IEEE Access

Multidisciplinary : Rapid Review : Open Access Journal

Received November 14, 2021, accepted December 12, 2021, date of publication December 15, 2021,

date of current version January 18, 2022.

Digital Object Identifier 10.1109/ACCESS.2021.3135830

Contracts Selection Under Quality Uncertainty

in Refurbish Decisions

YANG BAI“', WENQI SONG “2, AND XINGSHUAI WANG "3

!Business School, Shandong University of Technology, Zibo 255000, China
2Department of Ophthalmology, Zibo Central Hospital, Zibo 255000, China
3School of Economics, Shandong University of Technology, Zibo 255000, China

Corresponding author: Xingshuai Wang (keen919@163.com)

This work was supported in part by the National Social Science Foundation of China under Grant 21CGLO050.

ABSTRACT With the rapid development of the information technology industry, refurbished products
play significant roles in this challenge of environmental, economic, and social performance revolution.
Meanwhile, when the refurbished product is launched in the market compete with new products, how and
whom to repair the used products effectively and what kind of effective coordinate incentive mechanisms
utilized to alleviate conflict and achieve the challenge become one of the most significant issues. Therefore,
this study compares two refurbishing structures (manufacturer refurbishing and retailer refurbishing) under
three different contract incentive mechanisms (wholesale price, revenue sharing, and reward points contracts)
in two periods closed-loop supply chain (CLSC) model with demand uncertainty. Our results show that the
manufacturer should allow his retailer to refurbish used products under the condition of using reward points
contract strategies. It will help improve the whole channel performance and create much higher profits.
Meanwhile, all channel members benefit from the reward point contract in the manufacturer refurbishing
scenarios. However, manufacturers prefer revenue-sharing contracts while retailers prefer wholesale price

contracts in the retailer refurbishing scenarios.

INDEX TERMS Refurbished products, channel coordination, closed-loop supply chain.

I. INTRODUCTION

Rapid advancements in the information technology industry,
increasing the replacement frequency of the electronic
productions generations. For example, as the new smartphone
generation is introduced, customers are willing to change new
one even if the phone is still working well [1]. According
to various researchers, the waste of electrical and electronic
equipment (WEEE) will increase to 27.22 million tons
by 2030, up from 6.03 million tons in 2014. It grows
in the average increase rate of 3-4% every year [2]. The
wasted of WEEEs contain amass of lead, cadmium, arsenic,
and selenium, the toxic chemicals that would cause severe
pollution to the environment.

Meanwhile, many precious metals contained in the WEEEs
can be easily reused after refurbished. Consequently, for
environmental and economic purposes, WEEEs refurbished
developed rapidly. The U.S. government began to implement
Waste Electronic Products Recycling Law in 2002 and the
European Union in 2003 [3]. Therefore, effectively recycling
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and repairing the used products and achieving the challenge
of environmental, economic, and social performance become
one of the most significant issues for the manufacturers [4].

Meanwhile, with the rapid growth of the refurbishing
market, many retailers such as Game Stop, Best Buy, and
Newegg are also involved in refurbishing used products [5].
Although the retailer takes some market share from
the manufacturer, the manufacturer faces competition
from refurbished products, and the retailer’s benefits
in the refurbishing market lead to conflict. However,
prior research [6] highlighted that appropriate contract
and incentive mechanisms might be achieved a win-
win situation and increase all channel members’ profits.
Therefore, it is unwise to restrict access to spare parts
and not share repair manuals to prevent other players’
refurbishing their products [7]. Meanwhile, how and whom
to effectively refurbish the used products and how to achieve
environmental, economic, and social performance become
one of the most significant issues for the manufacturer and
retailer.

Therefore, this study compares three contract incentive
mechanisms: wholesale price contract, revenue sharing,
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TABLE 1. Summarize relevant literature.

Authors Supply chain Contract type Demand
structure uncertain
MR RR TR MW MR MP
Debo et al. [8] 4 v v
Atasu et al. [9] v v v
Chen and Chang v v v v
[10]
Agrawal al. [11] v v
Yan et al. [12] v v
Niu et al.[1] v v 4
Timoumi et al. [7] 4 v v v
This study v 4 v v 4 v

MR, RR, and TR represent manufacturers refurbishing used products,
retailers refurbishing used products, and third-party firms refurbishing used
products, respectively. MW, MR, and MP represent wholesale price
contracts, revenue sharing contracts, and reward points.

reward points contract in manufacturer (such as Apple
and Samsung), and retailer refurbishing (such as Best
Buy) models in the refurbishing CLSC. Our research
presents important issues, and our observations provide
valuable academic and business managerial implications
in the two periods refurbishing CLSC. Therefore, the
following questions are investigated in this research: (1) when
refurbished products are competitive with the new product,
which contract incentive can be utilized to alleviate conflict
and achieve win-win. (2) whether and when the manufacturer
should allow his retailer to refurbish products, such as iPhone,
to Best Buy. (3) when the production cost increases, how
would the cost increase affect the channel members’ demand
and performance?

The rest of this paper is organized as follows.
Section 2 briefly reviews the relevant literature. Section 3
describes the methodology and model setting. Section 4
analyzes the different scenarios and illustrates key outcomes.
Finally, the Conclusion and managerial implications are
discussed in Section 5.

II. LITERATURE REVIEW

Our work contributes to the refurbishing (remanufacturing)
closed-loop supply chain (CLSC). The previous literature
closely related to our study can be classified into three
streams: the first stream studies the secondary market
for refurbishing CLSC. The second stream investigates
the three different widely explored contract and incentive
mechanisms in the refurbishing (remanufacturing) CLSC,
and the third stream considers the demand uncertain in the
refurbishing (remanufacturing) CLSC. We summarize some
of the relevant literature in Table 1.

