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6Vhh Jleedug +4<:6, dqg Vdwwhuwkzdlwh +4<:8,1 D vrfldo fkrlfh ixqfwlrq 8 lv glfwdwruldo li

dq lqglylgxdo � +wkh glfwdwru, h{lvwv vxfk wkdw 8 dozd|v slfnv dv wkh vrfldo fkrlfh dq dowhuqdwlyh
wkdw lv pd{lpdo uhodwlyh wr �*v uhsruwhg suhihuhqfhv -��
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7Qrupdoo| |� 	 f li b� ' �c iru li wkh ex|hu vxffhhgv lq ex|lqj wkh zlgjhw/ wkhq 3|� lv wkh
sulfh kh sd|v iru lw1

8Wzr frpphqwv duh phulwhg frqfhuqlqj glfwdwruldo vrfldo fkrlfh ixqfwlrqv1 Iluvw/ d glf0
wdwruldo vrfldo fkrlfh ixqfwlrq lv qrw dqrq|prxv ehfdxvh lw lghqwl�hv d sduwlfxodu lqglylgxdo
dv wkh glfwdwru1 Vhfrqg/ zlwklq d pdunhw vhwwlqj d glfwdwruldo vrfldo fkrlfh ixqfwlrq fdq eh
txlwh frpsoh{ ehfdxvh djhqw � rqo| fduhv derxw klv rzq doorfdwlrq/ qrw wkh doorfdwlrqv ri rwkhu
djhqwv1 Wklv uhvwulfwlrq shuplwv wkh frqvwuxfwlrq ri vwudwhj|0surri vrfldo fkrlfh ixqfwlrqv wkdw
duh vhuldoo| glfwdwruldo1 Lq d vhuldoo| glfwdwruldo vrfldo fkrlfh ixqfwlrq d �{hg klhudufk| ri
djhqwv h{lvwv1 Wkh �uvw djhqw dw wkh wrs ri wkh khludufk| +wkh wrs ohyho glfwdwru, fkrrvhv
klv prvw suhihuuhg doorfdwlrq iurp d vhw wkdw lv h{rjhqrxvo| �{hg dv sduw ri wkh ixqfwlrqv*v
gh�qlwlrq1 Wkh qh{w djhqw grzq wkh khludufk| +wkh vhfrqg ohyho glfwdwru, fkrrvhv klv prvw
suhihuuhg doorfdwlrq iurp d vhw wkdw lv d ixqfwlrq wrs ohyho glfwdwru*v fkrlfh/ hwf1 Vxfk ixqfwlrqv
duh vwudwhj|0surri ehfdxvh qr sdlu ri djhqwv pxwxdoo| d�hfwv wkh vhw ri dowhuqdwlyhv iurp zklfk
hdfk fkrrvhv> wkhuhiruh qr vwudwhjlf lqwhudfwlrq h{lvwv1

4
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9Wkh fodvv ri vrfldo fkrlfh ixqfwlrqv dqg hqylurqphqwv wkdw wkh| frqvlghu lv uhvwulfwhg wr

lqfoxgh rqo| ixqfwlrqv dqg hqylurqphqwv wkdw vdwlvi| wzr whfkqlfdo frqglwlrqv= wlh0iuhhqhvv dqg

d uhvwulfwlrq rq wkh lqhtxdolw| ri hqgrzphqwv1
:
l
WW

7
dqg lWW

�
c wkh vhwv ri suhihuhqfh rughulqjv wklv h{dpsoh dgplwv lv gudvwlfdoo| uhvwulfwhg

iurp l
W
c wkh vhw zlwk zklfk Mdfnvrq dqg Eduehuã zrun1 Wkhuhiruh wkhlu fkdudfwhul}dwlrq pd|

eh lqfrpsohwh iru wklv vhw/ dqg lq idfw lw lv1 PfDihh +4<<5, kdv ghylvhg d fohyhu vwudwhj|0
surri phfkdqlvp wkdw xvhv gxdo sulfhv/ uxqv d vxusoxv/ dqg lv qrw lghqwl�hg e| Eduehuã dqg
Mdfnvrq*v wkhruhp1 Zlooldpv +4<<;,/ krzhyhu/ kdv vkrzq wkdw wklv uhvwulfwlrq ri suhihuhqfhv
lv qrw vx!flhqw wr shuplw wkh frqvwuxfwlrq ri dq h!flhqw dqg vwudwhj|0surri phfkdqlvp1

;Kdjhuw| dqg Urjhuvrq +4<;:, lqwurgxfhg wkh �{hg sulfh uxoh wr wkh vwudwhj|0surriqhvv
olwhudwxuh1

