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Abstract: The extant sustainability literature has argued that supply chain (SC) members can gain
both financial and operational benefits from a joint sustainability development (JSD) effort. However,
no guidance has been provided on how SC members could collaborate on their sustainability
development efforts to achieve the intended economic performance. This study addressed this
research gap by proposing different contractual governances, based on a game-theoretic approach,
for both manufacturer and retailer to better engage in JSD. Specifically, multiple JSD contractual
arrangements regarding profit and associated cost sharing between manufacturers and retailers were
defined and evaluated. Our analyses show that the manufacturer behaves opportunistically when
the impact of a retailer’s effort on consumer demand is low. In other words, the retailer increases
its sustainability effort, but not the manufacturer. However, such opportunistic behavior can be
removed under a revenue sharing arrangement. That is, the manufacturer becomes cooperative
with the retailer, and both retailer and manufacturer increase their JSD efforts. Several numerical
experiments were conducted to assess the effectiveness of various revenue sharing arrangements (no
sharing, partial profit sharing, and total profit sharing) in devising and implementing a mutually
beneficial JSD program. Accordingly, several guidelines for the SC JSD implementation are provided.

Keywords: sustainability development; sustainable supply chain; joint decision making;
manufacturer—retailer relationship

1. Introduction

Corporate sustainability has received continuous attention from consumers and other stakeholders
(e.g., supply chain partners, government, NGOs, local communities, etc.), and all businesses face
market pressure to develop and manage sustainable practices across their value chains (e.g., [1,2]).
Consumers are concerned, not only about the products themselves, but also the processes related to the
products, including the labor conditions under which the products were produced and handled, and
the environmental and societal impacts of processing raw material, work-in-progress, finished product
stock, residual/recyclable wastes, etc. along the supply chain (SC) [3,4]. For instance, according to
a recent survey by Cone Communications/Ebiquity Global CSR (2015), 90% of consumers said they
would boycott a company if they learned of irresponsible or deceptive business practices. In response,
companies have spent a great deal of time and resources to develop sustainability, reduce their
environmental footprints, and adopt socially responsible SC practices. For example, Nike, an American
multinational sporting goods manufacturer, has invested heavily ($25 million annually) [5] in providing
better working conditions and more environmentally friendly products since its child labor scandal in
1996. In addition to their preference on “greener” products, consumers are also becoming more aware
and critical of retailers” and manufacturers’ roles and responsibilities in sustainability initiatives [6].
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For example, the Campaign for Labor Rights’ recent campaign against Nike called for a boycott of
the sport retailer Footlocker because Footlocker is Nike’s largest retail outlet and Nike is Footlocker’s
largest supplier, which is known as a secondary boycott. In response to this consumer demand,
Walmart launched and refined The Sustainability Consortium initiative in 2009 and has made enormous
efforts to reduce its energy and water consumption and waste emissions.

However, the current sustainability initiatives implemented by individual companies have not
always translated into a company’s sustainability performance. The International Labor Rights Forum
accused Nike of blocking labor rights experts from assessing its supplier factories in 2017 [7]. Nike was
also given a pathetic score of 36 out of 100 in Fashion Revolution’s 2017 Fashion Transparency Index [8].
In 2015, Walmart was criticized for failing to set science-based targets for climate emissions or to
speed up progress on renewables [9]. There are two perspectives offered to explain such disappointing
outcomes. First, some researchers have conceptually argued that sustainability initiatives entail
close collaboration between relevant SC members, rather than being entirely achieved by one focal
company’s leadership [10,11]. This perspective recognizes sustainability as a SC matter and underlines
the collaboration between SC members as a key factor for successful implementation of a sustainability
initiative [12,13]. The second perspective suggests the “fit” between SC position and sustainability
initiative as another possible explanation. Narasimhan et al. [14], for example, found that the companies
farther downstream in the SC (closer to final consumers) achieve greater financial benefits from
Forest Stewardship Council (FSC) certification, a widely acknowledged international standard in
the management and supply of sustainably produced timber. This finding alludes to the idea that
upstream and downstream companies have different performance impacts of their sustainability
efforts depending on their SC positions, which highlights the necessity of SC members’ coordinated
efforts on sustainability initiative.

Although those studies have drawn unprecedented interest in supply chain joint sustainability
development (JSD), the extant research has remained largely conceptual or anecdotal due to the
challenge of considering the opportunistic behaviors from supply chain partners. Namely, any
company involved in JSD could behave opportunistically and not be motivated to make meaningful JSD
efforts without collaborative agreement or contractual governance with its JSD counterpart [15,16]. This
paucity of research is also reflected in practice [17]. A global survey by MIT Sloan Management Review
and Boston Consulting Group [18], for instance, found that only 60% of responding companies have a
coherent sustainability strategy that aligns their value and interests with those of other stakeholders.

Building on the aforementioned perspectives, this study aimed to close this theoretical and
managerial gap by proposing different contractual governance arrangements for engaging SC partners
in JSD in the context of a manufacturer—retailer relationship. The relationship between manufacturer
and retailer has traditionally been viewed as adversarial in the literature [19], but both parties have
incentives to work together in developing and implementing sustainability initiatives outside their
own firms’ boundaries. These days, retailers, to prevent secondary boycotts relating to manufacturers’
sustainability failures, often dictate to manufacturers their own environmental requirements for
product content and packaging rather than passively accepting what manufacturers and distributors
offer [20]. Likewise, a retailer’s JSD commitment is critical for a manufacturer in achieving its
sustainability goals because of its proximity to final consumers and awareness of consumer demand,
which are pivotal to developing and enforcing a sustainable SC [21]. The mutual dependence of Nike
and Footlocker, in public perceptions of sustainability, well demonstrates these incentives and the
necessity of pursuing JSD. Under mutually beneficial arrangements, therefore, both manufacturer and
retailer will better translate their sustainability initiatives into corporate performance, such as positive
brand/product images, loyal consumers, and increased consumer demand than manufacturer’s or
retailer’s individual efforts [22].

This study applied a game theoretic approach to constitute solid evidence of the benefit of JSD
(i.e., increased consumer demand), and further recommends useful contractual cost profit sharing
arrangements (i.e., partial or full sharing) and decision-making sequence (i.e., manufacturer sets its
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wholesale price and sustainability development effort first and retailer follows) that minimize or
remove opportunism and maximize gains in JSD. Specifically, the following three primary research
questions were explored:

1. How does the impact of manufacturers’ and retailers” individual sustainability development
efforts on consumer demand influence their decisions in terms of pricing (i.e., wholesale and
retail prices) and their JSD effort levels?

2. How do the revenue sharing arrangements (i.e., partial sharing (unit profit margin sharing
without associated fixed costs sharing) and full sharing (unit profit margin and associated fixed
costs sharing)) affect manufacturers” and retailers” decisions on initiating their JSD?

3. Isit possible to identify a particular contractual arrangement (i.e., derivative of revenue sharing)
that is preferred by both manufacturer and retailer simultaneously?

This paper is organized as follows. Section 2 provides a brief review of the literature related to
sustainable SC, opportunism in SC, and revenue sharing mechanisms. Section 3 develops the models
and related equilibrium analyses for the JSD. Section 4 conducts a numerical analysis to examine
and compare the performance of three contractual arrangements of profit sharing, followed by the
discussion of the managerial implications, research contributions, and limitations in Section 5.

2. Literature Review

As an attempt to integrate the economic and non-economic issues in a SC, sustainability has
been recognized as one of the key research themes [23]. The literature has predominantly focused on
what economic benefits individual SC members can gain by building a sustainable SC. For instance,
Drumwrigt [24] pointed out that firms should pursue social responsibility and social benefit in the
process of carrying out economic activities, such as purchasing, production, consumption, etc. Carter
and Rogers [25] argued that economic, environmental, and social aspects (i.e., triple bottom line)
should be strategically and simultaneously considered to improve overall SC performance, as well as
the performance of each SC member. Hassini et al. [13] also emphasized not only the importance of
minimizing negative environmental impact and maximizing positive social effect, but also achieving
profit maximization to establish sustainable SC. More recently, Golicic and Smith [26] conducted a
meta-analysis of the research published for more than 20 years in this domain and confirmed the
positive and significant impacts of sustainable SC practices on all three dimensions of performance
(market- , operational- , and accounting-based form performance).

