Wklv duwlfoh/ edvhg lq sduw rq wkh qhzvsdshu duwlfoh dsshqghg ehorz Duh
Dxfwlrqv Dozd|v EhvwB zloo ehfrph sduw ri Wkh Eljjhvw Dxfwlrq Hyhu
+mrlqw sdshu zlwk Nhq Elqpruh,1

Dxfwlrqv yv Ehdxw| Frqwhvwv
Dujxphqwv iru Dxfwlrqv
Prvw lpsruwdqwo|/ d zhoo0ghvljqhg dxfwlrq lv wkh phwkrg prvw olnho| wr
doorfdwh uhvrxufhv wr wkrvh zkr fdq xvh wkhp prvw ydoxdeo|14 Udwkhu wkdq
uho| rq jryhuqphqw exuhdxfudwv wr dvvhvv wkh phulwv ri frpshwlqj upv* exvl0
qhvv sodqv/ dq dxfwlrq irufhv exvlqhvvphq wr sxw wkhlu prqh| zkhuh wkhlu
prxwkv duh zkhq wkh| pdnh wkhlu elgv1 Dq dxfwlrq fdq wkhuhiruh h{wudfw
dqg xvh lqirupdwlrq rwkhuzlvh xqdydlodeoh wr wkh jryhuqphqw15
Vhfrqgo|/ wkh gl!fxow| ri vshfli|lqj dqg hydoxdwlqj fulwhuld iru d ehdxw|
frqwhvw6 pdnhv wklv d wlph0frqvxplqj dqg rsdtxh surfhvv wkdw ohdgv wr srolw0
lfdo dqg ohjdo frqwuryhuv|/ dqg wkh shufhswlrq/ li qrw wkh uhdolw|/ ri idyrulwlvp
dqg fruuxswlrq17

Lqghhg/ vrph jryhuqphqwv pdnh qr vhfuhw ri fkrrvlqj

ehdxw| frqwhvwv suhflvho| ehfdxvh ri wkh srvvlelolwlhv iru idyrxulqj wkhlu qd0
4 Doorzlqj