A. SECONDARY MARKET FOR REFURBISHING CLSC

Heese et al. [13] investigate that the manufacturer produces
new products as well as refurbishing used products. Ferrer
and Swaminathan [14] consider the competition between
manufacturers and refurbishing firms. Oraiopoulos et al. [15]
investigate relicensing of software in the IT sector as
a consumer should buy the refurbished hardware from
a remanufacturer and must purchase a license for a
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bundled software from the manufacturer. They present that
achieving the refurbishing used products secondary markets
increase not only all the channel members’ profits but also
enhances their impact on these firms’ competitive advantage.
Huang et al. [16] formulate how firms sell used products
through secondary markets. Liu et al. [17] commend that
the manufacturer can benefit from the secondary markets by
refurbishing of sale used products. Giirel and Gullu [18] study
how the secondary markets for remanufactured products
affect the inventory control policy. The key difference
between this study and the above research is that we compare
the refurbishing strategy between manufacture and retailer.
Moreover, they did not reach the refurbishing strategies under
different contracts either.

B. CONTRACT AND INCENTIVE MECHANISMS IN THE
REMANUFACTURING CLSC

Savaskan et al. [6] highlight that an appropriate contract
could coordinate the CLSC. Song et al [19] study
the efficiencies of wholesale pricing contracts, buyback
contracts, return contracts, and consignment contracts.
Su [20] examines the different performances of the buyback,
returns contract, and rebate contract. Atasu et al. [11] study
the wholesale pricing contract provided by the manufacturer
for the new products as well as the refurbishing products.
Gu and Tagaras [21] investigate the buyback and return
contract in the CLSC. De Giovanni [22] considers a revenue-
sharing contract in the CLSC, and he finds that the
contract incentive mechanism could help all the channel
members to achieve a win-win. Mafakheri and Nasiri [23]
consider the manufacturer sharing refurbishing products
selling revenue to the retailer to recoup the collection cost
spent by the retailer. He [24] uses the supply risk-sharing
contracts to resolve the closed-loop supply chain risk.
Taleizadeh et al. [25] investigate the two-part tariff contract
in a dual-channel closed-loop supply chain. They find that
the two-part tariff contract can coordinate the CLSC when
the manufacturer is the investor. Niu and Xie [1] set a quality
certification incentive mechanism for refurbished products.
The above researches study on contracts and incentive
mechanisms just focuses on the manufacturer or third-party
refurbishing, they didn’t consider about retailer refurbishing.
Consequently, in this research, we examine the efficiencies
and performance on different contract incentive mechanisms
under manufacturer and retailer refurbishing.

C. DEMAND UNCERTAIN IN THE

REMANUFACTURING CLSC

Mukhopadhyay and Ma [26] developed a mathematical
model taking into account a single product for a single period
to solve the issue of a hybrid system was used, and new parts
are taken as inputs in the remanufacturing process to satisfy
the uncertain market demands. Giri and Sharma [27] study
an optimization benefits model under demand uncertainty in
the refurbishing market. Jena and Sarmah [28] investigate
the optimal price and service coopetition strategies in

6085



IEEE Access

Y. Bai et al.: Contracts Selection Under Quality Uncertainty in Refurbish Decisions

TABLE 2. Contract incentive mechanisms in the REFURBISHING CLSC.

Model Contract incentive mechanisms
Manufacture Wholesale Revenue Reward
refurbishing price sharing points

Retailer Wholesale Revenue Reward
refurbishing price sharing points

Manufacturer ] Manufacturer
Refurbished
New products products o [0
: Refurbished
o oy o L New products products

I; Retailer 4 Retailer
P P2 pr pi P2 | pr

Consumer - L— Consumer

Manufacturer refurbishing
First period ———

FIGURE 1. Channel structure of the refurbishing CLSC.

Retailer refurbishing
Second period - - - ->

uncertain demand and quality to maximize the total profits
of the remanufacturing system. Liao and Deng [29] consider
an EOQ model under uncertain demand for refurbishing
products. They suggest that it is reasonably necessary
to study the additional uncertainty factors in the CLSC
systematically. Zeng and Hou [30] investigate the reverse
mobile phone supply chain under three different situations of
quantity incentive mechanisms. They show that the quality
improvement scheme could benefit the entire reverse mobile
phone supply chain under demand uncertainty. Niu and
Xie [1] use quality certification as an incentive alignment
strategy to coordinate the refurbishing supply chain under
demand uncertainty. However, different from the above
studies, we consider the quality uncertainty of the refurbished
products under different contract incentive mechanisms in
manufacture refurbishing progress and retailer.

ill. THE MODEL
In this paper, we consider three different contract incentive
mechanisms: wholesale price contract, revenue sharing,
reward points contract under manufacturer (such as Apple
and Samsung), and retailer refurbishing (such as Best Buy)
models in the remanufacturing CLSC (See table 2).
Following Timoumi et al. [7], we propose a two-period
CLSC model that the manufacturer (player M) is the leader
and the retailer (player R) is the follower. The manufacturer
sells new products through the retailer. The retailer
subsequently sets the retail price as p; in the first period.
Only new products provided in the first period and used
WEEEs are collected for remanufacturing in the second
period at the refurbishing cost c,. The retailer sells both of the
new products and refurbished products together in the second
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TABLE 3. Summarized notations.

Notations Interpretation
M, R Manufacturer, Retailer
£ Demand uncertain of the refurbished product
B Competition intensity of the new and refurbished
products

[o The production cost of the new product

cr The production cost of the refurbished product

2] Sharing parameter of the retailer's profit agrees to
share

Decision variables

1 Unit new product price in the first period

D2 Unit new product price in the second period

Py Unit refurbished product price

q1 New product demand in the first period

q, New product demand in the second period

qr Refurbished product demand

s The reward points incentive level

w4 The wholesale price of the new product in the first
period

W, The wholesale price of the new product in the second
period

Wy The wholesale price of the refurbished product

period and sets the retail prices as p» and pr, respectively.
which the refurbished products would hurt the demand of
the new products (see Figure.1). The manufacturer produces
the new products at a production cost ¢,, and wholesales
them to the retailer at the wholesale price w;. As Atasu et al.
(2008) assumed, refurbishing cost is lower than producing
a new product, which means, 0 <¢, < ¢;;. The inverse
demand function for manufacturer and retailer are given by

p1=1—q (1
p2=1—q2—Bqr ()
pr=1-Bqp —qr+¢ 3)

Because the refurbished products are derived from the used
WEEEs, and the customers’ quality images are uncertain
for the refurbished products. Therefore, we set & presents
the customers’ demand uncertainty with a mean zero and
variance of o2. If consumers have high environmental
consciousness, they will think the refurbishing products
have a price premium of the environment and are thus
interpreted as the value of the environment. In contrast, if the
consumers have low environmental consciousness, the price
premium would be negative. The parameter § € (0, 1)
measures the competition intensity of the new products and
refurbished products. The notations in the rest of our paper
are summarized in table 3.