Despite the strong research evidence on the contributions of supply chain sustainability, several
studies questioned the direct linkage of sustainability and financial benefits and the implementation
of JSD programs. First, it is unclear whether the financial benefits are directly attributable to SC
sustainability practices, or are simply additional gains from pre-existing, non-sustainability capabilities.
Narasimhan et al. [14], for instance, examined the companies certified by ISO 14001 prior to FSC
certification and found those pre-certified ones reported less or no abnormal financial gains at the
time of FSC certification. Markman and Krause [27] also pointed out eight oil companies in a list of
“the 100 most sustainable firms”, according to the 2015 Global 100 Index, and questioned the link
between sustainability and corporate performance. The second concern of the research gap relates
to a lack of knowledge concerning how to develop a sustainable SC. Pagell and Shevchenko [28]
noted that much empirical research on sustainable SC tends to be “backward looking” in that it
focused on what happened to a sustainable SC, rather than addressing how SCs can become more
sustainable. This view was echoed by many subsequent studies, such as Touboulic and Walker [29]
and Montabon et al. [30], that called for future research to provide more implementation-focused
approaches toward a sustainable SC.

SC scholars have historically highlighted that SC members need to behave as a unified system
(i.e., a part of centralized SC) to improve overall SC performance [31,32]. They brought up the notion
“SC collaboration” as a means of developing a more sustainable SC, but there are not many suggestions
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as to how a company can design and implement such a collaboration with its counterpart [33]. One
recent attempt was a case study by Crespin-Mazet and Dontenwill [34], which demonstrated how one
gardening distributor implemented JSD by working with its small agricultural suppliers. Potential
opportunism among SC members has been named as a key barrier to the success of JSD, which is a
good example of the adage “everyone’s responsibility is no one’s responsibility” [35,36]. In this vein,
Cheng and Sheu [37] found that opportunistic behavior between partners deteriorates the positive
effect of relationship orientation on the quality of green SC strategy. Crespin-Mazet and Dontenwill [34]
reported a successful example of offsetting partners’ fears of opportunism by utilizing its existing
bonds with activist/militant organizations, but obviously this is not a viable approach to all JSDs.
Identifying and aligning incentives between SC members can prevent opportunistic behaviors and
lead to collaborative projects for sustainability performance where companies share interests [38].
Extant SC literature recognizes revenue sharing as an important mechanism to safeguard against
opportunistic behavior and bring about the intended outcomes (e.g., [39]), but does not offer guidance
on how such revenue sharing is arranged and how it influences both SC members’ economic benefit of
JSD, such as increased consumer demand. For instance, Guo et al. [40] investigated the impact of a
manufacturer’s sustainability development effort on consumer demand under the assumption that
only the manufacturer would subsidize the retailer’s cost associated with sustainability development.
You et al. [41] discussed the profit sharing structure between manufacturer and government with no
consideration of a revenue sharing mechanism, assuming that only the government would provide
subsidy to the manufacturer.

In the following section, we develop mathematical models for various JSD revenue sharing
mechanisms. The term “sustainability” hereafter refers to both environmental and social aspects of the
concept, which is consistent with recent literature (e.g., [40,42]).

3. Models and Analyses

A baseline model is defined as retailers and manufacturers making separate/non-coordinated
pricing decisions so that we can examine whether the double marginalization in a decentralized
SC can be removed by applying revenue sharing. We then show how the JSD efforts influence
consumer demand, and associated costs are implemented in the model. Section 3.1 investigates the
opportunistic behavior in JSD when there is no revenue sharing arrangement. A partial sharing (PS)
arrangement is examined in Section 3.2 to see whether this sharing mechanism could reduce or remove
the opportunistic behavior. Section 3.3 reviews whether the double marginalization is removed in
PS by comparing the solutions under sequential game with those under simultaneous game (solving
retailer’s and manufacturer’s problems simultaneously, under the assumption that the retailer and
manufacturer are acting as a unified entity, which derives the first best solution that maximizes total
channel profit). Finally, the equilibrium solutions of a full sharing (FS) mechanism are derived by
applying the sequential game used in Section 3.1.

Similar to many previous studies, we consider a business setting with one manufacturer and one
retailer [43]. Consumer demand (final demand) is assumed to be linear, taking the form of inverse
demand, i.e., Q(p) = a — Bp, where Q is quantity demanded and p is unit retail price. a and B,
respectively, represent market size and sensitivity coefficient (positive constants, i.e., a, f > 0) [44,45].
Accordingly, a baseline model is developed as below:

= (p-w-ca) Q) (1)

Retailer’s unit ~ Final
profit margin  demand



Sustainability 2018, 10, 1658 5 of 26

M= ([@w-cu)  Qp) @

Manufacturer’s
unit profit margin

Moo =117 +105 = (p—cr —cu) Qp) ©
|\ —
SC's unit profit margin

where w is wholesale price, and ¢, and c;; are costs of retailer and manufacturer (i.e., product and/or
material handling and manufacturing costs), respectively. Note that subscripts  and m, respectively,
represent retailer and manufacturer, and superscript B represents baseline model. Equations (1)—(3)
represent retailer’s, manufacturer’s, and total channel profit functions, respectively. We first consider
a unit profit margin sharing mechanism (a derivative of revenue sharing structure) to remove a
double marginalization effect by setting p —w — ¢, = (w —cy) @(p —cr —cm) = p —w — ¢ and
(1-6)(p—cr—cm) =w—cpy thus, p —w — ¢, = O(w — cyy), where @ = %), where O is positive
constant, i.e., retailer’s unit profit p — w — ¢, is manufacturer’s unit profit w — c;, times ©.

Proposition 1. Double marginalization will be removed under the unit profit margin sharing mechanism.
Proof. See the Appendix A. [J

Proposition 1 shows that we can initially remove the negative effect of potential double
marginalization on channel profit by a certain contractual arrangement, i.e., unit profit margin sharing
mechanism between manufacturer and retailer. Under this arrangement, decentralized and centralized
SC generate the same economic performance (i.e., the same channel profit), so that we can clearly
identify the sustainability development effect on SC members’ and the overall SC profits when we
implement the sustainability-related factors in the model.

Now, we consider the sustainability development effect that influences consumer (i.e., retailer’s
customer) demand, as well as market size and price sensitivity. There are three types of relationships
between sustainability development effort and SC member’s financial performance studied in the
literature [46]: (i) positive correlation; (ii) negative correlation; and (iii) irrelevant. First, we implement
the positive correlation in the model, i.e., the positive effect of a sustainability development effort on
consumer demand Q (additive impact) as follows [47]:

Qlpn)=a—Bp+k-y 4)

where k is an impact of sustainability development effort level 5 of an organization (k,;7 > 0).
The revised demand function implies that the higher the sustainability development effort an enterprise
makes, the greater its product market demand, i.e., sustainability development effort will positively
influence demand [48]. We further re-examine the demand function in Equation (4) from the SC
perspective. Since manufacturer and retailer can make a joint sustainability effort, the impact of
sustainability development by the entire SC on consumer demand S can be expressed as follows:

5(77111/ 77r) = km77m + kr77r )

where k implies relative weight on SC member’s sustainability development effort. Note that k;;, k, > 0.
Accordingly, consumer demand with the consideration of J[SD can be expressed as:

Q(p, 1w, 1) = & — Bp + kit + ki (6)

However, sustainability development efforts could reduce manufacturer’s and retailer’s profits
because of the associated development costs. Such costs may exponentially increase with the increase
in sustainability development effort (i.e., diminishing effect of investment), as follows [49-51]:
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AvﬂrZ
2 7

Amﬂmz
2

Cs, = and C; = @)
where A;/2, i € {m,r}, represents cost coefficient of fulfilling a certain level of sustainability
development effort, A; > 0. When the gain (additional profit) from increased consumer demand
is offset by increased cost, the relationship between sustainability and profit can be perceived of as
irrelevant, which will be addressed in the following profit functions of retailer and manufacturer,

by implementing Equations (6) and (7).

3.1. Sequential Game without Sharing Mechanism

In this section, we investigate a sequential non-cooperative structure of the decision-making
process without any sharing mechanisms. The manufacturer is the first mover on sustainability
development and the retailer is considered as the follower, which is a common structure of the
manufacturer-retailer relationship (e.g., [52]). In this structure, the manufacturer first decides its own
sustainability development effort level and wholesale price, and the retailer then decides on the level
of its own sustainability development effort and retail price. In accordance with the assumptions
(regarding additive effect of JSD on consumer demand and associated costs), profit functions of
manufacturer (Equation (8)), retailer (Equation (9)), and the whole SC system (sum of retailer’s and
manufacturer’s profits) (Equation (10)) can be expressed as:

A 2
175 = (p—w —cr) (@ — Bp + kit + keipr) — rZr 8)
BS Amtm?
Ly = (w —cm)(@ = Bp + kwtpm + ketfr) — == )
A 2 A 2
Hgystal = Hgs + H;L;S = [p— (cr +om)|(a — Bp + kit + ki) — i e (10)

2 2

Note that superscript BS represents “baseline model with the consideration of sustainability
development”. Based on the profit functions in Equations (8) and (9), we can derive the following
proposition that describes equilibrium decisions, including manufacturer’s and retailer’s sustainability
development effort levels and prices.