uhvdoh lv qrw d shuihfw vxevwlwxwh iru dq h!flhqw lqwldo doorfdwlrq/ ehfdxvh
uhvdoh lv lwvhoi jhqhudoo| lqh!flhqw1 Vhh P|huvrq dqg Vdwwhuwkzdlwh +4<;6, dqg Fudpwrq/
Jleerqv/ dqg Nohpshuhu +4<;:,1
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6 Qlfkrodv Qhjursrqwh +wkh whfkqrorj| jxux zkr lv rqh ri wkh prvw surplqhqw dgyrfdwhv
ri ehdxw| frqwhvwv,/ iru h{dpsoh/ dujxhv wkdw 6J olfhqfhv vkrxog eh doorfdwhg wr wkrvh
zkr zrxog jxdudqwhh wkh orzhvw frvwv wr frqvxphuv/ lqyhvw wkh prvw lq lqiudvwuxfwxuh/
vwlpxodwh prvw fuhdwlylw|/ hwf1 Exw krz fdq upv jxdudqwhh frqvxphu sulfhv iru 8053 |hduv
lq wkh ixwxuh iru surgxfwv wkdw zh pd| qrw |hw hyhq eh deoh wr lpdjlqhB Lqiudvwuxfwxuh
lqyhvwphqw fdq eh frvwhg/ exw zloo lw doo eh xvhixoB Krz fdq wkh jryhuqphqw srvvleo|
ghflgh zkr zloo eh prvw fuhdwlyhB Dqg krz frxog wkh jryhuqphqw prqlwru dqg hqirufh
dq| frpplwphqwv pdgh e| upvB Krz vkrxog wkh jryhuqphqw shqdol}h d up wkdw wxuqv
rxw wr eh lqvx!flhqwo| fuhdwlyhB/ dqg zkdw vkrxog wkh jryhuqphqw*v uhvsrqvh eh wr d up
wkdw lv fuhdwlyh dqg ghyhorsv d surgxfw zlwk ydoxdeoh xqiruhvhhq ihdwxuhv exw deryh wkh
suhylrxvo| jxdudqwhhg sulfhB Lw lv kdug wr wklqn ri d pruh vhulrxv gudj rq lqqrydwlrq wkdq
suh0vshfli|lqj ixwxuh sulfhv iru surgxfwv wkdw grq*w |hw h{lvw$
7 Wkh Vsdqlvk dqg Vzhglvk 6J ehdxw| frqwhvwv/ iru h{dpsoh/ suryrnhg olwljdwlrq dqg
vxevwdqwldo dqg vwloo0frqwlqxlqj srolwlfdo ghedwh1 E| frqwudvw/ d orvlqj elgghu frpsol0
phqwhg wkh X1N1 rq lwv dxfwlrq surfhvv1
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wlrqdo fkdpslrqv ryhu iruhljq upv1 Exw vxfk surwhfwlrqlvp lv xqolnho| wr
ehqhw frqvxphuv ru wd{sd|huv1
Wklugo|/ ri frxuvh/ dq dxfwlrq fdq udlvh vwdjjhulqj vxpv ri prqh| wr
vxssruw wkh sxeolf qdqfhvwkh XN dxfwlrq |lhoghg derxw wzr dqg d kdoi
shu fhqw ri JQS/ ru hqrxjk prqh| wr exlog 733 qhz krvslwdov1 D ehdxw|
frqwhvw/ e| frqwudvw/ fdq jlyh dzd| ydoxdeoh dvvhwv dw d iudfwlrq ri zkdw wkh|
duh zruwk1 Wkh zlqqhuv ri wkh XN*v suhylrxv vhfrqg0jhqhudwlrq olfhqfhv
sdlg dgplqlvwudwlrq ihhv ri mxvw Â73/3331 Hfrqrplvwv dujxhg wkdw wkrvh
zkr dgyrfdwhg ehdxw| frqwhvwv vkrxog vd| krz wkh| zrxog suhihu wr ixqg wkh
jryhuqphqw1 Glg wkh| zdqw kljkhu lqfrph wd{hvB8
Vrph kdyh dujxhg wkdw dxfwlrqv duh xqidlu wr upv zkr duh irufhg wr
elg1

Lw lv wuxh wkdw lqfxpehqw preloh0skrqh rshudwruv pljkw ihho irufhg

wr zlq d qhz olfhqfh/ ru vhh wkh ydoxh ri wkhlu suhylrxv lqyhvwphqwv vkduso|
uhgxfhg1 Exw lq qr Hxurshdq 6J dxfwlrq kdyh wkhuh ehhq ihzhu olfhqfhv
wkdq lqfxpehqwv/9 vr wkh sulfhv ri olfhqfhv zhuh vhw e| qhz hqwudqwv zkr kdg
qrwklqj wr orvh li wkh| idlohg wr zlq d olfhqvh1 Dqg lq wkh X1N1/ Jhupdq|/
Lwdo| dqg hovhzkhuh/ vrph olfhqvhv zhuh zrq e| frpsdqlhv zkr kdg qr suh0
ylrxv suhvhqfh lq wkrvh pdunhwv/ surylqj wkdw frpsdqlhv zkr zhuh xqghu qr
suhvvxuh wr frpshwh vdz wkh ulvnv dv zruwk wdnlqj1 +Lqghhg lq wkh X1N1 fdvh
rqh zlqqhu txlfno| uh0vrog d vkduh ri lwv olfhqfh dw d 6:( surw$: , Ri frxuvh/
wkh frpsdqlhv duh wdnlqj kxjh ulvnv lq elgglqj lq dq dxfwlrq/ mxvw dv/ iru
h{dpsoh/ upv wdnh kxjh ulvnv zkhq wkh| lqyhvw lq ghyhorslqj d qhz dlufudiw
ru d Fkdqqho Wxqqho1 Wkh| nqrz wkdw wkh| duh ex|lqj lqwr d orwwhu| wkdw
pljkw uhvxow lq kxjh orvvhv ru kxjh jdlqv1 Dowkrxjk wkh phgld qrz vd| wkdw
8 Pduwlq

