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Abstract

The competition of the industry greatly, the industry is also change greatly, so
companies need to have process of innovation cost reduction, and a part of the
products differentiation is important to companies competition. Consumers have to
much choice of production.

This study, based on Milliou(2004) ~ Buehler and Schmutzler(2008) - Garella &
Lambertini(2012),We construct a mathematical model to upstream manufacturer have
two manufacturers, another downstream manufacturer have two manufacturer, they
used process innovation of products cost down, Another upstream manufacturer
non-vertical integration with downstream manufacturer, their products have
differentiated. Vertial-integration manufacturer and process innovation compare with
non-vertical integration manufacturer and process innovation compare with
non-vertical integration manufacturer and product differentitation, the firm investment
of research ~ profit - critical part key parts and components with firm effect. Discuess
two upstream manufacturers and two downstream manufacturers how to effect firms -
market and consumer prefereces. We obtain the following conclusions is:

1. When the market expansion,vertical-integration manufacturers and process
innovation,the manufacturers zero of critical part key parts and components and
products price reduction,demand increased and the profit increased.

2. When the market scale expansion and consumer preferences
changed,vertical-integration firm and process innavation, the product
undifferentiated.So the consumer demand reduced and profit reduced ; by
contract,non-vertical-integration firm and product differentiated,consumers have
more choice to product.And consumer demand increase and profit
increase,although critical part key parts and components is not zero.But the firm’s
profit and demand all increase.

3. Vertical integration is not vertically integrated manufacturers and competition
between firms reinvested a positive relationship of R & D expenses.

Keyword: asymmetric vertical-integration,verical-integration,product
differentiation,consumer preferences,process innovation
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