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Strategies of quality improveament in supply chains based on shelf space
allocation

LU Qi-hui', ZHU Dao-li
1 School of M anagement Zhejiang U niversity H angzhou 310058 Chna
2 School of M anagement Fudan Unwersity, Shanghai 200433 China

Abstract This paper consders a supply chan with o can peting m anufacturers and a canmon retailer The
products provded by the wo manufacturers are highly substitutable The maiket demand of each product is
based on the difference degrees of product quality and the shelf space of each product The analysis shows that
the retailer s optin al strategy of shelf space allocaton is that he ratb of product’ s respective shelf space is e
qual to the ratio of the respective product’ s revenues relatwe to total revenues W e consider three scenarbs in
the supply chain In the scenario of non-quality- mprovemenj we investigate re htons of shelf spaces andm ar
ket demands to intrnsic den ands margin profits and the elasticity of shelf space In the scenarp of one-sde
quality-improvement we show that asproduct’ s intrinsic demand increases the optimal levels of quality m-
provement and shelf spaces increase In the scenarb of sinu ltaneous quality- mprovemen{ theman results n-
drate that as the responsiveness ofmaiket demand to the difference of quality levels or the elasticity of shelf
space ncreases the intensity of quality canpetiton ncreases and manu facturers adopt a hgher quality level
The retailer and them anufacturerw ith cost advantageous of quality- mprovemen tw ill benefit fran the quality-
mprovement campetition while the manufacturer w ith cost d isadvantageous of quality-improvement and the
whole supply chainw ill bse The consumerw ill benefit fran quality canpetition

Key words shelf space allocatbn Nash equilbriun; coowd nation pntl decisbn retail canpetiton