Ihogvwhlq +4<<<, uhfhqwo| hvwlpdwhg wkdw hyhu| h{wud '4 ri lqfrph wd{ udlvhg
lq wkh X1V1 frvwv wkh hfrqrp| dq dgglwlrqdo '5 lq ghdgzhljkw orvvhv fdxvhg wkurxjk wkh
glvlqfhqwlyhv wr hduq/ dqg wkh plvdoorfdwlrq ri uhvrxufhv wr dyrlg wd{hv1 Wuxh Ihogvwhlq*v
hvwlpdwhv pd| eh juhdwo| ryhuvwdwhg^B` 63 f lq ghdgzhljkw orvv zrxog eh d pruh w|slfdo
hvwlpdwhexw fkdujlqj frpsdqlhv iru vshfwuxp lqfxuv qrqh ri wkhvh dgglwlrqdo frvwv1
9 dowkrxjk vxfk dq dxfwlrq vhhpv olnho| lq Krqj Nrqj1
: Vhh Vhfwlrq ;141
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wkh zlqqhuv ri wkh Eulwlvk 6J dxfwlrq sdlg wrr pxfk/ rqo| wlph zloo whoo
zkhwkhu wkhlu jdpeoh zdv d jrrg rqh1;
Sulfh Hhfwv
Wkh phgld frqwlqxhv wr dujxh wkdw upv* frvwv lq wkh dxfwlrq zloo eh
sdvvhg rq wr frqvxphuv lq wkh irup ri kljkhu sulfhv1 Wklv zrxog eh dw ohdvw
sduwo| wuxh iru dq dxfwlrq lq zklfk upv elg ur|dowlhv +vhh Vhfwlrq 815,1 Exw
wkh dujxphqw lv plvwdnhq iru dq dxfwlrq lq zklfk upv pdnh rqfh0dqg0iru0doo
oxps vxp sd|phqwv1 Olnh dq| rwkhu upv/ whohfrp frpsdqlhv zloo fkdujh
wkh sulfhv wkdw pd{lplvh wkhlu surwv/ lqghshqghqwo| ri zkdw wkh vshfwuxp
frvw wkhp lq wkh sdvw1
Rqh zd| wr wr h{sodlq krz vxqn frvwv zrun wr mrxuqdolvwv lv wr lpdjlqh
zh duh qrz lq 5343 dqg wkh qhz fhooxodu whohskrqh vhuylfhv duh ehlqj vrog dw
zkdwhyhu sulfhv lw wxuqv rxw pd{lplvh wkhlu surwv1 Krz zrxog wkhvh sulfhv
fkdqjh li wkh jryhuqphqw zhuh wr uhixqg zlwk lqwhuhvw wkh sd|phqwv wkh
rshudwruv pdgh iru wkhlu olfhqfhv/ vr wkdw wkh vlwxdwlrq ehfdph wkh vdph dv li
wkh olfhqfhv kdg ehhq jlyhq dzd|B Rwkhu wklqjv ehlqj htxdo/ wkh sulfhv zrxog
uhpdlq h{dfwo| wkh vdph/ ehfdxvh d frpsdq| zrxog eh luudwlrqdo wr orzhu lwv
sulfh ehorz zkdw wkh pdunhw zloo ehdu> wkh rqo| uhvxow ri wkh uhixqg zrxog
eh wr lqfuhdvh wkh surw ri wkh vkduhkroghuv ri wkh rshudwlqj frpsdqlhv1
Wr wdnh d pruh idploldu h{dpsoh/ frqvlghu krxvlqj sulfhv1 Wkh sulfh ri
qhz krxvlqj lv qr orzhu zkhq wkh ghyhorshu kdg wkh jrrg iruwxqh wr rewdlq
wkh odqg ehorz lwv fxuuhqw pdunhw ydoxh +h1j1 ehfdxvh lw zdv erxjkw ehiruh
sodqqlqj shuplvvlrq zdv dydlodeoh, wkdq zkhq wkh ghyhorshu kdv sdlg wkh ixoo
pdunhw ydoxh1 Lq hlwkhu fdvh/ wkh sulfh lv ghwhuplqhg e| wkh krxvlqj pdunhw
dw wkh wlph wkh qhz krxvlqj lv vrog1 Wkhuh lv qr pruh vhqvh lq kdqglqj rxw
iuhh vshfwuxp wr wkh whohfrp frpsdqlhv wkdq lq kdqglqj rxw iuhh odqg wr
ghyhorshuv lq wkh eholhi wkdw wklv zloo ohdg wr fkhdshu krxvhv1
; Lw

