Market Allocation in Procurement Auctions

Martino De Stefano and Serge Moresi
Charles River Associates

CRESSE Conference
Kos, Greece — July 5, 2026

C Charles River
Associates



Motivation

* Market allocation is a common form of collusion
o Firms agree to divide markets, customers, or territories
o Bid rigging through designated winners: among the most common antitrust violations (DOJ)

 Loertscher & Marx (2021) develop a model of collusive market allocation
o Cartel designates a single active bidder; other cartel members are inactive
o Active bidder selected ex ante, before costs are realized

o Creates a basic tension
» Fewer bidders raise cartel profits, but ex-ante designation is inefficient

* Is the single-designated-bidder assumption too restrictive?
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This paper
* We extend LM by allowing the cartel to designate m = 1 active bidders

* Three main results
1. Designating multiple bidders

* Reduces inefficiency and expands the scope for profitable market allocation

« But does not make market allocation always profitable

2. Mergers can either increase or decrease the risk of collusive market allocation
« We consider mergers of cartel members and acquisitions of “mavericks”

« We provide sharper conditions than LM under power-based distributions

3. [Interim reallocation of the right to bid also expands the scope for profitable market allocation]
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Model setup

« Second-price procurement auction, one buyer, n > 3 suppliers
o Costs i.i.d. on [0,1] with CDF given by G(c;a) =1 — (1 — ¢)%, where a > 0
o a is a “capacity” or “strength” parameter (Waehrer-Perry 2003, LM 2021)
o Reserve price r = 1 (efficient auction)

» Market allocation: k < n suppliers collude, designate m > 1 active bidders
o Total number of active bidders = m cartel members + n — k outsiders
o Each colluder selected as active bidder with probability m/k

« Key formulas (from WP Lemma 1)
omyg(n) =a/{[1+ (n—Da](1+ na)}
o myalk,m) =no(n—k+m)m/k
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Optimal number of designated bidders

* Proposition 1

o Designating m bidders is more profitable than m —1iffm <n —k +%

o Optimal m = max {1, min {k, floor (n —k+ %)}}

* Intuition
o Adding a designated bidder introduces internal competition within the cartel
o Reduces the inefficiency of ex-ante designation ...
o ... but only up to the point where internal competition offsets the efficiency gains

* Designating multiple bidders expands the scope for collusion
o But market allocation is not always profitable
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lllustration: k = n = 6 (all-inclusive market allocation)

« Optimal number of designated bidders decreases with a
o For a = 0.5, m = 1 (single designated bidder is optimal)
o Fora = 0.4, m =2
oFora=02m=4

o Fora < 1/6, m = 6 (market allocation is unprofitable)

« LM (m = 1) would find no risk fora < 1/3
« Our model shows that risk persists downtoa =1/6
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Merger effects

* Mergers of insiders (m = 1, asymmetric suppliers)
o LM (Prop. 3): mergers of insiders can increase or decrease the risk of collusion
o We provide sharper conditions (Prop. 2)

» Mergers of sufficiently asymmetric insiders always increase the risk of collusion

» Mergers of insiders tend to increase the risk unless their combined capacity is relatively large

* Mergers of insiders (m > 1, symmetric suppliers)
o Mergers of insiders increase the risk of collusion (Prop. 3)

 Insider—outsider mergers (m > 1, symmetric suppliers)
o Acquisition of an outsider by a cartel member can create risk where none existed
o We extend LM’s maverick analysis to multiple designated bidders
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Variant: Interim reallocation (Appendix B)

 Alternative relaxation of the single-designated-bidder assumption
o Cartel designates one bidder ex-ante (as in LM)
o After costs are realized, the designated bidder can auction off the right to bid

e Result

o Interim reallocation reduces inefficiency but does not eliminate it

= Designated bidder optimally sets a reserve price above its expected profit
o Interim reallocation increases cartel members’ ex-ante expected profits
o But does not make market allocation always profitable

* Reinforces the main message
o The single-designated-bidder assumption understates the risk of collusion
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Implications for antitrust enforcement

* The single-designated-bidder framework may lead antitrust authorities
to understate the risk of collusive market allocation

o They may conclude that a market is not at risk, when in fact it is

o They may conclude that a merger does not create or increase the risk of collusive
market allocation, when in fact it does
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