer still
sells more products under the EP strategy, even if the introduction of the SB product brings
severe product competition.

(a)The impact of I on gum (h)The impact of N on qp
0.48
:‘:‘ R qsp
5 £ 0.471 —
= =
=) s
5 5
S = 0.46-
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3 s
E. :S: 0. 45 + |
{2 2 :
o &
3 g 0441 i
£ s .
Y = 0.43 i
: i =
No|
T T T T 0.42 T T T T
0.0 0.1 0.2 0.3 0.4 0.0 0.1 0.2 0.3 0.4
n n

Figure 3. The impact of 7 on g and gp.

Figure 4 depicts the commission rate’s impact on the manufacturer’s and the platform’s
profits. We find that under the EB strategy, the manufacturer’s profit decreases as
increases but does not change much under the EP strategy. The reason for the former
is apparent, while for the latter it is that although the marginal profit is declining, the
financing interest rate is also declining obviously, which neutralizes the downward trend of
the manufacturer’s profit. As stated in Proposition 7, Figure 4b shows that the encroachment
is always beneficial to the platform. Comparing 77pE"* and 7rpE5*, we find that even if there
is competition between the MB product and the SB product, it is wiser for the platform to
provide financing service for the manufacturer.
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Figure 4. The impact of 1 on 7y and 7tp.
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6. Extension

In the base model, we assume that the MB and SB products have the same market size.
However, some scholars have considered the impact of the differentiated market, that is,
the market scale of the MB product is larger than that of the SB product [33]. Therefore, to
verify the robustness of our model, we explore the impact of platform encroachment on
the manufacturer’s financing strategy choice with asymmetric market size. Without loss of
generality, we normalize the market size of the MB product to 1 and definea (0 < a < 1)
as the market size of the SB product. The inverse demand functions of the MB product and
the SB product are as follows:

(27)
(28)

pm =1—qm —bgp,
pp =a—qp — bgum.

Similar to the base model, we derive the subgame perfect equilibrium using backward
induction. Due to the complexity of the calculation, we use a numerical method to verify
whether the results in the base model are still valid. By taking different values of a to
conduct a series of numerical tests, we study how the manufacturer’s and platform’s
strategy preferences are affected by a and #. Figures 5 and 6 illustrate the results for the
values a = 0.6 and 0.8.
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Figure 5. Strategic preference of the manufacturer in the asymmetric market.
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Figure 6. Strategic preference of the platform in the asymmetric market.

As depicted in Figures 5 and 6, the manufacturer prefers the EB strategy when the
commission rate is low but prefers the EP strategy otherwise. For the platform, the EP
strategy is always the dominant strategy. The above shows the robustness of the base model
conclusion. In addition, we also find that with the increasing market size of the SB product,
the area where the manufacturer prefers the EB strategy becomes larger (17, < #3). This
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is because the platform benefits more from selling the SB product with the increase in a.
Therefore, the platform increases the financing interest rate to alleviate product competition,
which reduces the manufacturer’s preference for the EP strategy.

7. Conclusions
7.1. Main Findings

Manufacturers often have limited funds compared to platforms that have a sufficient
cash flow. Therefore, manufacturers usually tend to borrow from banks or platforms.
However, with the rapid development of online retail, many platforms have begun to
launch their SB products, directly competing with independent manufacturers on the plat-
form. Moreover, when the platform is not encroaching, scholars believe that manufacturers
should borrow from the platform because of a lower interest rate. However, after the
introduction of SB products, whether the platform is willing to provide financing is also a
question worth considering. Therefore, in this paper, we investigate the impact of platform
encroachment on the manufacturer’s production quantity decision and financing strategy
choice.

