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OEM’ s manufacturing and procurement outsourcing strategy with competition

WANG Tian—yuan' FU Ke* XU Jia<an®

1. Management College Zhongkai University of Agriculture and Engineering Guangzhou 510225 China;
2. School of Business Sun Yat-sen University Guangzhou 510275 China

Abstract: Manufacturing and procurement outsourcing is a very important problem facing original equipment
manufacturers. This paper builds a game-theoretical model to study an original equipment manufacturer’ s
manufacturing and procurement outsourcing strategy in a competitive environment. The manufacturer decides
whether to outsource the product manufacturing and component procurement to a competitor. It is shown that
the manufacturer’ s optimal strategy is affected by the competitor’ s and manufacturer’ s relative market poten—
tials and the manufacturing investment cost. The optimal strategy may include both production and procure—
ment outsourcing independent production and procurement or production outsourcing while keeping procure—
ment in-house. Interestingly the manufacturer should avoid outsourcing procurement alone under any circum—
stance. The competitor with a much smaller market potential prefers the manufacturer to outsource manufactur—
ing but not procurement. Furthermore there may be win-win strategies under which both the manufacturer and
competitor obtain maximum profits. When the competitor has a much smaller market potential outsourcing on—
ly manufacturing is the win-win strategy; when the competitor has a similar market potential as the manufactur—
er outsourcing both manufacturing and procurement is the win-win strategy.

Key words: manufacturing outsourcing; procurement outsourcing; competition; Nash equilibrium



