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Abstract 
This study experimentally examines whether capacity coordination in depression, which is 
sometimes allowed under antitrust laws, influences the firm behavior in periods after demand 
recovers. Following Hampton and Sherstyuk (2012), we conducted a series of laboratory 
experiment by adopting the two-stage capacity-price decision-making duopoly setting. We 
adopted three treatments in terms of capacity coordination: no coordination, weak 
coordination, and strong coordination. Under the strong coordination treatment, the subjects 
cannot deviate from the coordinated capacity, which they can do so under the weak 
coordination treatment. The results of the experiment indicate that the experiences of success 
and failure of coordination influence subjects’ capacity choices during periods after demand 
recovers even if capacity coordination is not allowed in those post-depression periods. In 
particular, capacity may be greater in the post-depression periods than in the pre-depression 
periods under the weak coordination. 
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Capacities and sales significantly decrease after the demand-decreasing shock and 

increase after the demand-increasing shock. This is common for all of the three treatments. 

On the other hand, the significance of the differences between capacities and sales in the pre 

and post-shock phases vary across treatments.
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(i) There is no significant difference in capacities and sales between any of the two 

treatments in the pre-shock phase. (ii) Capacities and sales are significantly smaller under the 

strong coordination treatment than under the other two treatments in the mid-shock phase. 

(iii) Capacities and sales are significantly larger under the weak coordination treatment than 

under the other two treatments in the post-shock phase. (iv) Capacities and sales are likely to 

be smaller under the strong coordination treatment than under the no coordination treatment 

in the post-shock phase. 
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In the mid-shock phase, capacity choices under the no coordination treatment are 

influenced by partners’ capacities in the previous round. On the other hand, capacity choices 

under the strong and weak coordination treatment are mainly influenced by the success of 

capacity coordination. 



19 
 

sumpcapa.1

sumpcapa.2

td2.sumcartel

td3.sumcartel td2.cohice.no.sum td3.choice.no.sum

td2.sumcartel

td3.sumach



20 
 

td2.choice.no.sum

td3.choice.no.sum

In the post-shock phase in which demand recovers and capacity is not coordinated, 

the effect of capacity coordination in the mid-shock phase lingers. The type of effect depends 

on the type of capacity coordination: (i) success of capacity coordination negatively influences 

capacity choices in the strong coordination treatment; (ii) failure of capacity coordination 

positively influences capacity choices in the weak coordination treatment. 
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