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Information As a Matching Mechanism

- The amount of information in markets influences their outcomes

- This project is designed to test the effect of information 

disclosure in a common large business auction setting:
1. We create and manipulate the availability of information about quality to buyers

2. We measure how auction outcomes vary with information disclosure

- Results: Surprise! Information as a Matching Mechanism
1. Expected revenues increase at all quality levels

2. Most pronounced at the extremes (high and low)

3. Consistent with a matching/sorting effect that we propose

4. Further implications of matching/sorting are verified

- General implications of matching/sorting:

• Other platforms with simultaneous auctions (e.g., eBay)

• Procurement auctions with endogenous entry

• Labor markets



AUCTION PROCESS

First understand the auction process

- Auction on Wednesday (≈1500 dealer cars)

- Cars checked in Thursday through Tuesday

- At check-in the car is assigned 

• a work order number

• a lane (1-12) and "run number"

Year

Lane & run #

Mileage

WO#
VIN#

MVI_0538.AVI
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The study was designed as a randomized experiment  

- Inspect cars: SCR

• Scores 1.0 – 5.0 (and estimated costs)

• even last digit of VIN: SCR is published 

• odd last digit of VIN: SCR is NOT published

• Researchers see SCRS for all cars

- Compare cars with published and 

unpublished SCRs 

- Several tests confirm the 

randomization is valid  

EXPERIMENT DESIGN INSPECTIONS PER WEEK
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Effect of SCRs on the PROBABILITY OF SALE is Large

FRACTION OF CARS SOLD PER WEEK BY SCR

No promotion
e-mail 

promotion

Hurricane+Econo

mic Crisis

No ECR: 43.1% sold

ECR: 43.6% sold

Total: 43.3% sold

0.5 percentage points (p-value 0.68)

Weeks 21-30

No ECR: 39.2% sold

ECR: 45.5% sold

Total: 42.3% sold

6.3 percentage points (p-value < 0.01)

Weeks 31-39

- The effect of SCRs is mostly on proportion sold, not prices!

- There me be a problem: salience/substitution… 
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Information should matter where it is a surprise 

- Bidders have lots of information without SCRs (mileage, year…) which 

can be a noisy signal of SCR (Table 11).

• Effect of information should be on “surprises” 

• bad news is good! Inconsistent with information disclosure models

• Note: no-news does not cause a shift → there is no “salience” effect

• The constant probability across periods may be due to a time trend

• Small effect on prices (marginally positive for bad news!)
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Information in Markets: Existing Theory

- Consider a 2nd price auction with (≥) 4 bidders, (≥) two of each type

- E[Revenue | no info] = 3 

- E[Revenue | info] = 3.25 !!

• Idea: information changes the expected 2nd order statistic 

‣ (“Linkage Principle” or “Allocation Effect”.)

- Information prices “diverge” from the no-information price (true for any 

standard information disclosure model)

1

2

3

4

5

quality

- quality q  U[0,1]

- vi = i + iq

- Two types: Low and High (A1)

- Low:  = 2,  = 2 (E[v] = 3)

- High:  = 1,  = 4 (E[v] = 3)

- Possible Information:

- Bad: q < ½ or Good: q ≥ ½

1½
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Information in Markets: A “Matching/Sorting” Model

- A2: Good and bad cars sell simultaneously on two separate platforms 

- A3: Bidders know the value when they see the car, but they don’t know 

where each car is (no ex-post uncertainty about value)

- Without information: each bidder randomly chooses a platform

• Expected 2nd value is below the green

line because won’t always have two 

“strong” types

- With information: types will sort

according to their strength

• If not, someone wants to move

• Expected 2nd value is on green line

• All news is good news!

- Information matches buyers to goods! 

• Release of information is good for the seller (like Linkage)

• Information increases prices for all quality levels (unlike Linkage)

1

2

3

4

5

q
1½
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Sorting with Reserve Prices: Implications

- Sellers have outside options:

• They can sell to wholesalers

• They can run the car through the 

auction again and again…

- Setting reserve prices:

• With low opportunity costs of 

time, reserve price should be 

close to the upper envelope

1

2

3

4

5

q
1½- Effect of more information is consistent with the data:

• Likelihood of meeting the reserve goes up

• Effect is larger as you move away from the “middle” (Table 9)

• Conditional on selling, not much of a (positive) price effect (Table 10)

- Need to verify what we can to support matching/sorting theory:

• Heterogeneous bidders 

• Test other empirical implications (when info matters; better matching) 

Competition

Without

matching
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Buyer’s are Heterogeneous (Horizontally)

- Heterogeneous buyers → the grade of “early” purchases should 

predict “late” purchases. Consider sample halves for each bidder: 

• average CGs correlation = 0.45 (p-value <0.01, 350 dealers.)

• Transition Matrix per buyer by quintile of buyer average grades
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Information should help where it is a surprise 

- Recall: Bidders have lots of information without SCRs (mileage, 

year…) which can be a noisy signal of SCR

• Effect of information should be on “surprises” in only for weeks 31-39
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Is More Information Creating Better Matches?

- If seller’s are using information:

1. They should focus more

2. Less variance in purchases

- Data limitations:

1. Can’t see where they are

2. Can see what they buy, but 

variance maybe the same due 

to the reserve price (it is…)

1

2

3

4

5

q
1½

- Indirect effect of more information?

• random assignment of vehicles to lanes prior to SCRs being performed

• weeks 21-30: bidders have less information so the benefit of switching 

lanes in search of better matched vehicles is not large. 

• After week 30, more information about the vehicles with SCRs increases 

the benefit of switching lanes

• → given # of vehicles a bidder buys, he should visit more lanes after week 

30 to buy the “right” cars with SCRs
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Indirect Evidence of Better Matching
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Take Away

- Information as a “matching mechanism”:

• In Markets with heterogeneous bidders and multiple (exclusive) 

auctions, information makes competition more “effective” by 

matching buyers to goods

‣ This is even when conditional on seeing the item, information adds no value 

(which is not the case for the standard auction approach)

• Information as a “matching mechanism” may be more important 

than information-rent effects (Linkage Principle)

- More generally:

• Other simultaneously exclusive platforms (online auctions); 

• Sequential procurement; 

• Labor markets; 

• Mergers and acquisitions
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q1

H-type 

vH(q)

L-type 

vL(q)

v

r(q)

minθ vθ(q) = r(q)
types 

compete
types 

don’t compete

types 

don’t compete
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Controlling for Trends: Diff-in-Diff Using Fleet Sales

Secular trend

No significant 

change for no SCR

Significant change 

for cars with SCR

Dealer sales

Weeks 21-30

Fleet sales
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SCRs were effective at increasing webcast bidding 

even without e-mail promotions (reality check…)

- E[# of bidders per 100 auctions] goes up from 3.6 to 4.7 (Table 8) 


