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Woarld Potash Sales Volumes:

28.4% -
2015: 65.7 million tons
2014: 68.4 million tons
17.0% 15.89%
13.8%
8.8%  7.1%
. 33% s 32%
Canpotex  Uralkali BPC K45 ICL APC Sam China Other
= Potash Belaruskali  fory « DSW Participation Farticipation = 20 + Intrepid
Corp = CPL of Potash of Potash producers . Vale
« hasaic « lberpotash  Corp. Corp, « Compiass
* Agrium = Ushekistan

= Laos
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Bikhchandani, Sushil, Steven A. Lippman, and Reade Ryan (2005), ”On the

Right of First Refusal,” Advances in Theoretical Economics 5 (1), Art. 4.

Economic analysis of the right of first refusal started relatively recently. We start
by reviewing work that highlights negative results, pointing to various
shortcomings of the right and questioning its usefulness. Bikhchandani et al.
(2005) warn against the use of the right of first refusal in a broad set of
circumstances. They study its impact in a sealed-bid second-price auction where
the asset is allocated to the highest bidder unless the right-holder decides to match

the price.

In this setting, there may arise two elects that increase the right-holder. In the case
of private or correlated values (which is relevant to our framework), the right-
holder will win the asset more often: indeed, he wins even when his valuation is
the second highest among all buyers. In the correlated-values case, he will enjoy
the effect of a ercer winners curse on the regular buyers. These phenomena cause
a reduction in both the regular bidders and the seller’s protts relative to those
realized absent the right-of- first-refusal clause. If participation is costly,
competitors may refrain from entering. Additionally, Bikhchandani et al. (2005)
and that the right-holder’s expected gain from the clause is often lower than the
expected loss to the seller, so that the right-holder cannot be expected to
compensate the seller fully for granting the right of first refusal.

Most notably, Bikhchandani et al. (2005) show that implementing the right of first
refusal in a second-price auction, where the price that was set in the auction is
offered to the right-holder before a deal with the highest bidder can be concluded,
yields a lower price and an inefficient allocation because the right-holder wins
not only when his valuation is the highest but also when it is the second-highest.
In addition, if buyer’s valuations are correlated, the winner’s curse is catalyzed,
causing an additional decrease in price. In this case, not only is the right
detrimental to the seller and regular buyers, but the joint pro.t for the contracting

parties (seller and right-holder) may be negative.
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Chiang, Yao-Min and Jarjisu Sa-Aadu (2014), Right of First Refusal
(ROFR) Effects in Auctions with Reserve Price: Empirical Evidence from

Taiwanese Government Land Auctions.

Empirical support for this line of theoretical work was recently offered by Chiang
& Jarjisu (2014). Using 1012 .rst-price sealed-bid auctions for the sale of
government owned land in Taiwan from 2007 to 2010, they and that an auction
with a right of first refusal decreases the likelihood of asset sale, discourages
bidders entry into the auction, creates incentives for bidders to bid less

aggressively, and reduces the seller’s expected revenue and profit.

Maskin, Rily: In the following section we describe the basic model and then
present three illustrative examples. These show that, with asymmetry, revenue
equivalence no longer holds and that, under different assumptions about the
nature of the heterogeneity, expected revenue in the high-bid auction may be
higher or lower than in the open auction.6 We lay stress on the informal logic
behind these results. In Section 3 we begin the formal analysis by characterizing
buyers’ equilibrium bidding strategies in the high-bid auction (Propositions 3.2
and 3.4). We also show quite generally that »strong” buyers prefer the open
auction, whereas ”weak” buyers prefer the high-bid auction (Proposition 3.5).
Then, in Section 4, we extend the examples of section 1 to obtain general
comparisons of the revenue yielded by the high-bid and open auctions
(Propositions 4.3-4.5). Finally, in order to illustrate the economic significance of

our analytical results, we present some numerical solutions

Bikhchandani, Sushil, Steven A. Lippman, and Reade Ryan (2005), ”On the Right
of First Refusal,” Advances in Theoretical Economics 5 (1), Art. 4.
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