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Supply chain extended warranties service two part tariffs contract

option of competing retailers

Zheng Chen, Ai Xingzheng, Li Xiaojing, Wang Ganfu
(School of Economics and Management, University of Electronic Science and Technology of China,
Chengdu 610054, China)

Abstract: This paper studies a distribution system in which a manufacture supplies a common product to
two independent retailers and directly sells the extended warranty to the customers. Considering the Weibull
distribution of product failure and extended warranty cost, this paper establishes a game model to explore
the main drivers of pricing strategy of the manufacture and retailers, and the consequences of total sales and
profitability. This paper shows that for both the centralized and decentralized models, the optimal prices of
the extended warranty are increasing in the extended warranty length, and decreasing in the warranty price
sensitivity, and that the optimal price of products is increasing in intensity of retail competition. Finally, it
develops a two-part tariffs which could achieve supply chain coordination, and gives the conditions under

which both the manufacture and retailers can achieve Pareto improvement.
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