IV. SCENARIOS OF THE CLSC

As shown in Figure 1, we study manufacturer and retailer
refurbishing models in the CLSC and derive relevant
equilibrium solutions.

A. THE MANUFACTURER REFURBISHED CLSC

1) WHOLESALE PRICE CONTRACT SCENARIO

In this scenario, the manufacturer refurbishes used products
at the refurbishing cost ¢, and wholesales both of the new
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products and refurbished products together to the retailer at
the wholesale price w, and w,, respectively. By backward
induction, we first focus on the second period. Given the
demand functions of the retailer, the expected profit function
of the retailer can be expressed as follows

-]

oY = B[ (A o) g (o
4)

Given the retailer’s response function, the expected profit
function of the manufacturer can be shown as
)] ®

7tM h =E [q (a)g/[W - cm) +q1,WW (wjruw —Cr

In the first period, the expected profit function of the
retailer can be expressed as

T =l (e o)) @

Given the retailer’s response function, the expected profit
function of the manufacturer in the first period can be shown
as

i = E [ (o™ — e )] )

The expected profit function of the retailer in two periods
can be expressed as follows

2w _ gl a™ e —o™) + g™ (™ — w)™)
R +_ w pﬁﬂV aﬂlw»

®

Given the retailer’s response function, the expected profit
function of the manufacturer in two periods can be shown as

v = E|:q1 (MW—Cm)JrCI’z”W(wSW—Cm)} ©

+ MW ( MW

Wy —Cr

2) REVENUE SHARING CONTRACT SCENARIO

In this scenario, the manufacturer utilizes profit sharing as
an incentive mechanism to coordinate the remanufacture
refurbishing CLSC and ultimately achieve the Pareto-
improving. When implementing the revenue sharing contract
in the model, the retailer pays wholesales of the new
and refurbished products to the manufacture as well as a
percentage of the retailer’s profit. We set parameter 6(0
< 6 < 1) presents the proportion of the retailer’s profit
agrees to share. By backward induction, we first focus on the
second period. Given the demand functions of the retailer, the
expected profit function of the retailer can be expressed as
follows

K —6)p* — ']

Ty = E|: } (10)
+q)® [(1 = 6) pM'R — K]

Given the retailer’s response function, the expected profit
function of the manufacturer can be shown as

MR _ [‘13“ (3" — cm + 0p5"F) } )
AIZ
4l o8~y + 0p)
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In the first period, the expected profit function of the
retailer can be expressed as
MR MR
TR = [‘1 1

{a-opt*-ol®|] a2

Given the retailer’s response function, the expected profit
function of the manufacturer in the first period can be shown
as

ik = B[R (o — e +0p}®)]  (13)

The expected profit function of the retailer in two periods
can be expressed as follows

R {(1 - 6) piIR — w}IR)
{(1 = 0) piIR — AR} (14)
+a* {(1 = 0) p)R — W)}

MR _ | | 4qMR

Given the retailer’s response function, the expected profit
function of the manufacturer in two periods can be shown as

@R (MR — ¢, + 6pMR)
= E | +¢5" (o) — cn + 6p5F) (15)

g (MR — ¢, + op¥R)

3) REWARD POINTS CONTRACT SCENARIO

In this scenario, we consider the reward points contract. The
manufacturer provides financial support to the retailer to
improve his retailer’s demand, which ultimately increases his
demand. We set 0 < s < 1 presents the reward points
incentive level for demand. By backward induction, we first
focus on the second period. Given the demand functions of
the retailer, the expected profit function of the retailer can be
expressed as follow

ZMP _ <q12wp * ﬁM) (5" — @3")
BT (@ S (P - )

Given the retailer’s response function, the expected profit
function of the manufacturer can be shown

(16)

MP <q12\/IP + \/EM> (@ — cm)
iy =E " (17)
(@ +V5") (@ = ) = M

In the first period, the expected profit function of the
retailer can be expressed as

TR = [(qMP+f )( w’l”P)] (18)

Given the retailer’s response function, the expected profit
function of the manufacturer in the first period can be shown

as
it = [(@7 ) i)
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The expected profit function of the retailer in two periods
can be expressed as follows

(a4 + v5") (A7 = i)
+5") (PP —od?) | 20)
(@ +5) (1 - o)

Given the retailer’s response function, the expected profit
function of the manufacturer in two periods can be shown as

MP _ p +(q/2\4P

(4 + V5" (A = )
=E | + (g4 +5") (@ — c) @D
+ (g + ) (ol — ) = M

B. THE RETAILER REFURBISHING CLSC

1) WHOLESALE PRICE CONTRACT SCENARIO

In the retailer refurbishing model, the retailer refurbishes used
products at the refurbishing cost ¢, in the second period,
sells both of the new and refurbished products together to the
consumers at the prices p» and p;., respectively. By backward
induction, we first focus on the second period. Given the
demand functions of the retailer, the expected profit function
of the retailer can be expressed as follows

RW) +q5 (pfw

Given the retailer’s response function, the expected profit
function of the manufacturer can be shown as

7TM =k [qz ( RW _ cm)] (23)

In the first period, the expected profit function of the
retailer can be expressed as

i =E[d O o) e

Given the retailer’s response function, the expected profit
function of the manufacturer in the first period can be shown
as

why =E [612 (pRW —c,)] 22)

i = E[afV (of - )] (25)

The expected profit function of the retailer in two periods
can be expressed as follows

,,Igw:E[qu(Pf o) + g5 (RW §W)}

)
(26)

Given the retailer’s response function, the expected profit
function of the manufacturer in two periods can be shown as

xRV —E[qlfw( RW _Cm) + &Y <w§W
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_ cm>] 27)

