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Abstract
In order to cut costs, companies have moved more and more service offerings online. However, the digital systems
providing such services (e-service) have always been complemented with or supported by human-based service (hservice). Whereas h-service has total costs that increase with the demand for services, e-service mainly requires a
fixed investment up-front which can be amortized over the totality of customers served. However, some customers
prefer e-service over h-service and vice versa. Considering the different nature of the costs of h-service and e-service
and the heterogeneity of customer preferences, we derive the optimal mix of h-service and e-service for a service
providing company vis-`a-vis its competitor. Our theoretical analysis finds the subgame perfect Nash equilibria that
determine the optimal positions in a duopoly setting. Using simulation and differential game theory we then study the
competitive dynamics of the system to answer the questions: Among the non-unique equilibria what conditions
determine the final equilibrium? Which equilibrium is more desirable? Based on the values of the cost parameters,
our results show which final mix of service offerings is likely to occur and if there is a possibility for a firm to avoid
getting trapped in a low-profit equilibrium path.
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