Proposition 2. In the Stackelberg (sequential) model without sharing mechanism, the manufacturer’s
equilibrium sustainability development effort level (Equation (11)) and wholesale price (Equation (12)), and the
retailer’s equilibrium sustainability development effort level (Equation (13)) and retail price (Equation (14)) are
given by:

M = kA2l — Blem + )| ¥P° (1)
wBS* — [ﬁcmkrz/\m)\r . ‘B)WZ |:ka7112 _ Z,B(Cm _ Cr))\m — 2IXAm:| — kar4/\m:|\IJBS (12)
17> = keAm (krz + ﬁ)") [ — Blem +cr) ]S (13)

pBS* — {ockﬂ)\m/\r — BA2 [(cm e )km2 — Blcm + cr)Am — 3w\m} — (em + c,)k,‘*)\m}lPBS (14)

where ¥85 =

1
(ﬂ)\r —krz)krz/\m"rﬁ(‘lﬁ/\m —kmz)/\rz ’

Proof. See the Appendix A. []

Using Proposition 2, we can derive an interesting result. Intuitively, the manufacturer will increase
its sustainability development effort as the impact of manufacturer’s effort k;, increases. It is easily

shown that 9785* /ak, = BA2[a — Blcm + cr)] [(BAr — K:2) kP Am + B(4BAw + kn2) A2 (¥B5)? > 0
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when 725 > 0, which implies that #55* is always increasing in k,, since 72°* > 0 which implies that

Y85 > 0, thus (BA, — k) kr® A + B(4BAm + km?) A2 > 0.

However, an5%* /ok, = —2BkmkiAmA,? [0 — Blewm + )] (BAr — 2K,2) (‘}’Bs)z, which implies that
77515* is increasing in k; if A, /2 < k2 < 2BA; but decreasing in k, if k2 < BA+/2. This means
that, when the impact of retailer’s effort k, is low, the increase of k, triggers manufacturer’s
opportunistic behavior, i.e., manufacturer will decrease its effort as the impact of retailer’s effort
increases. On the other hand, when the impact of retailer’s effort k, is high, the manufacturer
will increase its effort as k, increases as shown in Figure la. In this case, 81755* / ok, (8;755* /ok, =
[ = Blem + )] [(4BAr + KA K2 — BARTKA A + [BAs + 3k:2] B(4BAm — kP A2 (F55)%) s
more likely to be positive when kj, is relatively low, which means the retailer will increase its
effort in sustainability development as k, increases. Thus, the manufacturer will become more
cooperative with the retailer (in terms of JSD) when k, is relatively high. Similarly, we can show
that 3755 /oky = 2Bkmk;AmA 2 — B(em + cr)] (k2 + BA,) (¥B5)® > 0 when 755 > 0 (since
nB5* > 0 = ¥B5 > 0), which implies that the retailer will increase its own effort as the impact of
manufacturer’s effort k;, increases. As a result, as illustrated in Figure 1b, the retailer will always
be cooperative with the manufacturer in JSD, since the manufacturer will increase its effort as
k, increases.

—— Manufacturer’s Effort —— Retailer's Effort —— Manufacturer’s Effort —— Retailer's Effort
1.8 16 3.0 1.7
nB5* increases but
e nB5* decreases 14 2.5 Both nB* and nB* increase L 1.6
rlz2
2.0 r 15
1.4 1 Mo
in La o in J L i
:nqg 8 m, m.:g 1.5 1.4 o,
1.2 L6
1.0 4 F13
T B La
1.0 1
Both 2" and nB5" | 5 0.5 rL2
increase
0.8 T T T T T 0 0.0 T T T T T 1.1
0 1 2 3 4 5 [} 0 1 2 3 4 5 6
kr km
(a) (b)

Figure 1. Sequential game with sharing mechanism: (a) 75%* and 72%* over k, at « = 100, g = 10,
cm =50, ¢r = 1.0, Ay = 3.0, A, = 2.0, and ky, = 3.0; and (b) #55* and 755 over ky, at « = 100, g = 10,
¢m=5.0,¢,=1.0,A, =3.0,A, =2.0, and k, = 2.0.

3.2. Sequential Game with Partial Sharing Mechanism

In the literature, revenue sharing (unit profit margin sharing structure in this study) is used
to coordinate the JSD in a SC (e.g., [39]). In this case, manufacturers’ and retailers” JSD effort is
coordinated without sharing the fixed costs [53]. We define the scenario of profit sharing (with no
fixed cost sharing) as PS structure with the unit profit margin structure used in Proposition 1, i.e.,
p—w—cr=0(w—cp):

A 72
175 = 6lp — (er + cun)) [0 = Bp + Kot + ko] — = 1)
HPS _ /\111771712
m = (1=0)[p— (cr +cm)|[e — Bp + kmtm + ketpr] — > (16)
)\r 2 A 2
Hﬁ?ul =I5 + 11,7 = [p — (cr + cm)][& = Bp + kit + ko] — I Sl (17)

2 2
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where 6 is retailer’s portion and 1 — 6 is manufacturer’s portion of unit profit margin.

Based on the retailer’s and manufacturer’s profit functions, respectively, in Equations (15) and (16),
and the total channel profit in Equation (17), we can derive the following proposition that describes
equilibrium decisions including manufacturer and retailer in terms of sustainability development
effort levels and prices under the PS mechanism.

Proposition 3. In the PS mechanism, the manufacturer’s equilibrium sustainability development effort level
(Equation (18)) and wholesale price (Equation (19)), and the retailer’s equilibrium sustainability development
effort level (Equation (20)) and retail price (Equation (21)) are given by:

nhS* = 2k, 2B(1 — 0)FFS (18)
wp“‘z,uAm(zﬁAr—kﬂe)(1—9)?P5+cm (19)
nPs* = kmme(zmr - kﬂe) yPs (20)
pPS*::A¢Am(25Ar—-hﬁe)qdﬁ-+c,4-cm (21)

where ¥ = a—(crtcnlp
A (2BAr—k,20)* —2Bkp2 A2 (1—0)

Proof. See the Appendix A. [J

2B(1-0)A,2 [/\m (25/\,,—k,,29)2+2ﬁkm2)\,2(1—9)] o2
a—pB(cm+cr) (\P ) > 0,
; PSx hoimoli PS _ 1.29)2 21.2(1 — ;
since 7,,°* > 0 which implies that ¥%° > 0, thus A, (2BA, — k20)" + 2Bk ?A,%*(1 —60) > 0. This
implies that the manufacturer will increase its effort level as the impact of the manufacturer’s
sustainability development effort k,, increases. It can also easily be shown that dy.%* /ok, =

_ 2 2
OO Oknke A~ (20 k70) (P5)? 0, since pfS* > 0= ¥PS > 0 and 26A, — k20 > 0. This implies

that the manufacturer will increase its effort level as the impact of the retailer’s sustainability
development effort k; increases. Therefore, manufacturer’s opportunistic behavior can be removed

under PS.

It can easily be shown that 9y5°* /dk,, =

Proposition 4. When both retailer’s and manufacturer’s sustainability effort levels are nonnegative under PS,
ie, nPS* > 0and yFS* > 0: (i) wholesale price under PS is higher than that with no sharing, i.e., w">* > w?*;
(ii) retail price under PS is higher than that with no sharing, i.e., p*>* > pP*; and (iii) consumer demand under

PS is higher than that with no sharing, i.e., Q(p'>*, nF5*, nE5*) > Q(pB*).
Proof for Proposition 4. (i) We claim that
wb* — wPS* = [k#ezAm —2BA, [kﬁmm +kn2(1— 9)/\7H [ — (cy +cm)B] >0 (22)

By definition, & — (¢, 4+ ¢)B > 0, since ¢, + ¢y < p. Thus, by simple algebra, we can derive that

[ k2 A0

20> 2 2
erAm9+km2Ar<1—9>}k’ 0>20p ®)

From Equations (15)—(21), we can also derive a necessary condition (non-negative demand), i.e.,
a — BpPS* + kb + kmPS* > 0. This condition can be simplified as k20 < 2BA,, since ¥7° > 0
from Equations (18) and (20) when nPS* > 0 and/or n,°* > 0. However, 1%,9&2% <1,
because k,2A,.0, kmz)t,(l —0) > 0. Therefore, Equation (23) is not true, which means that
wP* —wPS* <0 & wP* > wP* (by contradiction).
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ii) Similarly, we can show that pB* — pPS* < 0 < pPS* > pB* since retail price is proportional
Y P P p p P prop
to wholesale price.
PSx

