Econ 4333 

Problem Set 5
Due 11/27/07   (You should bring a copy of your answer to questions 1 and 2 to class that day although you must submit your work through BlackBoard as usual.)

Q1.  Estimate your linear bid function for the first price auction.  That is, using Excel or some other package estimate the OLS regression of your bid = a +b*cost for your data from the first 8 periods.  Repeat this for your data in the second price auction (periods 9-16).

Q2.  How did the different auctions compare in terms of price? A complete answer will use some statistical analysis.  
Q3.  Suppose that you work for an oil company and are deciding how much to bid for the right to an oil field.  You and the other oil companies all hire geologists to estimate the amount of oil in the field.  Each geologist goes and collects data and then generates an unbiased sample meaning that it is correct on average.  Of course there is some sample variation.  Suppose that the true common value of the field to any buyer is 50, but that each geologist has some independent error in her estimate with the errors drawn randomly from the interval [-10,10].  Go to Excel and generate 5 estimates of the field’s value.  You can use the formula 50+(-10+rand()*20) to generate one estimate.  What is the highest estimated value?  How does it compare to the true value of 50?  Generate 100 more sets of 5 estimates, which is not bad as you can do one set in a row and then copy the row.  What is the average highest estimate and how does it compare to the true value?  Would this problem get worse or better if there were more bidders?          

