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Supply Chain Profits

Collaboration

Supply Chain Profits

Contracts

Distributor

Retailer

Manufacturer
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Why work in some cases, not in others?
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How is this initiating contract formed, and how important is it?
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Retailer
Supplier
(vendor)

Customer
orders

Information on
Inventory Levels
(EDI, Internet, etc.)

Inventory 
Shipments
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Retailer
Inventory 
Level
After Demand Supplier pays penalty of b+/unit

Supplier pays penalty of b-/unit

(z, Z)VMI Contract
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Standard Deviation = 20, Q = 0
hS=5, hR=10, p=200, Outsourcing=150, Normal (100,20 2)
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Standard Deviation = 100, Q = 200
hS=5, hR=10, p=200, Outsourcing=150, Normal (100,100 2)
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Traditional Revenue 
Sharing

# Tapes 
Purchased

10 30

Price per Tape $60 $9

Purchase Cost $600 $270

# Rentals 300 500

Rental Revenue 
($3/tape)

$900 $1500

Retailer’s Share 
of Rental 
Revenue

$900 
(100%)

$750 
(50%)

Retailer’s Profit $300 $480

Blockbuster (retailer)
Traditional Revenue 

Sharing

# Tapes 
Purchased

10 30

Price per Tape $60 $9

Revenue Selling 
Tapes

$600 $270

# Rentals 300 500

Rental Revenue 
($3/tape)

$900 $1500

Supplier’s Share 
of  Rental 
Revenue

$0 (0%) $750 
(50%)

Supplier’s Total 
Revenues

$600 $1020

Supplier Costs 
($10/tape)

$100 $300

Supplier’s Profit $500 $720

Rentrak (supplier)
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Traditional Revenue 
Sharing

# Tapes 
Purchased

10 30

Price per DVD $15 $1

Purchase Cost $150 $30

# Rentals 300 500

Rental Revenue 
($4/DVD)

$1200 $2000

Retailer’s Share 
of Rental 
Revenue

$900 
(100%)

$100 
(50%)

Retailer’s Profit $1050 $970

Retailer
Traditional Revenue 

Sharing

# Tapes 
Purchased

10 30

Price per DVD $15 $1

Revenue Selling 
DVDs

$150 $30

# Rentals 300 500

Rental Revenue 
($4/DVD)

$1200 $2000

Supplier’s Share 
of  Rental 
Revenue

$0 (0%) $1000 
(50%)

Supplier’s Total 
Revenues

$150 $1030

Supplier Costs 
($1/DVD)

$10 $30

Supplier’s Profit $140 $1000

Supplier
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