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Abstract

The purpose of this paper is to propose structural econometric meth-
ods for the empirical study of Wilson’s (1979) share auction model. This
is a common value model in which a single and perfectly divisible good
is sold to a group of symmetric and risk-neutral buyers. The parameters
in the distribution function of the value of the good and the signals re-
ceived by the buyers are estimated using a two-step estimation procedure.
The methods are applied to French Treasury securities auctions held in
1995. A counterfactual comparison shows that the Treasury’s revenue in
the discriminatory share auction (the mechanism adopted by the French
Treasury) is 5% higher than in the uniform share auction.
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1 Introduction

Over the past forty years the theoretical literature on auctions has considerably
expanded (see Klemperer, 1999, for a recent survey). Auctions are relatively
simple and well-defined economic environments, and the theoretical models of-
ten lead to clear-cut predictions. For this reason and because auction data are
readily available, the theory has triggered a vast amount of empirical articles
(see Hendricks and Paarsch, 1995, for a survey on empirical work). Two types
of approaches can be distinguished in the empirical literature. There is first of
all the so-called reduced form approach. In reduced form econometrics little or
no restrictions are imposed on the data generating process. The objective is
typically to provide a descriptive analysis of the auction data, or to test cer-
tain predictions of the theory (such as the well-known Revenue Equivalence
theorem). The second approach is known as the structural econometric form
approach. Structural econometrics consists in methods to estimate the parame-
ters of a particular auction model incorporating all restrictions and constraints
of the theory. This approach is of particular interest when one desires to mea-
sure the effects of a change in auction design on the behavior of bidders and the
revenue of sellers.

Until now the structural econometric literature has focused its attention on
the standard first-price auction of a single indivisible good.! Various structural
estimation techniques have been developed for this auction model under differ-
ent bidding environments. Donald and Paarsch (1993, 1996), Elyakime, Laffont,
Loisel and Vuong (1994), Laffont, Ossard and Vuong (1995), and Guerre, Per-
rigne and Vuong (2000) consider the Independent Private Value (IPV) paradigm
so that the structural element to be estimated is the distribution of private val-
ues of the buyers. Li, Perrigne and Vuong (1999) consider an affiliated private
value framework so that their objective is to estimate the joint distribution of
private values. Finally, Hendricks, Pinkse and Porter (1999) and Hong and
Shum (1999) consider the common value paradigm and propose methods to es-
timate the joint distribution function of the value of the good and the signals
received by the buyers.

The purpose of this paper is to propose structural econometric methods for
the empirical study of Wilson’s (1979) share auction model. This is a common
value model in which a single and perfectly divisible good is sold to a group of
symmetric and risk-neutral buyers. As in the standard common value auction
model for an indivisible good, the value of the object is unknown at the time of
bidding, and prior to the auction the buyers independently receive signals that
are informative about the value. Unlike the standard model, each potential
buyer not only submits a price but also a share (or fraction) he requests at that
price. Each bidder can submit as many price/share combinations as he wants,
thereby constituting a demand curve for the good. By aggregating the individual
demand curves, the auctioneer can determine the equilibrium price that clears
the market. Given the announced (prior to the auction) allocation mechanism
and pricing rule, the shares are then awarded to the winning bidders, who make
their payments to the seller. Wilson restricts his analysis primarily to two
auction formats: the uniform price auction and the discriminatory auction. In
both auction formats the allocation devise is the same, and consists in awarding

LAn exception is the paper by Donald, Paarsch and Robert (1997), who consider the
estimation of sequential ascending-price auctions with multi-unit demand.



to each bidder the fraction of the good he requested at the equilibrium price.
The payment rule, however, differs in the two auction mechanisms. Roughly
speaking, in the uniform auction, all winners (bidders with positive demand at
the equilibrium price) pay the equilibrium price, whereas in the discriminatory
auction, for each marginal share they receive, winners pay the price at which
the bid was submitted.

Although basically our estimation procedure can be applied to both the dis-
criminatory and uniform share auction model, we only present the methods for
the former auction format. The structural elements of interest are the marginal
distribution function of the value of the good, and the conditional distribution
function of the signal given the value. We specify the two distribution functions
parametrically so that the goal is to estimate a vector of unknown parameters.
This is done via a two-step procedure. In the first step we nonparametrically es-
timate the distribution function of the demand for the good using the observed
price/share bids. This first step enables us to estimate the inverse demand func-
tion for the good. In the second step, the estimated inverse demand function
is inserted into the Euler condition resulting from the bidder’s maximization
program. The Euler condition can be seen as a set of moment restrictions that
depend on the unknown parameters of interest. Minimization of the empirical
counterpart of the moment restrictions then leads to our estimator.

Our method of statistical inference only relies on the Euler condition implied
by the bidder’s maximization problem in the discriminatory auction. Therefore,
although it must be assumed that there exists an equilibrium strategy and that
all bidders behave according to this strategy, the explicit form of the equilibrium
does not need to be known.? The fact that only the first order condition needs
to be known is a particularly attractive feature of our estimation method since
recent work has shown that, unlike the uniform share auction, it appears difficult
to find explicit optimal strategies in the case of the discriminatory share auction
(Viswanathan, Wang and Witelski (2000) and Hortagsu (2001) have obtained
explicit solutions for the very specific two-bidder case only).

Our estimator belongs to the class of semiparametric two-step estimators
studied by Newey and McFadden (1994). Drawing on their estimation theory for
this class of models, we show that our estimator is consistent and asymptotically
normally distributed, and we indicate how the asymptotic variance matrix can
be consistently estimated.

The methods are applied to data from Treasury securities auctions. Treasury
securities auctions are often cited as a good example of a share auction (see for
example the recent survey on Treasury auction theory by Das and Sundaram,
1996). Treasury securities auctions are auctions in which huge quantities of
strictly identical goods—i.e. securities—are sold to a group of buyers, generally
large investment institutions. Since these institutions typically require different
amounts of securities at different prices, the Treasury allows them to submit
price/quantity combinations, that is a demand curve for the securities. Nor-
malizing the total amount of securities offered to one, and dividing the quantity
bids by the total volume, a Treasury auction is indeed a good approximation of

2This is an important difference with the first-price auction papers cited above. The
econometric methods developed in those papers all rely on the explicit solution of the optimal
bidding function in the first-price auction model. The estimation procedures for the general
class of game theoretic models proposed by Florens, Protopopescu, and Richard (2001), also
necessitate an explicit solution of the equilibrium strategy.



a share auction.

Although Wilson did not mention Treasury auctions in his article (may be
because at that time the practice of selling securities at auction was much less
widespread than nowadays, see Bartolini and Cottarelli, 1997), his model and
its underlying assumptions are often regarded as well adapted to the context of
Treasury auctions. For instance, in their discussion about the theoretical litera-
ture on divisible-good auctions, Back and Zender (1993) refer to Wilson’s share
auction model as the most relevant model for Treasury securities. Bikhchandani
and Huang (1993) state that in Treasury securities auctions the common value
assumption is appropriate because the value for each bidder is a common and
unknown resale price. Each investor is presumed to have some private infor-
mation about the resale price of the security (coming from forecasts on interest
movements, and anticipations of future demand for the security). Finally, Das
and Sundaram (1996) argue that bidders in Treasury securities auctions can be
considered as symmetric and risk-neutral.

Our empirical analysis is based on very detailed bidder-level data from
French Treasury securities auctions held in 1995. In France, the Treasury sells
the securities via discriminatory auctions. In the first part of the empirical
analysis our purpose is therefore to estimate the parameters of the discrim-
inatory auction model using the two-step estimation procedure. The second
part is more policy-oriented. Given an explicit optimal strategy in the uni-
form auction model (derived under the same distributional assumptions as in
the discriminatory model), and using the parameter estimates of the discrimi-
natory auction model, we can approximate the hypothetical equilibrium price
that would emerge in the uniform auction, and thereby also the corresponding
revenue. Comparing, for each auction held in 1995, the observed revenue (from
the discriminatory auction) with the hypothetical revenue generated by the uni-
form auction, we can evaluate if the discriminatory auction is revenue-superior
to the uniform auction, or not.

We hereby contribute to a debate that has been going on at least since Fried-
man (1960). He supported the uniform auction format, claiming that collusion
is less likely in this auction system and that for this reason the uniform auction
would be better from the Treasury’s viewpoint than a discriminatory auction.
His article initiated a vast literature on the revenue generating properties of the
uniform and discriminatory auction formats. Although most of the papers in
this literature are theoretical, there are some empirical contributions. The em-
pirical studies on the optimal revenue debate are either based on experimental
data (see for example Smith, 1967, and Abbink, Brandts and Pezanis-Christou,
2001), or on natural experiment-type data (see for example Umlauf, 1993, who
examines the revenue issue by exploiting the fact that the Mexican Treasury
switched from discriminatory pricing to uniform pricing, and Berg, Boukai and
Landsberger, 1998, who exploit the fact that the Norwegian central Bank si-
multaneously applied both auction rules to similar types of securities). Outside
a laboratory setting, and in the absence of natural experiments—France has
never experimented with the uniform auction format—it is necessary to adopt
a structural form approach in order to determine the best auction mechanism
for the French Treasury.

Hortagsu (2000) is the only paper we are aware of that also addresses the
revenue-issue in a structural way. He proposes a model of strategic bidding
behavior in the discriminatory share auction. His model differs from Wil-



son’s model because the IPV paradigm is adopted instead of the common value
paradigm, and also because the prices and shares submitted by the bidders are
discrete instead of continuous variables (bidders in his model are constrained to
submit price/share bids on a finite grid). Using the Euler condition, he man-
ages in an ingenious way to estimate the marginal valuations of the bidders.
The estimated marginal valuations enable him to reconstruct the seller’s rev-
enue in the perfectly competitive outcome, which constitutes an upper bound
to revenue from the uniform auction. Using data from the Turkish Treasury
auctions, he finds that the revenue generated by the discriminatory auctions
exceeds the competitive revenue, implying that in Turkey the discriminatory
auction is revenue-superior to the uniform auction format.

The main advantage of Hortagsu’s approach over our’s is that his method is
distribution-free. In his setup the distribution function of private values does
not need to be specified, whereas we rely on a parametric framework to evaluate
and compare the auction performances. The major disadvantage? of Hortacsu’s
approach relatively to our’s is that his methodology does not always allow to
rank the auction institutions in terms of revenue. Indeed, in case the compet-
itive outcome exceeds the revenue from the discriminatory auction, then the
only conclusion that can be drawn is that both the uniform and discriminatory
auctions are inferior to the competitive outcome, but nothing whatsoever can be
concluded about the relative performance of the 2 auction formats. In contrast,
our methodology does not suffer from this drawback since simulations under
the uniform auction rule can be performed under all circumstances, and hence
revenue-comparisons can always be made.