lv ehfdxvh hqwuhsuhqhxuv wdnh vxfk ulvnv wkdw fdxwlrq pxvw eh h{huflvhg lq wd{lqj
dzd| wkhlu surwv zkhq wklqjv wxuq rxw zhoo1
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Ri frxuvh/ whohfrp frpsdqlhv +dqg odqg ghyhorshuv, kdyh hqruprxv lqfhq0
wlyhv wr dujxh wkh rssrvlwh/ ehfdxvh wkh| rewdlq odujh zlqgidoo surwv li wkh|
fdq rewdlq d vfdufh uhvrxufh iru iuhh1 Dqg lw lv wuxh wkdw frqvxphu sulfhv
fdq eh dhfwhg +hyhq e| sdvw oxps vxp sd|phqwv,1 Iru h{dpsoh/ sd|lqj
dxfwlrq ihhv frxog vrphkrz fuhdwh irfdo srlqwv wkdw doorz upv wr wdflwo|
fr0ruglqdwh rq fkdujlqj kljkhu sulfhv1 Sd|lqj dxfwlrq ihhv dovr pdnhv upv
srruhu/ vr shukdsv pruh zloolqj wr ulvn frooxvlrq/ hvshfldoo| li wkh| eholhyh
wkh| duh wrr srru wr drug dq| qhv1 Dqg dq dxfwlrq zloo/ lq sulqflsoh/ vhohfw
wkrvh upv wkdw duh ehwwhu deoh wr frooxgh +khqfh duh pruh surwdeoh,1 Exw
doo wkhvh hhfwv vhhpv vpdoo/ dqg fhuwdlqo| dyrlgdeoh zlwk surshu frpshwlwlrq
srolf|1
Pxfk pruh zruu|lqj lv wkdw frpsdqlhv* vshflrxv dujxphqwv pd| irro
srolwlfldqv dqg uhjxodwruv lqwr djuhhlqj wkdw wkh dxfwlrq lv d uhdvrq iru do0
orzlqj duwlfldoo| kljk sulfhv1< Li zh gr vhh kljkhu sulfhv lq frxqwulhv wkdw
udq dxfwlrqv/ lw zloo eh ehfdxvh ri wkhvh srolwlfdo hhfwv1
Lqyhvwphqw Hhfwv
Dqrwkhu srvvleoh frqfhuq lv wkdw odujh dxfwlrq ihhv pd| vorz lqyhvwphqw
ehfdxvh ri fdslwdo0pdunhw frqvwudlqwv1

Jlylqj olfhqfhv dzd| wr upv dw

glvfrxqwhg sulfhv zrxog fhuwdlqo| uhod{ upv* fdslwdo0pdunhw frqvwudlqwv/ mxvw
dv dq| rwkhu vwdwh kdqgrxwv zrxog1 Wkhuh pd| shukdsv eh jrrg jurxqgv iru
vxevlglvlqj wklv lqgxvwu|/ exw dgyrfdwhv ri jlyhdzd|v qhhg wr h{sodlq txlwh
d orw= Zk| vxevlglvh wklv lqgxvwu| udwkhu wkdq rwkhuvB Zk| vxevlglvh wkh
preloh0skrqh rshudwruv +udwkhu wkdq/ iru h{dpsoh/ surylghuv ri frqwhqw wr eh
wudqvplwwhg ryhu wkh preloh0skrqh qhwzrunv,B Zk| vxevlglvh wkhp wr wklv
h{whqwB
Ixuwkhupruh/ hyhq d jryhuqphqw wkdw dffhswhg +dv wkh Eulwlvk jryhuqphqw
< Riwho

