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We consider a two-stage serial supply chain with limited production and stochastic demand. For centralized
control, we show that the structure is tractable and can be interpreted as a generalization of multi-echelon results
of Clark and Scarf. Extensions include Markov-modulated demand and various lead-time configurations. For
decentralized control, even though unique equilibrium is not guaranteed, dominating conditions allow us to
describe the game between the two stages of the supply chain. We also consider the effect of capacity when the
supply chain includes two competing retailers, but one of them has flexible capacity.
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