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The basic model



COMPASS LEXECON 3

THE BASIC “BEFORE AND AFTER” MODEL

Coefficient of interest: 
captures overcharge level 

specifically due to 
anticompetitive practices

𝑃𝑟𝑖𝑐𝑒 = 𝛼 + 𝛽 · 𝑠𝑢𝑝𝑝𝑙𝑦 + 𝛾 · 𝑑𝑒𝑚𝑎𝑛𝑑 + 𝝀 · 𝑐𝑎𝑟𝑡𝑒𝑙 + 𝜀
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𝑐𝑎𝑟𝑡𝑒𝑙 =
1 𝑐𝑎𝑟𝑡𝑒𝑙 𝑝𝑒𝑟𝑖𝑜𝑑
0 𝑜𝑢𝑡𝑠𝑖𝑑𝑒 𝑡ℎ𝑒 𝑐𝑎𝑟𝑡𝑒𝑙 𝑝𝑒𝑟𝑖𝑜𝑑

𝜆 > 0
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Time
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Cartel period

Actual prices
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Time
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Cartel period
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𝜆 > 0
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Statistical significance
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𝜆 > 0

Time

Price

Cartel period

Actual prices

Counterfactual 
prices

𝜆 > 0 Standard 
confidence 
interval

No overcharge 
under 

standard statistical confidence 
criteria
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STATISTICAL SIGNIFICANCE

𝜆

Point estimate
It is the best estimate of the impact 
of the Infringement on prices 

∗ Weakly statistically significant

∗∗

∗∗∗

Statistically significant 

Highly statistically significant

𝝀 U 0𝝀L 𝜆

Negative, statistically significant

𝝀 U𝝀 L 𝜆

Negative, not statistically significant

0

𝝀 U𝝀 L

Positive, not statistically significant

0

 The regression model provides estimates of the effect of the Infringement on prices (i.e.
point estimates) and the statistical significance of these point estimates.

𝜆
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STATISTICAL SIGNIFICANCE
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STATISTICAL SIGNIFICANCE GAMES

Time

Price

Cartel period

Actual prices

Counterfactual 
prices

Standard 
confidence 
interval

What is the right confidence
interval?

 Data considerations

 Appropriate presumpions

Alternative
confidence 
interval
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STATISTICAL SIGNIFICANCE GAMES

Time

Price

Cartel period

Actual prices

Counterfactual 
prices

Alternative
confidence 
interval

Positive overcharge 
under 

standard statistical 
confidence 

criteria

𝜆 > 0



COMPASS LEXECON 14| 

Trend manipulations
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PLAYING WITH TRENDS

Time

Price

Cartel period

λ > 0
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PLAYING WITH TRENDS TO REDUCE THE OVERCHARGE

Time

Price

Cartel period
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𝜃 < 0

Linear trend
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PLAYING WITH TRENDS TO REDUCE THE OVERCHARGE
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Trend dummy
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PLAYING WITH TRENDS TO REDUCE THE OVERCHARGE
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Playing with the cartel period
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PLAYING WITH THE CARTEL PERIOD

Time

Price

Cartel period

𝜆 > 0
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PLAYING WITH THE CARTEL PERIOD

Time

Price

Cartel period

𝜆 > 0 𝝀 > 𝟎
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Back-casting tricks
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BACK-CASTING MODEL

Time

Price

Cartel period
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BACK-CASTING MODEL

Time

Price

Cartel period
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Counterfactual 
prices
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BACK-CASTING MODEL PRODUCES ABSURD RESULTS

Time

Price

Cartel period

𝑃𝑟𝑖𝑐𝑒 = 𝛼 + 𝛽 · 𝑠𝑢𝑝𝑝𝑙𝑦 + 𝛾 · 𝑑𝑒𝑚𝑎𝑛𝑑 + 𝜀

𝝀 < 𝟎
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Conclusions
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 Economists play games to increase or decrease the overcharge

 Same occurs with the pass-trough rate

 These tricks can be spotted

 … in cross examination 

 … and during a hot tub session

 Judges should reward honest experts and punish those that play tricks

CONCLUSIONS
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