
Publishable Summary

The main motivation behind this project is the need for a comprehensive understand-

ing of the effects of reputation on market outcome and structure when negotiation and/or

price search are main ingredients. Although it is a growing area of research, the current

literature does not have well-established theoretical predictions. In this respect, outcomes

of this project will constitute significant contributions to the current literature.

The main message in reputation literature is that in a strategic environment, a player

who has the opportunity to mimic a commitment type and build reputation on resolve will

be advantaged especially when the other parties are lack of this opportunity. However,

the literature is silent about whether reputation is so advantageous in all circumstances.

For example, does reputation building benefit the sellers and buyers when there is a

strong competition among them? Does perceived as being a commitment type always

advantageous? Does reputation provide leverage to a negotiator whose bargaining power

is weaker in an environment where the rival also has the opportunity to build reputation?

This project aimed to answer these and similar questions in various setups.

There are numerous important outcomes achieved in this project. The most important

one is that under reputational concerns, equilibrium outcomes of a competitive market

may not be Walrasian. In particular, even when the market is (almost) frictionless, the

ability of committing to a specific share, the opportunity of building reputation about

inflexibility and the anxiety to preserve their reputation can provide significant market

power to the players that have no market power in the absence of reputational concerns.

Therefore, the role of reputation is substantial, and so ignoring its presence would be

severely misleading. That suggests the ability to build reputation gives significant lever-

age to the weak (long) side of the market. More strikingly, if the information flow between

the players is not perfect (which usually is the case in many markets), the weak side of

the market can benefit from reputation even more. Moreover, when the weak side of

the market competes in an auction-like environment, where the buyers simultaneously

bid their prices and the monopolist seller receives the entire surplus, the ability of build-

ing reputation through negotiation would give the buyers significant market power. Dr.

Ozyurt also shows that in a competitive environment being perceived as a resolved type

would be disadvantageous. Therefore, “excessive reputation” on obstinacy would also be

a disadvantage, just like lack of reputation is so in many settings.

In addition, Dr. Ozyurt investigates the impacts of reputation on a monopolistic

market and shows that reputational concerns may significantly benefit the consumers

even though there is no competition in the supply side. The analyses also show that

the monopolist’s pricing strategy will depend upon the consumers’ awareness about the

monopolist’s pricing agreements with the other buyers. More formally, if the monopolist

operates in a dynamic market where there is a flow of consumers entering to the market

sequentially, then the monopoly price can be sustained in equilibrium if the monopolist

can commit to reveal its sales agreement with every single customer. However, if the
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consumers cannot observe the monopolist’s previous actions, then the monopoly price is

not consistent with equilibrium.

Therefore, if the customers are shoppers (in the sense that they have full information

about the monopolist’s previous actions), then the monopolist prefer to follow a fixed

price policy, in which case the monopolist leaves no surplus to the buyers. On the other

hand, if the buyers are not shoppers (or the ratio of shoppers is low enough), then the

monopolist prefers to follow a bargain price strategy so that the final price is an outcome

of the negotiation between the monopolist and the buyers. If the monopolist follows

bargain price strategy, then the consumers have positive expected surplus in equilibrium.

Dr. Ozyurt also shows that reputational concerns can strongly shape the outcomes of

bilateral negotiations by turning the players’ bargaining power upside down. In partic-

ular, in an environment where a negotiator’s bargaining power is weak, the negotiators’

reputational concerns could turn the weak negotiator’s disadvantage into an advantage.

To show this point, Dr. Ozyurt builds a model upon the dialects and the setup that is

extensively used in international conflicts and audience costs literature.

The Marie Curie International Reintegration grant was the crucial factor for continu-

ation of Dr. Ozyurt’s research agenda and his reintegration into ERA. Outcomes of the

supported research are disseminated through presentations at international conferences,

workshops and seminars. Some of the universities that Dr. Ozyurt gave a talk are Cal-

ifornia Institute of Technology, Penn State University, City University of Hong Kong,

The University of Hong Kong, Bilkent University, TOBB University of Economics and

Technology.

Some of these conferences that Dr. Ozyurt presented his works are 10th Econometric

Society World Congress, North American Summer Meeting of the Econometric Society,

The 22nd Stony Brook Game Theory Festival of the Game Theory Society, International

Association for Conflict Management, 4th World Congress of the Game Theory Society,

7th Spain-Italy-Netherlands Meeting on Game Theory, and Econometric Society Euro-

pean meeting (EEA-ESEM). Dr. Ozyurt was also in the organization committee at the

4th World Congress of the Game Theory Society, July 2012.

Dr. Ozyurt collected his findings in this project under four articles that are attached

in annex. One of these articles is forthcoming at American Economic Journal: Microeco-

nomics, the other received a conditional acceptance from Games and Economic Behavior,

and the other two are under review. In addition, the questions that Dr. Ozyurt tackled

at the second half of this project gave rise to a TUBITAK (Scientific and Technological

Research Council of Turkey) project and to two more articles that can be downloaded

from Dr. Ozyurt’s web site.

During the project, Dr. Ozyurt has been teaching intermediate microeconomics and

informational economics courses at undergraduate levels and Game Theory at graduate

levels at Sabanci University. Dr. Ozyurt has also (co)supervised several MA thesis

projects.
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