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This problem set is due Thursday, 4/24/08.

1. Consider the model of ((Eso and Szentes 2007)) as discussed in class with
a single buyer and a valuation

v (00,01) = abp+ (1 — ) 0
where 0; ~ U [0, 1].

(a) Following the discussion in class derive the optimal option contract,
price and strike price, for a given « € [0, 1].

(b) How does the contract depend on «a?

2. Consider now the extension of the single allocation problem to a sequential
allocation problem. The value of consumption of the object to agent ¢ after
k previous consumptions is given by:

k
v (00, ., 0k) = > 0,

=0

where each 6; ~ U [0,1] and [ and !’ are independent random variables.
The seller and the buyer discount the future with § € (0,1). Derive the
revenue maximizing pricing policy of the seller over time. (As in the multi-
armed bandit problem, the new information in period ¢ is only revealed if
the agent is consuming the object in period ¢t — 1.) The relevant reading
here is (Segal and Toikka 2007) and (Pavan 2007).
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