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Vertical alliance and profit sharing contract based on diseconomies of scale
under chain-to-chain competition

ZHAO Hai=xia Al Xing—zheng TANG Xiao-wo
School of Economics and Management University of Electronic Science and Technology of China Chengdu

610054 China

Abstract: Based on chain4o—chain quantity competition and the manufacturers’ scale diseconomies we not
only identified the valid mechanism for vertical alliances formation and the alternative range of profit sharing
contracts but also analyzed the impact of product competition and scale diseconomies on the choice of alli—
ances and profit sharing contract. The results show that the vertical alliance which contributes Pareto improve—
ment to both the manufacturer and retailer is a dominant equilibrium when (i) the quantity competition be—
tween the two supply chains is very weak and no matter whether the manufacturer’ s production exhibits dis—
economies of scale; (ii) the quantity competition is fierce relatively and the manufacturer’ s production exhib—
its high diseconomies of scale. What is more the manufacturer’ s proportion range of profit sharing will de—
crease with the increased intensity of quantity competition under this condition. However the range of the
manufacturer’ s profit sharing proportion will increase with the increased intensity of scale diseconomies when
the manufacturer exhibits a proper intensity of scale diseconomies and the retailer faces relatively fierce compe—
tition but decrease when the manufacturer exhibits a higher intensity of scale diseconomies.

Key words: chain to chain; quantity competition; scale diseconomies; vertical alliance; profit sharing



