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Abstract: Consider a buyer having demand for a product upstream in the supply chain, where
the buyer assigns orders to its suppliers via a second-price auction, i.e., a Vickrey auction. We
will refer to this type of procurement auction as bundle auction, since the demand might in
fact be an aggregate of demand over multiple time periods. In the scenario we consider in this
paper, the buyer is alternatively considering auctioning this demand by breaking it down by
time period and permitting bids for one or more periods, either as independent bids or as
package bids. In this alternative auction, which we call the unbundled auction, the buyer will
assign orders to his suppliers via the generalized Vickrey auction. The unbundled auction has
many advantages for both the buyer and the suppliers, where the most important one is the
closer representation of the planning costs in a supply chain. However, it also increases the
competition of the suppliers against the buyer. In this talk we will show that, there are cases
in which the buyer will be worse off with the unbundled auction; thus, in these cases, the
buyer needs to pay more to satisfy his demand, despite the fact that the suppliers will be
producing more cheaply. But, we will also show that the unbundled auction is, in many
scenarios, better than the bundle auction. Finally, we will give a worst case bound on the loss
of the unbundled auction with respect to the bundle auction. (This is joint work with Richard
Steinberg, Judge Business School)
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