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A Multiple-Brand Dealer's Referral Reward Program

Hyun Sik Kim*

Abstract

As customer referral is known to be a key driver for success in marketing, we can often
observe marketers' diverse marketing programs to stimulate customers' referral behaviors,
These efforts are not limited to the cases of service marketers or manufacturers, but also
retailers are inclined to use referral reward scheme to stimulate customers' referral behavior,
Recently we can see multiple-brand retailers' efforts to stimulate customers' referral behavior,
Ramsey car dealer, Kmart, and Best-buy are to be examples of them,

However, despite increasing needs for helpful guidelines for them, there have been scarce
studies that elaborate on manufacturer-retailer channel's optimal referral reward scheme to
stimulate customers' referral behavior, Especially, even fewer research shed light on the case of
the distribution channel wherein multiple-brand retailers are included.

In this paper, we investigate via game-theoretic modeling what referral reward scheme is
optimal for multiple-brand retailers in a distribution channel to stimulate customers' referral
behavior.,

We investigated some topics as follows:(1) What level of referral rewards is optimal for the
multiple-brand retailer under diverse level of differentiation between multiple brands ?,(2)
What level of referral rewards is optimal for the multiple-brand retailer under diverse level of
customer's threshold to ignite referral behavior ?

We focus on the optimal referral reward level for a mutlple-brand retailer in a distribution
channel to stimulate customers to refer new customers, We consider three players in the game,
a mutlple-brand retailer and two competing multiple brand manufacturers, Our model is of
complete information game type. We build and analyze a game model of retailer Stackelberg
leader channel structure. In our model, multiple-brand retailer moves first, and two competing

manufacturers move next simultaneously. Our model is of a single period.

* Associate Professor of Marketing, School of Business, Hallym University
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Structure of the game in this study is as following
figure,

Competing manufacturers' objective functions in the game are as follows:
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Variables in the model are as following table,

1T manufacturer profit(i=1,2)

T multi—brand retailer profit

V customer total value

T threshold level of perceived value for referral
b level of competition between brands(0{b{1)
a conversion rate of referral(0¢a1)

Rmi referral reward from manutfacturer(i=12)
Rri referral reward from retailer(i=1,2)

aRj expected referral reward(j=m1,m2,r1,r2)

wi wholesale price(i=1,2)

mi retail margin(i=1,2)

wi+mi retail price
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Stages of the game are as follows,

(Stage 1) A multiple-brand retailer sets performance-based referral reward level(Rri), and
retail margins for each brand items(mi),

(Stage 2) Two manufacturers simultaneouly set performance-based referral reward level
(Rmi), and wholesale prices of each brnad item(wi), Then, representative customer refers new

customers based on total referral reward from manufacturer and retailer,

Our model is a dynamic game of complete information. So we try to find a subgame perfect
equilibrium to derive useful implications. In order to obtain the subgame perfect equilibrium,
we solve the problems backward from stage 2 to stage 1. By completely knowing follower's
optimal reaction to the leader's potential actions, we can fold back the game tree backward.

Our findings are as follows:(1) As competitiveness between multiple brands distributed in a
channel gets higher, multiple-brand retailer had better increase referral reward level but each

manufacturer had better decrease it. ,(2) Profit of multiple-brand retailer is a increasing function

Equilibriun of each variable in the game is as following table,

Stages of | Decision

L\ ¥
the game | variables Equilibriun;(e)

2(K6—45T) + 30T+ 14K T)

Rr1 R:l =

60 — 845+ 2357
Stage - m = 30— 9b—4bT+ 25T
60— 845+ 2357
Multi—brand o 0
. . _ 2(K6—45T)+30T+14
retailer Rre | K= 60— 845+ 237
. 30—9b—4bT+2K T
m2 M2 60 — b+ 2317
« _ 2(=6+3b— 25T+ 18T+ 1K T)
Rmi | &= 60— 846+ 2317
Stage 2: wi W, = 264+2T— PP T— K71+ 1))
60— 845+ 235
Manutacturer 2(—6+3b—25bT+18 T+ TH T)
. _ 2(=6+ 18747
1.2 Rm?2 Rop= 60 — 84b+ 2317
_ 26+42T—PT— K1+ 1)
we v 60— 845+ 2357
- ot A6 —6T+5bT+2(2—3b+ 1) T
60 —84b+ 235
e 1= 2[P 741~ 196 7) + 385! T2 +60(3— 3T+ 27%) — 120b(3 — 4 T+ 3£) + (183 — 441 T+ 398 7%)]
! (60— 845+ 2317)*
2 1= 2[P 7141~ 196 7) + 385! T2 +60(3— 3T+ 27%) — 1206(3 — 4 T+ 3£) + (183 — 441 T+ 398 7%)]
2

(60 — 845+ 2317)*
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of competitiveness between multiple brands distributed in a channel. (3) The referral reward
level of multiple-brand retailer is a increasing function of the threshold level of expected
surplus to ignite customer referral behavior, when low and middle level of competitiveness
between multiple brands, but decreasing function when sufficiently high level of
competitiveness between multiple brands. ,(4) Profit of multiple-brand retailer is a decreasing
function of the threshold level of expected surplus to ignite customer referral behavior.,

One of the major contributions of this study is that the current study firstly suggest some
managerial implications for marketers in a multiple-brand retailer how to stimulate the

customers to refer new customers,

Keyword : multiple-brand dealer; distribution channel; customer referral; referral rewards; game

theory



