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Abstract 

We discuss how and when supply chain alliances in terms of collaborative sourcing benefit 

partner firms. We take heterogeneity of the customer base into account. When the products of 

firms are differentiated, we find that joint consideration of sourcing, pricing, and demand 

generation objectives may result in non-trivial outcomes. 
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Introduction 

There exist many group purchasing organizations around the world. In healthcare, we see 

Provista, Novation, and Innovatix; in manufacturing The Manufacturers Association of Central 

New York; in logistics Transplace, and Nistevo-IBM as successful examples of such 

collaborations. However, we also observe failed attempts. One such example was the 

collaboration among GM, Chrysler, and Ford, Renault-Nissan, and Peugeot-Citroen starting in 

2000. This attempt attracted a lot of attention in press and also in the business world. It was 

called “CoVisint” for integrated supply chain and sourcing operations. “Covisint – the most 

spectacular e-business venture in the automotive industry – has not lived up to its promise. After 

four years of struggle and despite the involvement of some of the biggest industry players, the 

residual of Covisint was taken over by Compuware Corporation in February 2004. Inflated 

ambitions, a vague business model, insufficient support from the sponsors and a lack of trust and 

acceptance among automotive suppliers led to failure.” 

We are interested in understanding the underlying theoretical foundations behind these 

mixed results in terms of the success of collaborative sourcing initiatives. Our research questions 

are twofold: 1. Under what conditions, a manufacturer may be willing to collaborate on sourcing 
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with a retailer? 2. How are these conditions affected if the two end-products were in direct 

competition in a market with a heterogeneous customer base? 

 

Literature Review 

Collaborative supply chain management models are reviewed in Erhun and Keskinocak (2011). 

In this literature supply chains are traditional where one supplier provides material to one 

manufacturer, that manufacturer supplies the end product to the retailer who eventually serves it 

to customers.  

In literature, there are also collaborative procurement models where the structure of the 

supply chain is expanded to include multiple manufacturers. Mathewson and Winter (1997), 

Anand and Aron (2003), Marvel and Yang (2008), Nagarajan, Sosic, and Zhang (2010), and 

Erhun (2011) investigate the supply chain and collaborative buyer groups.  

Specifically, group buying of competing retailers is investigated in Keskinocak and 

Savaşaneril (2008) and Chen and Roma (2011). In these models, there is one supplier supplying 

materials to multiple retailers who eventually serve the same market. Hence, competition is a 

topic of discussion in these papers.  

We add to this literature by introducing a new supply chain network. In this network, 

there is a national brand produced by the manufacturer and there is a store brand produced by the 

retailer. These products are in direct competition at the market while both are sold at the 

retailer’s stores. We discuss how a collaborative sourcing initiative works in such a network. 

 

Model and Analysis 

In this stylized supply chain model, one supplier provides material offering a quantity discount. 

Both to the manufacturer’s product and retailer’s product are supplied by this supplier. Retailer 

buys the manufacturer’s product and sells them together with its own product at its locations.  
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In the first model, we assume that the manufacturer’s product and retailer’s product have 

independent demands. In this model, group buying benefits all. Prices are reduced, demand for 

each product increases, and both the retailer and the manufacturer enjoy increased profits. Full 

details of the model, solutions, and propositions can be found in the full length paper (Yayla-

Kullu, 2014).  

In the second model, we introduce competition between the manufacturer’s and the 

retailer’s products. Moving forward we need to review more literature as this structure 

contributes to the store-brand competition literature. Marketing field has paid considerable 

attention to the competition between national brand and store brands. More recently, operations 

management researchers started to contribute to this growing field. Raju et al. (1995), Sayman et 

al. (2002), Morton and Zettelmeyer (2004), Kumar and Steenkamp (2007), and Heese (2010) are 

noteworthy studies on this topic. We learn from this literature that the store brand and national 

brand products are differentiated by quality where national brand is considered to have better 

quality than the store brand. On the other hand, the retailer earns a lot more from the store brand 

compared to the national brand due to double marginalization issues.  

For the intricate demand model we adopt the model used in Yayla-Kullu et al. (2013).  

Customers have heterogeneous willingness-to-pay (valuations for quality) along the continuum 

[0,1]. Those who have higher valuations buy the national brand product and those in the middle 

buy the store brand product. Low valuation customers choose not to buy anything at all. Hence, 

in this heterogeneous market, products are in direct competition and retailer has differing 

incentives when it comes to pricing these products.  

As a result, we found that with the group buying option, retailer sets the optimal prices 

such that the demand for the national brand is non-existent. Full details of the model, solutions, 

and propositions can be found in the full length paper (Yayla-Kullu, 2014). 

Conclusions 

In this proceedings paper, we summarize our study on group buying among supply chain 

partners.  
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Our findings indicate that if the end products have independent demand structures, all 

parties benefit from the end results. However, when there is a quality differentiated product 

structure with heterogeneous customer base in terms of quality valuations, group buying is a 

lethal option for the national brand manufacturer. With the group buying option retailer can price 

the products such that only the store brand would have positive demand. Full details of the 

model, solutions, and propositions can be found in the full length paper (Yayla-Kullu, 2014). 
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