(ili) Moreover, we can simplify Q(pB*) — Q(pP>*, nl5*, nL5*) as follows:

1

5l (cr + cn)B] [ (k20 + 282, ) (20 = 2BA, ) = 2BArkn?A, (1 - 0)] (24)
It is true that k,26 — 28\, < 0 when demand is non-negative. Therefore, Equation (24) becomes

negative, which implies that Q(p">*, n>*, nl5*) > Q(p?*). O

Proposition 4 shows that the JSD with PS mechanism in the manufacturer-retailer relationship
will increase not only the wholesale price but also the retail price. However, more consumers might be
willing to pay more for the product produced in the responsible SC, i.e., demand will increase. We can
observe that as the retailer’s portion of unit profit margin 6 increases, the difference between Q(p®*)
and Q(pp 5% 17£3 5% 17,125*) decreases from Equation (24), i.e., the absolute value of consumer demand
under B and that under PS, |Q(pB*) — Q(pPS*, nF5*, nh5*)
impact of 6 on retailer’s and manufacturer’s JSD decisions, since consumer demand will be influenced
by retail price and sustainability development efforts made by both retailer and manufacturer.

, decreases. Thus, we need to investigate the

Proposition 5. When both retailer’s and manufacturer’s sustainability effort levels are nonnegative under PS,
ie, nl>* > 0and nks* >0,

PS PS ; o PS PS
a.  Bothu,>* and 11,,>* are increasing in 0, when ©,>* N O, *

C
b. PS5 is increasing but nl°* is decreasing in 6, when @gf* N (@52*)
C
c.  nPS* is decreasing but yb°* is increasing in 0, when (@5;9*) N @52*
C C
. . P
d.  Both yPS* and ntS* are decreasing in 6, when (@f;s*) N (@,ﬁf*) ,

where @gf* = [O,min{max{O,minQ,I;rs*},1”,@PS* = {O,min{max{o,z _ 2N },1}} and min@,lif* =

MTm k.2
krAr (2BAm—km®) —kmAr v/ (2BAm—kn2) 2BAr—k:%)
kr(krz/\m_ka/\r) :

PS 2Bk ArA
Proof for Proposition 5. 3'78’9 __ 2PkrArAm
X = (Cr + Cm

5 (‘I’P5>2 [/\m (2;3)\7 - kﬂ@)2 — kn2As [2;3)\7 — k2002 — G)H .

part 1 part 2
We know that Part 1 is positive, since non-negative demand condition when 7/* > 0 and £°* > 0.
However, Part 2 could be positive or negative. The first derivative of Part 2 with respect to 8 is

— k20)° _
_2kr2[Am(2ﬁAr k20)"  2Bkn®A2(1-6) 5)

2BA, — k26 2BM,

However, Ay, (2[3)\, — k,29)2 — Zﬁkmz)\rz(l —0) > 0and 287, — k26 > 0 (because of non-negative
demand condition) when ¥ > 0. Thus, Equation (25) is negative. Solving Part 2 for 0 gives

kA (2BAm — km?) £ kmArv/ (2BAm — k2) (2B, — ki2)
kr (ke A — km2Ar)

PSx __
6L = (26)

Thus, when 6 € {0, min{max{O, min@,lirs* }, 1 }] = @f; f*, 17£3 5% is increasing in 6. Note that when
g is an arbitrary big number, i.e., 8 > 1, Equation (25) could be positive, but out of our area of interest.
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* 2Bk AmA% (2BA, — k20 2
Moreover, a”a’%s _ _ 2PknAmAs (282, — k70) (‘PPS) {Zﬁ)\r —kr2(2—9)] We know that Part 1 is
a—(cr+cm)B
part 1 part 2

positive, since the non-negative demand condition when #5* > 0 and #25* > 0. However, Part 2
could be positive or negative (increasing in 6). Solving Part 2 for 0 gives

2BM,
krz

6 =2 (27)

Thus, 77,125* is increasing in § when 6 € [O, min{max{O,Z — 2]?/;" }, 1H = @,l;j*, since0 <6 <1.

C
Therefore: (i) when @f; f* N @5 3*, both 1! $* and ;7,11)15* are increasing in 6; (ii) when @g f* N (@5 2*) ,

PSx
Mr

C C
nPS* is increasing in 0, and (iv) when (G),I; f*) N (@g 5*) , both #5* and %* are decreasing in 6. [J

C
i i : PSx ; : in - PSx PS+  PSx + :
is increasing but 7,,°* is decreasing in 6; and (iii) when (@m ) N©®,.", 1,°" is decreasing but

Figure 2 summarizes the results derived in Proposition 5. Figure 2 show the manufacturer’s
and retailer’s efforts over the retailer’s portion of unit profit, 6, at different impact of retailer’s effort,
kr. As we can expect, 6 increases as retailer’s effort 77/°* increases while 75,°* decreases when k; is
low (i.e., k; = 1.0). As the manufacturer’s portion decreases (i.e., f increases), its ability to afford the
cost for sustainability development will decrease (whereas retailer’s ability will increase). However,
when k; is high (i.e., k; = 5.0), the increase in 6§ could be recognized as the concept of efficiently
increased investment from the manufacturer’s perspective, since it will increase consumer demand
so that retailer’s profit can be improved in this case (i.e., increased 6 enables the retailer to increase
its effort and the increased effort will be more effective in increasing consumer demand compared
to the case where k; = 1.0). Thus, a manufacturer can increase its sustainability effort level when 6 is
not high. Moreover, when k; is very high (i.e., k; = 6.0), similar to the previous case where k;, = 5.0,

the manufacturer will be cooperative with the retailer in the sustainability development, i.e., 7,5

increase until 6 is not extremely high (in Proposition 5, @5 3 * = [0, min{max{O, 2 2P }, 1 H and

k2
28M, . . . . . . L
k’g > is decreasing as k;, increases, thus manufacturer’s cooperative behavior will be maintained over a

wider range of 6 at higher k).

—— Manufacturer’s Effort —— Manufacturer's Effort —— Manufacturer’s Effort
—— Retailer's Effort —— Retailer's Effort —— Retailer's Effort
2.5 1.2 3.0 10 70
\
o%* =[0,0] 8" =[0,0.89] Vil 60
M b im 0
r1o 2.5
2.0 05" =[0,1] L — 8 05" =[0,0.97] I
50
at k;=1.0 Los 2.0 ©5" =1[0,0. at k;=6.0 ﬂ
L5 A B =[0,1. 5 i} a0
in L o o 1 in i
28 0.6 G &E 15 at k=50 &E &
1.0 A 4l 30
ro4 1.0
r20
0.5 2
0.2 0.5 - L 10
0.0 T T T 0.0 0.0 T T T 0 0 T T T T 0
0.00 025 050 075 100 0.00 025 050 075 100 00 02 04 06 08 L0
e e 6
(@ (b) ()

Figure 2. Sequential game with partial sharing mechanism: 75°* and 12%* over 6 at « = 100, 8 = 10,
cm=50,¢,=1.0, Ay, =3.0, A, =2.0, and ky; = 3.0. (a) at k, = 1.0, (b) at k, = 5.0, and (c) at k, = 6.0.

Note that, when k, = 6.0 and 6 is extremely high (6 > 0.97), in Figure 2, retailer’s effort will
decrease as ) increases. It is because the cost for sustainability development is exponentially increasing.
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When 0 is extremely high (from 6 = 0.89) the manufacturer will decrease its effort and the retailer
will also decrease its effort, since maintaining or increasing its effort will be too much burden as 6
increases (manufacturer moves first). Soon after, the burden will be transferred to the retailer, thus the
retailer will start decreasing its effort from 6 = 0.97 (retailer follows), i.e., the retailer will decrease its
effort to maintain or minimize the loss of its profit. Note that retailer’s decreased effort at k, = 6.0 and
extremely high 6 (6 > 0.97) is still higher than the effort at k, = 5.0. It is very difficult to show both
parties” decisions with closed form solutions because of the complexity of the profit functions and
corresponding equilibrium solutions. Thus, in Section 4, we investigate both parties’ profits in detail,
using numerical experiments.

