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Demand Fluctuations and Production
Flexibility

Tay-CHeng MA °

ABSTRACT

This article uses a monopoly model to investigate the relation between flexibility and uncertainty. The
evidences presented show that the greater is price variation, the higher the degree of flexibility. This
conclusion is consistent with the finding of competitive model. On the other hand, our model shows that with
fluctuations expected output for the monopolistic firm is larger than the output in the absence of uncertainty.
This fact reflects a convex profit function.

Keywords: flexibility, demand fluctuations, subgame
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