The paper proceeds as follows. Section 2 presents Wilson’s (1979) share
auction model, the estimation method, and the asymptotic properties of the
two-step estimator. Section 3 describes the institutional background of the
French Treasury securities auctions, and contains a descriptive analysis of the
auction data. Section 4 presents the results, and section 5 concludes.

2 Share auction theory and the estimation method

2.1 The share auction model

This subsection presents the theory of share auctions developed by Wilson
(1979). A divisible good is auctioned. There are n > 2 risk-neutral bidders.
The value of the good is the same for all bidders but unknown at the start of
the auction. It is assumed that the value is a realization of a random variable V,
which has the distribution function Fy (v) = Pr(V < v).* Prior to the auction,
each bidder ¢ = 1,...,n receives a private signal about the value of the good.

3 Another disadvantage is that, unlike our setup, the economic fundamental in his model
(the distribution of private values), is unidentified and cannot be estimated. Admittedly, given
the specific policy application in Hortagsu’s paper, knowledge of the private-value distribution
is not directly relevant. However, in other types of applications, when the goal is to predict
bidders’ behavior under alternative auction rules, it is crucial to be able to identify and
estimate economic fundamentals. Still another disadvantage is that his model is an IPV
model, whereas we believe, as Bikhchandani and Huang (1993), that a common value setting
is more appropriate in the context of Treasury auctions.

4Throughout the paper random variables are distinguished from their realizations by de-
noting the former by upper case letters and the latter by lower case letters.



The signal received by individual i is assumed to be a realization of the ran-
dom variable S;. As usual in common value-type auction models, the bidder’s
signals Sq, ...,.S, are i.i.d. given V. The distribution function of S; given V is
thus the same for all bidders 7, and is denoted Fgy (s|v) = Pr(S; < s|V = wv).
It is assumed that signal S; is only observed by bidder i, and not by the seller
or the other potential buyers. Furthermore, the number of bidders n, and the
distribution functions Fy (-) and Fg)y (-|-) are common knowledge.

Each bidder ¢ is required to submit to the auctioneer a tender (sealed, and
written) stating, for each price of the good, the desired share of the good. The
price-share combinations submitted by bidder ¢ constitute bidder’s ¢ demand
function for the good. By aggregating the individual demand functions, the
auctioneer can determine the equilibrium price that clears the market, i.e. the
price for which aggregate demand equals one. Given the pre-announced al-
location devise and pricing rule, the shares are then awarded to the winners,
who pay the owner of the good. In the two auction formats mentioned in the
introduction, the uniform price auction and the discriminatory auction, the al-
location mechanism is the same, and consists in allocating to each bidder the
fraction of the good he requested at the equilibrium price. The payment rule,
however, differs in the two auction formats. In the uniform price auction each
winner simply pays the equilibrium price multiplied by his requested share. In
the discriminatory auction each winner has to pay the area under his inverse
demand curve between zero and his requested share, so that here the payment
is bidder-specific.

Let z;(-,-) be a strategy of bidder i. A strategy is a function of the price of
the good p and the signal s;, such that when bidder ¢ receives signal S; = s;, he
submits a demand schedule specifying that at each price p he demands a share
x;(p, s;) of the good. In characterizing an optimal strategy, it is assumed that
the n bidders are identical (except for the fact that they can receive different
signals). Furthermore, attention is restricted to symmetric equilibria, so that
x;(+,+) = z(-,-) for all i. By optimal strategy is meant a symmetric Bayesian
Nash equilibrium of the auction game. A strategy is thus optimal if no player
can deviate in a profitable way from equilibrium behavior if the other players
adopt the optimal strategy.

The form of an optimal strategy depends, among other things, on the auction
mechanism that is used to sell the good. Consider first the characterization of
an optimal strategy in the case of a uniform auction. Let z(-,-) now designate
the optimal strategy. Suppose that all bidders except ¢ use the strategy (-, -),
and that i uses the strategy y(-,-). Let p° denote the equilibrium price, i.e. p°
is the price such that

> 2P s5) + y(@®si) = 1. (1)

J#i
The above market clearing equation shows that the equilibrium price depends
on the signals received by the competitors of bidder ¢. Since these signals are
unknown, the equilibrium price is also unknown to bidder ¢. But since bidder
knows the distribution function from which the signals S;, j # i, are drawn, and
also the function z(-, -), he can determine the (conditional) distribution function
of the random variable P°. That is, he can determine

H(p;v,y) = Pr{P’ <p|V =0y s)=y,S =si}
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When bidder ¢ uses the strategy y(-,-), and if the value of the good and equi-
librium price are respectively v and p°; his profit is (v — p®)y(pY, s;). Bidder’s i
expected profit in a uniform auction is therefore

[0 oo s Vet 5015 = i} @)

where, as the notation suggests, the expectation is with respect to V given
S; = s;. The strategy x(,-) is indeed optimal if the maximum of (2) is attained
at y(-,-) = z(+,). A solution to this maximization problem can be characterized
by applying the principles of calculus of variations. Wilson has shown that
the necessary condition for optimization (the Euler condition) is that for all
p € [0,00)

0=E{(V —p)oH(p;V,y)/0p+ z(p,s:)0H (p; V,y)/0y|Si = si}  (3)

where the partial derivatives of H with respect to p and y are evaluated at
y = x(p, si)-

Next consider the discriminatory auction. Using the same notation as above,
bidder’s ¢ profit in a discriminatory auction, when he adopts the strategy y(-, ),
and when the value of the good and equilibrium price are v and p°, equals
(v —pN)y(°, si) — f;max y(u, $;)du, where p™*
demand y(+, s;) is non-negative. Bidder’s i expected profit is therefore

o0
&
0
Wilson (1979) does not derive the Euler condition for the discriminatory
share auction. We show in appendix A that the Euler condition in this case is

X

is the largest price for which

max

(V =p)y(p, si) — /p y(u, Si)du] dH (p; V,y(p, 5:))|S: = s} (4)

0=E{(V —p)oH(p;V,y)/0p — H(p; V,y)|Si = si} (5)

where the distribution H and the derivative of H are evaluated at y = z(p, s;),
and the condition must hold for all p € [0,00). Note that this Euler condition
differs from the uniform-auction Euler condition (3) only in the second term of
the expectation.

Our method of statistical inference is highly facilitated by rewriting the
above Euler equation. Taking the expectation with respect to V,.S;, and then
integrating over p, (5) can be rewritten as (see appendix A for the proof)

0 = E{(n—1)-(E(V|S1=51,... 8 =s,) —p)- 1{P° <p}}
~E{(p—P°)-1{P’ <p}} (6)

where the first expectation is with respect to Sy, ..., S, (the random variable P°
only depends on Sy, ...,S,), the second with respect to V given Sy, ..., .Sy, the



third with respect to P°, and 1{-} is the indicator function. The condition (6)
must hold for all p € [0, 00).

The Euler condition forms the basis of our estimation method for the discrim-
inatory share auction model. As explained in the next subsection, our estimator
is defined as the minimum of an empirical counterpart of the Euler restriction.
The crucial advantage of the reformulated Euler condition (6) over the Euler
condition (5) is that it is much easier to obtain an empirical counterpart of the
former. This comes from the fact that (6) no longer depends on H(:;-,-), the
distribution function of the market clearing price. Indeed this function (and its
derivative with respect to p) is difficult to compute and evaluate because of its
implicit dependence on the equilibrium strategy (-, -).

2.2 Estimation
2.2.1 Definition of the estimator

The estimation procedure exploits the fact that the results from several different
auctions are available. Suppose there are L auctions and let [ index the [-th
auction. In many applications the goods sold in the different auctions are not
completely identical. Also, the number of bidders typically varies from auction
to auction. To capture this between-auction heterogeneity we introduce the
commonly known vector of variables z; characterizing the good sold at the I-th
auction, and the number of bidders, n;.

It is assumed that the random variables (N;, Z;), | = 1, ..., L, are indepen-
dently and identically distributed. The value of the good in the [-th auction,
V;, is assumed to depend on Z; but not on N;. Similarly, the signal received by
individual ¢ in auction I, S;;, depends on Z; (and on V;) but not on N;. Condi-
tionally on Z1, ..., Z1,, the values Vi, ..., V1, are assumed to be independently and
identically distributed. Furthermore, Sy, ..., Sy,; are independent conditionally
on (V}, Z;), and the signals S;; and S,/ are independent conditionally on Z; and
Zy for all | #1'. We adopt a parametric framework. The distribution functions
are specified parametrically and are thus known up to a vector of parameters.
The conditional distribution of V; given Z; = z is denoted Fy|z(-|2;01), where
01 is a vector of parameters. The conditional distribution function of S;; given
Vi = v and Z; = z is denoted Fsy z(-|v, 2;02), where 65 is a vector of param-
eters. Given the distribution functions Fy|z(|-;-) and Fgjy,z(-|-,;-), we can
determine the distribution function of Sy given Z; = 2, denoted Fg|z(-|2;0),
where § = ( '179’2)I.

The objective is now to find an estimator of 6°, the true value of 6. As
mentioned in the introduction, our estimation method only relies on the Euler
condition of the discriminatory auction model. It is therefore not necessary to
dispose of an explicit optimal strategy in the case of a discriminatory auction
model. It must however be assumed that there exists an equilibrium strategy,
and that all agents bid according to this strategy.

