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Abstract:

I'll describe a model in which agents on a chain make simultaneous preparatory
investments to increase chances of honouring their respective bilateral agreements.
Failures cascade: if one fails their agreement, then so do all who follow in the chain.
Thus, later agents' investments turn out to be pointless when there is an earlier failure.
How losses are shared affects how agents invest to avoid the losses in the first place. I'll
characterize all efficient solutions: these have the form that later agents---who are not
directly liable for the disruption---still shoulder some of the losses. Importantly, I'll show
that such indirect liabilities are necessary to avoid unbounded inefficiencies.
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