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Abstract

Retail sales in e-commerce increased by twofold in the U.S. over the past 3 years, accounting for over $15 billion in the first quarter of 2004 alone.  A salient phenomenon that accompanies this rapid expansion of retail e-commerce is the emergence of intermediated electronic markets (IEM) that significantly enhance comparison shopping for online consumers.  The growing popularity of IEM has particularly interesting implications for retailers adopting the everyday low pricing (EDLP) strategy.   The most well known example is Wal-Mart, the retail giant famous for its “everyday low prices” motto.  In the traditional channel, Wal-Mart strategically locates their stores away from malls and other specialty stores that engage in frequent price discounts.  By making price comparison costly to consumers, they are able to avoid intense price competition and capture a solid base of loyal customers who have already formed a favorable image of Wal-Mart in terms of their below average prices, though which may not be truly the lowest in the area.  The absence of such geographical barriers in the online environment along with the existence of IEM may have devastating effects to the competitive advantage of these sellers.  Using game-theoretic modeling and econometric methods, this research provides new theoretical perspectives and empirical evaluation on the strategic pricing behaviors of online EDLP retailers and offers managerial advice on optimal pricing and participation decisions in intermediated electronic markets.
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