Our estimator of the parameter of interest ¢° is a two-step estimator. Let us
start by describing the first step of the estimation procedure. From now on we
explicitly write the optimal strategy as a function of not only the price and the
signal, but also the number of bidders, the vector of auction-characteristics, and
the parameter. That is, z(p, s,n, 2;90) is the optimal demand for the good at
price p for an individual with signal s, when the auction is attended by n bidders



and has characteristics z, and when the true value of the parameter equals 6°.
For any given p € [0,00), let G(:|n,z;p) denote the distribution function of
x(p, Si, Ny, Zi; 90) conditionally on N; = n and Z; = z. We have

G(z|n,z;p) = Pr(z(p, Su, Ni, Z1;60°) < [N, =n, Z) = )
= Pr(z(p, Si,n, z;,0°) < z|N; = n, Z; = 2)
= Pr(Sy>a Yx,p,n,20") N, =n,Z = z)
= Pr(Sy > ax Y, p,n, 202 = 2)

1-— FS‘Z(x_l(m,p, n, z; 00)\2;; 90)

where® the fourth equation follows from the assumption that S;; and N; are
conditionally independent. The third equation holds under the additional hy-
pothesis that the optimal strategy x(-,s,-,-;+) is a strictly decreasing function
in 5.6 It follows that
Yz, p,n, 26°) = FS_|12(1 — G(x|n, z;p)|2; 0°). (7)
This inverse demand function will play an important role in our estimation
procedure.
For any given p € [0, c0) the distribution function G(-|-, -; p) can be estimated
nonparametrically from the observed share bids z;, = z(p, sa,ni, 2;,0°), i =
1,....,n;, 1 =1, ..., L, using kernel estimation methods. A nonparametric estimate

of G(-[-,p) is

S S Uy < o} K (22, 522 .
L n—n; z—=z
Zl:lK( th’ hzl>

Galn, zp) =

where K (-,-) is a kernel and hy and hz are bandwidth parameters (hy is actu-
ally a vector of bandwidth parameters with the same dimension as z).

To proceed, let us first rewrite once more the Euler condition (6) by incor-
porating the auction-specific notation and variables. For auction [ with charac-
teristics z; and with n; bidders, the condition becomes

0 = E{(n—1)(EMVilSu= 510, Sm10 = $n, N =1, 2 =21) —p) - 1{P <p} [Ny =y, 2 = 2}
—E{(p—P) - 1{P <p}|INi=n,Z1 =z} (9)

where the random variable Pl0 represents the equilibrium price in auction [, and
the first expectation is with respect to Sii, ..., Sn,; given N; = n;, Z; = z;. The
condition must hold for all p € [0,00) and all I =1, ..., L.

Let us next find an empirical counterpart for the above moment condition.
This is not trivial since the signals 811y -y Smyl appearing in (9) are unobserved

scalar x.

6Given specific parametric specifications of the distributions functions Fyz(|;+) and
Fgv,z(:|*,+;+), section (4.2) derives an explicit optimal strategy in the uniform auction model.
This strategy (shown to be the unique equilibrium in a large class of demand functions) turns
out to be strictly decreasing in s. It is quite natural therefore to assume that the optimal
strategy in the discriminatory auction also satisfies this property.



variables. We know however that s;; = xil(xilp,;m ny, 215 00). The inverse de-
mand function 27 1(, -, -, ;+) is unknown, but the relationship (7) suggests that,
for any given 6, it is natural to replace the inverse demand function by

&Y, p,n, 2;0) :Fgllz(l—é(x\n,z;pﬂz;ﬂ). (10)

This in turn suggests to replace (for any value of #) the unobserved signal s;
by 7Y (@ip, p, i, 2130), and to consider the following empirical counterpart of
the r.h.s. of (9):

0 0 .
m(xllpa vy Tnp Lpy M1y ooy MLy Py s PLy 215 -4+ 2L, D5 0)
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n — 1)1{p) <p}—(p—p))1{p) <p}.

Since (9) must hold for all p € [0, 00), there is an infinity of moment condi-
tions of the form (9), and for each of these theoretical moments there exists an
empirical counterpart of the form (11). The question now arises which of the
theoretical moments should be exploited in the method of statistical inference.
One possibility is to use all moments. In this case an appropriate criterion must
be defined that involves all empirical moments, and minimization of the crite-
rion over # then leads to the estimator. For reasons given in the next subsection,
this is not the course that we shall follow.

Instead, our estimation method is based on a fixed number of moments (7).
Given T values for p, p1, ..., pr, the estimation method exploits that (9) must
hold at these prices. It is assumed that the true value 6° is uniquely identified
from the T moments.

The second step of our estimation procedure consists in minimizing over
the sum of the T squared empirical moments. More precisely, the second-stage
estimate of 0" is

T

N . 2 0 0 .

0= Argmeln E M= (L11py s ooy Tnp Lpes My ooy MLy Dly ooy Py 215 - 2L, P13 0) . (12)
t=1

The next subsection studies the asymptotic properties of the two-step estimator.

2.2.2 Asymptotic properties of the estimator

Newey and McFadden (1994, section 8) consider a class of estimators that are
defined as the solution of a set of equations involving the observables, an un-
known vector of parameters of interest, and a “first-step” estimate of a function.
Since the first-step estimator is a nonparametric estimator of a function rather
than an estimator of a finite-dimensional parameter, this class is referred to as
the class of semiparametric two-step estimators. Newey and McFadden show
that these estimators can converge at a rate equal to the root of the number
of observations, even though the first-step estimator converges at a slower rate.
They also give regularity conditions for asymptotic normality of the second-step
estimator.

By rewriting the criterion function (12) we show in appendix C that our
estimator of 8° belongs to the class of semiparametric two-step estimators (the

10

(11)

[(E (W‘Sll - j_1<x1lpap7 nl7zl;9)7"'75nll = i_l(xnll;lwpa nl72l;0)7Nl = nl;Zl = Zl) _p)



nonparametric first-step estimate being G’) By verifying in the appendix that
the regularity conditions of Newey and McFadden hold, we show that our esti-
mator is v/ L-consistent, and that it is asymptotically normally distributed. For
the form of the asymptotic variance of the estimator we refer to appendix C, as
it involves a lot of (too much) new notation.

We restrict ourselves to a finite number of moments T to fit into the frame-
work of Newey and McFadden. The extension to a setting where an infinity of
moment conditions is exploited is beyond the scope of this paper (see however
Carrasco and Florens, 1999, for an extension of the GMM to a continuum of
moments).

3 Data

3.1 The institutional setting of the French government se-
curities auctions’

Since 1985 the French government securities are sold through auctions. The
Treasury securities are auctioned via discriminatory auctions.® The auctions
are organized by the Bank of France, but all decisions regarding the dates the
auctions are held, the characteristics of the securities, the quantities offered, etc.,
are taken by the Treasury. The three main types of French Treasury securities
are:

e The Bons du Trésor a tauz Fize et a intéréts précomptés (the BTFs); these
are tradable fixed-rate short-term discount Treasury bills with maturities
of up to one year.

e The Bons du Trésor a taux Fize et a intéréts ANnuels (the BTANS);
these are tradable fixed-rate medium-term Treasury notes with interest
paid annually and with maturities of two or five years.

e The Obligations Assimilables du Trésor (the OATSs); these are fungible
Treasury bonds with maturities ranging between 7 and 30 years.

Since our empirical analysis is based on the auctions for OATs and BTANSs that
were held in 1995, we describe the auction environment for these particular
securities only, and present the auction rules as they prevailed at that time,
even though they may have slightly changed by now.

The Treasury auctions for OATs and BTANs are held once a month—QOATs
on the first Thursday of the month and BTANs on the third Thursday. The
scheduling of the auctions is as follows:

e Two business days prior to the auction, the Treasury announces the line
that is to be auctioned, i.e. the Treasury describes the characteristics of
the securities (the nominal yield, the maturity, etc.), and also determines
the amount of securities it plans to sell.

"This subsection draws on the annual report (we use the 1995 version) on the French
Government Securities. For more details see this report.

8Bartolini and Cottarelli (1997) find that 42 out of 77 countries in their sample (including
all G-7 countries) used auctions in 1993 to sell government bills. More than 90% of the 42
countries that relied on auctions adopted the discriminatory auction format.
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e A bid consists of a price/quantity pair. The price is expressed as a per-
centage (of the nominal value of the security), and the quantity is the
amount (in FFr) of the security the bidder wants at the corresponding
price. ® The minimal amount that bidders may submit is FFrl million
for the BTANs and FFr50 million for the OATs. Bidders are allowed to
submit as many bids as they wish. Bids can be submitted until 10 minutes
before the start of the auction. Most bids are submitted via TELSAT, a
computerized bidding system, but bidders can also submit their proposals
in sealed envelops directly to the Bank of France. The start of the auction
isat 11 am.

e The Bank of France ranks bids in descending order of price, and immedi-
ately transmits the list of ranked bids to the Treasury without revealing
the identity of the bidders.

e The Treasury determines the amount of securities to be sold at auction,
and calculates the stop-out price (the equilibrium price), i.e. the price
for which aggregate demand equals the amount of securities offered at the
auction. The highest prices are served first, and the allocation of securities
stops when the amount (sold at auction) is reached. Any ties are settled
on a pro rata basis.

e The auction results are announced via TELSAT (and also via some other
information networks). The delay between the deadline for submission
and the release of the results was less than 20 minutes in 1995.

e Delivery and settlement of the OATSs take place on the 25th of the month
the auction is held. In the case of 2-year (resp. 5-year) BTANS this occurs
on the 5th (resp. 12th) of the month following the auction.

Most bidders are Spécialistes en Valeurs du Trésor (SVTs).!0 The SVTs
are primary dealers selected by the Treasury among the most active players
on the government securities market. On average they account for 90% of the
securities bought at auctions, the remaining 10% being purchased by other large
banks or financial institutions. The mission of the SVT's, set out in a charter, is
roughly speaking to run and maintain the primary and secondary government
debt market and to advise the government on the implementation of its issuance
policy.

France belongs to a small group of countries!' in which bidders have the
possibility to submit Offres Non Compétitives (ONCs). These non-competitive
bids (the competitive bids being the auction bids described until now) can ac-
tually only be submitted by the SVTs. There are two kinds of non-competitive
bids: the ONC1s, which must be submitted at the same time as the competitive
bids, and the ONC2s, which may be submitted once the auction is over and

9For example, a bidder submitting (90%;FFr100 million) states that at the price of 90%
he requests FFr100 million worth of securities. Re-formulated in a more familiar way, assum-
ing the nominal value equals FFr2000, this bidder demands 50000 securities (FFr100 million
divided by FFr2000) when the price per security is FFr1800 (90% of FFr2000).

100n 1 April 1995 there were 19 SVTs.
I According to Bartolini and Cottarelli (1997), only 38% of 40 countries that relied on
auctions accepted non-competitive bids.
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until one day after the auction. The SVTs are not obliged to engage in non-
competitive bidding. Each SVT can not submit more than one ONC1 bid and
one ONC2 bid. Unlike a competitive bid, a non-competitive bid consists only
in an amount (in FFr) of the security the bidder wants. The amount submitted
by a bidder is sealed and may not exceed a certain bidder-specific limit, but
except for this restriction each bidder is guaranteed the quantity he bids for.
The limit may differ for the two types of ONCs, and its height is determined by
the participation of the bidder in the three last auctions. The price at which the
non-competitive bids must be paid is identical for all bidders and corresponds
to the quantity-weighted average price of the awarded competitive bids. Since
ONCls are submitted before the main auction and ONC2s after the auction
results are revealed, the former are submitted under price-uncertainty and the
latter under price-certainty.