3.3. Simultaneous Game with Partial Sharing Mechanism

Here, we assume the sustainability efforts of both manufacturer and retailer influence consumer
demand. Thus, Jeuland and Shugan’s [53] argument, i.e., fixed cost sharing does not affect SC
coordination, does not hold in this study. To verify the effect of fixed cost sharing in SC coordination,
we first provide equilibrium decisions on prices and sustainability development efforts by solving

Equation (17) from the centralized SC structure perspective, i.e., max IS = TICPS Y We
q 17) persp p=0,w030,1y 20,7 >0 total total}

denote that superscript CPS is centralized partial sharing mechanism. Note that we solve simultaneous
game for PS in this section to verify if it still can remove double marginalization.

Proposition 6. In the centralized structure with PS, the manufacturer’s equilibrium sustainability development
effort level (Equation (28)) and wholesale price (Equation (29)), and the retailer’s equilibrium sustainability
development effort level (Equation (30)) and retail price (Equation (31)) are given by:

7CPS* = kA, ¥CPS (28)
WS = A A (1= 0)¥CPS 4 ¢y (29)
7EPS* = kA, ¥EPS (30)
PP = LAY + ¢+ o (31)
where $CPS — a—(crtcm)p

B )\m(z,B/\r*krz)*knﬂ/\r ’
Proof. See the Appendix A. [J

Proposition 7. (i) nSPS* > 5PS*; (i) nGPS* > ybs*; (iii) pCPS* > pPS*; (iv) wCPS > wPS*; and
(V) Q(pCPS*, UEPS*'W%PS*) > Q(pPS*, ’7}{’5*,17)1;15*)'

Proof for Proposition 7. (i) We claim that

CPSx* PSx “_(Cr+cw1)ﬁ 2 ﬂé—(cr'Hfm),B
U A An Bk KAy~ krAnf (2BAr — k:%6) A (kr20—2BAr)* — 2Bk A2 (1-6) (52)

which can be simplified as Ay (2BAr — k2) (1 — 1) — kpm2A, (1 - WWl) —

0 2BAr — k20 6
Part 1 Part 2
krz/\m(% — 1) < 0 by simple algebra. The absolute value of Part 1 is always greater than

2B\, —2BA,8
2BA,—k20
nEPS* > 0. Thus, it means the argument is true when Part 2 is negative, since Part 1 is always negative

(because 0 < 0 < 1). In addition, when Part 2 is positive, the second term is negative. Therefore, this

argument is always true.

Part 2 since < 1, when Part 2 is negative. Moreover, Ay, (2,8)\r — krz) > kA, when
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(ii) We claim that
CPS* ~, ,,PSx a—(crtcm)p a—(crtcom)p
1711! Z 77771 < km/\r /\m(zﬁ/\rfkﬂ)fkmz/\r = km)w [Z'B)Lr(l B 9)] /\m(kr2672ﬁ)\y)272/3]{”12/\"2(170) (33)
which can be simplified as %(2{3& —k0) > 2BA, — k, by simple algebra. However,

2
% > 1, when U%PS* > 0 and 282, — k20 > 2BA, — k2, since 0 < 6§ < 1. Therefore,

nGPS* > ylhS* is true.
(iii) We claim that

CPSx PSx a—(crtem)p 2 a—(crtcm)B
P 2 PP A, SRR 4 6 > A (2P = k0) S ey Tt en (B)

which can be simplified as Ay (2BAr — k20) — ky?A A =20 (2BAr — ks*) — kA, by simple

" 2BA—k, 26
algebra. However, 267, — k20 > 2B, — k2 (since 0 < 6 < 1) and 252030

the argument is always true.

(iv) Moreover, w“"* > wP5* because of the relationship between retail and wholesale price under
the unit profit-sharing structure.

(v) Based on the results, we also claim that the demand under two structures has the
following relationship,

< 1. Therefore,

Q(PCPS*, UEPS*/ U;Cnps*) > Q(PPS*, 77;1'35*/ 7771,315*) Sdias [—,B/\r/\m + kmz)\r + krz)\m} % - (Cr + Cm),B >

&+ [—BArAn (2877 — K:20) + 2BknA,2 (1 = 0) + k24,0 (287, — k:20) ] - (W j;é;;:’giﬁ” s (ot omlB

which can be simplified as

Part 1 Part 5

——
(krz - ,BAr) [w—(cr+cm)B] n a—(crtcn)B . (krze - /3)\r> [a—(crtcm)p] 4 a—(cr+em)B
— 2
(262 =)t g (262, —k2) 1 (267 —ki20) -t $L 2P, (261, — ky26) S k6
N———— N km=Ar

A 2BA, — K20 2BA, —2pA0
Part 6 Part 7 Part 8

(35)

Part 2 Part 3 Part 4

Part 1 is always greater than Part 5 and Part 2 is always less than Part 4, since 0 < 8 < 1. Moreover,
Part 6 is always less than 1, since 28A, > k,2 under equilibrium of centralized structure. Thus, the first
term of LHS is greater than that of RHS. Similarly, Part 3 is always less than Part 7 and Part 8 is always
greater than 1, since 281, > k,2 under equilibrium of centralized structure. Thus, the second term of
LHS is always greater than that of RHS. Therefore, the argument is true. [J

Theoretically, the channel profit of SC under a centralized structure is always greater than or equal

to the total profit of SC (sum of retailer’s profit and manufacturer’s profit) under decentralized structure,

ie., Hg)liasl (pCPS*, UEPS*' U%PS*) > HZS* (pPS*’T]fS*/ 7771215*) 4 HfS* (pPS*,U}I?S*,;,hIZS*)‘ However, it is

highly likely that TTCPS (pCPS*, yCPS* pCPS*) o4 [TPS* (pPS* pPSx yPSe) 4 TIPS« (pPS+ yPS+ ;PS+)
because of Proposition 7, both parties” effort levels and prices are higher under CPS than under PS.
It can be regarded as double marginalization that uncoordinated decisions lead to channel inefficiency
because of the misaligned profit incentives [54]. It is interesting to note that double marginalization
derived in this section, is different than that discussed in the literature. In the literature, the inefficiency
will arise because retail price increases, so that consumer demand will decrease. Thus, total profit under
a decentralized structure will be lower than channel profit under a centralized structure. However,
in our case, the retail price will increase, but consumer demand will also increase because of increased
sustainability development efforts made by both retailer and manufacturer. Interestingly, the increased
retail price and consumer demand provide higher channel profit than under a centralized structure.
This result confirms that there could be a better contractual arrangement than PS.
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3.4. Sequential Game with Full Sharing Mechanism

Based on the results derived in Section 3.3, i.e., the existence of double marginalization,
we develop another sharing mechanism. In addition to the unit profit margin sharing, we implement
the sharing of total fixed cost associated with JSD. We define this mechanism as FS as follows:

Ay rz Am m2
TS = 0lp — (cr+ el — B+ b+ k] — v ( 20 2o 6)
FS Ar’?rz Amﬂm2
IL,” = (1=0)[p — (cr +cm)l[a — Bp + kmtm + Kkyigy] — (1 — ) > + > (37)

Ar’?rz _ Am 77m2

Hfostal = HrFs + Hﬁzs = [p — (cr +cm)|[& — Bp + kmtm + ket — (38)

2 2
Equations (36)—(38), respectively, represent retailer’s, manufacturer’s, and total channel profit
functions. We maintain the structure p —w — ¢, = O(w —¢y) for unit profit margin sharing.

In addition, total fixed costs associated with the JSD can be shared using parameter v and 1 — 7
that respectively represent the retailer’s and manufacturer’s portions of the total fixed cost. Therefore,
FS can be seen as a more flexible sharing mechanism compared to PS.

Proposition 8. In the FS structure, the manufacturer’s equilibrium sustainability development effort level
(Equation (39)) and wholesale price (Equation (40)), and the retailer’s equilibrium sustainability development
effort level (Equation (41)) and retail price (Equation (42)) are given by:

M = [2B72(1 = 0)A, + (v = 0)0k,2] [x = Blem + 1) e ¥ (39)
wfs* = (1-9) {pFS* — (em + Cr)} +Cm (40)
1> = 2B(1 — ) yOkeAm[a — B(em + cr )| (41)
o | Olem+cr)k2[(0 — 7)km?® — 2B(1 — 7)Y Am]
pFS N [ _ZIBAr72 [(1 - 9><Cm + Cr)kmz - (1 - 7) [“ + ﬁ(cm + CT)])‘"Z} TFS (42)
where YFS = 1

2B(0—7) 1A (2B YA —0K,2) =k 2 2B (1—60) Ar+ (1—0)6Kk,2]

Proof. See the Appendix A. [

Because of the complexity of profit functions and equilibrium solutions, as shown in Proposition 8,
we investigate the performance of FS in terms of each member’s profit and channel profit by providing
numerical experiments in Section 4.