Taking the case without platform encroachment as the base model, we also obtain
the manufacturer’s equilibrium production quantity and financing strategy choices un-
der platform encroachment and compare them to derive the following conclusions. First,
platform encroachment is always unfavorable to the manufacturer. Although the financ-
ing interest rate may decrease under platform encroachment, product competition will
lead to a decline in the MB product’s sales volume and thus the manufacturer’s overall
profit [8,41]. For example, Amazon Basics squeezes the living space of some third-party
sellers through low-priced imitation electronic products. Nevertheless, for the platform,
it is more advantageous to adopt the encroachment strategy, which enriches its revenue
source. This result is also relatively common in real life. We can easily observe that there
are both SB and MB products on JD.com (Beijing, China) and Amazon (Bellevue, WA, USA).
Moreover, our results prove that when encroachment occurs, the manufacturer will choose
bank financing if the commission rate is low. When the commission rate is relatively high,
the manufacturer chooses platform financing to achieve Pareto improvement. We can find
that in real life, platforms with relatively high commission fees are often companies with
strong market power, such as JD.com and Amazon. They have sufficient funds, so they can
control the market by adjusting commissions and interest rates. Therefore, they will set
lower financing rates to attract more manufacturers to borrow money, thereby enriching
their sources of profit. Additionally, when the platform encroachment is not so fierce, the
platform still maintains a friendly cooperation relationship with manufacturers (especially
in high-tech fields, such as smartphones, laptops, etc.). However, in some areas with low
technical barriers, the invasion of platforms will become more and more fierce (pillows,
clothes, etc.).

7.2. Management Insights

The results in this paper shed managerial insights for practitioners. First, manufac-
turers with limited funds do not have to overreact to the platforms’ private brands. The
low-interest rate financing provided by the platform can provide more development oppor-
tunities for many small and medium-sized enterprises. This result is consistent with the
current industry observation that some manufacturers and platforms can actually achieve
symbiosis. Of course, in order to better develop and respond to product competition,
manufacturers should continue to innovate to maintain the uniqueness of their products, or
develop the ability to create new products. In this way, they can avoid direct competition
with the platform, reducing the adverse impact of platform encroachment on themselves.

Second, from the perspective of the platform, although it owns a competitive SB
product, this does not mean that the platform has to sever cooperation with the manufac-
turer. Our results suggest that it is better to maintain cooperation and provide financing to
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manufacturers. Although this has caused product competition, it also allows the platform
to obtain multiple sources of profit, and the income structure is more reasonable and stable.

Finally, from the perspective of the government, as the market power of the platform
continues to expand, the platform has invaded almost every aspect of people’s lives.
Excessively strong market power may lead to monopoly; therefore, policy executors must
monitor the business behavior of the platform to ensure the healthy development of
the economy.

7.3. Future Research

Our study has the following limitations. For example, in this paper, we assume that
there is only one manufacturer in the market, and it may be an excellent direction to study
the impact of platform encroachment on the financing choices of multiple manufacturers.
In addition, this paper does not consider the credit problem of manufacturers and ignores
the fact that many small and medium-sized enterprises cannot access bank financing due
to a lack of credit in real life. They often can only obtain commercial loans or trade credit
service from retailers or platforms, which also need more complex models to implement.
Finally, as regards this paper, it is worth using empirical data to verify the results.
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Appendix A

Non-encroachment:
(1) Under the NB strategy, we substitute (1), (2) into (3), (4) and then obtain the

. . . 2 NB
second derivative of 71y with respect to V8, ‘; .
qm

= —2(1 —1#) < 0, meaning the

manufacturer’s profit function is a concave function of q,;N?; therefore the manufacturer’s

optimal production quantity decision g,NB* = % 0 << =5, when amNB* >0).

