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Every finite n-player non-cooperative
game has a mixed Nash equilibrium.
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/\% /\% WINNER!
/\% /\% Pays $500

NIRRT R Y Y

= “eBay always recommends bidding the absolute maximum
that one is willing to pay for an item early in the auction.”

(eBay.com, 2002)

B ‘*"7”? (Honesty is the best policy ?)
iiﬂﬁﬂ” (Winner’s curse ?)

= Bidding one’s true valuation is a dominant strategy
because

the amount a bidder pays is not dependent on her bid.

NIRRT R Y Y

You You
@ Your bid Win Lose

>
>

@ Others’ bids

higher

@ Your value

Slide courtesy of Mike Shor, Vanderbilt University.

Bidding higher than my valuation is not
a dominant strategy

Case 1 Case 2 Case 3

No difference  No difference Lose money
Slide courtesy of Mike Shor, Vanderbilt University.
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Bidding lower than my valuation is not
a dominant strategy

Case 1 Case 2 Case 3

No difference  No difference Lose money
Slide courtesy of Mike Shor, Vanderbilt University.

Bidding my valuation is a
dominant strategy

Case 1 Case 2
You Lose You Win
® Everyone bids
® at his valuation
is a dominant
strategy
equilibrium.

Zero payoff  Positive payoff

ﬁ?‘p’afﬁ (William Vickrey)
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100%
90%

80%

70% 4 lasthour 68 %

60% | 10 minutes 55 %

50% 7 5minutes  50%

o Iminute 37%

30%
6 55 50 45 40 35 30 25 20 15 10 5 0 10seconds 12 %
minutes before auction ends

| —— eBay-Computers —eBay-Antiques

Cumulative distributions of auctions’ last bids on eBay

% of submitted last bids

“... bidding high at the last minute and letting chance determine the outcome is
better for both players than bidding high early and precipitating a bidding war.”

share of bids in eBay

= Winner's curse ? Hal Varian
Slide courtesy of Yan Chen, University of Michigan.
Amazon’s soft close eBay Vs Amazon
“We know that bidding may get hot and heavy near the
100% share of bids in ...

end of many auctions. Our Going, Going, Gone feature
ensures that you always have an opportunity to challenge
last-second bids. Here's how it works:

whenever a bid is cast in the last 10 minutes of an
auction, the auction is automatically extended for an
additional 10 minutes from the time of the latest bid.

This ensures that an auction can't close until 10 ‘bidless’

minutes have passed.*
[Amazon.com, 2002]

Slide courtesy of Yan Chen, University of Michigan.

90%
80%
70% last hour 68% 23%
60% 10minutes  55%  11%
50% .

5 minutes 50% 3%
40%

1 minute 3% 04%

30%
60 55 50 45 40 35 30 25 20 15 10 5 0 10seconds 12% 0%
minutes before auction ends

eBay Amazon

9% of submitted last bids

[E=cBay-Conpers — oBay Aniques ——Aazon-Computers — Amazon-Aniues |

More experienced bidders on eBay bid later, while
experience in Amazon has the opposite effect.

Slide courtesy of Yan Chen, University of Michigan.
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A government can design a auction mechanism
carefully to achieve some specific goals, e.g.
maximizing revenues.
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Chimpanzees Are Rational Maximizers in an Ultimatum Game

Keith Jensen,* Josep Call, Michael Tomasello, Science 5 October 2007:

Vol. 318. no. 5847, pp. 107 - 109

http://www.sciencemag.org/cgi/content/abstract/318/5847/107
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http://scipao.blogspot.com/2007/10/chimpanzees-in-ultimatum-game.html
http://www.sciencemag.org/content/vol318/issue5847/images/data/107/DC1/1145850s1.mov

http://www.sciencemag.org/content/vol318/issue5847/i

107/DC1/1145850s2.mov
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Game Theory Books

= The Art of Strategy: A Game Theorist's Guide
to Success in Business and Life by Avinash K.
Dixit and Barry J. Nalebuff,2008.

= Games of Strategy, Avinash K. Dixit and
Susan Skeath, 2004.

= An introduction to game theory, Martin J. x
Osborne, 2003. —1_—' l
(http://www.economics.utoronto.ca/osborne/igt/ H
- -%ﬂ‘
MNudga
"

index.html)

Behavioral Economics Books

= Nudge: Improving Decisions About

Health, Wealth, and Happiness by

Richard H. Thaler and Cass R. Sunstein,

2008.
= il ’ﬁ'ﬂ'}l’@ X, 21+ (Christopher f@,@l
K. Hsee), 006

Online game theory course:
http://academicearth.org/courses/game-theory
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