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Product Differentiation under Upstream Supply Chain VMI Model

YANG Huaizhen, DONG Ying, HUO Yulong
(School of Business, Guilin University of Electronic Technology, Guilin 541004, China)

Abstract: In order to ease the increasingly fierce homogeneous competition among suppliers and promote the
upstream VMI application, the influence of product differentiation on the supply chain composed of one manufacturer
and two suppliers is studied with the automotive upstream steel supplier as a case study and via a strong — weak sup-
plier game payoff matrix established by combining Hotelling model, manufacturer utility function and supplier func-
tion. It is found that product differentiation strategy can not only make the suppliers at different levels to achieve a
win — win situation, but also set aside options for manufacturers. And this will provide a theoretical basis for product
differentiation strategy to be applied in upstream VMI model.

Keywords: VMI; product differentiation; Hotelling model; steel supplier
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