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Summary
This paper examines the strategic effect of a firm's preannouncement about a future plan in the presence of competition

from a potential entrant. Specifically, we analyze a monopolistic setting in which an incumbent firm can preannounce its
future production plan before it actually chooses the quantity to produce. We show that the incumbent firm has the incentive
to voluntarily preannounce and overstate its future production plan especially when the threat of entry is relatively high.
Because the possible or potential profit for the new entrant is a decreasing function of the preannouncement by the
incumbent firm, there exists a case where the incumbent firm successfully deters entry and earns a monopolistic profit by
strategically overstating its production plan. Furthermore, even if entry cannot be deterred, the incumbent firm still overstates
its production plan to expand market share.
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