We substitute g,,V8* into (5) to obtain the function 7rpNB of NB, whose second
. . . 92maNB 2 . . . .
derivative is aanp?zﬂ = — 1% < 0, meaning that the function is a concave function of rNB

therefore, the bank’s optimal interest rate pNBx — M

2c

(2) Under the NP strategy, similar to the NB case, we substitute (1), (2) into (3), (4).
P} ﬂMNP
aguNP?
tion of guNP, the manufacturer’s optimal production quantity decision is
qMNP* — 4a:zc7]'

We substitute g)N'* into (4) to obtain the function 71p™NP of r
Prghl _ _ 2(2-n)

9rNP? 2(1 ;7)2

Because

—2(1 —7) < 0, and the manufacturer’s profit function is a concave func-

NP Because

< 0, the function is a concave function of rN?; therefore, the bank’s

optimal interest rate rNI* = w
c(2—1)

The proof of Proposition 1
1) yNPx _  NBx _ _'](21(2“17;‘7"‘)5) <0

* * +c—
@ P g = e g
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(3) We substitute (1), (2) into (3), (4) to obtain 715/N"* and 7rp™NP*, making a difference,
g

2 N 4-3 ) . N -

ArtyN = 70 NP* — gpy NBx PAmyT (=3 0, meaning A7yY is a con-
M M M act s n2(-n) 8 87M
cave function of c. From the first-order condition of AmyYN, we have
_ . 2(1_

Cp = QS}_EZ?)W, and the maximum value ArmyN (em) = a4((41—3”;7))’7 > 0; therefore,
AN > 0, which means 71y NP* > 71y, NB*.
s . . N _ .. NP+ _  NBx ?AmpN _ 8 21
Similarly, it can be obtained that A7rp™ = 7p T, T = oy + 1) >0,

meaning Amrp! is a concave function of c. Note that 0 < ¢ < a, we substitute the crit-

a2(3(r]71)2+1) N a2q2(47317)
—a= > 0,Amtp™ (a) = = >0, so
ArtpN > 0, which means that 77pNP* > 7pNB* [

ical values c = 0 and ¢ = a, Arp™(0) =

The proof of Proposition 2. Referring to Lemma 1 and Lemma 2, we have

EBx EBx _ a(2+b)(1—n)(2—b—by) —c(4—8y —4by — b*(1— %))

LG H1—mE—v(1+7) ’
ey me (1B (02 D)= ) (2= b= by) — (4= 8y — dby — B2(1—)))
A1 )@ —P(1+7)

It is obvious that 4(1 — 77) (4 — b*(1 + 7)) > 0; therefore, we let

I(a) :a(2+b)(1—17)(2—b—b11)—0(4—817—4b17—b2<1—172)).

ol(a)
oa
Because @ > ¢, the minimum I(c) = 2cy(2+b+by) > 0. Therefore, I(a) >0,

_ I(a) EBx EBx __ (1-b)I(a)
= patrary) > 0ad e - M = gy <O

=Q2+4+b(1-n)(2—-b—0by)>0.

then qPEB* _ qMEB*
O

EPx EPx

The proof of Proposition 3. The proof of gy E"* < gpEP* and ppFP* >ppEP* is similar to

the proof of Proposition 2. [J

The proof of Proposition 4. (1) First, we will discuss some constraints on our model.
Because we mainly analyze the effect of # on the equilibrium decisions of the manufacturer
and the platform, we use the exogenous variable # to describe the constraints on production
quantity and interest rate (a > a, > c), as we said in Section 3:

gpt8* > 0,qpEP* > 0and g EP* > 0 always holds;

. EBx EBx _ 2c—bc+bey
To satisfy gm >0,r > 0, we must havea > a, = b=z +by
; EPx Aq 2c—bc+bey
To satisfy r > 0, we must have a > ZI( m). Therefore, we have
_ A
a>ap =7

Next, we equate a > a, to a constraint on 7, which is 0 < 77 < 771. It is easy to see that
Ay > 0; therefore, we let

H(yp) = c(—s +Ab(—1+ )y + 4021+ 1) — (=1 +7)*(1+ ;7))
+a(=1+n)(8(=1+7n) — 4by + b*(4+2y —2n%) + b* (=1 +14?)),

and simplify a > a, to H(y7) > 0.
Hence,

9”H(1)
an?

= 2(be(4+b(1=3n)) +a(8—4b+b2(4—6y) + b (~1+39)) ) >0,
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H(0) = (8 —4p?+ b?’)(a —0)>0,

H(1) = -8(1-b*)c <.

