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January 7, 2019

1 Bulow—Klemperer theorem and multi-parameter mecha-
nism design
Exercise 1. Prove that the payment rule from the proof of the VCG mechanism is always non-

negative and bounded from above by b;(w*). That is, show that 0 < p;(b) < b;(w*) for every vector
b of bids, where

pib) =max 3 bi(w) o = bj(w)
R P =1
G i
and

n
w* = argmax,,cq Z bi(w).
i=1

Exercise 2. Consider a three-item auction with two bidders 1 and 2. The three items A, B, and
C are being auctioned simultaneously, and each bidder can bid on any possible subset of the items.
The valuations of the bidders for each subset of the items are shown in Table [, What are the

bidder i | v,(0) | vi(4) | vi(B) | wi(C) | wi(AB) | vi(a0) | vi(BO) | vi(4BO)
1=1 0 24 4 9 29 38 20 50
1=2 0 15 18 11 30 34 32 47

Table 1: Valuations of the bidders from Exercise 2

outcomes of this VCG auction? In other words, which of the two bidders will get which item(s)
and what payments will they each pay?

Exercise 3. Consider a single-item auction with n > 2 bidders that draw their valuations from
a regular probability distribution F. Prove that the expected revenue of the Vickrey auction with
no reserve is at least ";1-fmcti0n of the expected revenue of the optimal auction with the same
number n of bidders.

Hint: deduce this statement from the Bulow-Klemperer theorem. When one new bidder is
added, how much can the maximum-possible expected revenue increase?
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