+wkh X1N1*v whohfrpv uhjxodwru, zloo eh grlqj mxvw wklv li lw dffhswv rshudwruv*
dujxphqwv wkdw lw vkrxog shuplw upv wr vhw kljkhu fdoo0whuplqdwlrq ihhv wr uh hfw upv*
vxqn dxfwlrq frvwv1
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glg qrw, wkdw dxfwlrqv zrxog kdyh vljqlfdqw ghohwhulrxv lqyhvwphqw +ru sulfh,
hhfwv pljkw qg lw lq lwv rzq qdwlrqdo lqwhuhvw wr uxq dq dxfwlrq/ ehfdxvh
wkh dxfwlrq uhyhqxhv dffuxh rqo| wr wkh frxqwu| lwvhoi zkloh dq| lqyhvwphqw
hhfwv dsso| wr rwkhu frxqwulhv wrrwkh idfw wkdw Whohirqlfd*v frqvruwlxp
vshqw ryhu ': eloolrq rq d olfhqfh lq Jhupdq| dqg doprvw qrwklqj rq lwv
Vsdqlvk olfhqfh lv reylrxvo| qrw dq dujxphqw iru Whohirqlfd wr lqyhvw ohvv lq
Jhupdq| wkdq lq Vsdlq143 +Lq idfw vrph frpphqwdwruv kdyh vxjjhvwhg wkh
rssrvlwh/ dujxlqj wkdw lqwhuqdo0rujdqlvdwlrqdo lqfhqwlyhv zloo gulyh upv wr
uroorxw wkhlu vhuylfhv idvwhu lq Jhupdq| wr ghprqvwudwh wkdw wkh| fdq txlfno|
uhfrxs wkhlu dxfwlrq frvwv/ wkrxjk zh grxew wklv hhfw lv odujh1,
Frqfoxvlrq
Rffdvlrqdoo|iru h{dpsoh/ zkhq wkhuh duh wrr ihz srwhqwldo elgghuv/ ru
odujh frvwv ri vxsso|lqj qhfhvvdu| lqirupdwlrq wr elgghuvd irup ri vwuxf0
wxuhg qhjrwldwlrqv pd| eh ehwwhu1 Krzhyhu wkh jhqhudo uxoh lv wkdw dxfwlrqv
wuhdw upv idluo| dqg wudqvsduhqwo|/ dqg |lhog wkh juhdwhvw srvvleoh ehqhwv
iru frqvxphuv dqg wd{sd|huv1
Ur|dowlhv ru Oxps Vxp Sd|phqwvB
Sd|phqw iru olfhqfhv xvlqj d ur|dow| udwkhu wkdq d oxps0vxp ihh lv dqrwkhu
zd| ri surprwlqj hqwu|/ erwk ehfdxvh lw doorzv wkh jryhuqphqw wr vkduh wkh
ulvn zlwk dq rshudwru/ dqg ehfdxvh qhz hqwudqwv duh olnho| wr pdnh vpdoohu
sd|phqwv iru dq| jlyhq ur|dow| udwh/ exw zh zhuh xqhqwkxvldvwlf derxw xvlqj
ur|dowlhv1 Wkh| pxvw qhfhvvdulo| eh ohylhg rq vrph jhqxlqho| revhuydeoh
yduldeoh/ iru zklfk surw lv qrw d fdqglgdwh1 Wkh| duh wkhuhiruh xvxdoo|
edvhg rq vrph fruuhodwh ri uhyhqxh1 Iru h{dpsoh/ lq vrph Dphulfdq rlo0wudfw
dxfwlrqv/ wkh ur|dow| lv edvhg rq dq lqghshqghqw phwhulqj ri wkh rlo sxpshg
wr wkh zhoo0khdg/ ydoxhg dw wkdw gd|*v pdunhw sulfh1
Krzhyhu/ d ur|dow| edvhg rq uhyhqxh fruuhvsrqgv wr d ydoxh dgghg wd{
43 Wkh

