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ABSTRACT

We re-examine the canonical question of [1] whether two
parties can trade an indivisible good in a Pareto efficient
way when they are both privately-informed about their val-
uations for the good. Relaxing the assumption that utilities
are quasi-linear, we show that efficient trade is generically
possible if agents’ utility functions are not too responsive to
private information. In natural examples efficient trade is
possible even when agents’ utility functions are highly re-
sponsive to their private information. The analysis relies on
new methods we introduce.

Categories and Subject Descriptors

D61 [Allocative Efficiency; Cost-Benefit Analysis|: an-
alytical studies about issues related to allocative efficiency;
D82 [Asymmetric and Private Information; Mecha-
nism Design|: studies about a wide spectrum of topics
related to asymmetric and private information, including
mechanism design; C72 [Noncooperative Games]: issues
related to noncooperative games; C78 [Bargaining The-
ory; Matching Theory]: issues related to bargaining the-
ory.

General Terms
Efficient Trade, Mechanism Design, Bilateral Bargaining,
Risk-Aversion, Wealth Effects
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