2) REVENUE SHARING CONTRACT SCENARIO

In this scenario, the manufacturer utilizes profit-sharing as
an incentive mechanism to coordinate the remanufacture
refurbishing CLSC and ultimately achieve the Pareto-
improving. When implementing the Revenue sharing contract
in the model, the retailer pays wholesales of the new products
as well as a percentage of the retailer’s profit. We set
parameter 6(0 < 6 < 1) presents the proportion of the
retailer’s profit agrees to share. By backward induction, we
first focus on the second period. Given the demand functions
of the retailer, the expected profit function of the retailer can
be expressed as follows

ot E[q’"*{(l — 0) p&R RR}}
+¢fR{ (1 — ) pR

Given the retailer’s response function, the expected profit
function of the manufacturer can be shown as

n,{f,’?z =E [quR (a)gR —cm+ GpgR) + 9p§Rq§R] (29)

In the first period, the expected profit function of the
retailer can be expressed as

TRh = [qRR {(1 — ) pfk RR}] (30)

Given the retailer’s response function, the expected profit
function of the manufacturer in the first period can be shown
as

(28)
— ¢

ity = E g (ofF = an+ 6pFF) (31)

The expected profit function of the retailer in two periods
can be expressed as follows

RR{(I e)p RR}
R = E| +g5*{(1 - 0) pfF — wfF} (32)
R{(1—6)pk

Given the retailer’s response function, the expected profit
function of the manufacturer in two periods can be shown as

ke _ [q’f" G

4
ol (0}

—¢)

—Cm+ prR)

)
— cm + OpRR) + Gp’qufR}

3) REWARD POINTS CONTRACT SCENARIO

In this scenario, we consider the reward points contract.
The manufacturer also provides financial support
to the retailer to improve the retailer’s demand.
By backward induction, we first focus on the second
period. Given the demand functions of the retailer, the
expected profit function of the retailer can be expressed

as follows
R
[ ) - o)

R
+ (qu + 5 ) (A

kb = (34)
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TABLE 4. The equilibrium outcomes of three contract scenarios in the
manufacturer refurbishing.

TABLE 5. The equilibrium outcomes of three contract scenarios in the
retailer refurbishing.

Manufacturer Refurbishing Retailer Refurbished
MW MR MP MW MR MP
1+cp, 1- 0 1+c, —Cm 6
1) — w — Z
! 2 nt 5 ° 2 ! 2 mt 55 ° 2
® 1+cp, . 1—cm _g 0 © 1+cp, Cm+B—cpb 2 +[2-B(1—c)]0
? 2 nt 5% 2 2| =B-c) 2-0 4
® 1+c, 1-6)A+c.—0) 0 2
i 2 2_¢ 2 q 1-cp 1—-cp 1
a 1—tnm 1—cnm 1 ! 4 22-0) 2
4 22-0) 2 a0 1-cp 1-¢n—B1-¢c) B(l—=c)(2—-¢)
g | L-m—-pU-c) 1-cn—Bd-c) 1 —BA—c) E —2(1-6)
41— 21-p5(2-06) 21+p8) 41— B% 41 -6) - p*(2-0)°
. 1—c¢, —B(l—cp) T—c, —B(1—cp) 1 . A (1-8)[C-D] F(1-0)
i 4—4p? 21 =p*H(2=6) 2(1+p) RCED) EQ-6) 4(1-6) - p*(2-0)°

Given the retailer’s response function, the expected profit
function of the manufacturer can be shown as

71,5,132 = [(Q§P + \/§R> (a)§P - cm> - SR] (35)

In the first period, the expected profit function of the
retailer can be expressed as

it = E[(af +35°) (bR = o) G0

Given the retailer’s response function, the expected profit
function of the manufacturer in the first period can be shown
as

R
jTAIEIPI = [(CIIfP + /s ) (wRP

The expected profit function of the retailer in two periods
can be expressed as follows

(57 +V5") (PP = f7)
PE |+ (a8 + V5" ) | 38
+ (a7 + V") (o )

Given the retailer’s response function, the expected profit
function of the manufacturer in two periods can be shown as

RP R RP
2R _ | (" + 5 )R(w —n)
() o

The equilibrium outcomes of the three contract scenarios
in manufacturer and retailer refurbishing are summarized in
Tables 4 and 5, respectively.

Lemma 1: Comparison of different w and g in manufacturer
refurbishing

1 wMP > oMV > a)MR,
EZ; (1) MW 1

&) wﬁp o - %
(4) MR

>qMW >qMP
) qi”W>q*”
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- cm)] 37)

(39
— cm) —sR

Here,A=2—-¢,2-B)—-B( —c, +B),B=plc, —(1-6)?*]+
(1-6)%C=2-6)—1~-cp)B D=p*1-0)—c.(2—p*-6),
E=(1-8%)Q2-6), F=2+82—¢) - 2c,.

(6) When 0 <6 < Ol,qg’lw > qlz"’R > q2 given
B e (1 CC’" ) Otherwise, g5V > )P > g}R given

pe (1)
6(—2+cute )(—1+82)

Here 0’ = 5o 5 e, bt e T
Lemma 2: Comparison of different @ and ¢ in the retailer
refurbishing

(1) When 0 <6 < 61, 0f" > ofR > ofF given p €
(Z2.1). When 6 < 6< 1,ofW > of > %,
. I1—cp
glv&:nﬁé(1 i ,1)

(2) When 0 <60 < 91,w§W > a)gR > wgp, given
B € (1 Cm 1) When 6, < 0< l,a)2 > a)gP >

1—c¢,

1—c
(3) When 0 <60 < 61,¢f > ¢fR > RV given
Be (1) When 6y < < 1,g% > gff > k",

WXR, given B € (ﬂ 1).

1—c,>
given B € (1 i”’, l).