French Treasury securities can not only be bought at auction but also on
two other markets: the so-called when-issued market and the secondary market
(see Bikhchandani and Huang, 1993, for a detailed description of the US-version
of these two market forms). The when-issued market for a security is a forward
market that starts the day when the Treasury announces an auction for that
security, and ends on the settlement date. Once the announcement has been
made by the Treasury, dealers can trade forward contracts on the Treasury
securities that are to be auctioned. Contract sellers and contract buyers commit
themselves to respectively deliver and take delivery of certain specified amounts
of securities at the forward prices. The forward contracts are delivered on the
issue date (=settlement date) of the security, which explains why the market
is called a when-issued market. The BTANs and OATs are also traded on
the secondary market. The secondary market is a permanently active market
where the smaller financial institutions and individual investors can trade in
securities and where the competitive bidders can resale their securities obtained
at auction.

3.2 The link between theory and practice

As mentioned in the introduction, Wilson’s share auction model is often re-
garded as a realistic model of Treasury auctions. From our description of the
institutional setting of the French Treasury auctions it is clear, however, that the
theory deviates in several ways from practice. The purpose of this subsection is
to comment on these deviations.

The first deviation is that, unlike the share auction model, part of the bid-
ders in France—the SVTs—have the possibility to submit ONC1s and ONC2s.
The fact that bidders have this opportunity implies that their maximization
problem differs from the maximization problem (4). If non-competitive bidding
is allowed then agents maximize expected earnings derived from competitive and
non-competitive bidding, and consequently the actual optimal bidding strategies
may differ from those derived in subsection (2.1). The reason why we have not
attempted to extend Wilson’s model to account for non-competitive bidding is
that this phenomenon is not important in France. Indeed, the descriptive statis-
tics in the next subsection (Table 1) indicate that on average ONCls (ONC2s)
only amount to 1% (8%) of the total amount of securities issued by the Treasury
(that is the amount sold at auction plus the ONCls plus the ONC2s). Appar-
ently bidders in France do not make much use of non-competitive bidding, and
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the effect of neglecting non-competitive bidding in our analysis is therefore ex-
pected to be negligible.

The second deviation is that unlike most Treasury auctions in the world
(including the BTF auctions in France), the French Treasury does not announce
the precise amount of OATs or BTANSs it plans to sell. Instead it announces
an issue interval, wherein the quantity of securities eventually sold at auction
necessarily lies. Ex-ante this induces some uncertainty about the total amount
of securities sold at auction. However, in practice the intervals announced by
the Treasury are quite tight, so that we have not attempted to allow for supply
uncertainty in the model.'2

The third deviation is that Wilson’s model describes the main auction as an
isolated market, unaffected by what happens on the when-issued market and the
secondary market. The interdependencies that exist between the three market
forms might affect bidder’s behavior at the auction. However, we feel that it is
beyond the scope of this paper to construct (and estimate) a unified model that
integrates the three markets for Treasury securities.

3.3 Descriptive analysis

Our empirical analysis is based on all French-franc denominated OAT and
BTAN auctions that were held in 1995.'2 Table Al in the appendix gives the
auction dates, the lines auctioned (this column in the table gives for each auc-
tion the nominal yield of the security and the year of maturity), the settlement
dates, and the exact maturity dates. As mentioned in subsection (3.1), OATSs
and BTANSs were auctioned once per month—QOAT's on the first Thursday of the
month and BTANSs on the third Thursday of the month. There are therefore 24
different auction dates. As table Al indicates, the Treasury did not necessarily
sell just one line on a given auction date, but often sold two or even three lines
on the same day. If several lines were offered on a given day, they were sold
simultaneously but via strictly separate auctions.'* Six different lines of OATs
and five different lines of BTANs were issued in 1995.

Apart from the information already given in table Al, we observe for each
auction all competitive bids submitted by all bidders (the non-competitive bids
are not observed in our data), the stop-out price, the amount of securities sold at
auction, and the total amounts of ONC1s and ONC2s awarded by the Treasury.
The auction participants are unidentified in our data, i.e. we cannot tell from
the data which bidder in a given auction corresponds to which bidder in some
other auction.

Table 1 gives some overall information about the auctions. In 1995 a total
of 45 auctions took place: 25 OAT auctions and 20 BTAN auctions. The total

12Note that Wang and Zender (2002) have generalized Wilson’s model by allowing for supply
uncertainty.

13 Three other types of French government securities were issued through auctions by the
Treasury in 1995: BTFs, ECU-denominated OATs/BTANs, and OATs for private investors.
We have excluded the data from these auctions for homogeneity reasons. Indeed, the auction
rules under which they were conducted differed from the rules under which the auctions in
our sample were held.

14For example, the investors interested in both lines issued on May 1995—%7.75% April
2005” OATs and “8.5% October 2008” OATs—had to submit their bids separately for the
two auctions, according to the procedures described in subsection (3.1), and at 11 am the two
lines were auctioned independently from each other.
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quantity issued by the Treasury in the 45 auctions is FFr464.579 billion, so
the mean amount of securities sold is FFr10.324 billion per auction. The total
quantity can be split up into the total amount of awarded competitive bids
(FFr 423.72 billion), total amount of awarded ONCls (FFr4.831 billion), and
total of awarded ONC2s (FFr36.028 billion). A total of 937 “different ” bidders
have participated in the 45 auctions, and the total number of competitive bids
submitted by these bidders is 2677. About 38% of these 2677 bids were served by
the Treasury, 16% were only partially served (because they were at the stop-out
price), and almost half of the bids (46%) were loosing bids.

Table 1. Overall information about the auctions

Number of auctions 45

OAT 25 (56%)
BTAN 20 (44%)
Number of bidders 937
Number of bids 2677
Totally served 1016 (38%)
Partially served 423 (16%)
Not served 1 238 (46%)
Total amount issued by the Treasury (FFr millions) 464 579
competitive bids (FFr millions) 423 720 (91%)
ONC1 (FFr millions) 4 831 (1%)
ONC2 (FFr millions) 36 028 (8%)

Table 2 presents summary statistics per auction. The average number of
bidders per auction is 20.82. The number of bidders is quite stable across
auctions and is close to the total number of SVTs in 1995. The number of
bids per auction ranges between 28 and 102 bids, and the mean is about 60
bids. The mean of the auction coverage—which is the ratio of the sum of all
submitted competitive bids and ONC1s to the total amount served (the awarded
competitive bids and ONCls)—is equal to 2.25.

Table 2. Summary statistics per auction

Variables Mean  Std. dev. Min Max Obs
Number of bidders 20.82 1.71 15 23 45
Number of bids 59.49 17.41 28 102 45
Amount issued by Treasury (FFr millions) 10 324 5 922 2052 21849 45
Winning competitive bids (FFr millions) 9 416 5335 1800 19125 45
ONC1 (FFr millions) 107 121 0 496 45

ONC2 (FFr millions) 801 820 0 2 553 45

Auction coverage 2.25 0.75 1.29 5.18 45
Maturity of security (in days) 3749 3227 586 11 231 45
Nominal yield (%) 7.31 0.80 5.75 8.50 45
Secondary market price 98.07 9.29 71.33 108.50 45
Stop-out price 97.94 9.40 70.88 108.16 45
Highest price bid - lowest price bid 0.32 0.13 0.10 0.68 45
Auction scatter (average price - stop-out price)  0.03 0.02 0.00 0.16 45
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The mean of the maturity of the security—defined as the number of days be-
tween the settlement date and the date of maturity—is 3 749 days. The average
nominal yield in the sample is 7.31%. The average of the secondary market
price—defined as the opening secondary market price of the security on the
day of the auction—equals 98.07. The stop-out price varies between 70.88 and
108.16, and has a mean equal to 97.94. The dispersion of the submitted prices—
defined as the highest price minus the lowest price— is on average 0.32. Finally,
the mean of the auction scatter—still another measure of the dispersion of auc-
tion prices, and defined as the difference between the weighted average price of
the winning bids and the stop-out price—equals 0.03.

Table 3 gives summary statistics per bidder or per bid. The number of
submissions per bidder ranges from 1 to 9, and the mean equals 2.86. This is
slightly lower than the mean of 3.2 bids found by Gordy (1999) (based on data
from Portuguese Treasury auctions), but substantially lower than the mean of
6.9 bids found by Hortagsu (2000) (Turkish Treasury auctions).

Table 3. Summary statistics per bidder or per bid

Variable Mean Std. dev. Min  Max Obs
Number of bids 2.86 1.58 1 9 937
Demanded quantity per bid (FFr millions) 326 328 10 2500 2677
Price bid 98.54 7.93 70.54 108.26 2677
Highest price bid - lowest price bid 0.07 0.07 0 0.54 937

In our sample the submitted quantities range from FFrl0 million to FFr2.5
billion, and prices from 70.54 to 108.26. The price dispersion per bidder ranges
between 0 (if the bidder has submitted only one bid) and 0.54.

4 Results

4.1 Estimation of the parameters of the discriminatory
model

The secondary market price, the nominal yield and the maturity of the security
(divided by 1000) sold at the I-th auction are the variables included in the vec-
tor z;. The dimension of z; is thus equal to 3, and we denote z; = (217, 221, 231)-
In the first step of our estimation procedure we nonparametrically estimate the
distribution function G(z|n, z;p) using the Epanechnikov kernel. To avoid any
confusion with the vector z;, we denote the 3-dimensional vector of explanatory

variables at which G(-|-,+;-) is evaluated, as z = (21,22, 23). In expression (8)

we thus have K (%00, 521 ) = K (5o ) K (S ) K (S22 K (550
where K (u) = 0.75(1 —u?)1{|u| < 1}, and hy, h1z, haz and h3z are the band-
width parameters. The choice of all bandwidth parameters were chosen accord-
ing to the rule of thumb defining each bandwidth as 2.214 multiplied by the
standard error of the variable multiplied the number of observations (L) to the
power —%.15 We find hy = 2.2, h1z = 11.9 (bandwidth of the secondary mar-

15Newey and McFadden (1994, pp. 2203-2210) impose conditions on the choice of the kernel
and the convergence rate of the bandwidth parameters. To satisfy these conditions, we chose

16



ket price), hoz = 1.0 (nominal yield), and hsz = 4.1 (maturity of the security
divided by 1000).

