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Abstract

In this paper, we analyze a decentralized assembly system that consists of one assembler who
produces final products from multiple components each having a number of potential
suppliers. A component can be either single sourced from one long-term supplier, or
competitively sourced from multiple suppliers. The configuration of single- and
competitively-sourced components determines the sourcing structure. A system is more
competitive if the number of competitively sourced components increase or the competition
at any competitively sourced component intensifies. By analyzing a general assembly system,
we find that competition at component level improves the predictability of suppliers’ strategic
behaviors; but short-term competitive sourcing does not necessarily lower the assembler’s
cost. Under a more competitive sourcing environment, both the assembler and the entire
channel are not worse off, but the suppliers as a group suffer a loss in terms of their share of
total channel profit. The preference of a profit-driven assembler is in line with that of the
channel, but is to a large extent in contrast to that of the suppliers who, in most
circumstances, prefer a system where both single and competitive sourcing coexist.
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