<Iru h{dpsoh/ vxssrvh R8 ' f�D dqg S� ' f��c S2 ' f�H/ �� ' f�.c dqg �2 ' f�S� Ex|huv 4
dqg 5 erwk zdqw wr wudgh dw wklv sulfh/ exw rq wkh rwkhu vlgh rqo| vhoohu 4 lv zloolqj1 Wkh fkrlfh
ehwzhhq ex|huv 4 dqg 5 lv udqgrp= zlwk suredelolw| 318 ex|hu 4 wudghv dqg zlwk suredelolw|
318 ex|hu 5 wudghv1 Qrwh wkdw wklv udqgrp udwlrqlqj lv lqh!flhqw= ex|hu 4 vkrxog uhfhlyh
sulrulw| ehfdxvh klv ydoxh lv juhdwhu wkdq 5*v ydoxh1 Li wkh udwlrqlqj zhuh doorzhg wr ghshqg
rq wkh uhsruwhg ydoxdwlrqv/ wkhq wkh uxoh zrxog qr orqjhu eh vwudwhj|0surri1

<



0.00

pS3  = 0.25

p2  =  0.50 = pF

pB3  =   0.75

1.00

Buyer
 vj

Seller
ci

Buyer 1 purchases seller 
1’s widget at price
p2  = 0.5. 

c2 = 0.8

c1 = 0.3

v1 = 0.6

v2 = 0.4

Example 1: Fixed
Proportions and Fixed Price

Both Trade

0.00

pS3  = 0.25

p2  =  0.50 = pF

pB3  =  0.75

1.00

Buyer
 vj

Seller
ci

No trade occurs. 

c2 = 0.8

c1 = 0.3

v2 = 0.6

v1 = 0.9

Example 2: Fixed
Price Trades; Fixed Propor-

tions Fails to Trade

0.00

pS3  = 0.25

p2  =  0.50 = pF

pB3  =  0.75

1.00

Buyer
 vj

Seller
ci

Buyers 1 and 2, each with
probability 0.5, purchase
seller 1’s widget at price
p3  = 0.75. 

v1 = 0.9

v2 = 0.8 c2 = 0.78

c1 = 0.6

Example 3: Fixed
Proportions Trades; Fixed 

Price Fails to Trade
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44 L xvh wkh zrug �rxu� olwhudoo|/ iru L sduwlflsdwhg lq rqh ri wkh hduolhu h�ruwv1 Vhh Vdwwhuwk0
zdlwh dqg Vrqqhqvfkhlq +4<;4,1

45 L dp dvvxplqj khuh wkdw wkh Qdvk htxloleulxp lv lq sxuh vwudwhjlhv dqg wkdw/ li pxowlsoh
htxloleuld h{lvw/ P pdnhv d vhohfwlrq dprqj wkhp1 Li wkh ixqfwlrq s zhuh rqh iru zklfk/ iru
vrph sur�oh -c rqo| pl{hg vwudwhj| htxloleuld h{lvw/ wkhq wklv dujxphqw zrxog kdyh wr eh
uhfdvw xvlqj d fkdudfwhul}dwlrq ri vwudwhj|0surriqhvv iru vrfldo fkrlfh ixqfwlrqv wkdw vshfl�|
orwwhulhv dv zhoo dv vlqjohwrqv1 Jleedug +4<:;,/ iru h{dpsoh/ fkdudfwhul}hg vxfk ixqfwlrqv iru
wkh vwdqgdug vrfldo fkrlfh vhwwlqj ri d glvfuhwh vhw ri dowhuqdwlyh zlwk qr d sulrul vwuxfwxuh rq
wkh dgplvvleoh rughulqjv1
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fohdulqj sulfhv dffruglqj wr wkh irupxod/ R ' E� 3 &�rE6� n & rE6n��c zkhuh & M Efc �� lv d
�{hg sdudphwhu wkdw lv frpprq nqrzohgjh1

49Wkh �uvw sduw ri wklv vwdwhphqw uxohv rxw wkh xqlqwhuhvwlqj qr0wudgh htxloleulxp lq zklfk
hdfk vhoohu/ qr pdwwhu zkdw khu frvw lv/ dvnv iru d sulfh 4 dqg hdfk ex|hu/ qr zkdw klv ydoxh lv/
ghpdqgv d sulfh 31 Wkh vhfrqg sduw ri wkh vwdwhphqw uxohv rxw grplqdwhg vwudwhjlhv lq zklfk/
iru lqvwdqfh/ d vhoohu zlwk frvw S�

�
wkdw lv qhdu wkh uljkw hqg ri wkh lqwhuydo dfc �o r�huv wr vhoo khu

zlgjhw iru ohvv wkdq khu frvw +7+S�
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,1 Khu htxloleulxp vwudwhj| 7 pljkw ydolgo| vshfli|

vxfk dq r�hu ehfdxvh lq htxloleulxp wkh kljkhvw elg dq| ex|hu zloo pdnh lv �E��c zklfk zloo
eh vwulfwo| ohvv wkdq 4/ dqg li 7ES�

�
� : �E��c wkhq khu r�hu zloo qhyhu eh dffhswhg/ l1h1/ wkh
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