Obviously, H(#) is convex and there is only one feasible solution 7 = 17 (7 € (0,1)).
When 0 < 7 < 11, H(n7) > 0, which is equivalent to 2 > a,. Therefore, we will complete
our study within the scope, 0 < 1 < 71, in the following proof, ensuring that demands and
financing interest rates are always positive.

Where A; = 8c — 4b%c + b3c + 4bcyy — 4b%cny — bPen — dbey? — bien? + b3y,
Ay = 8 —4b? + b® — 161 + 4by + 2b%y — b3y + 8% — 4by* + 4b%n% — bPy? — 2023 + b3,

) yEP* _ ,EBx _ Y; a(—2+4b)(=1+n)+c(=2+b—by)

2c(8—4n+b2(—3—2n+72)) 4c
inators of both formulas are positive; therefore, we let

, where the denom-

— G(n) = a(=1+7) (8 + 5 (1+7)* = 4b(2+ 1) — 26 (-1 +71%) )
o (=8 +262(1+7)” =B (=14 ) (147 +4b(—2 45 +77)),

and simplify rEP* > rEB* to G (1) < 0.
Thence,

— —2bc(4+2b) — 2a (8 — 4+ 22— 617)) —2b%(a—c)(1+37) <0

G(0) = —b(S—zb—b2)(a—c) <0,

As evidenced above, H(11) = 0; therefore,

G(im) = Gm) + H(m) =2(1 = b)(a =) (1 =) (4= b* (1 +1m)) > 0.

Obviously, G(1) is concave and there is only one feasible solution 7 = 1o (7 € (0,71)).
If 0 < 57 < no; then, G(17) < 0, which means rEP* > rEB*; if 5y < 57 < #1; then, G(1) > 0,
which means rEP* < rEB*,

Where Y1 = c<—8 +4b(—1+ )y + 462 (1 +7) — (=1 +5)*(1 + 11)) +a(-14+1)
(8(=1+47n) —4by + b*(4+2n —21?) + b*(—-1+4?)). O

The proof of Proposition 5. Substitute (1), (2), (18), (19), (21), (24), (25), (26) into (16) and
(22),and make a difference, we have

At = reygEP* oy B — 41-b @0 A—n)  (@2-b)(1—y) —c(2—b+by))>
(8 — 4y — b2(3+25 — 12))? 41— )4 —02(1+1))

To simplify the function, we let \/(1—17)*myEP* — /(1 — ) * mEBx =

2(1-b)(a—c)(1=1)  _ a(=2+b)(=1+y)+c(-2+b—by)
8—417+b2(—3—277+l72) 2(4—b2(1+i7))

tors are positive; therefore, we further simplify the function as

G(n) =4(1=b)(a—c)(1—n) (4= b*(1+n)) — (8 =4y — V> B —1)(1+1))
x(a(2—0)(1—n)—c(2—b+by)),

. It is easy to see that both the denomina-

which is equivalent to G(7) in the proof of Proposition 4; therefore, we can simplify
P > fB* to G(n7) > 0.

As shown in the proof of Proposition 4, G(77) is concave and there is only one feasible
solution 7 = 179 (17 € (0,71)), The size relationship between 7t)(5" and 72 is just opposite
to that between financing interest rates in proposition 4. If 0 < 1 < 1, then G(17) < 0, which

means 71y 57 < BB if 159 < 17 < 11, then G(57) > 0, which means 71y F* > 1) EB*. O
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The proof of Proposition 6. The proof is similar to that of Proposition 5, and we obtain

2 E
Artpt = mptP* — pEB*, ag% > 0. Solving the first-order optimality equation, we obtain

the minimum point where ¢ = cp. Then, we have

3
N 512a2(1 — b)*(1 — n)°n?(4 — b*(1 ; 7)) (8 — 4y +b2(=3 — 257 + ;72)),
1

It is easy to see that the numerator is positive and we just need to discuss whether
Bi(n) is positive. Because 3357517) < 0and By(1) = 64(—1+ b2)2 > 0, Bi(n) is positive,

which means Amrpf = pEP* — 1pEB* > 0. The platform benefits more under the platform
financing strategy than under the bank financing strategy.
Where By =  64(4—65+352) + b5(—1+72)7(7 — 65 +372) + 4b°(1+17)>

