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Abstract

This paper attempts to construct an economic model of asymmetric vertical
integration, to discuss the decision-making of optimal production capacity in a
vertical-integrated firm under seasonal fluctuations, and the strategies in respect
purchasing and selling action? At last, we discuss the economic effects on the
seasonal fluctuations. This model and structure are derived from Milliou(2004),
Buehler and Schmutzler(2008) and Luis Santos-Pinto(2010). Also we added Wang
Kuang Cheng(1999) for vertical integration market and strategic trade issues. Those
articles do not discuss the optimal production capacity with the appearance of
strategic purchasing and strategic selling. Thus, we add those issues in this paper,
construct an economic model, and obtain the following conclusions:

1. In order to achieve the optimal production capacity, a vertical-integrated firm
must adopt strategic selling in the low season and adopt strategic purchasing in
the high season.

2. The level of optimal production capacity subject to the seasonal fluctuations and
the occurrence probability of high season: That is, when the degree of seasonal
demand fluctuation and the possibility of the occurrence of high season increase,
the optimal production capacity will increase accordingly.

3. When the gap of market scale between high and low seasons increases, vertical-
integrated firms show a greater tendency to strategic purchasing and selling.

4. When the possibility of the occurrence of high season increase,
vertical-integrated firm also show a greater tendency to strategic purchasing and
selling.

5. When the degree of seasonal fluctuation and possibility of the occurrence of high
season increase, the equilibrium of vertical-integrated firms and non-integrated
firms in the market will increase. In this situation, the price will decrease in the
high season, and increase in the low season.

6. Inthe low season, the profit of vertical-integrated firms will decrease as the
degree of seasonal fluctuation and possibility of the occurrence of high season
increase. In the high season, on the other hand, the profit of both vertical and
non-integrated firms increase.

Key words: seasonal fluctuation, optimal capacity, asymmetric vertical integration,
strategic purchasing, strategic selling
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