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Abstract:

In configuring their supply chain, a firm chooses whether to be responsive (able to deliver
product to the market quickly) or efficient (slower response to the market but with some
savings in fixed and/or marginal cost). In this paper, we analyze the strategic implications
of a firm's decision to be responsive or efficient. For firms competing in a market with
uncertain demand, we characterize the strategic choices in equilibrium. Consistent with
conventional wisdom, we find that responsiveness tends to be favorable when a large
proportion of uncertainty is resolved before a responsive firm must produce. Contrary to
conventional wisdom, we find that even when responsiveness is costless (no fixed or
marginal cost difference between responsive and efficient), there are situations where
choosing to be efficient is a dominant strategy. The intuition behind this result is that the
efficient firm gets to commit first, effectively staking out part of the market. Depending on
the setting, the value of this first-mover advantage can exceed the cost of facing increased
demand uncertainty. Furthermore, we extend the basic model to study the impact of
endogenized timing, multi-production, product holdback, and costly responsiveness. We find
that extra flexibility can harm the firm in the commitment game.
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