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FLEXIBLE MANUFACTURING, UNCERTAIN
CONSUMER TASTES, AND STRATEGIC ENTRY
DETERRENCE*

MyYONG-HUN CHANG

This paper investigates the strategic use of “flexible manufacturing”
technology as an entry-deterring mechanism. It is shown that, when
consumers’ tastes fluctuate probabilistically, an incumbent threatened
with potential entry installs flexible manufacturing technology for a
larger set of probabilities that consumers’ tastes will change, than the
perfectly protected monopolist. The differential probability sets represent
the intent of the monopoly incumbent strategically to use product-design
flexibility for deterring entry into the potential market and maintain its
dominance under fluctuating consumer tastes. This purely preemptive
flexibility is shown to exist under reasonable assumptions on the firms’
payoff structure.

I. INTRODUCTION

IN RECENT years, global competition has taken on a new dimension: flexibility
in manufacturing (Jaikumar [1986], Dertouzos et al. [1989]). In the face of
fast-changing consumers’ tastes, the outcome of competition seems to be
heavily influenced by the degree of flexibility in manufacturing, which allows
the firms to adapt quickly to the changing environment. While the issue of
flexibility has been addressed by several economists in the past, it is notable
that the bulk of the literature is limited to the type of flexibility that deals with
fluctuation in demand for the output of a single homogenous product.’

While production volume flexibility remains an important aspect of
modern manufacturing, recent academic research has been increasingly
directed toward the type of flexibility that can be classified as “product-design
flexibility”. Product-design flexibility is mainly pursued by producers in order
to adapt quickly to consumers’ changing tastes by switching between different
product designs with relative ease.> Consequently, the optimal degree of
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1 See Stigler [1939], Sheshinski and Dreze [1976], Mills [1984], and Vives [1986, 1989].

2For example, see the discussion by Milgrom and Roberts [1990] of GM plants in the
automobile industry and of Benetton in the garment industry.
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