@) g8 > gBR > gRP given B € (11 Cc”” 1)

(5) gfP > gfR > gRV  given B € (11 CC"‘, 1)
Here 61 = —rp S e Errd

Lemma 1 and 2 compare the wholesale prices and
quantities of the manufacturer and retailer refurbishing
in two stages under three different scenarios. (1) Under
manufacturer refurbishing scenarios, in the case of reward
points contract, the manufacturer aggressively sets high
wholesale prices (0}f, &3F, and w!F) of the new and
refurbished products, followed by wholesale price and
revenue sharing contracts. The manufacturer sets high
wholesale prices in the reward points case because the
manufacturer offered financial support for reward points
for unit products. He wants to recoup part of his cost
through increased wholesale prices. On the other side, high
wholesale price increases retailers’ high purchasing cost and

and 6, =
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15f oqy oa,
1 O‘ P odw] _ auw) _ oy ”fi ‘ijm
dcy  dcy  dcy
0.5
1 1 I I 1 ﬁ
Q. 1.0
05¢F .
- " ~ 7
dgy gy oq)
'1 O C = - oy fjf}”
Oy 2y
15¢L
(a) Effect of c on w and q in MW scenario
15F
. . ) dgy gy
[ Oy dug —T=
1.0 ] =" == acy  dom
i’.JC};_r l’.JC};_r acy
05E
L L 1 L 1 |8
0.2 0.4 0.6 0.8 1.0
05F | ; .
agy  dgr adq1
—1 G r fjﬁm JC;- ﬁCm
-15F
(b) Effect of c on w and q in MR scenario
w )
aem ey
1of o i
acr der
— &
05k 8cm ey
dup o
acr ac;
. L2
-------- & acm
_____ .
-05 der
B4y
acm
-10 )

(c) Effect of c on w and q in MP scenario

FIGURE 2. Effect of new and refurbished production cost changes on
outcomes in the manufacturer refurbishing, where ¢ = 0.4.

ultimately leads the retailer to decrease purchases. In the
second period, high revenue sharing is erosion part of the
retailer’s market demand, which leads ¢’® < . (2)
Under retailer refurbishing scenarios, in the case of wholesale
price contracts, the manufacturer aggressively sets the high
wholesale price in the two-period CLSC model. High revenue
sharing encourages the manufacturer to mark down the
wholesale price, which increases the retailer’s purchasing
cost and decreases the retailer’s purchase. In the second
period, financial support for reward points could stimulate
consumers’ enthusiasm to buy the products, which increases
the retailer’s market share.

Proposition 1: The effect of costs ¢;,, and ¢, on w and
g in manufacturer refurbishing are summarized in table 6.
Figure. 2 presents how the equilibrium wholesale price and
demand are affected by new and refurbishing production
cost ¢;; and ¢;..
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TABLE 6. Effect of costs on wholesale prices and demands in
manufacturer refurbishing scenario.

Manufacturer Refurbishing
MW MR MP
dy | 1_ -6 _ 90, 5-28 _
dc, | 2 2-0 ac, 12—4p" "
dw, 1 <0
ac, 12— 48
Oy | T_ -6_ 0, 5-38 _,
ac,, | 2 2-0 ac,,’ G-p
0w, -(1+p) <
dc, 43-p)
ow, 1>0 1—6>0 w, 1+ <0
ac, | 2 2-6 ac, | 4(=3+p)
0w, 5-38
—>0
ac, 4B=5)
dq, 1 1 dq, 3-2p
— | —=<0 -—— <0 -—, —=<0,
ac, | 4 22-0) ac,, 8(=3+p)
9q, 3 >0
dc, 83 —-pB)
5} 1 1 — 2 —
v [ I, I., | _3Fe-mp__
Ocy | F E 83+ A1+ )
F] —
| _Eo Fso 365k
dc,. F E 8(=3+pB)(—1+p?
a 3+(6-5
| £y Foo _3+CE-5hE
dc, | —F E 8(=3+pB)(-1+p%
a 1 1 -3 2-3
| 1oy T, Q3P _
dc, | F E 8(=3+A)(—1+5%)

Here F = 4(—1 + B?).

Proposition 1 indicates that, in the wholesale price and
revenue sharing contracts cases, the wholesale prices of the
new products in the two-period CLSC model always increase
in its own production cost ¢;,. In the reward points case,
the wholesale prices and demands in the two-period CLSC
model depend not only on their own production cost but
also on their competitor’s cost. High wholesale price is
intuitive that will lead to lower demand. In the second period,
the wholesale price of the refurbished products is always
increasing in refurbishing cost c¢,, which lead to a lower
demand ¢;. Additional, in the second period, the new and
refurbished products are competitive with each other, as the
new production (refurbishing) cost increase, leading to a high
new (refurbished) product wholesale price which ultimate
incentive customers transfer to buy the refurbished (new)
products and increase the refurbished (new) product demand.
Additional, as Figure 2 (a) and (b) present, in the case of
the wholesale price and revenue sharing contracts, when
the product competition parameter B increases, the positive
impact of an increase in ¢, on g2, as well as ¢, on g,, and
there is no impact in ¢, on wy, w and g, as well as ¢, on
wy. Figure 2 (c) shows that as § increases, the negative effect
of an increase in both ¢;;, and ¢, on w{, w> and w, as well as
cm on go and ¢, on ¢g,. And there is a positive impact of an
increase in ¢, on g and ¢, as well as ¢, on g and g;.

Proposition 2: The effect of costs ¢;, and ¢, on w and ¢ in
the retailer refurbishing are summarized in table 7.

Proposition 2 shows that, in the retailer refurbishing,
under three different contracts, both of the new and
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TABLE 7. Effect of costs on wholesale prices and quantities in the retailer
refurbishing scenario.

Retailer Refurbishing
RW RR RP
F] 1 1— 2
ﬂ - > 0 _9> 0 aﬂ 6+B
Acm 2 2-6 dcn, | 2(7+ P2
a
I
ac, | 27+p2)
dw, 1 1-0 3+52
— =>0 — AL
ac,, 2 2-0° EYE
dw, B B 48
ac, 2”0 7-0" 745"
F] 1 -1 F] — 2
|l _2<o —— <o Oa, | Zt4+ 59
ac,, 4 22-6) acn, | 47+ B2)
N -3p
3, | a0+ "
0q, 1 -1 1+p2
= -<0 —<0 S
ac,, F< 2E _7+632+B4<0
a 2
90 | By £ oo __PA+E)
¢, F 2E —7 + 68% + B4
g, 1-BB-(1-
q _§>0 £>0 BI3— (1 -8Bl
cm F 2E 2(=7 + 6% + )
>0
] 2— B2 —-B2(1-6)—E 7+8 - B3
99, | ( B)<O B*(1-6) <0 +8 ﬁ(+ﬁ)<0
ac, F 2E(1-6) 2(=7+ 6%+ p*)

