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Abstract: This paper constructs a chain-to-chain price competition model consisting of two manufacturers and
two exclusive retailers, where the retailers provide pay-needed extended warranty services. Each supply chain
has two types of vertical contract strategy options: Either a wholesale price or a sales-rebate contract. The
research aims to study the dominant conditions and design mechanism for sales-rebate contract under which
both the manufacturer and the retailer can be better off, and to reveal how the retailers’ extended warranties and
market competition affect the choice of sales-rebate contracts. The results show that when market competition
is lower than a certain threshold which depends on extended warranty length significantly, and when the sales-
rebate parameters are set in a rational range, both supply chains conducting the sales-rebate contract are the

dominant strategy equilibrium which profits all members in the industry.
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