To proceed with the second step, we have to choose parametric specifications
for the distribution functions of the signal and the value. For the revenue
comparison in the next subsection, the specifications should be chosen such
that explicit optimal strategies can be obtained in the uniform share auction
model. Bearing this in mind, we assume that the value V; given Z; = z; has the
distribution function

B
['(cu)

Fyz(v|z;601) = / Yt w1 exp [—6u”] du (13)
0
where
ap = (17 Zl) o

B = (17 Zl) B

and T'(+) is the gamma function, « and § are vectors (of dimension 4 by 1) of
parameters, and -y is a scalar parameter. Note that if v = 1 then the above dis-
tribution function corresponds to the gamma distribution function with param-
eters ay and (3}, i.e. in this case V; follows a gamma distribution with conditional
mean «; /3, and conditional variance oy /37; if 4 # 1 then V" is distributed as
a gamma distribution with parameters o; and §;; if a; = 1 then V; follows a
weibull distribution with parameters v and £3;. Note also that 8] = (o/, 3, 7).

We furthermore assume that the signal S;; given V; = v; and Z; = z; follows
an exponential distribution:

Fsyv,z(s|vi, 21;02) = 1 — exp [~sv]] (14)

where v is the scalar parameter that also appears in the conditional distribution
function of V;. Note that the conditional expectation and variance of S; are
assumed to be independent of z;. Note also that 6 = 7y, so the complete vector
of parameters is therefore ' = (o/, 3, 7).

In the second step of the estimation procedure we estimate 6°, the true
value of 6. The estimate of this parameter is defined by (12), where, given the
specifications (13) and (14), the conditional expectation of V; appearing in the
empirical moment m(.) is:

E (‘/Z|Sll - i_l(xllp7p7 nlvzl;9)7 "'7Snll = fi'_l(xnllpvpa ’I’Ll,Zl;g),Nl - nlaZl = Zl)

TPy +a+1/y) 1
L'(ng + ay) . ) al
(I —

A1
GY U (ip|ni,zip

We choose T' = 45, i.e. the number of moments equals the number of auctions
in the sample, and the prices p1, ..., pr are equal to the observed stop-out prices.

The second-step estimates are presented in Table 4, together with the es-
timated standard errors (using the estimated asymptotic variance matrix of 0
given in the appendix).

the Epanechnikov kernel (m = 2 in the notation of Newey and McFadden’s lemma 8.10, p.

1
2206), and the convergence rate L™ 7. Furthermore in this formula, the factor 2.214 is the
constant associated with the Epanechnikov kernel.
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Table 4. Second-step estimate of 6 (est. standard error)

Estimate of « :

Constant -15848.93 (320.72)**
Secondary market price 66.67 (3.48)**
Nominal yield 1617.29 (8.76)**
Maturity of security (in days/1000) 142.24 (6.96)**
Estimate of [ :

Constant 8596.67 (114.87)**
Secondary market price -104.30 (1.24)**
Nominal yield 340.41 (6.77)**
Maturity of security (in days/1000) -2.04 (1.57)

7 12.28 (0.0085)**

Note: Actual estimates and standard errors in § are very
small, and those reported in the table are multiplied by 10%4.

All parameters are significantly different from zero at the 5% level, except the
parameter corresponding to the maturity of the security in 5. Given the estimate
0 and using (13), we can calculate E(Vj|Z, = z), and the derivative of this
expectation with respect to each variable in z;. Evaluated at the empirical
mean of the explanatory variables (i.e. we replace z; by the averages reported
in Table 2), we find that the conditional mean of the value equals 99.79, which
is above the average secondary market price (98.07) and the average stop-out-
price (97.94). The derivative with respect to the nominal yield, the secondary
market price and the maturity are 1.06, 1.18 and 0.40 respectively. All these
variables thus have a positive effect on the expected value of the security, as
intuition suggests. Table A2 in the appendix gives for all auctions [ =1, ..., 45,
the estimated expectations E[V}|S1 = S11y ..y Snyt = Sny1s Z1 = 2] (with the
estimated signal §;; = F;llz(l - G’(;vilp?ml,zl;p?)\zl; 0), and 2 the value of the
characteristics of the security at the I-th auction) and E[V}|Z; = z], the stop-
out-price, and the secondary market price.

4.2 Revenue comparison

In this subsection we compare the actual income of the French Treasury with
the hypothetical income the Treasury would have earned had it adopted the
uniform share auction mechanism. The actual revenue from a given discrimi-
natory auction simply equals the sum, over all winning bids in the auction, of
awarded quantities multiplied by the associated prices. The total actual income
earned by the Treasury is then the sum, over the 45 auctions held in 1995, of
these actual revenues. In 1995 the total actual income thus calculated amounts
to FFr421.543 billion.

The calculation of the hypothetical total income under the uniform auction
format is less straightforward. First we need to determine an explicit optimal
bidding strategy in the uniform auction format. Given our parametric specifi-
cations of the distribution functions (13) and (14), we show in appendix B that

18



an optimal strategy in the uniform auction is (i.e. a solution of (3))!6

streamt) = [1= (e} (oo e} -

As mentioned in subsection 2.2.1, this optimal bidding function is decreasing
in the signal s;; (it is also decreasing in p). In appendix B we also show that given
our distributional assumptions, (16) is actually the unique equilibrium strategy
in the class of demand functions of the form x(p, s, ni, 215 0) = a(p, ny, z1;0) +
b(p, ny, z1;0)s;. There are no restrictions on the functions a(-,-,-;-) and b(-, -, ;)

The strategy (16) is a generalization of the equilibrium strategy derived in
Wilson (1979, example 1). Wilson assumes that V; follows a gamma distribution
with parameters a; and §;, and that S;; is exponentially distributed with pa-
rameter v;. His setup thus corresponds to the special case where the parameter
~ appearing in the distribution functions (13) and (14) is equal to 1. When
v =1, (16) reduces to

B+ s
nl(nl + al)

/ (i —1) (17)

x(]% Sil7nl7zl;9) =11~ 2p

which is the optimal bidding function given by Wilson.”

Now that an optimal bidding strategy has been determined, a possible way
to calculate the hypothetical income under the uniform auction format is as
follows. Given the two-step estimate 6 and using (10), define, for each bidder
1 and auction [, the estimated signal §; = Fg\lz(l — G(milp|nl7 z1;0)| 215 9) Re-

placing, in (16), 6 by 9, and for all ¢ s;; by §;, gives the estimated uniform
demand functions for all bidders ¢ in auctions [. The estimated stop-out price
in the [-th uniform auction can then be determined by equating estimated ag-
gregate demand and total supply (i.e. the amount of securities sold at the I-th
discriminatory auction). The hypothetical revenue from auction [ is then the
product of total supply and the estimated stop-out price, and the total hypo-
thetical income under the uniform auction follows from summation over all 45
auctions in the sample.

We will however calculate the hypothetical total income in a different and
more direct way by exploiting the fact that for our uniform share auction model
there is an explicit solution for the stop-out price. Under the assumption that
agents bid according to the optimal demand function (16), it can be shown that
the stop-out price in the I-th uniform auction satisfies

1
0
= ——FEWV|S5; = iy Sl = Sny1, 41 = 18
D 1+1/V (z| 1 = S1ly -y Oyl = Syl 41 Zz) ( )
1 T+ a;+1/7) 1

L+1/y  Tlm+a) (B + 20 sa)t/Y
160f course, as with the Euler condition of the discriminatory model, the auction-specific
notation and variables should be incorporated in the uniform Euler condition (3).
17Tn Wilson (1979) the numerator is 8, —n;s;; instead of 3; +n;s;;. But this simply reflects
a difference in the choice of the conditional distribution function of the signal. In Wilson the
conditional distribution function is Fg|v, z (sii|vi, 215 02) = €%l for s; < 0.
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The equation for the stop-out price given by Wilson (1979, page 682) corre-
sponds to (18) with v = 1.18

In order to calculate the hypothetical uniform revenue we construct, as
above, the estimated signals §;. The estimated stop-out price in auction [ can
be obtained directly on replacing 6 and s; by their estimates in (18). The
hypothetical income in auction [ and the total hypothetical income are then
calculated as above.'?

The hypothetical uniform revenue we calculate in this manner equals FFr400.421
billion. Therefore, had the French Treasury adopted the uniform auction format
instead of the discriminatory auction format, it would have earned FFr21.122
billion less (5% of total income in the discriminatory auctions). In calculating
the variance of the above estimate, we use the fact that the hypothetical revenue
is simply the sum over all auctions [ of p? times the amount of securities sold in
the [-th auction. Hence, the estimated hypothetical revenue is some function of
0 and (via the estimated signals 8;;) G(.), so its variance can be calculated by
applying the delta method. In applying the delta method we ignore the variance
in G’(), i.e. we consider it as fixed. The estimated standard error we find is
FFr1.11 billion, and the 95% confidence interval for the hypothetical revenue is
[FFr398.210 billion; FFr402.632 billion], implying that the difference in revenue
between the discriminatory and uniform auction is significant at the 5% level.

When we restrict v = 1, the results are very different: the estimated revenue
under the uniform auction drops to FFr 215.462 billion, implying a substantial
loss in income of FFr206.081 billion (almost 49%). However, since the hypothesis
v = 1is rejected by the data (see Table 4), these last figures have no statistical
justification, and cannot therefore be treated without much suspicion. They
merely show that Wilson’s model is too restrictive for the analysis of our data,
and leads to overly negative conclusions regarding the performance of the uni-
form auction format.

As in Hortagsu (2000), we find that the discriminatory auction is revenue-
superior to the uniform auction. Our estimated revenue loss of 5% is smaller
though than the revenue loss obtained by Hortagsu using Turkish Treasury
auctions. He reports counterfactual revenue comparisons for each of the 25
auctions in his sample. His ez-ante revenue differences vary between 0.12%
and 27%, and on average the uniform auction generated 14% less than the
discriminatory auction.

5 Conclusion

This paper has proposed structural econometric methods for the empirical study
of Wilson’s share auction model. We have shown how the parameters of this
model, i.e. the joint distribution function of the value of the good and the signals
received by the bidders, can be estimated via a two-step estimation procedure.
Using the estimation theory for semiparametric two-step estimators developed
by Newey and McFadden (1994), we have established the asymptotic properties

18Except that the denominator in the last term equals £, —Z?:ll s4; instead of ,31-1-2111 Sil-
19The total hypothetical income has been calculated in two ways. First by estimating the
signals as §;; = FS_|12(1 - G(:vilp? Ing, zl;p?)\zl; 0), and second by estimating the signals as an
~ 1 L —1 S ~ . . .
average §; = T Ez':1 FS‘Z(I — G(milp?/ Ing, 21; p?,)|zl; 0). The estimated hypothetical income
is not affected by the manner in which the signals are estimated.
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of our estimator. A crucial feature of the method of statistical inference is that
it only relies on the first-order condition of the bidder’s maximization problem.
Our estimation method seems therefore potentially of interest whenever one
wants to estimate game theoretic models for which no explicit strategies can be
found.

