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«Without a map: investment decisions under uncertainty about railway reform in Russia»

The paper analyses the impact of institutional and price uncertainty on the level and type of investment made by firms during the reform of vertically integrated industry which is open for competition. The institutional uncertainty arises when the target industry structure (or the reform plan) is unknown at the moment of investment at least to downstream firms, which may cause the underinvestment problem. On the contrary, positive idiosyncratic price shock (of uncertain duration) may jumpstart the asset specific investment boom and lead to overinvestment. We develop a simple model with constrained capacity pricing subgame and these two types of uncertainty and confront our results with the predictions of new institutional economics. Then we test our conclusions using the original data on investments in different types of freight rolling stock during the first years of railway reform in Russia and derive some policy recommendations