(=5+157 — 112+ 11°) + 64b(—4+ 12 — I + 11%) — 32b3(—4 + 9 + 352 — 9° + 1)
+16b%(—2 — 165 + 21> — 141 + 3y*) — 4b*(7 — 30y + 2% + 16n° — 17* + 61°). O

The proof of Proposition 7

(1) Referring to Lemma 1 and Lemma 2, we have

gnEB — NP = b(a(l—n)(=2+b+by) +c(2—b—2y—by))
4(=1+n)(—4+b*(1+1)) '
Because the first-order function with regard to a is — %
b2en(1+7) . EBx NBx
W < 0, therefore, qM < qM .

Substituting q,72* and g5/N* into (1), (2), we have

< 0, note thata > ¢,

and the maximum value is taken ata = ¢, —

EB+ NBe _ D(c(=6+ b+ 461 + by — b*y*) +a(=1+15) (=6 +b(1+1y) +b*(1+7)))

pm M = 4(-14+n)(4-02(1+1)) '

b(6—b(1+n)—b?(1+7))
4(4—b%(1+7)))

< 0, which means pMEB* < PMNB*.

The first-order function with regard to a is — < 0; therefore, the

. b2en(1+41)
4(1-n)(4-0*(147))
P pmEP* < ppNP* is similar to Proposition 1.

maximum value is taken ata = ¢,
EPx < qMN
(2) Making a difference of (7) and (21),

The proof of g

AB — yEBx _ NBx _ _bla— Z)C(l —1) <0

Then we make a difference of (13) and (26),

AP — pEP* _ NPx _ b(a—c)(1—n) (42 =)y =261 +5) +b*(2— 5 = 21> + %))
2c(2 —7)(8 — 41 + b2(—3 — 215 + 12)) ’

Note that 8 — 47 — b? (3+2n— 172) >0; therefore, we just need to discuss whether the
numerator is positive. Let

R() = 42 = n)n = 26(1+ 1) + 0 (2= 5 = 2%+ 7).

&
therefore, R(77) is concave and there is only one feasible solution 7 = 7, (y € (0,1)),
where ArP(17,) = R(53,) = 0. Therefore, rE* < ¥NP* when 0 < 57 < 1,; rEP* > ¥NP* when
<y <10

We have 28 = —8 4+ b2(—4+65) < 0, R(0) = 2(—1+b)b< 0, R(1) = 4 — 4b >0;
1S
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The proof of Proposition 8 When 0 < # < 1, the manufacturer will choose the EB
strategy in the case of platform encroachment and the NP strategy otherwise. There-
fore, we must compare the EB strategy and the NP strategy. The platform first, we let

2
L(a) = mpEB* — mpNPx, % > 0. Solving the first-order optimality equation, we obtain

the minimum point where a = ag. Note that we must have a2 > 4, mentioned in the

proof of Proposition 3. Because 4y < a5, which means % > 0 when a > a;, we have

yp? EBx NPx -
L(a),,, = L(ay) = PRy > 0. Therefore, L(a) = mtp™"* — mp > 0, which
means that the platform will benefit more from the encroachment. For the manufacturer, the

proof is similar. The manufacturer will suffer losses due to encroachment, 7ty F8* < 715/ NP*.

When 79 < 1 < 11, the platform financing strategy is the only choice of the manu-
facturer regardless of the encroachment; therefore, it is a better choice for the platform to
introduce the SB product. Comparing the profits under the NP and the EP strategies, it is
easy to prove that mpEP* > mpNP* and mpEP* > 1y NP*. The platform will benefit more
from the encroachment, while the manufacturer will benefit the opposite. [

min
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