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We study a model where multiple sellers with limited supply strategically choose both the price
formation rule and the allocation rule. We show that inefficiency in this setting arises both because sellers
choose to withhold the good and because they sell to lower valuation buyers despite the presence of
higher valuation buyers. This contrasts with the findings of the literatures on monopolistic and competing
sellers, which suggest that the only form of inefficiency that arises is from sellers choosing to withhold
the good. Further, we show that both types of inefficiencies vanish as the number of sellers in the market
grows large. It is an equilibrium for all sellers to offer efficient mechanisms in the limit.

Formally, two sellers, each with unit supply, compete by offering mechanisms to buyers with
private valuations. Each buyer participates in the mechanism that offers him the largest interim expected
surplus, hence buyer participation at each seller is endogenous. Our main result is a sufficient (and almost
necessary) condition for a seller's best response to a quasi-efficient mechanism to be quasi-efficient. Here,
quasi-efficient means that conditional on a sale occurring, the good is allotted to the buyer who values the
good the most. These conditions are strong; therefore there exist economically interesting settings where
sellers offer non-quasi-efficient mechanisms in equilibrium.
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