4. Numerical Experiments

We carried out a series of numerical experiments to compare the effectiveness of three different
contractual mechanisms SC practitioners may consider in pursuit of JSD: no sharing (BS), unit profit
margin sharing (partial sharing; PS), and total profit and fixed cost sharing (full sharing; FS). First,
we investigate the effectiveness of PS by comparing with BS. Intuitively, the manufacturer’s profit is
decreasing, while the retailer’s profit is increasing as retailer’s portion 6 increases under PS, which
implies that it is likely that manufacturer’s profit under PS, ans*, is higher than that under BS, Hgf *
when @ is relatively low. In contrast, it is likely that retailer’s profit under PS, TT%*, is higher than that
under BS, TT2%%, when 6 is relatively high.
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In Figure 3, red, blue, and black squares, respectively, represent manufacturer’s best profit,
retailer’s best profit, and total channel’s best profits (the maximum of manufacturer’s profit plus
retailer’s profit) under PS. As we can observe in Figure 3, all the best profits are increasing as the
impact of the retailer’s sustainability development effort, k,, increases. Moreover, the value of 0
that makes the best total channel profit (hereafter §75*: the x-coordinate of black square in Figure 3)
increases as k;, increases, which implies that the SC might emphasize retailer by sharing more unit
profit margin so that it can encourage retailer to increase its effort level in sustainability development.
As a result, retailer’s additional gain (profit) from PS might be increasing (i.e., TI'>* — TTE%* increases),
while manufacturer’s additional gain from PS might be decreasing (i.e., [1,* — T185* decreases) as k,
increases at 87°*. The result also shows that it is not guaranteed that TT1Y5* > T185* and T15°* >T1B5+
at 875%, which means that §7* is not always agreed upon by both parties simultaneously (in Figure 3,
both parties in plots at k, = 2 and k, = 6 can agree, but those in plots at k, = 1, 3, 4, and 5 cannot agree
with 675%).

Even though 675 is not agreed upon by both parties, there still exists a chance that both parties
might prefer PS to BS, since there exists a range that achieves Win-Win, i.e., provides additional profits
to both parties. In Figure 3, the shaded range of 6 in grey represents the Win-Win range, which implies
that there is a chance of consensus in a sharing mechanism decision.

Manufacturer Wins Win Win Manufacturer Wins Win Win Manufacturer Wins Win Win
Retailer Wins Retailer Wins Retailer Wins
50
50 1
40 1
) _ﬁ
30 4 30 4
& at k=1.0 & at k;=2.0 4 at k-=3.0
[=] [=] o
puy P P
b I PR S & &
201
10 A
_____ 104
0 T 0 T T T T T
0.0 0.2 0.0 0.2 0.4 0.6 0.8 1.0
[} [} [}
(a) (b) (c)
Manufacturer Wins Win Win Manufacturer Wins Win Win Manufacturer Wins Win Win
Retailer Wins Retailer Wins Retailer Wins
70 4 120 A 800 -
at k;=5.0 7001 at k,=6.0
60 1 100
______________________________________ 600 1
50 4 80 -
500 4
& & 60 —/ & 400 1
30 4 A —
300 4
40 A
204 200 orecememenmenennnace s Lo
20 4
10 1 100 4
0 . . . . : 0 . . . . . 0
0.0 0.2 0.4 0.6 0.8 1.0 0.0 0.2 0.4 0.6 0.8 1.0 0.0 0.2 0.4 0.6 0.8 1.0
el el e
(d) (e) (f)

Figure 3. Baseline Sustainability (BS) model vs. Partial Sharing (PS) model over 0 at different k,, i.e.,
(a) atk, = 1.0, (b) at k, = 2.0, (c) at k, = 3.0, (d) at k, = 4.0, (e) at k, = 5.0, and (f) at k; = 6.0.
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As k, increases, the range of 6 decreases. However, it increases after a certain value of k.
Intuitively, when 6 = 0 (6 = 1), retailer’s (manufacturer’s) profit in PS will be zero; thus, when k,
is very low, i.e., k, = 1 in Figure 3, PS with very low (medium to high), 8 will not be preferred by
retailer (manufacturer). A similar pattern is also observed in Figure 3 at k, =2, 3, 4 and 5. In these
cases, the range of Win-Win (chance of consensus) decreases. The increased k, leads the manufacturer
to sacrifice its additional profit that can be gained under PS, because the increased k; can be viewed
as increased bargaining power of the retailer. However, when k; is extremely high (i.e., at k, = 6 in
Figure 3), retailer’s effort level will be very high (as shown in Figure 2 in Section 3.2) compared to
manufacturer’s effort level. Therefore, the range of Win—Win will locate at very high 6.

PS will be selected only when both parties can enjoy additional profits from PS. In Figure 3,
however, PS does not have Win-Win range when k, = 5. Thus, now we investigate whether FS can be
selected under our parameter set (i.e., there exists the possibility that FS can be a better mechanism
for both parties). In Figure 4, we compare BS, PS, and FS simultaneously. The first, second, and third
columns of Figure 4 represent manufacturer’s best choice, retailer’s best choice, and Win—-Win choice
(overlaps of first and second columns, i.e., chance of consensus in mechanism decision made by both
parties) over 6 and <y at different k,, respectively.

Red and blue points in Figure 4 represent the manufacturer’s and retailer’s best coordinates of
(0, v) within the Win-Win range, respectively. As we can observe, the range of # within Win—-Win
range under FS is expanded compared to that under PS, which implies that FS provides more chance
that both parties can achieve additional profits than PS. When k; = 1, intuitively, the manufacturer
wants to share less unit profit margin. To induce the retailer to participate in the FS, the manufacturer
might offer less fixed cost sharing portion y than 6, i.e., @ > v, reducing retailer’s responsibility in
JSD cost.

As k; increases (from k, = 1 to 5), the range of 6 and < within Win-Win (located in FS) range
is extended, which can be interpreted as the manufacturer and retailer having more options in the
(6,7) coordinates. However, manufacturer’s and retailer’s maximum performance is more likely
to be on the diagonal (§ = 7) line. The conflict between manufacturer’s preference and retailer’s
preference becomes more overt, i.e., the Euclidian distance between red and blue points increases.
Finally, at k; = 6, there is no chance that the two parties can make a consensus with FS. In this case, PS
provides two parties with a chance of consensus in mechanism decision. Therefore, we can conclude
that FS can be the best sharing mechanism that provides the most additional profits to both parties,
simultaneously. However, as the impact of the retailer’s effort in the JSD increases, the degree of
conflict between two parties increases, thus PS could be the alternative when the impact of a retailer’s
effort becomes very high. This implies that, in the general decision-making scenario (manufacturer
moves first and then retailer follows), more flexibility in the sharing mechanism provides more chance
the total channel profit is closer to first best (channel profit achieved under centralized structure).
However, the increased flexibility generates more competition between the two parties, in terms of
additional profit sharing. Therefore, we can conclude that, if the relationship between the impacts of
sustainability efforts is inconsistent with the decision-making sequence (i.e., the impact of retailer’s
effort is higher than that of manufacturer’s effort on consumer demand), the sharing mechanism that
has less flexibility (PS) can lead to consensus rather than the one that has more flexibility (FS).
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Figure 4. Baseline Sustainability (BS) model vs. Partial Sharing (PS) model vs. Full Sharing (FS) model 6 at « = 100, B = 10, k;; = 3.0, A, =2.0, A, =3.0, ¢, = 1.0, and

¢ =5.0.
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5. Conclusions and Implications

The extant sustainability literature has highlighted that SC members can gain both financial and
operational benefits from a SC-wide sustainability, and JSD had been viewed as an ideal approach for
creating a sustainable SC. However, bounded rationality and potential opportunistic behaviors have
discouraged SC members from making meaningful investments and commitments for JSD [15,16]. As a
result, no guidance has been provided on how SC members could collaborate on their sustainability
development efforts to achieve the intended economic performance. To bridge this gap between the
theoretical benefits and the real-world application of JSD, this study proposed different contractual
arrangements, based on game-theoretic approach, for both manufacturer and retailer to better engage
them in JSD.