The methods have been applied to Treasury auctions held in France. Our
results suggest that the Treasury’s revenue in the discriminatory share auction
is 5% higher than in the uniform share auction, which is a relatively high figure
given the enormous amounts of money at stake. This result can be seen as
an ex-post justification for the fact that the majority of countries rely on the
discriminatory auctions to sell their Treasury securities.
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APPENDIX

A The Euler condition for the discriminatory
auction model

First we rewrite the expected profit (4). We have

20

= F { /OOO [—y(p,si) + (V —D)yp(p, si) + y(p, si)] H(p; V, y(p, s:))dp|S; = 37}

max

P

y(u, Si)du] dH (p; V,y(p, 5:))|S: = Si}

(V =p)yp,si) — /

p

& { / LV P (0 50V H (s Vg, 52))] il Si = }

where the first equality follows from an integration by parts, and ¥, is the
derivative of y with respect to p. The expression in brackets can be written as a
function g(p, y(p, s:), Yp(p, 5i), V). We want to stress that there is no connection
at all between this function g and the distribution function G defined in the
main text. Using this notation, the expected profit can be rewritten as

0
The necessary condition for y(-, s;) to maximize (19) is that for all p € [0, o)
dg d Og }
0=E<—=——=—"|% =s 20
{ dy  dp Oy, (20)

(see Chiang, 1992, p. 46). Given the specific form of the function g, we have

09 VOH (p; Viy(p, si))

ay - (V p)yp(p7 SZ) ay
and
dadg .. (v J OH®:V,y(p, i) VOH(p; V. y(p, s:))
o = H Vo, s))~(v—p) { SIS ) SR

so that (20) can be rewritten as

OH(p: Vo y(p: i) g s}

0= B{-HG:Voplps) + (v - p) T

The strategy z(-,-) is optimal if the above condition is satisfied for y(-,s;) =
x(+, 8;), which gives the Euler condition (5).
Next we show that the Euler condition (5) can be rewritten as (6). We have

H(p;v7y)=/--~/ .#41 D oalpsy) <1—y o [ fsiv(s;lv)ds;
85307

J#i J#i
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where fgy/(-|-) is the density associated with Fgy (-|-). Defining z;, = z(p, s;),
the above expression can be written as

0z~ (p, x;
H(p;v,y) = // » 1 {Z%‘p <1- y} 11 %J‘sw(fl(n Zjp)|v)dajp
Tjp3) 7

j#i j#i P

so that (because the integrand is symmetric in all the ;)

%;W) _ (n_1)/.../mjp;#i1{2xjp§l—y}

J#i
9 [0z~ (p,x1p) -
xa—p [amplpfsw(l“ 1(p7:171p)|v)} dz1y

X H Wf v (@ (p,zjp)|v)dp.

xr
J#i P
J#1

Now define H(p;v) = Pr(P° < p|V =v) and H(p) = Pr(P° < p). We have

/ / {Z:: (p,s5) < }Hfsn/ si|v)ds;

[~ {Z%Q}Hax O L) ey (o o

So, again by symmetry, we have

o p7 / / {ijp = 1} dp [ - 8izj’x1p)fs (@™ (s w1p)|v) | darap

1 .
X H wfsw(x (Pa Tjp)|v)dajp.

H(p;v)

After some straightforward calculations it follows that
H H . .
E{(? (p;v,z(p, Si ))IV } _ /0 (p; v, z(p, 51))
dp dp
(n—1) dH(p;v)
n dp

OH(p; V,z(p,5;)) | _ (n—1)dH(p)
E{ dp } n dp =

fsv (silv)ds;

and therefore

We also have

p{y VSN, o) [,

Op dp
n — d n
= ( . 1)% /va(v)/.../l{Po Sp}jl;[lfsw(sﬂv)dsjdv
= (ngl)%[E(E(V|Sl:81""’Sn:3n)'1{P0§p})]
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where fy (-) is the density associated with Fy/(-). Finally we have E {H (p; V, z(p, Si))} =
H(p).

Therefore, taking the expectation with respect to V. S;, the Euler condition
(5) can be rewritten as

0 = E{V(?H(p; Va,;:(p, Si))} _pE{aH(p; Vé;?(p, Si))}_E{HQ);V’x(p’ -
= (ngl)dip [E (E(V|Sl281,...,Sn:sn).1{P0 Sp})}
(n—1)dH(p)
T T — H(p).

Integrating over p gives

¢ = E{(nfl)(E(VwSl :Sla“'aSn:Sn)*p)'l{PO Sp}}
~E{(p—P")-1{P° <p}}

where C is the integration constant. We now assume that Pr(P° < 0) = 0.
Replacing p = 0 in the above expression, it follows then that C' = 0, which gives
the condition (6).

B An optimal strategy for the uniform auction
model

In this appendix we prove the claim that (16) is the unique equilibrium strat-
egy belonging to the class of demand functions of the form x(p, s, n, 21560) =
G/(p,nl,Zl;e) +b(p7nl7zl;9)8il- ~

_ First we derive the conditional expectation E(Vi|S; = §,5; = sii) where
S = Z#i Sji. In this section of the appendix a density function (marginal,
joint, or conditional) is represented by the letter g. Again, there is no connection
between this function g and the distribution function G defined in the main text.
We have

EWi|S;

51,8 = si)
(o)

= / vig (w1, sit)dvy
0

Iy~ vig(Gilon)g(silvr)g(vr)duy
Jo~ 9(Gilv)g(salv)g(vr)doy

y(n;—1) ay
Y a—2, Y5, ¥, —v) sy B y(o— 1) —Bv)
B Jo v fo S e et sy, ) “Lduy
- y(ng—1)
o0 Y =205, Y v sy Brt | (on—1) e B1v] ~p Y1
fo T o e tylen 5 e e T dy
oo 1 1) _ 1
fo V] +vy(ni+oa;— ) (s,+ﬁl+sll)vl ,Y,U’Y dUl
- oo y(nitoar—1) —(5,4+8,+su)v
Jo v e~ GurtBitsi)vl a1y,

00 "H-Otl—l"rl/'Y — (8148, +si)v
Ity e

JoSwprterT e Gt s vy,

26



I(n;+a;+1/7) oo (5 +06;+si l)"l+ul+1/“’v”l+al 1+1/v 7(Sz+ﬁl+871)vldvl

(BB sttt/ T(ni4ai+1/7) l
o L (ni4ar) 0 (5148 +si)™ T njtog—1 e—(ButB +si)u
GtB,+sa) it Jo T(uta) U Hsi)vidy,

Plut+on+1/y) S+ B+sa)™+™
(514 8, + sg)Mteat1/y ['(n + o)
T(ni+a;+1/7) 1

I‘(nl+al) (§l+,8[+8¢l)1/7.

The second equality follows from the assumption that the signals Sy, ..., Sy, are
independent given V; = v;. The third equality follows from the assumption that
V" follows a gamma distribution with parameters oy and 3;, and S;|V; = v; an
exponential distribution with parameter v}, and the well-known fact that the
sum of n; — 1 i.i.d. exponential variables (with mean 1/v;") follows a gamma
distribution with parameters v, and n; — 1.

Let us now simplify somewhat the notation by suppressing n;, z; and 6 in
z(+), a(-) and b(-). Since we are looking for equilibria of the form z(p,s;) =
a(p) + b(p)si1, we have

H(p;v,y) = Prid a(p,Sj) <1—y|Vi=w, 8= su
i

= Pr Z[@(p) +b(p)Sil <1 —ylVi =v, 8 = si

J#i
- 1—y— -1
= Pr{Sl > y = (m Ja(p) Vi =, Sy = Sil}
b(p)
~ 1—y— -1
= 1-Pr {Sl < Y l(:(”) )a(p)m :vl,Sizzsu}
p

where the last equation follows from the fact that the functions a(-) and b(-) are
such that (-, -) is decreasing in p and s;;. Letting §; = [1 —y— (n; — 1)a(p)]/b(p)
we have

03
Hy(pyvi,y) = —g(5ifvi, sar) 52
H, i 00) = gl 520’y

and therefore
E{(W ) (p7‘/la )+yH (P» LY )|Szl —szl}

- 0s _ 0s
= FE {—(Vl —p)9(51|Vz,8u)ﬁ - yg(5l|W75il)a_;|Sil = Sil}

dp
= E{ p)|S; = 51,85 = sil}g(§l|3“)%z (Sl|szl)?;;
= <P”l+al+1/v) 1 B )
Clng+ar) (514 B+ sa)t/y p
xg(8ilsit) —(u = 1)a’(p)b(p) — 2)2((1;))[1 —y— (= Da(p)] yg(msﬂ)%'
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The Euler condition (3) (including the auction-specific notation and variables)
amounts to evaluating the above expression at y = z(p, s;1) = a(p) + b(p)s;; and
then equating the expression to zero:

0 = E{(Vi—p)Hy(p;Vi,y) + x(p, sa)Hy(p; Vi, y)|Sa = su}
_ [ TOu+or+1/v) 1 y (_ (i —1Dd'(p)  V(p) §l>
Pl +a) (8, + ey b(p) b(p)
1= (i —1)a(p) — b(p)s:
b(p)

where we have used that §; = [1 — nya(p) — b(p)sa]/b(p) so that §; + s =
(1 — nga(p))/b(p). The above equality must hold for all values of s;; and hence
for all values of §;. Therefore it must be that

T(ni4ai+1/7) 1 —p (_(nlfl)a'(P)> _ 1-(m—Va(p) _ 0
T(nit+ou) (Igl+1*:+:)("))l/w b(p) b(p)

[ D(uutoaa+1/v) 1 _ b (p) —
< L(ni+on) (5,+1*;+;)<P>)1/w p> b(p) +1=0

Plu+ar+l/y) _ (=be)'/” _
= ( Fl(nz-z-az) (—Blb(p)—1+nll/a(p))1/7 -Dp ((nl - 1)(1’(]))) +1- (nl - l)a(p) =0
D(ntartl/y) _ (=bE)'” / _
( Tonetan  Adt-ttmay7s ~P) @) —bp) =0

(21)
The two equalities imply that
b(p) _ 1—(m —1)a(p)
v (p) (i — 1)a’(p)

& —(m = 1)a’(p)b(p) + (i — Da(p)t' (p) = ¥/ (p)

& (m—1) (a(p)b’(p) - a’(p)b(p)> _ V()

b%(p) b%(p)
a(p) 1
@(nl—l)@ —@4‘6’1

& a(p) = (1+ C1b(p))/(n - 1).

where C] is the integration constant. Inserting this expression for a(p) into the
second equality of (21) gives

D(ny + oy + 1/7) (b)) /
1fy—p b(p)*b(p)zo
L(n + o) (—5zb(29) —lt gt %ﬂp» /
. N /v
o B (5 )
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—(( Cim —m)b(m ! )lmb@):o.

nl—l nl—l

Defining Cy = &2 — B, the last equation becomes

’ﬂl*l
T(ny +a; +1/7) 1 1\ 1/

/ _ Y o_ _ —
v'(p) [ T + o) (=b(p)) Cob(p) + 1) P Cab(p) + — b(p) =0
which can be rewritten as (using the transformation u = b(p), so that p(u) =
b= (p))

1 [Tou+a+1/7), ) 1\ 1\
p'(u) [ T(n + ) (- Caut n—1 p(u) Cou + n—1 u=0
or as

)1/7 u+p(u) <Cgu + L)W - Hotars ) (—u)'/.