Vsdqlvk jryhuqphqw pd| kdyh qrwlfhg wklv1 Lw lv ehodwhgo| wu|lqj wr ohy| odujh
ihhv rq wkh zlqqhuv ri lwv ehdxw| frqwhvw1
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dqg vr fuhdwhv ghdgzhljkw orvvhv lq dq roljrsrolvwlf lqgxvwu| vxfk dv whohfrpv/
iru h{dfwo| wkh vdph uhdvrq wkdw d vdohv wd{ pdnhv d prqrsro| ru roljrsro|
zruvh1 D ur|dow| ri wkh irup % fhqwv shu skrqh fdoo fruuhvsrqgv wr d vshflf
wd{ dqg lv hyhq pruh glvwruwlrqdu|144 E| frqwudvw rlo kdv/ urxjko| vshdnlqj/ d
zruog sulfh wkdw lv odujho| xqdhfwhg e| dq| rqh frxqwu| ohy|lqj d ur|dow|1
Ur|dow| sd|phqwv dovr doorz srvvleoh ghidxow/ ru dwwhpswv dw uhqhjrwldwlrq
li rswlplvwlf suhglfwlrqv ri ghpdqg wxuq rxw wr eh plvwdnhq1 Rqh wkhuhiruh
idfhv wkh ulvn wkdw d ex|hu pd| wuhdw klv sxufkdvh rqo| dv dq rswlrq wr ex|1
Pdq| ri wkh X1V1 vshfwuxp dxfwlrqv vxhuhg iurp wklv nlqg ri ehkdylrxu
zlqqhuv zhuh qrw uhtxluhg wr pdnh sd|phqwv xsiurqw dqg vrph vlpso| qhyhu
sdlgzklfk fdxvhg wkh IFF pxfk dgplqlvwudwlyh gl!fxow| dqg srolwlfdo
hpeduudvvphqw1
Doo wkhvh sureohpv dulvh zkhq ur|dowlhv duh suh0vhw e| wkh jryhuqphqw1
Li upv elg ur|dowlhv/ wkh sureohpv duh hyhq zruvh= wkh XV Ghsduwphqw ri
wkh Lqwhulru udq d yhu| xqvxffhvvixo h{shulphqw zlwk ur|dow|0edvhg dxfwlrqv
iru rlo0wudfwv derxw 53 |hduv djr/ lq zklfk wkh jryhuqphqw {hg d uhodwlyho|
vpdoo xs0iurqw erqxv sd|phqw/ dqg wkh frpsdqlhv elg shufhqwdjhv ri wkhlu
uhyhqxhv1 Wkh uhvxow zdv wkdw pdq| vshfxodwruv elg hqruprxv ur|dow| udwhv
lq rughu wr zlq olfhqfhv1 Li wkh rlo0hogv wxuqhg rxw wr eh kljko| surgxfwlyh
wkh| frxog pdnh prqh| hyhq dw wkh kljk ur|dow| udwhv/ exw prvw hogv zhuh
vlpso| qrw ghyhorshg/ hyhq zkhq lw zdv hfrqrplfdoo| h!flhqw wr gr vr1 +Iru
h{dpsoh/ d zlqqhu sd|lqj dq ;3 shufhqw ur|dow| zrxog ghyhors d hog rqo| li
lw |lhoghg d uhwxuq pruh wkdq yh wlphv wkh surgxfwlrq frvw1,
Dqg/ ri frxuvh/ ixuwkhu glvwruwlrqv zrxog eh fuhdwhg lq dq roljrsrolvwlf
pdunhw olnh whohfrpv li glhuhqw zlqqhuv sdlg glhuhqw ur|dow| udwhv1
44 Wr

vhh wkdw d sursruwlrqdo wd{ +ru ur|dow|, rq uhyhqxh lv ohvv glvwruwlrqdu| wkdq d
shu0xqlw +vshflf, wd{/ revhuyh wkdw wkh iruphu fruuhvsrqgv wr wkh vxp ri +l, d qrq0
glvwruwlrqdu| sursruwlrqdo wd{ rq surwv +@ uhyhqxhv 0 frvwv, soxv +ll, d glvwruwlrqdu|
sursruwlrqdo wd{ rq frvwv1 Iru d jlyhq dprxqw ri wd{ udlvhg/ wklv lv ohvv glvwruwlrqdu| wkdq
d shu0xqlw wd{ surylghg pdujlqdo frvwv duh qrw wrr kljk1
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(This is the original article written in October 2000, from which the El Pais article was translated.)