refurbished products’ wholesale prices are always increasing
in their production costs. In contrast with proposition 1,
because the refurbishing system transfers to the retailer,
as the refurbishing production cost increase, it leads to
a low refurbishing product, which incentivizes retailers
to buy more new products. It ultimately promotes the
manufacturer’s increase wholesale price of the two-period
CLSC model. Additionally, the high wholesale price also
leads to a lower demand similar to the manufacturer’s
refurbishing model. Meanwhile, in the second period, the
new production (refurbishing) cost increase also leads to
a high increase in the refurbished (new) product demand.
In addition, as Figure 3 (a) and (b) present, in the case
of wholesale price and revenue sharing contracts, when
the product competition parameter S increases, the positive
impact of an increase in ¢, on w; and g3, as well as ¢;, on g,
and there is no impact in ¢, on w1, w>. As B increases, the
negative effect of an increase in ¢, on ¢», as well as ¢, on
qr. Figure 3 (c) shows that as g increases, the negative effect
of an increase in ¢, on g and ¢, as well as ¢, on ¢g; and g,.
And there is a positive impact of an increase in ¢, on wi, wy
and ¢ as well as ¢, on wy, wy and ¢;. Meanwhile, as the
competition is stiff (8 is high), the impact between production
and wholesale price or demand is strong.

Proposition 3: In manufacturer refurbishing scenarios,
there exists a threshold o™, that could lead both the
manufacturer and retailer to obtain the highest profit under
reward points contract in the two-period CLSC model so that

@)) JTAA;YV < ﬂz(%lj < n%f
2) nMR < nlx/} < rr%P
() R <y < mRi
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FIGURE 3. Effect of new and refurbished production cost changes on
outcomes in the retailer refurbishing, where ¢ = 0.4.

MR MP
(4) When 0 <g? < o MIM < Ty < Typy-
Otherwise, ”Rz < TR, < 7TR2
2 2
Here GM — 2(— 2+cm+cr) (—148°) (el+e2)9, e; = 16(—1+

2+B%(=2+0)—76+2p86
¢ + B) 2¢ [er + 8 (— 1+,3)+cr( 6+pB)Bl,ex =

S [=T+B 2+ Bl +cr [—168 + ¢ {(—=T+B 2+ B}
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FIGURE 4. The manufacturer’s preferences reward point scenario and
revenue sharing scenario, where ¢;; = 0.6,¢ = 0.5,62 = 3.

Proposition 3 shows that the manufacturer prefers to
choose the reward points contract strategy in the first period,
which means the manufacturer could get more profits than
other contracts under the reward points contract. Followed by
arevenue-sharing contract. Profit under wholesale contract is
always the lowest. On the other side, the retailer prefers to
choose the reward points contract strategy in the first period.
Through this strategy, he gets more demand, which ultimately
leads to a high profit. In contrast with the manufacturer,
no one wants to share his profits. Therefore, the retailer
prefers wholesale price contract to revenue-sharing contract
and the retailer in the second period. In addition, when the
sharing parameter is low in the second period, it is better
for the manufacturer if the channel chooses a reward points
contract. However, the manufacturer needs to offer financial
support for reward points for the unit product, followed by
the revenue sharing and wholesale price contract. when o2
is sufficiently large, the manufacturer prefers to choose a
revenue-sharing contract strategy because through retailer
pays percentage of his profit to the manufacturer, and it will
benefit the manufacturer more than other contracts (Figure 4).
As a result, when the manufacturer refurbishes in the two-
period CLSC, it can implement a reward points contract to
achieve Pareto-improving for all channel members. This is
also supported in the real world in which Apple and its retailer
very glade Apple refurbishes Macbook Pro 13 inch by itself
and get all channel members win-win.

Proposition 4: In retailer refurbishing scenarios, both the
manufacturer and retailer obtain the highest profit under

reward points contract in the two-period CLSC model, so that
(D) ”%Z < néz; < n}égj
2) n%v< T[RI% < nR)e
() my, < JTMI; < iR
4) 7RR RP 7
() TRy < TRy < Ty
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Proposition 4 presents that the manufacturer prefers to
choose a revenue-sharing contract strategy in the first period
because the manufacturer has to compete with retailers in
the refurbished product’s market. He needs the incentive
mechanism to get more profit. He can get profit directly
from the retailer revenue-sharing contract. Under the reward
points contract, the manufacturer needs to offer financial
support for reward points for the unit product. Although
this strategy could increase demand, it is not as well as
revenue sharing contract. Profit under wholesale contract is
always the lowest. On the other side, the retailer prefers to
choose a wholesale price contract in the first period. This
means, the revenue sharing and reward points contract is not
attractive for the retailer. That’s because the retailer can profit
from selling new products and selling refurbished products.
However, revenue sharing and reward points contract could
increase his refurbished products demand in the new product
market, but it could not recoup his loss from the refurbished
product market. As a result, when retailers refurbishing in
the two-period CLSC, it is not in the retailer’s interest to
employ the contract incentive mechanism. The manufacturer
under contract incentive mechanism is better off in the
retailer refurbishing model, while all channel members
under contract incentive mechanism are better off in the
manufacturer refurbishing model.

Proof of Proposition 4. It can easily demonstrate that

nﬁlflv}/ — nﬁlfﬁ = %< 0, Then, since the sign of
first-period manufacturer profit outcomes nﬁvf - nlfff; ,
and nﬁlffi - nIR%}iI} the first-period retailer profit outcomes
nkW — gRR 7RV — 7RP and ng‘f/ — 7R second-period
manufacturer profit outcomes Ty — nﬁlg,nﬁvg — nﬁlff;,

and rrﬁlf,g — nﬁ%, the second-period retailer profit outcomes

RW RR __RW RP RR RP :
TRy — TRy TRy — TRys and TRy — TRy heE}Vﬂy depen.ds
on all parameter values, one can numerically verify

RW RP RR RP RW RR
that /| — 7y, <0, my, — mp> O,mg" — mp'> 0,

RW RP RR RP RW RR RW

TRy — Tri > 0.7ty — 7Ry < Oy — iy < 0,7y —
RP RR RP RW ___RR _RW __RP

Ty < 0,7ty — > 0,7y —Tgy, Ty —Tgy,  and
RR RP 1

Ty — g, always holds. O

Proposition 5: Effect of costs on remanufacturer’s
preferences in the manufacturer refurbishing.