First, we investigated how the impact of SC members’ sustainability development efforts on
consumer demand influences their decisions in terms of pricing and JSD effort levels. Our analytical
investigation found the manufacturer behaves opportunistically when the impact of a retailer’s effort
on consumer demand is low. When the impact of a retailer’s effort on sustainability is low, in other
words, the retailer increases its effort to develop sustainability, while the manufacturer decreases its
effort. However, such opportunistic behavior did not occur when the impact of retailer’s effort on
sustainability was relatively high (k, = 5.0 in our numerical experiment). That is, manufacturer becomes
cooperative with retailer, and both retailer and manufacturer increase their efforts on sustainability
development. These results show why individual sustainability efforts of manufacturer or retailer
are often unsuccessful in drawing the expected sustainability performances, which call corporate
sustainability practitioners’ attention to their SC counterpart’s opportunistic behavior in sustainability
development. This reaffirms that corporate sustainability is not just one company’s isolated decision
but very context dependent with regard to the demand impacts of SC members’ sustainability efforts.
Our findings further confirm that companies occupying different positions in the SC have differential
impacts on consumer demand and, thus, can behave opportunistically in JSD implementation, which
reinforces the need for contractual safeguarding as a governance mechanism.

Second, the current research provides corporate sustainability practitioners with a set of
contractual arrangements as governance mechanism for preventing JSD participants from opportunistic
behavior. In doing so, our numerical examples showed that both manufacturer and retailer should
align their revenue sharing mechanism (PS or FS) with their decision-making sequence and impacts
on consumer demand. Specifically, if the manufacturer, whose impact on consumer demand is higher
than that of the retailer, decides its own sustainability development effort level and wholesale price
first and the retailer follows, both parties are more likely to choose a flexible sharing mechanism
(i.e., FS). In this case, channel profit is close to the one under a centralized SC. On the other hand,
if the impacts of JSD efforts do not match with the decision-making sequence of manufacturer and
retailer (i.e., manufacturer makes decisions first or later while its impact on consumer demand is lower
or higher than that of retailer), the two parties might choose a less flexible sharing mechanism (i.e., PS)
whose channel profit might fall far below what could be obtained under centralized SC. These results
prove that a revenue sharing mechanism can serve as an effective governance mechanism against
opportunism and enable the manufacturer and retailer to devise and implement a mutually beneficial
JSD program.

Finally, we provide detailed guidelines for the mutually beneficial contract (i.e., preferred
derivative of revenue sharing mechanism) that can encourage both SC members’ JSD efforts. A series
of numerical experiments were carried out to compare the effectiveness of three different contractual
mechanisms SC practitioners may consider in pursuit of JSD: no sharing (BS), unit profit margin sharing
(partial sharing; PS), and total profit and fixed cost sharing (full sharing; FS). We first confirmed that
both the manufacturer and the retailer could gain more profits under FS than under PS mechanism.
To encourage the retailer to participate in the FS, the manufacturer could offer a share of retailer’s JSD
cost. The agreement on JSD between manufacturer and retailer is more difficult to reach when the
impact of retailer’s effort on consumer demand increases. PS can be an effective alternative in such
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situations. In a general decision-making sequence, a flexible sharing mechanism provides a better
chance of achieving the total channel profit closer to the one under centralized SC (first best). As the
flexibility increases, however, manufacturer and retailer can compete against each other in sharing
additional profits. If the relationship between the impacts of sustainability efforts is not consistent with
the decision-making sequence, a less flexible contractual arrangement (such as PS which is an inferior
mechanism in terms of channel profit perspective) would be better for leading to consensus than more
flexible ones (such as FS which is superior mechanism). We expect retailers and manufacturers that are
or interested in developing or managing sustainability practices across their value chains could adopt
our framework and check whether the right contractual arrangements are in place.

There are several research limitations to this study, which suggest promising avenues for future
research. For instance, we consider additive form in Equation (6) but the different demand—price
functions, such as a multiplicative form or an exponential form, may yield additional results and
implications. Moreover, we did not consider an SC coordination issue in this study. In addition, we
only considered one manufacturer and one retailer setting. Investigating JSD issues with multiple
manufacturers and retailers from an SC coordination perspective would provide more practical
implications (including not only vertical competition but also horizontal competitions in a dynamic
SC). Finally, more sophisticated contractual arrangements can also be considered in JSD. For example,
price discount contract and fixed quota policy might provide more specific and realistic managerial
implications. Despite these limitations, this study makes significant contributions to the theory and
practice of sustainable SC by highlighting the potential of a revenue sharing contract as a governance
mechanism and providing detailed action plans to ensure JSD commitments from manufacturer
and retailer.
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Appendix A

Proof for Proposition 1. First, we solve the baseline problems under decentralized SC. We can
revise Equations (1) and (2) using 8[p — (¢r +cm)| =p —w —c,and (1 —0)[p — (¢r +cm)] = w — ¢
as follows:

TP = 0[p — (cr + cm)](« — p) (A1)

Hrfri =(1-=0)[p— (cr +cm)](a — Bp) (A2)

It can be shown that I8 and I15, are concave in p and w, respectively. Thus, equilibrium retail
price and wholesale price are given by

B o Cr +Cm

& & Crtcm
Pt

26 2

and wP* = (1-0) { } + ¢y, respectively (A3)

Now, we solve Equation (3) for centralized SC. The total SC profit function can be revised under
the assumption of unit profit margin sharing as follows:

Miotar = [P = (er 4 cm)] (@ = Bp) (A%)
Again, it is easily shown that HE) 11 18 concave in p and optimal retail price is given by

o cr+c
Pioal = 25+~ =P (A5)

Therefore, there is no double marginalization under unit profit margin sharing. If we solve 15

for p under decentralized SC, without the unit profit margin sharing structure, then p5* = % + B
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We claim that pB* = 2/5 + w“' > 2/3 + C”’zﬂ’ = ptotul & w — ¢y > 0, which is always true, since the
manufacturer’s unit profit margm should be non-negative by definition. This implies that we can expect
that double marginalization will arise without the unit profit margin sharing structure. Therefore, the
unit profit sharing condition, p —w — ¢, = ©(w — ¢y ), can remove the double marginalization effect. J

Proof for Proposition 2. Retailer’s and manufacturer’s problems are given by:

A 2

BS _ _ _ Ml

p>1323<>0{n = (p—w—cr)(a—Bp+kmtim + k1) > } (A6)
max < T155 = (w —c) (a — Bp + ku —I—kiy)—)\m’?m2 (A7)

w200 | " " e 2

As we assumed the manufacturer moves first and the retailer follows, i.e., the manufacturer
decides wholesale price and sustainability development effort first and the retailer will then decide
retail price and its sustainability development effort. Thus, we solve the problems by using backward
induction, i.e., solve retailer’s problem first and then solve manufacturer’s problem.

BS
It can be easily shown that HFS is concave in p and #;, since AL> ke(p—w—cr) — Aoty

a1y
2171BS BS 2171BS
aag{’z =-A <0 a% =a— (2p —w —cr)B+ketty + kit and aal;f; = —2B < 0,FO.C. gives
k(v —w—
77}1?5* — r(p )\w CT’) (A8)
T
pBS* — o+ (w+cr)B + kmtim + ety (A9)

2p
921158 Q211BS . ) 5 .
Note that anop = opag = kr. Thus, Equations (A8) and (A9) holds iff 28A, — k,~ > 0, ie,,
positive definite. Plugging Equations (A8) and (A9) into Equation (A7) gives

(w—cm)(p—w—cr)k® + [(w—cm) [0 — (w+ c) B+ kmtim] — Amtim?] Ar

I1Bs = ) (A10)
T
Thus, a;;[?"’ = (wfc’")kgfm’"”’" and a;;%s = —Ay < 0sothat FO.C. gives
BSx __ (ZU — Cm)km
ala_[zgls = oc—(Zw—c,,,erc,)ﬁ+km;7m + [p_(m_zcﬂﬂr)]krz and aZHBS =—p- rz < 0sothat FO.C. gives
wBS* — (p+om—cr )k + [a+ (cm — ) B+ kmtjm) Ar (A12)
2(BAy + ki2)
2IIBS g Amki2
Note that 2 871 aw = Joons = 3 . Thus, Equations (A11) and (A12) hold iff BA; + ~4— ’” >0,

i.e., negative definite. Solving Equatlons (A8), (A9), (A11), and (A12) 51multaneously, we can der1ve
the following.
It = kmAr2Bla — Bem + cr)|¥B°
wB* = [Bemki®*AmAr — BAY2 [emkm® — 2B(cm — ) Am — 20Am] — Ckyt A | ¥ B
1B = kpAm (ke® + BAr) [ — B(cm + )] ¥BS
pBS* = [aky®AAr — BA2[(cm + ¢ )km® — Bem + ) Am — 3aAm] — (cm + ¢ )kr* Ay | ¥BS

(A13)
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BS _ 1
where ¥°° = (BAr 2k A+ BB Am—Fm A2 O

Proof for Proposition 3. Retailer’s and manufacturer’s problems are given by:

Ar 72
pgg%o{ﬂfs = 0[p — (cr +cm)][& — Bp + kmipm + kripy] — ;7} (A14)
PS _ Amtm®
max < IL,> = (1—=0)[p — (¢r +cm)][a — Bp + kmtpm + ketpy] — (A15)
w>0,1, >0 2

As we assumed, the manufacturer decides wholesale price and level of sustainability development
effort first and the retailer will then decide retail price and its level of sustainability development
effort. However, retail price is a function of wholesale price and vice versa under a unit profit margin
sharing structure. Thus, the decision on retail price by the retailer will compute the wholesale price
automatically in a backward induction process.