Are Auctions Always Best?
In March 2000 the U.K. government was the first to auction third-generation mobile-phone
licenses. Although analysts predicted the licenses might perhaps be worth $5 billion, the auction
actually raised around 7 times as much---around $34 billion. Not surprisingly, the U.K.'s example
has now been widely copied across the world. Even countries who had originally chosen 'beauty
contests' (administrative hearings) to allocate their licenses have been having second thoughts. The
rules of the Italian beauty contest turned it into an auction by another name (albeit a very
badly-designed one); Hong Kong recently switched from a beauty contest to a 'hybrid' that will
probably in effect be an auction; there are rumours that the Irish beauty contest may also look
more like an auction; and there have been calls for the result of the Spanish beauty contest to be
nullified and the licenses to be reallocated by an auction.
But are auctions the best way to allocate radiospectrum licenses?
To an economist the answer is almost always "Yes!"
AUCTIONS ARE BEST
Most important, a well-designed auction is the most likely method to allocate resources to those
who can use them most valuably. Rather than rely on government bureaucrats to assess the merits
of competing firms' business plans, an auction forces businessmen to put their "money where
their mouths are" when they make their bids, so the auction extracts and uses information
unavailable to the government.
Second, even if the government did have access to good information---and the lamentably poor
government estimates of the money that spectrum auctions would raise are just one illustration of
how little the government knows---allocation by bureaucrats leads to the perception, if not the
reality, of favoritism and corruption. In fact some governments may well have chosen beauty
contests precisely because of the possibilities for favoring, e.g., "national champions" over foreign
firms. But such protectionism is unlikely to benefit consumers or taxpayers.
Third, of course, an auction can raise staggering sums of money to support the public finances--the UK 3G auction yielded about two and a half per cent of GNP, or enough money to build 400
new hospitals. A beauty contest, by contrast, can give away valuable assets at a fraction of what
they are worth. Those who advocate beauty contests should say how they would prefer
to fund the government. Do they prefer higher income taxes? (The distinguished economist Martin
Feldstein recently estimated that every extra $1 of income tax raised in the U.S. costs the economy
an additional $2 in deadweight losses caused through the disincentives to earn, and the
misallocation of resources to avoid taxes. True Feldstein's estimates may be overstated, but
charging companies for spectrum incurs none of these additional costs.)
Some have argued that firms' costs in the auction will be passed through to consumers in the form
of higher prices, and this would probably be at least partly true for an auction in which firms bid
royalties. But the argument is mistaken for an auction in which firms make once-and-for-all lump
sum payments. Like any other firms, telecom companies will charge the prices
that maximize their profits, independent of what the spectrum cost them in the past. To take a
more familiar example, consider housing prices. The price of new housing is no lower when the

