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Vertical 10 and Its Many
Possibility Theorems

A Examples:

A Differentiated Bertratadlers, upstrearompetitjomobservablelesale prices,
observalé¢ail prices that are thely strategic variableacertainty/risknplies
anticompetitive RPM with partial coverage. (Shaffer, 1991)

A Differentiated Bertraaufacturergompetitretailerslineaor observablepad
tarifinput contracts, and retail prices that are thestvatggic variaies
uncertainty/riskplies ET is anticompetitive when it is profitable. (Rey & Stiglit:
1995)

A Upstream market powemnobservable nonlinear tbatfactacontract equilibrium
or PBE with passive balmefsetail prices that are tmdy strategic variaoles
uncertainty/riskplies restraints/integration redueggost wellayallowing the
upstream firm to commit not tmmpete with aselfthereby exploit its market
power. (Hart & Tirole, 1990; OBrien & Shaffer (1992), Rey & Verge (2004).

A Upstream monopolgpservable wholesaldgrioes) asubgame perfect equilibriu
to thetakdt or leaxvtegamerouncertainty/riskplies restraints/integration
typically increass post welf@athewson & Winter, 1984).

A Such is the nature of theoretical results in models of vertical control.



On Sorting Through the
Possibility Theorems

A Which possibility theorems are applicable?

A Applicabllitg rarely discussed in the literature.

A To the extent It is discussed, it is often via unjustifi
policy prescriptions in conclusions of papers that
examine highly stylized models.

A Applicability needs more critical attention. Bu
how?

A My position is that applicability should be
determined via established principles of scient



Science and Antitrust 1

A Scientific Method
A Theorize, test, refine, repeat.

A Retain an accepted theory until another is found tc
do better.

A Primary criterion for assessing a theory:
consistency with the phenomena it seeks to
explain (empirical criterion).

A Relevant science for antitrust iIs economics.



Science and Antitrust 2

A For a variety of reasons, the empirical criterior
IS hard to apply in economics.
A Empirical literature is underdeveloped.

A The best theory may be depend on institutional
details that havenot Db
empirical work.

A Implication: substantial uncertainty in choosing
the best theory.



