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Abstract

Uniform price auctions are widely used to sell multiple units of identical goods to many buyers. Examples include initial public offerings, US Treasury bills and electricity auctions. In such auctions, bidders submit quantity-price pairs indicating the price that they are willing to pay for obtaining the corresponding quantities. The goods are allocated from high bids to low bids and bidders pay the market-clearing price for all units won. 

In standard uniform price auctions there is a tacit collusion equilibrium that results in arbitrarily large underpricing. Kremer and Nyborg (2004) argue that this can be eliminated by modifying the allocation rule. A uniform allocation rule, where rationing applies to all winning bids (bids placed either above or at the market price), eliminates the tacit collusion equilibrium, though another equilibrium that results in large underpricing can occur when bidders have capacity constraints.  They also show that a hybrid allocation rule eliminates both types of unappealing equilibria and drives the market price close to the market value. 

We use laboratory experiments to compare the impact of alternative allocation rules on revenue in uniform price share auctions. We examine these three allocation rules in two environments. In one the bidders are allowed to communicate with one another before placing bids and in the other they cannot. Our laboratory experiments provide little evidence of revenue differences among the three allocation rules. Without communication, market prices appear competitive in all treatments. When bidders are allowed to communicate collusive outcomes predominate under all three allocation rules. However, when the group size is enlarged the level of cooperation among bidders decreases even when communication is allowed, and thus the market price becomes more competitive. We conclude that the scope to use mechanism design considerations to improve auction revenue is limited by the communication possibilities available to bidders and the actual market situation. The result has practical implications for the design and the regulation of share auction markets. 
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