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Research Questions and Contributions

• When does predation-like behavior arise?

• Routinely and under plausible conditions (generalize Cabral &
Riordan 1994).

• Coexist with non-predatory equilibria for same parameterization
(formalize Edlin 2010).

• What drives pricing?

• Isolate predatory incentives by decomposing equilibrium pricing
condition.

• Decomposition provides coherent and flexible way to define predatory
incentives.

• What is the impact of predatory incentives (however defined) on
industry structure, conduct, and performance?

• Less severe conduct restrictions have small impact “on average.”
• More severe conduct restrictions have large impact by eliminating





Decisions and State-to-State Transitions
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Pricing Decision of Incumbent Firm

• Value functions: Expected NPV of future cash flows to firm 1. . .
• . . . in state e at beginning of period → V1(e);
• . . . in state e

′ after pricing decisions but before exit and entry
decisions are made → U1(e

′).

• Bellman equation:

V1(e) = max
p1

(p1 − c(e1))D1(p1, p2(e)) + D0(p1, p2(e))U1(e)

+D1(p1, p2(e))U1(e1 + 1, e2)

+D2(p1, p2(e))U1(e1, e2 + 1).

• Pricing decision:

static profit
︷ ︸︸ ︷

mr1(p1, p2(e))− c(e1) +

advantage-building motive
︷ ︸︸ ︷

[U1(e1 + 1, e2)− U1(e)]

+Υ(p2(e)) [U1(e)− U1(e1, e2 + 1)]
︸ ︷︷ ︸

advantage-denying motive

= 0,

where Υ(p2(e)) is conditional probability of firm 2 making sale.







Competition for and in the Market

aggressive accommod.
equilibrium equilibrium

structure:
expected long-run Herfindahl index HHI ∞ 0.96 0.50
conduct:
expected long-run average price p∞ 8.26 5.24
performance:
expected long-run consumer surplus CS∞ 1.99 5.46
expected long-run total surplus TS∞ 6.09 7.44

discounted consumer surplus CSNPV 104.17 109.07

discounted total surplus TSNPV 110.33 121.14



Predation-Like Behavior Arises Routinely
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Conduct Restrictions

• Definitions of predatory incentives correspond to conduct restrictions
of decreasing severity.

• Impose constraint Ξ(p1, p2(e), e) = 0 on firm’s profit-maximization
problem:

static profit
︷ ︸︸ ︷

mr1(p1, p2(e))− c(e1) +

decomposed AB motives
︷ ︸︸ ︷
[

5

∑
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]
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