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The role of partial supply chain integration on manufacturer encroachment

LI Jin=i'  YI Yuin®™
1. School of Digital Economy and Management Suzhou City University Suzhou 215104 China;
2. Management School Jinan University Guangzhou 510632 China

Abstract: A great number of research has studied the problem of manufacturer encroachment on a centralized
or decentralized supply chain. However the partial supply chain integration is very common in business prac—
tice. It is divided into the partial forward integration ( the upstream firm holds a part of the shares of the down-
stream firm which is recorded as PFI) and the partial backward integration ( the downstream firm owns a part
of the stocks of the upstream firm which is noted as PBI) . This paper explores manufacturer encroachment
under the two partial integration structures. It is found that encroachment is a dominant strategy for the manu—
facturer but not necessarily beneficial to the retailer under PFI. If and only if the manufacturer holds a
small share and the direct selling cost is high the manufacturer encroachment will bring a win-win outcome.
However encroachment is no longer the dominant strategy for the manufacturer under PBI especially when
the retailer holds a large stake and the direct selling channel is inefficient. In addition when the manufacturer
builds a direct channel but does not sell ( only display product information) encroachment is always beneficial
to the manufacturer and disadvantageous to the retailer ( i. e. resulting in a win-ose situation) under PFI
while it may lead to win-win windose and lose-win outcomes under PBI.

Key words: partial supply chain integration; manufacturer encroachment; game theory



