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Date: November 18, 2009
Administrative Announcements: 

Celebration for Doug Engelbart on November 18, 2009 from 3-4 PM in the Wozniak Lounge (Soda 4th Floor). Engelbart is a Berkeley graduate who worked at Xerox Park who was a co-inventor of the mouse.

Students are highly encouraged to come, it’s  one of the reasons you come to Berkeley. It will be an enriching experience.

Speaker:

Professor Shmuel S. Oren

-Former Department Chair

-Worked on Pricing for Energy Markets (Consults across the world)

Talk Topic: Auctions

What is an auction? The dictionary definition is a place or method by which one can procure or sell goods, award contracts, sell property rights, allocate scarce resources.


Forms of Auctions:


-Online (Ebay, Yahoo)

-Direct and reverse B2C auctions (Priceline, you tell how much you are willing to pay and priceline solicits offers as opposed to direct auction where item is on the table and you solicit bids.

-Department of Defense Supply Contracts

-Initial Public Offering (IPO) Share Auction- Google auctioned off share price
-Spectrum Auction (For PCS/3G/LTE Bands). Government auctions off bands of communication methods and carriers bid.
-Day ahead and hour ahead electricity procurement (Power Plants give bids for how much power they can provide, Price of Power is dynamic. Central Electricity Operator chooses which bid to select)

-Emission Rights Trading

-Treasury Bonds Sales

-Selling Art or Rare Objects

-Franchise Auctions

-Emission Rights Trading

-Procurement Auctions (B2B)
Interesting Demo: Professor Oren passed a jar of pennies and auctions it off.

Types of Auctions

Single Dimension vs Multi Dimension

· Single Item Vs Multi Item (One item auctioned or multiple items of the same kind auctioned at the same time)

· Multi-Item: Simultaneous (where all items auctioned at same time) vs Combinatorial (can specify when to buy)

Single Unit Vs Multi Unit

One Sided vs Two Sided: One Sided (only someone trying to sell), Two Sided (both people buyer and seller are bidding to sell/buy the item)

Sealed Bid: Single Round Vs Multi Round

-First Price (pay or received your bid)

-Second Price (last accepted or first rejected uniform price)

Open Outcry:

-English (Ascending): Traditional, highest bid within 1 2 3.

-Dutch (Descending): Start with very high price and clock keeps going down, whoever stops the clock gets flowers at the price (same as sealed bid first price)

-Anglo-Dutch (Ascending with sealed bid final Round)

Auction Rules

-Definition of Tender (what is being auctioned)

-Form of Bid

-Opening Rules

-Reservation Prices if any (min or max bid)

-Activity and closing rules (in multi-round or open outcry, e.g. timing and increment of bids)

-Allocation and settlement Rules (who gets what for how much)

Auction Modeling and Analysis

1. Perfect vs Imperfect Information 

2. Private Value, Common Value, Affiliated Values

3. For Multi-Item or Multi Unit Independent vs Dependent Values (Ex Spectrum, if you sell spectrum in SF and San Jose, the value you put on licenses on spectrum in San Francisco if you get San Jose spectrum might depend)
4. Combinatorial Auctions (set covering, bin packing, hierarchical, multi-attribute): Efficiency vs Incentive Compatibility, Activity Rules, Bid Selection, Settlement Rules.
Second Price Auction Design –Vickrey
1. Bidders Submit Bids/Offers

2. Best Bid wins but pays/gets second best Price

3. For k, identical items, k best bids win but pay/get k+1st price

4. Bidders have incentive to reveal true value/cost

a. If value is V and you bid V+ a second highest bid may be V+a /2 so you may end up paying more than you value the item

b. If you bid V-a someone else might bid V-a/2 and pay V-a so you lost an opportunity to get the item for V-a/2

Continuous commodity (One Sided Procurement Auction)

Theoretical Equilibrium Bid Function Value Pay as Bad With Demand Uncertainity

Pay as Bid Auction Experiment for Electricity Procurement

· Subjects/Students control Generators with given marginal cost (per MWH) and capacity (MW)

· Each subject can submit multiple offers up to the capacity of its generator at any price they want

· Offers are sorted in increasing price and selected to meet uncertain demand (revealed at selection time)

· Each selected bid gets its offered price times the number of MW taken at that price

· Subject Remuneration is based on net profit they accumulate in the experiment (People are paid based on how much they will be able to sell the power relative to cost of it)

People learn over the course of the auction. If you knew what demand is you could bid a price relative to the demand using a function with price and quantity variables. Demand is based on need for electricity.

Highest Bid for $8.10
Actual value was $4.10

Everyone is estimating value v. The more people, the narrower the distribution;.

Winners Curse- Person who overestimates most is winner. You are always loser because either you don’t get product or pay too much.

Occurs in Oil track and housing bids.

One method to get rid of winners curse is to bid in a common value auction when there are only a couple bidders so the distribution is narrower and you can minimize risk. 
