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ABSTRACT 

Shipping policy is critical for online retailing from a Marketing and Economics perspective. To design the 

most suitable contingent-free-shipping (CFS) policy, this paper proposes a coordination mechanism between 

an online retailer and a delivery operator in a decentralized supply chain. Since the CFS policy affects not only 

the amount of consumer orders but also the real order value, we first analysed the consumers’ purchasing deci-

sion based on the consumer utility theory. Next, we applied a Stackelberg model to simulate how the delivery 

operator decides the price of the delivery service and the retailer sets the CFS threshold in succession. Com-

pared to the centralized case, the optimal CFS threshold is higher in the decentralized case without coordina-

tion. The expected profit of the whole supply chain decreases by 25%. We further propose a mechanism that 

uses modified quantity discount contracts to coordinate the supply chain. The results show that our QD con-

tract design may aid in coordinating the supply chain and compel the retailer to choose the system-wide opti-

mal quantity discount threshold value. Finally, we present a numerical example to illustrate the findings of the 

models and provides suggestions for applying quantity discount contracts. 
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