developer had the good fortune to obtain the land below its current market value (e.g. because it
was bought before planning permission was available) than when the developer has paid
the full market value. In either case, the price is determined by the housing market at the time the
new housing is sold. There is no more sense in handing out free spectrum to the telecom
companies than in handing out free land to developers in the belief that this will lead to cheaper
houses.
Of course, telecom companies (and land developers) have enormous incentives to argue the
opposite, because they obtain large windfall profits if they can obtain a scarce resource for free.
And it is true that consumer prices could be affected (even by past lump sum payments) if, for
example, an auction somehow allows firms to tacitly coordinate on higher prices, or the
companies' specious arguments fool politicians and regulators into agreeing that the auction is a
reason for allowing artificially high prices, e.g. through permitting collusion. But with intelligent
regulation these effects should be small.
Finally, how practical is a beauty contest? Technology guru Nicholas Negroponte, for example,
has argued that winners should be chosen according to who would guarantee the lowest costs to
consumers, invest the most in infrastructure, stimulate most creativity, etc. But how can firms
guarantee consumer prices for 5-20 years in the future for products that we may not
yet even be able to imagine? Infrastructure investment can be costed, but will it all be useful?
How can the government possibly decide who will be most creative? And how could the
government monitor and enforce any commitments made by firms? How should the government
penalize a firm that turns out to be insufficiently creative?, and what should the government's
response be to a firm that is creative and develops a product with valuable unforeseen features but
above the previously guaranteed price? It is hard to think of a more serious drag on innovation
than pre-specifying future prices for products that don't yet exist!
And the difficulty of specifying and evaluating the criteria for a beauty contest make this a timeconsuming and opaque process relative to the rapidity and transparency of an auction. So even a
well-run beauty contest is more likely to generate a legal challenge after the fact.
Of course, the companies are taking huge risks in bidding in an auction, just as, for example, firms
take huge risks when they invest in developing a new aircraft or a Channel Tunnel. The
companies might come huge croppers; or they might make huge fortunes. Only time will tell. But
in the U.K., Germany, and Italy, some licenses were won by companies who had no previous
presence in those markets, proving that companies who were under no pressure to compete saw the
risks as worth taking. (Indeed in the U.K. case one winner has already sold a share of its license at
a profit!) Whether the large license costs will speed or slow investment is ambiguous---arguments
can be made in both directions. But what is clear is that the companies have invested in licenses
because they believe that it is in their own business interests to do so.
...BUT AUCTIONS DO NEED CAREFUL DESIGN
Certainly an auction needs careful design to work well, and must be tailored to the specific
country's context---auction design is a matter of 'horses for courses', NOT 'one size fits all'.
(See my paper 'What Really Matters in Auction Design' at
www.nuff.ox.ac.uk/economics/people/klemperer.htm.)
The Netherlands and Italian auction designs, for example, both foolishly aped the U.K.'s
ascending-auction rules in contexts in which the U.K. system was clearly inappropriate. The
crucial difference is that there were far fewer bidders in Holland and Italy. Both the Netherlands
and Italian auctions would have been much more successful if bidders had been forced to

make sealed "best and final" offers rather than participating in an ascending auction---and this was
predictable (and predicted) in advance.
Last week, in Italy, for example, there were just six bidders for five licenses. Because one of the
bidders, Blu, looked weak, the other bidders did not need to bid aggressively in the ascending
auction which always allowed them to come back and top any bid that Blu made. When Blu
dropped out just a few rounds after the auction began, the result was per capita
revenues below 40% of the British and German levels. But if the government had asked for sealed,
final offers that the bidders could not revise, the other bidders could not have taken the risk of
bidding so low. They would have felt forced to make serious offers in case Blu had turned out to
bid more strongly (e.g., Blu might just have been pretending weakness), so the government would
have raised much more money. Indeed, Blu itself might perhaps have made a reasonable offer even
if---as was the case---it didn't feel able to bid up to the level required to be a winner in the
ascending auction. And this possibility would also have encouraged more aggressive
bidding from the others. In addition, a sealed-bid design might have attracted more entry into the
Italian auction, and further improved the outcome.
It has been alleged that the Italian auction also suffered from collusion. That may or may not turn
out to be true. But if it was the case, it is yet another reason why a sealed-bid auction (in
conjunction with proper anti-collusion measures) would probably have worked better---an
ascending design facilitates collusion by making it easier for firms to check that
their collaborators are sticking to the collusive agreement.
The Netherlands also had just six bidders, one of whom seemed very weak, for five licenses, with
results similar to Italy's; in fact, the Netherlands per capita revenues were less than 30% of the
U.K. levels.
But even the badly-designed Netherlands and Italian auctions probably performed no worse than
beauty contests which would most likely have yielded the same winners and no more revenue for
the government. Very occasionally---for example, when there are too few potential bidders, or
large costs of supplying necessary information to bidders---a form of structured negotiations may
be better. However the general rule is that auctions treat firms fairly and transparently, and yield
the greatest possible benefits for consumers and taxpayers.
.......Paul Klemperer was the principal auction theorist advising the U.K. government (the first in
the world to run a third-generation mobile-phone license auction) on its auction design. He is
Edgeworth Professor of Economics at Oxford University, and also advises the U.S. Federal Trade
Commission on antitrust matters. His papers on auctions can be found at
www.nuff.ox.ac.uk/economics/people/klemperer.htm .

