
Auctions

www.anthonyjevans.com

Auctions
Some key concepts

Anthony J. Evans
Professor of Economics, ESCP Europe

www.anthonyjevans.com

(cc) Anthony J. Evans 2019 | http://creativecommons.org/licenses/by-nc-sa/3.0/

The Coase Theorem

• Historically the problem was interference
• Ronald Coase (1959) proposed a solution:

– Define the frequency 
– Create a license for exclusive use
– Use a market to determine allocation (and reallocation)
Ø It doesn’t really matter who gets the licenses, they’ll 

end up with whoever values them the most
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Low 
frequency
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We are looking at the radio spectrum, from radio (AM and FM), through 3G/wifi, to satellites
An additional advantage is that you can discover the optimal amount of interference
For more: https://www.mruniversity.com/courses/economics-media/spectrum-auctions-spectrum-liberalization-and-incomplete-triumph-coase

Coase Theorem: 
If transaction costs are low, the final 
allocation of rights is the same regardless of 
initial endowments
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The Transitional Gains Trap

• In the 1930s the public had concerns over the mechanical 
integrity of taxis

• NYC gave out licenses (called “medallions”) to protect 
consumers

• A medallion gives the owner the right to accept a street 
hail (i.e. no prior booking)
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Medallions Price

1937 11,787 $10 ≈ $175 (in 2018)

2004 ~ 11,787 * $280,000

2008 ~ 11,787 < $550,000

2013 ~ 11,787 $1,000,000

2016 ~ 11,787 $500,000

* In 2006 an additional 300 medallions were distributed for hybrids and wheelchair access cabs. See “Medallion Sale” NYC Taxi and 
Limousine Commission. 

Who benefits from the medallions?

• Not current medallion owners – they only earn normal 
profits 

• The “gains” went to the original owners. So those gains 
were only transitional

• And since current license holders will lobby up to the value 
of the expected capital loss to prevent competition, it’s a 
“trap”
– New technology can overcome the transitional gains 

trap

• If the Coase Theorem holds, the solution is to use licenses 
to assign a right

• However assigned rights can create interest groups who 
block competition
– Licenses are a barrier to entry
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