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Abstract

Consider a Hotelling linear market consisting of a manufacturer and consumers, where the manu-
facturer is assumed to be rational and the consumers are loss-averse, with the reference price being
the publicly known market price. Consumers are assumed to be heterogeneous. Regardless of
whether a centralized or decentralized sales channel is adopted, the manufacturer’s optimal prod-
uct quality and optimal selling price remain unchanged. However, compared to centralized sale
channel, the price consumers pay for the product is relatively higher in decentralized sales chan-
nels. When the unit transportation cost is high and the reference price is either high or low, the
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manufacturer will extend the product line in the centralized channel to meet sufficient market de-
mand while maintaining the same optimal strategy as before the expansion. If these conditions are
not met, the manufacturer still extends the product line, the manufacturer will be forced to lower
the selling price due to demand overflow.
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Figure 1. The optimal strategy for centralized single store model merchants
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Figure 2. The optimal strategy for decentralized single store model merchants
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Figure 3. The utility of the manufacturer in the first case
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Figure 4. The utility of the manufacturer in the second case
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