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ABSTRACT

We address a decentralized supply chain in which a manufacturer supplies an item to two
retailers who compete with each other in an uncertain demand market, considering the effects
of price sensitivity, demand stimulation and demand leakage. The objective is to coordinate
the chain and reach Pareto improvement through negotiating the two wholesale prices and
setting the two buyback prices, from which we find a range for each negotiated wholesale
price but only one buyback price for each retailer to achieve our goal. The conflict of
interests between the manufacturer and each retailer and the price and inventory competitions
between both retailers are confirmed. We also learn that the demand-stimulating effect favors
the chain profit, but the demand-leaking effect prompts the high priced retailer to negotiate a
cheaper wholesale price and the manufacturer to negotiate an expensive wholesale price with
the low priced retailer. Many managerial insights are obtained by the numerical examples.
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