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Abstract

We consider the problem of procurement contracting in a one-supplier-one-buyer relationship,
where the buyer’s cost information is private, but they have opportunities to transact
repeatedly. The supplier moves first by offering a whole-sale price contract, after which the buyer
can either accept by ordering from the supplier, or reject the offer and seek his outside
option. After profits for both are collected, the game re-starts again, altogether for N times. The
key interest of this paper is to see if the buyer’s true cost information can be revealed during the
repeated interactions (without a screening contract). We find that the buyer’s ‘information
advantage’ persists in the initial phase of the repeated game. However, as the game goes on, such
an information advantage gradually dissipates, and the buyer starts to randomize between accept
and reject the contract. Therefore, his private information is revealed in a probabilistic
fashion. The supplier’s long-run equilibrium strategy is of a threshold type: She starts with
offering a low selling price and keeps doing so until her belief about the buyer’s type is over a
threshold. These results indicate that repeated supply chain relationships have significantly
different dynamics than those observed in a one-shot supply chain relationship. We discuss
insights that are helpful to firms in shaping their strategies in their long-time supplier relationship.
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