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“When Incentives Meet Uncertainty: A Structural Investigation in A+B Auctions on
Highway Projects”

Highway construction projects serve as a good example where society can benefit from fast comple-
tion. A+ B auctions, a type of innovative scoring auctions, try to address this concern by incentiviz-
ing timely delivery through scores that combine price and time incentives. In this paper, I investigate
in A4+B auctions by building a theory of A+B bidding that incorporates incentives and production
uncertainty, as well as structurally estimating bidding behaviors and auction performance using data
from the California Department of Transportation (Caltran). I find that, in equilibrium, bidders
skew the days bid below the true planned construction target days to raise the price bids. Moreover,
self-selected construction time that is different from the expected social-optimal time causes ez-post
efficiency loss (on average $1.73 million per contract or 7.9% of estimated private construction costs)
and the auction mechanism can fail at picking the socially-efficient bidders ez-ante (estimated at
25% of the time with this set of data). Counterfactual analysis suggests that procuring schemes
with lower incentives or even conversion back to traditional contracts are likely to yield better social
outcomes with lower private construction costs and less government budget pressure.
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“Cheap and Fast at the Same Time? FEvidence from A+B Auctions on Highway Projects”

A+ B auctions, a type of scoring auctions that awards projects based on the lowest combination of
price offers and construction time externalities to public, is designed with the goal of incentivizing
timely completion. Contractors differ in their material costs as well as costs from acceleration,
and using a structural two-stage estimation of the bids, I am able to fully recover the costs. The
powerful and yet general specification of the cost function enables me separately estimate the two cost
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parameters and find little correlation between being cheap and being fast. Thus, A+B procurements
might not actually yield as much of a welfare gain as Lewis and Bajari (2011) suggests where a
positive correlation is observed.
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