It can easily be shown that TT7® is concave in p and 7, while TT5S is concave in w and 7, since

agg:s =kOlp — (¢r +cm)] — Arypr and "’ggﬂs = —A, < 0so that EO.C. gives (AL6
PSx _ kiblp—(crtcm)]
== A
oIS 9113 .
= 0la — [2p — (¢ + cm)]B + kit + Kmjm] and i —2B6 < 0so that FO.C. gives A1)
PSx __ “+(57+Cn1)/5+km7']m+kr7]r
P = 2
Thus, we solve 75 and p”** simultaneously and update as follows:
yPS* — krbla — (cr + cm) B + kimjm] and pPS* = Arla — (er +cm) B+ Kintm] Yoty (A18)

27, — k20 2B — k20

i D o) §
Note that andp = apog; =
PSx

definite. Plugging #, °* and p

k+6. Thus, Equation (A18) holds iff (Z,B)\r — er9)9 > 0, i.e., negative

PS* from Equations (A16) and (A17) into #, and p of Equation (A15) gives

2 _ 2 2
HZS _ Ay :8[“ (CV + Cm),B ‘; kmﬂm} (1 _ 9) _ Amtm (A19)
(k729 —2MA:B) 2
OIIhS  2kwA2B(1-0)[a—(crtcm)Btkmtm] ofmbs 2Bkm?Ar%(1-6) .
= 202087 Amim and o4 = —Ap + koA pR < 0 (note that if
0211bs

5 >0, nhS* = 0 because the cost of sustainability development is exponentially increasing) so that
F6C gives

280 — —

PSi _ 2kmAr~pBla (ZCV +cm)Bl(1—6) (A20)

Am (k20 — 2BA,)" — 2Bkm?A% (1 — 6)

Plugging Equation (A20) into Equation (A18) updates #°* and p">* as follows:
pSe _ kedmOla—(crtcm)Bl(2BAr—k,20)
T (k20250 —2Bkn?A2(1-0) and

2 (A21)

pps* _ MAwmla—(ertem) Bl (2BAr—k:20) Yoty

T Am(k20—2BAr) 7 —2Bkm2A,2(1-6)
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Finally, plugging p” 5% into the unit profit margin sharing structure we define, ie, w =
(1—=0)[p — (cr+cm)] + cm, gives
ApAm | — 2BA; — k20
wPsr = 21 m[lX (Cr‘|‘§m)m( BAr r ) (1—6) + (A22)
Am (k20 — 2BA,)" — 2Bkm?A% (1 — 6)
We can simplify the equilibriums derived above as follows:
Ny = 2kuA2B(1 — 0)¥FS
WP = A A (2BAr — k:20) (1 — 0)¥PS + ¢y A23)
nES* = ke Am0 (2BAr — k20)¥PS
PP = M Am (2BAr — k20) ¥ + ¢ + cp,
PS __ a—(crtem)B
where ¥ = A (kr20—2BA,)* —2Bkp A2 (1-6)
Proof for Proposition 6. Centralized SC problem is given by:
At At
CPS Ui n
pzo,;;}lzao),(r;mzo{nt"ml = [p— (cr +cm)l[a = Bp + kit + ketpy] — r2r - mzm } (A24)
It can easily be shown that Hg; asl is concave in p, #;, and #,,, since
UEPS* _ k”[p — ()f" + Cm)] (A25)
T
Ml Pl ;
etk = km[p — (¢r + cm)] — At and gt = —Am < 0so that EO.C. gives
771(1:1135* _ km(p *)(\Cr + Cm)] (A26)
m
fota Pl ;
= — 2p — (¢r +cm)]B + ket + kiutpm and = —2B < 0so that EO.C. gives
pcpse — At (et Cm)g; ol L2 (A27)
Thus, we solve 7575%, 7GP5* and pCPS* simultaneously and update as follows:
* kr/\m —\tr m * km/\r —\tr m
157 = S e = Sl g
m(,Br r) m=/\y m(lsr r) m~Ar (A28)
CPSx . MAm [“_(Cr‘i‘cm)ls]
P = X @A k) k2h, O T Cm
Therefore, by definition
A [ —
WCPS* = (1 - 0)[p — (cr + cn)] + om = (1— 0) | Drdmle=eren)Bl T 0 o (ap)

A (2BAr — k2) — kA,
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By simple algebra, we can simplify Equations (A28) and (A29) as follows:

UT(ELPS* — kmArTCPS

wCPS* —_ )\rAm(l _ 9)1IICPS + cm

, , (A30)
77;:' Sx _ kr/\m‘YC S
pePS* = M A ¥CPS + ¢ +

CPs _ a—(crtem)p
where ¥ = X ph k7 kTN, O
Proof for Proposition 8. Retailer’s and manufacturer’s problems are given by:

FS Arﬂrz )\mﬂmz
max < I1,° =0[p — (cr +cm)][a — Bp + kintim + k1] — 7y + (A31)
p=0,17->0 2 2

max {His =1=0)[p— (cr +cm)lla — Bp + kmtm + kpipe] — (1 — ) (ArTmz + MTWZ) } (A32)

WZOJYm >0

It can easily be shown that T is concave in p and 7, since

aarfj:s =kO[p — (¢; +cm)] — Apippy and a;}“is = —A;y < 0so that FO.C. gives

' A33
FSx _ keb[p—(crtcm)] ( )

177‘ - 'Y/\r
ag}fs = 0la — 2p — (cr + cm)|B + kv + kyty] and 321;7155 = —2p6 < 0 so that FO.C. gives o

pFS* — 1"+(Cr+cm),3+km77m+kr777
2p
Thus, we solve #55* and p'S* simultaneously and update as follows:
11}1,-"5* _ Ok, [06 _2(67’2— C_m;{‘82+ km’//m] and pFS* _ 'Y)\r[“ + ,B(Cm + Cr) + k_mﬂn;} - krzg(cm + Cr) (A35)
ByAr — k20 2BvAr — k20

aZHfS . aZHfS

Note that g = dpony = kr6. Thus, the results derived in Equations (A33) and (A34) holds
iff (2[3/\,7 — kr29)9 > 0, i.e., positive definite. Similar to the other equilibrium derivations, plugging
Equation (A35) into Equation (A42) and solving its F.O.C for 7, gives 15*. Simultaneously solving
’755*, 1771;5*/ and pFS* gives

FDx __ 2B(1—)v0la—B(cm+cr)krAm
M = 2B Am 2Br A —0k2) —kn2[2B72 (1—0) A+ (7 —0)0k 2]/
FDx __ 9(07H+Cr)kr2[(G*V)kmzfzﬁ(lf'ﬂ')’)\m]*Zﬁ/\ﬁz[(1*9)(@"*5?)]%2*(1*7)[”‘Jfls(cﬂt*Cr)MM]
pe= 2B 7)1 Am 2B Ar— 0k ) K2 (2B7 (1 6) A, 1 (7~ 0)0K,2) sand - (A36)
FDx _ (27 (1=6)As+(7=0)6k:] [a—PB(em-+cr)Jkm
Mm T 2B(1—7) v Am (2B Ar —0k:2) —km?[2B7*(1—0) A+ (7 —6)0k;?]

Equation (A36) can be simplified

nES* = 2B(1 — )10k A ¥FS,

st* _ 9(cm+c,)kr2[(9—7)km2—2ﬁ(1—7)'y/\m]—1X2_ﬁgzcyj-[ﬁr—)9)(cm+c,)k,,,2_(1—7)[a+ﬁ(6m+cr)]/\m]‘I,Fsl and (A37)

nES* = [2B92(1 — 0)A, + (77 — 0)0k,2] k¥
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Moreover, w!S* =

WFS _ a—B(cm+cr)
2B(1=7) YA (2p7Ar —0ks®) —kn*[2B7* (1=0)Ar +(7—6)0k;*]
(1—0)[pFS* — (cm + ¢r)] + cm can be derived by the unit profit margin sharing structure.

where
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