(1) In the first period, for the manufacturer, we have:

MW MR
87.”’M1 — _(l_cm)<0’37[M1 =_(1_Cm)<0’
dcm 4 dcm 22-10)
dmift _ (1=2B)[=8+e, e (126 +2B]
Im 16(3 - B)* ’
oyt _ St ten0-28)+28
gcr 163 - p)° '
]We set 0'2 = 3,c;m; = 0.6,c, = OS’ﬂ = 05,0 = 04. By usin% the
benchmark parameter values, nAIfIVlV - nﬂlfﬁ = _0.0039,7-[511; — ﬂfi“ -

0.0011.7RY — zBR = 036278V — 7BF = 0.045, 78R — 2RP =

RW RR _ RW RP _ RR RP _
—-0.317,7 — Ty = —0.3627,7&1‘,{2 = Typy = —0.0133,71M2 — Ty =
0.3494, 78V — 7KK = 0362, 78 — 7RV = 0.045, and 7K — 7RV =

—0.317.
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FIGURE 5. Effect of cost on channel members’ preferences in the
manufacturer refurbishing, where ¢;; = 0.6,¢, = 0.5,0 = 0.4.

(2) In the first period, for the retailer, we have:

871%“/ _ = 1 —=cm) <0, Sn%R
dem 8 dcm
(U= (1—6) amMP
T 2(2-0)? " dem
(T =2B)[—8+c, + cu (T —2B) + 28]
= 26 ’3)2 <0,
ampl”  —84c, +cm(7—2B) +28 0
e, 32 (—3+8) =

(3) In the second APeriod, for the remanufacturer, we have:

oMW MR oMb
M2 (), M2 < (), M2 < (. the effect of costs on

dcy > dcr > dcy
oMW g MR g MP ) ]
M2 M2 and —M2 as B increases, the relation
dcm ey _B_Cm K K
between the positive and the negative effects will

gradually change.

4) In Mtv?e second period, for the retailer, we have:

o MR dmMP

2 0,55 < 0,5 < 0. the effect of costs on
I r r

o a MR amMP . .
R2 R2 R2

Ges e, and —2%- as f increases, the relation

between the positivme and the negative effects will
gradually change.

Proposition 5 indicates that, in the first period, as the
product competition parameter B increases, the new and
refurbished product become more substitutable, the cost
increase of new and refurbished production ¢, and ¢, have
a negative impact on all of the channel member’s profits
under three different contracts. It is intuitive to note that the
cost increase will decrease the profit. In the second period
(Figure 5), the cost increase of refurbished production c, has
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FIGURE 6. Effect of cost on channel members’ preferences in the retailer
refurbishing, where ¢ = 0.6,¢, = 0.5,0 = 0.4.

a negative impact on both the manufacturer’s and retailer’s
profits. However, as the g is sufficiently high, an increase
in ¢, the relation between the positive and the negative
effects will gradually change. Which means, both of the
channel members will benefit from the new production cost
increase. As the refurbishing cost increases, it will increase
the unit price of the refurbished product, and the demand will
transfer to the new product market, which will increase the
demand for the new product. Therefore, the negative effect of
an increase in ¢, underperforms its positive impact, which
leads all of the channel members to benefit from such an
increase. In addition, as production costs increase, all of the
channel members’ profits become more and more sensitive
under wholesale price and revenue sharing contracts as the
competition parameter § increases.

Proposition 6: Effect of costs on remanufacturer’s
preferences in the retailer refurbishing.

(1) In the first period, for the manufacturer, we have:

871151‘}1‘/
s
—(1=cp) IR — (1 =)
ST 4 "%, 202-0) 7
87tﬂlffl’
dem
= (848 [8+ B(—14¢, + B)—cn(8+57)]
- 4(7+B2)
0 am ke _B [8 + B(—1+c,+B)—cm(8+57)] o
e 4(7+p)’
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FIGURE 7. Comparisons the performance of MR and MP in the
manufacturer refurbishing scenarios, where ¢y = 0.6,¢, = 0.5,6 = 3 (up)
and ¢cp = 0.6,¢cr = 0.5,0 = 6 (down).

(2) In the first period, for the retailer, we have:

Bnglw _ = 1 —cm) <0 Bnllgfe
dcm 8 T e
(= —9)< am kP
T 2(2-0)? " dem
= (8487 [84+ B(=14c, + B)—cn(8+B7)]
8(7+p2)°
_ o 0t
ey
_ B[8+ B(=1+cr + B)—cn(8+87)] —0
8(7+52)°
(3) In the second period, for the remanufacturer, we have:
37TM2 37rM‘g 3711{;1; 37rAIf[‘g
S22 < 0. the effect of costs on Bes s ot ek,

o
3 CM 2, d M 5 as B increases, the relation between the

positive and the negative effects will gradually change.
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FIGURE 8. Comparisons the performance of RW and RR in the retailer
refurbishing scenarios where ¢;; = 0.6,¢, = 0.5,06 = 3 (up) and
¢m = 0.6,¢ = 0.5,0 = 6 (down).

4) In the second Ferlod for the retailer, we have:

on W anR ar
5) 52-<0,58< O, Ty < 0. the effect of costs on
dcy 8
37r W ankR ar
k-, & and WQ as B increases, the relation
m m m

between the positive and the negative effects will
gradually change.

Proposition 6 presents that, in the first period, as B
increases, due to symmetry, it has the same impact on all
channel member’s profits under three different contracts as
in the manufacturer refurbishing scenario. In the second
period (Figure 6), for the manufacturer, the cost increase
of refurbished production ¢, has a negative impact on the
manufacturer’s profit. That’s because, as the refurbishing cost
increase, it will push up the unit price of the refurbished
product, which harms the demand of the refurbished product
market and ultimately lead to a lower revenue sharing from
retailer to manufacturer. However, as the 8 is sufficiently
high, an increase in ¢, and ¢, the relation between the
positive and the negative effects will gradually change. Which
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(b) wherec,, =0.6, ¢ =3 (up) and c¢,, = 0.6,0 = 6 (down).