/
P (u) (C2u + n;—1 F(nl + al)
22)

nl—l

The solution of the differential equation

1/~ 1 1/~
) u + p(u) (Cgu + ) =0
ny -1

is p(u) = C3/u where C3 is an integration constant. The solution of the differ-
ential equation (22) is therefore necessarily of the form p(u) = C(u)/u where
C(+) is some function of u. Inserting this solution into (22) gives

ﬂ@)@%u+

nl—l

, 1/~
% (CQU N n; — 1) - F(nli(;zajrj;ll)/w (7U)1M
so that
C(ni+a;+1/7) —u v i
) ety Czu+ﬁ:| ifCy#0
Dbt L) [y — 1) /7 Cy = 0
so that
Cutorti/y) [ _—t:|1/’ydt+c if Cy #0
Cu) = T'(ni+aq) o LC2tt ”ll_l * g
—HEEE = )17 5 (a0 + it € = 0

where C4 and C5 are integration constants. Since p(u) = C(u)/u the solutions
are therefore

0 1/~
-t dt
plu) = P%@H@/jww“} +SifCy #0 (23)
n;+aog u u
I'(ni4+o;+1 1 .
wzecll [ — 1) 17 (- + S i Gy =0,
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Now recall from the main text that the functions a(p) and b(p) must be such
that (p, si) = a(p)+b(p)s; is decreasing in p and s;;. This implies in particular
that b(p) < 0 and b'(p) < 0, which in turn implies that p(u) > 0 for all u < 0
and p’(u) < 0 for all u < 0. Now consider the case Cp = 0, i.e. C; = "’ﬁ?lﬂl.
The condition p(u) > 0 for all w < 0 then implies C5 < 0, and the condition
p'(u) < 0 for all u < 0 implies C5 > 0. Thus C5 = 0, which from (23) implies
that

bp) = L(n; + o) 1+7}7 P
P/ = L(np+ap+1/7) ~ n —1
and
a(p) _ (1+C1b(p)) — 1 o ﬁl |: F(nl +5l) 1+'Y ’Yp’y
n;—1 n—1 mny(n—1) F(nl—l—al+1/'y) ¥ '

Inserting these expressions into z(p, s;) = a(p) + b(p)siy gives (16). One can
show that there does not exist a solution that verifies the conditions for the case

Cy #0.

C Asymptotic properties of the estimator

This appendix extensively uses chapter 8 of Newey and McFadden (1994, pp.
2194-2215). The results in this appendix cannot be read independently without
consulting Newey and McFadden.

In deriving the asymptotic properties of our estimator (12), we suppose,
for simplicity, that n; = n for all [, and T = 1. The proofs are similar but
more involved when the number of bidders is allowed to vary from auction to
auction. The proof for T' = 1 corresponds to what has to be done component
by component for T > 1.

Some notations are specific to this appendix, and do not necessarily refer
to the notations in the main body of the paper. We do this to facilitate the
apprehension of this appendix, which heavily relies on Newey and McFadden
and their notations. To avoid any possible confusion, all notations that have
different meanings in the appendix and the main text, are redefined.

We first show that our estimator (12) belongs to the class of semiparametric
two-step estimators considered by Newey and McFadden (1994), with the first-
step estimator being a kernel estimator (section 8.3). Our estimator (12) solves
the equation:

L
1 ~
I Zm(PzO7 21;0;5(2 1p, 21);9) = 0 (24)
1=1
where z;, = (Z1p, ..., Tnip). As we restrict ourselves to the case T' = 1, p

corresponds in fact to p; in the main text. 7(.,.), evaluated at the vector
ZTp = (T1p, ..., Tnp) and the vector z, is a vector of dimension n + 1, where the
i-th component, with ¢ = 1, ..., n, is given by:

~ 1 1
Vi(Tp 2) = ZZEZI(Ijlp < @ip) Ky (2 — 21)
T
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and the (n + 1)-th component is given by:
~ 1
’7n+1(‘rpvz) = ZZKhz(z
1

where K, (2 — z) = K(52).
Finally, the function mf ) is defined by:

m(p°, z;0;5(2p, 2); p)

_ 1 (pz) = oL n(#p:2)
{ (n 1)( [V|Sl SlZ(l Tn +1(f”paz)|z 0) Sn S‘Z(l ’Yn+1($pvz)|z 0) ] p) }
—(p—p°)

x1(p° < p).

Note that this function m(.) is not exactly the function (11) defined in the main
text.20

Thus, the equation that defines our estimator, (24), can be viewed as a
special case of equations (8.1) and (8.7) in Newey and McFadden. To apply
their theorems 8.11, 8.12, and 8.13, we introduce the following three additional
functions.

First of all, v(p°, z, zp; 6°; p) which is a vector of dimension (n + 1), where
the i-th component, with ¢ = 1,...,n, is given by

vi(0°, 2, 2p; 0" p)

8E[Vlsh nvZ] -1 Wg(ﬁpﬂz) 0 71 70 (xpﬂ ) 0 }
Fo (1 — ——+"—|z;0 1— 52— |z0
{ 65 ( SlZ( '}/91_;'_1(33[),2)' ) SlZ( ’Yn—‘,—l(xlhz)‘ ) )
0 0
-1 Vi (Tp, 2) oy 1" <p)
x(n—1)Fg,(1 - |2;07) g (p, 2)
512 '79z+1(xpvz) '79L+1($p72) ?
and where the (n + 1)-th component is given by
Vint1) (0", 2, 73 0°; p)
= 8E[V‘S1,...7Sn,Z] —1 ’7(1J(xp7 ) 0 71 ’70 (xzh ) 0 }
Fo (1 — ———""—|2;0 1— T2 ;0
; { 851 ( S|Z( ’Yn-i—l(]"l?v Z) | ) SlZ( 7n+1(xpa Z) | ) )
Y Ny, 2 Yy, 2)1(p° <p
X(n—l)FS|IZ(1— Y ( P ) z,90)7 ( P ) ( )gO(xp’z).

Vori1(Tps 2) (724—1(%7 Z))2

Second, u(z, zp; 6°; p) which is a vector of dimension n where the i-th term
is given by:

1 (2,230 p) = /w(po, 2, (Yps oo Y(i—1)ps Tips Y(i 1)ps s Yrup)i 03 D) AY1p--dY (- 1)p @Y (i41)p---AYap

2ONote also that the function G(.) in the main text corresponds in the appendix to ratios
vi(2p,2)

of the form .
Y1i4n(@p,2)
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Third, A(z; 8"; p) which is a scalar given by

Az 0 p) = /V<n+1)(p0,z, (Y1ps - Yp); 07 D) AY1 e Y-

In our context, under their hypotheses, Theorem 8.12 of Newey and McFad-
den can written as:

Theorem 1

VL — 6°) — N(0, (Mj M)~ MjQMy(M,Mg) ™)

where
M0 = E[VQm(PO,Z,HO,'YO(XpaZ)7p)]
and
Q = Var[m(PO,Z;HO;’YO(XWZ)W)+5(ZaXp§‘90;p)]

and where §(z, zp; 0°;p) is a scalar given by:

5(Z xp5907p ZZ/ z yp7 ap)dyip+>\(2;90;p)-

Jj=11i=1

Proof. Newey and McFadden have introduced the function ¢ in their theorems
8.11 and 8.12. What has to be proved is that this function § takes in our
context the specific form given in our theorem. For this we follow, step by step,
the reasoning of Newey and McFadden (pp. 2207-2208).

The first step consists in linearizing the function m(p°, z; 6°; v(zp, 2); p) around
the true value v°(z,, 2). This development allows us to find M (p°, z; 0°; v(zp, 2);p),
the linearization of m(.). Here M (.) is a function given by :

M©®°, 20 v(zp, 2); p)

S (g - e - )
x(n—1)Fg (1 - vgi(fif)a % Ho)vé(ff(ff i) 7i(p, 2)
e e
st P

The next step is to calculate the function v(p°, z; 0% p) defined by
// M(p°, z; 90;7(:61,, z);p)go(xp, z)dxpdz = // V(po,z,xp; GO;p)’y(scp,z)dmpdz
zJxy zJxy

where ¢°(z,, 2) is the joint distribution of 21, ...,o,, and 2. This is equation
8.12 of Newey and McFadden. The function v(.) that solves this equation is the
function v(.) defined previously.
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Finally, we have to calculate the function §(.). For this purpose, we rely on
equation 8.14 of Newey and McFadden, and define §(.) as the solution of the
following equation:

/ / M(p°, 2 0% (9, 2)~7° (2, 2); D) " (@ps 2)dpddz = / / 5(2, 2p; 0% p)G(@p, 2)dipdz

(25)
where, as in Newey and McFadden, the integral of a function a(z,x,) over dg
is equal to + ZlL:l J a(z,2.4p)Kn, (2 — z)dz. Given the functions yx(.) and A(.)
introduced previously, we obtain:

// v(p®, 2,2 0% p)A(2p, 2)da,dz = —Z ZZ/dz/ (2,2,;0%p) K, (2 — 21)diy

Tjlp
I ;/A(Z; 0% p)Kn, (2 — z)dz

and

10%:p)7 (2, 2)
v Ovzam ;60; 0 Tpy 2 dr,dz = // { iVi p 2, Tp; U 5P)Yi (Tps
/z/rp 2 s O 2)y V) (1 2, 23 0% P 4 (2, 2)

The function ¢ that solves (25) is thus defined by

8(z, 23 6% p) ZZ/ i (2,yp; 0% p)dyip + A(2:60% p)

Jj=11i=1

as stated in our theorem.
This allows us to obtain the analogue of Newey and McFadden’s equation
8.15, that is:

// 5(z,a:p;90;p)§(xp,z)dxpdz—// 5(z,xp;90;p)§(mp7z)dxpdz

_ LZ ZZ/ {/u 2,20 ;p)KhZ(z—Zg)dz—Mi(21,$p§90§p)}dxip

Zjip
+= Z{/ (2:0%p) K, (2 — 21)dz — (zu@om)}

where g(z,, z) is the empirical distribution of (z,, 2), and g(zp, z), defined previ-
ously, corresponds to the distribution of (x,, z) where the empirical distribution
of z has been replaced by a smoothed version + >, Kj,_(z — z), exactly as in
Newey and McFadden. This equation is important to verify the condition (iv) of
theorem 1 (page 2196) in Newey and McFadden, which is a necessary condition
to apply theorems 8.11 and 8.12.

|
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It has been shown that our problem fits exactly in the framework of Newey
and McFadden, and we have defined in our context all the functions introduced
in their general case.

