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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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