FIGURE 9. Comparisons the performance of RW and RP in the retailer refurbishing scenarios.

means, the negative impact of an increase in ¢, and c,
underperforms its positive impact, which leads all of the
channel members to benefit from such an increase. For
the retailer, due to symmetry, the production costs have
the same impact on all of the channel member’s profits under
three different contracts as in the manufacturer refurbishing
scenario. In addition, as production cost increases, the
retailer’s profit is almost stable. Only the manufacturer’s
profit becomes more and more sensitive under different
contracts in such the competition parameter 8 increases.

C. COMPARING ON THE TOTAL CLSC PROFIT

In this section, we examine the refurbishing effect of the
supply chain structure on the total CLSC profit under three
different contracts, 74 = 7111“,;[1 + JT% + 711{‘,1’1 + an in the
manufacturer refurbishing and 7 = 7 + 7R +7i, +7R,
in the retailer refurbishing model. Proposition 7 comparisons
of the performance under which contract is better off in

manufacturer and retailer refurbishing model.
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Proposition 7: Comparisons of performance in different
refurbishing models.

(1) In the manufacturer refurbishing, we have:
oMW _ o MP _ o MR

(2) In  the  retailer  refurbishing, @ we  have:
D

Proof of Proposition 7: Comparison of the performance
between wholesale price and revenue sharing contracts we
have

MW _ MR _

|:3+02—4cm+2c,2n—2cr+c%
—2(1—ca)(1=¢))B — (1—c)*B°

16(—1+82)(=2+6)
and compare the performance between wholesale price

and reward points contracts we have 7MW — zMP —
02(=29+68)—(2—c—c,)[94—65¢,—29¢,+6(—4+3¢n+cr) ]

j| 0(—4+ 30)

<0,

o 0.Other

. 64(=34p) . . .
observation results through extensive numerical studies are
presents in Figures 7-10. |
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FIGURE 10. Comparisons the performance of RR and RP in the retailer
refurbishing scenarios, where ¢;; = 0.6,¢c, = 0.5,6 = 3 (up) and
¢m = 0.6,¢cr = 0.5,0 = 6 (down).

‘We have shown in proposition 7 that the revenue sharing
contract always makes the best performance for the whole
CLSC in the manufacturer refurbishing model, followed by
a reward point contract. Profit under wholesale contract is
always the lowest. When g is small and sharing parameter
0 is high, the reward points contract performs better than
the revenue sharing contract. However, the refurbished
and new products are substitutable, which means g is
sufficiently large. Therefore, the revenue sharing contract
makes the best performance in the manufacturer refurbishing
model (Figure 7). In other words, the channel members
always prefer revenue-sharing contracts in the manufacturer
refurbishing scenarios. On the other hand, as the uncertainty
for the refurbished products becomes large, the retailer
revenue sharing percentage is reduced. The prime reason is
demand uncertain of the refurbished product makes the new
product more attractive and increases the demand for the new
product, which the positive impact outperforms the negative
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FIGURE 11. Comparisons the performance of MR and RP, where
¢m = 0.6,¢4 = 0.5,0 =3 (up) and ¢y = 0.6,¢, = 0.5,0 = 6 (down).

impact. Figure 8 indicates that in the retailer refurbishing
scenarios, as § is sufficiently large, the total CLSC under the
wholesale price contract is always better than the revenue-
sharing contract. As the uncertainty for the refurbished
products becomes large, the percentage for the retailer
revenue sharing increases because the positive impact on new
product profit increase underperforms the negative effects on
refurbished product profit decrease. Figures 9 and 10 present
that in the retailer refurbishing scenarios, as f is sufficiently
large, reward points contract performs better than others.

Corollary 1: Under reward points contract, the
manufacturer, the retailer, and the environment are all
better off in the retailer refurbishing scenarios.

Corollary 1 presents that retailers refurbishing CLSC
can simultaneously align manufacturer, retailer, and the
environment achieve Pareto-improving under reward points
contract strategy. On the other hand, through reward points
contracts in the retailer refurbishing scenarios can push up
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both the new and refurbished product, which incentivizes the
retailer to increase the quantity of the refurbished product and
save materials and protect the environment.

V. CONCLUSION AND MANAGERIAL IMPLICATIONS
Nowadays, for environmental and economic purposes,
WEEEs refurbished developed rapidly, which leads to
channel competition with new and refurbished products.
Meanwhile, how and whom to effectively refurbish
the used products and how to achieve environmental,
economic, and social performance become one of the
most significant issues for the manufacturer and retailer.
Prior research on two-period refurbishing strategies mostly
based on manufacturer or third-party refurbishing didn’t
consider retailer refurbishing, and researchers didn’t
consider the quality uncertainty of the refurbished products,
either. Moreover, previous studies did not compare the
performance under different contracts either. Therefore,
this study compares two-period manufacturer and retailer
refurbishing CLSC.

Following the analytical observations derived from
our two-period economic model, we present that the
manufacturer should allow his retailer to refurbish used
products under the condition of using reward points
contract strategies, which means retailer refurbishing
can achieve a better off performance than manufacturer
refurbishing for the whole CLSC performance. On the
demand uncertainty side, we present that even if the large
of the refurbished product demand uncertainty, contract
incentive cooperation mechanism still is a mandatory and
highly valuable approach to be utilized to alleviate conflict
and all of the channel members could benefit in the two
periods CLSC. Consequently, it is suggested that all the
channel members should seek incentive contract cooperation
mechanism. On the other hand, production cost increase has
a negative effect on demand, which means production cost
will influence the attractiveness of refurbishing. Therefore,
valuable managerial insights to business managers are
that manufacturers can afford some technology support in
practice to keep refurbishing moderately attractive, such as
Apple afford proprietary spare parts at Best Buy.

Due to the limitations and other important issues outside
the scope of this research, the future study can be extended in
several directions. In this paper, we develop a linear demand
function study of the two-period CLSC. Demand function
can also be used in other kinds of distributions in the future.
Besides, the difference between new and refurbished products
should also be considered in the future. As online technology
rapidly develops, the online channel can also be extended.
Furthermore, it should be more interesting to information
sharing, lead time decisions, and inventory policies in the
future study.
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