Newey and McFadden also study the estimation of the asymptotic variance-
covariance matrix. By introducing the three following functions:

o~

L
1 ~
Mo =+ > Vom(p}, 2;0; 3 1p, 21); p)

N
I
—

e M(Fs_llz(l_KM\ZU@),---’FS_\}(I—sz;@),zz)
N ’Y7L+1(-T,lp7zz)/\ Foir @1pr21)

x(n —1 F—1/ 1_ A%(:v,zp)m) 2 ;5 ’Yi/(\x,lp,Zl)l(p?Sp)K L

( ) ( ’Y"LH(I'LP’ZZ)' : ) (’Yn+1(f€.zp7zl))2 hZ( l)

1 OE[V[S1,Sn,2) (=1 (1 _ i @ip.z) (.. D 11 AaEapz) (.5
L Zl { 0S; (FS|Z(1 ;’Y:n+1($.lp7zl) |Z17 9)’ ) FS|Z(1 ;’Y<n+1(33,1p721) |Zla 0)7 Zl)}

_ o R A CATD) Oy 1 <p) ) 4 B
X(Tl I)FS‘Z(I :Y\n+1(m.lpvzl) |Zl’0)/’;n+1(Lx.vazl)1(xjp S xllp)KhZ (Z Zl)

ﬁij(zaxpée;%p) =

we obtain, under the hypotheses of Newey and McFadden, the analogue of their
theorem 8.13:

Theorem 2
(M) Mp) ™ MyQ Mo (M} My) ™" — (M) Mg) ™ MjQMo (M} My) ™

where
. 1 & N . . N . .
Q=+ D lm(? 205057 1ps 20); )0 (21, w193 0573 D)) [m (] 21503 (@ 1, 20); D) 46 (21, .13 09 )]
=1

and

~

~ ~ 1 L ~ ~ R
0(z, p3 0;75p) = > 5ij(2,2p30;7;p) + A(2; 675 p).

Proof. The function 5(2, Zp; 0;y; p) itself has to be estimated (whereas in Newey
and McFadden the function 6(.) is assumed to be known; see their equation
8.17). This is not a problem as shown by the following decomposition:

S(s 0.0 A 0. 0. 10z, 23 83 p) = 32, 20% 7% p) |
N R R R 16(2, 23 0°59%5p) — 6(2,2;6% 9% p) || -
The first term of the decomposition is of the type considered by Newey and

McFadden, and converges to zero under their hypotheses. The second term is a
standard one, and converges to zero as expectations are estimated by empirical

means.

|

Finally, for the previous asymptotic results to be valid, the distribution
functions Fy|z(.) and Fg|v,z(.) should be chosen such that the conditions of
our theorems 1 and 2 (i.e. the hypotheses of Newey and McFaddens’ theorems)
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are verified. It can be shown that for our particular choices of the distribution
functions (see the specifications 13 and 14), this is indeed the case. The calcula-
tions that these verifications entail are lengthy and fastidious and are therefore
omitted. They are based on first -and second order developments, and can be
obtained from the authors upon request.
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Table Al. The auctions

Type of auction

Auction date

Line auctioned Settlement date

Maturity date

OAT
OAT
OAT
OAT
OAT
OAT
OAT
OAT
OAT
OAT
OAT
OAT
OAT
OAT
OAT
OAT
OAT
OAT
OAT
OAT
OAT
OAT
OAT
OAT
OAT
BTAN
BTAN
BTAN
BTAN
BTAN
BTAN
BTAN
BTAN
BTAN
BTAN
BTAN
BTAN
BTAN
BTAN
BTAN
BTAN
BTAN
BTAN
BTAN
BTAN

5 Jan 95

5 Jan 95

2 Feb 95

2 Feb 95

2 Feb 95

2 Mar 95
2 Mar 95
6 Apr 95

4 May 95
4 May 95
1 Jun 95

1 Jun 95

1 Jun 95

6 Jul 95

6 Jul 95

6 Jul 95

3 Aug 95
3 Aug 95
3 Aug 95
7 Sep 95

7 Sep 95

5 Oct 95

2 Nov 95
2 Nov 95
7 Dec 95

19 Jan 95
16 Feb 95
16 Feb 95
16 Mar 95
20 Apr 95
20 Apr 95
18 May 95
18 May 95
15 Jun 95
15 Jun 95
20 Jul 95
17 Aug 95
17 Aug 95
21 Sep 95
21 Sep 95
19 Oct 95
19 Oct 95
16 Nov 95
21 Dec 95
21 Dec 95

7.5% 2005
6% 2025
7.5% 2005
8.5% 2008
6% 2025
7.5% 2005
8.5% 2008
7.75% 2005
7.75% 2005
8.5% 2008
8.5% 2002
7.75% 2005
6% 2025
7.75% 2005
8.5% 2008
6% 2025
8.5% 2002
7.75% 2005
8.5%2008
7.75% 2005
6% 2025
7.25% 2006
7.25% 2006
6% 2025
7.25% 2006
7.75% 2000
6.5% 1996
7.75% 2000
7.25% 1997
7.25% 1997
7.75% 2000
7.25% 1997
7.75% 2000
7.25% 1997
7.75% 2000
7% 2000
7.25% 1997
7% 2000
7.25% 1997
7% 2000
7.25% 1997
7% 2000
5.75% 1998
5.75% 1998
7% 2000

25 Jan 95
25 Jan 95
27 Feb 95
27 Feb 95
27 Feb 95
27 Mar 95
27 Mar 95
25 Apr 95
26 May 95
26 May 95
26 Jun 95
26 Jun 95
26 Jun 95
25 Jul 95
25 Jul 95
25 Jul 95
25 Aug 95
25 Aug 95
25 Aug 95
25 Sep 95
25 Sep 95
25 Oct 95
27 Nov 95
27 Nov 95
26 Dec 95
13 Feb 95
6 Mar 95
13 Mar 95
5 Apr 95
5 May 95
12 May 95
6 Jun 95
12 Jun 95
5 Jul 95
12 Jul 95
11 Aug 95
5 Sep 95
12 Sep 95
5 Oct 95
12 Oct 95
6 Nov 95
13 Nov 95
5 Dec 95
5 Jan 96
12 Jan 96

25 Apr 05
25 Oct 25
25 Apr 05
25 Oct 08
25 Oct 25
25 Apr 95
25 Oct 08
25 Apr 05
25 Apr 05
25 Oct 08
25 Nov 02
25 Apr 05
25 Apr 25
25 Oct 05
25 Oct 08
25 Oct 25
25 Nov 02
25 Oct 05
25 Oct 08
25 Oct 05
25 Oct 25
25 Apr 06
25 Apr 06
25 Oct 25
25 Apr 06
12 Apr 00
12 Oct 96
12 Apr 00
12 Aug 97
12 Aug 97
12 Apr 00
12 Aug 97
12 Apr 00
12 Aug 97
12 Apr 00
12 Oct 00
12 Aug 97
12 Oct 00
12 Aug 97
12 Oct 00
12 Aug 97
12 Oct 00
12 Mar 98
12 Mar 98
12 Oct 00
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Table A2. Expected value of V| stop-out price, and secondary market price

E[Vi|S11s -y Snyi, Z1)  Stop-out price  E[Vi|Z;]  Secondary market Price

96.28 93.96 96.40 94.17
71.75 70.88 72.09 71.33
97.75 95.72 97.80 95.86
104.37 102.26 104.40 102.39
75.15 72.94 75.41 73.35
98.72 96.56 98.77 96.91
105.65 103.28 105.67 103.45
101.98 99.68 101.99 99.65
102.36 99.74 102.39 99.75
107.63 104.70 107.65 104.80
111.79 106.74 111.80 106.80
105.84 101.76 105.82 102.37
80.70 77.46 80.55 78.07
103.97 101.20 103.94 101.21
110.49 106.46 110.51 106.25
79.27 76.18 79.22 76.80
115.56 107.96 115.57 107.91
107.03 102.80 106.99 103.00
118.80 108.16 118.80 108.50
106.71 102.72 106.68 102.85
79.92 77.22 79.84 77.50
99.87 97.78 99.88 98.16
102.01 99.62 102.02 99.75
80.20 77.80 80.05 77.80
108.32 102.60 108.27 102.80
101.07 99.41 101.10 99.50
97.69 99.21 97.81 99.01
101.87 100.19 101.86 100.14
99.90 99.21 99.99 99.24
101.02 99.97 101.02 99.95
102.83 100.90 102.81 100.88
104.03 101.47 104.02 101.54
106.77 103.27 106.74 103.21
103.25 101.30 103.23 101.24
106.08 102.80 106.04 102.87
101.59 99.90 101.61 100.06
104.90 101.96 104.85 102.02
102.98 100.78 102.95 100.75
105.29 102.13 105.24 102.19
104.76 101.47 104.72 101.53
103.94 101.61 103.90 101.60
102.56 100.60 102.54 100.57
99.58 100.36 99.31 100.42
105.56 100.73 105.29 100.78
115.78 103.91 115.72 104.08
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