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Rationale for New gTLD Applicant Auctions to Resolve String Contentions 

By Peter Cramton, 13 January 2013 

As Ray King emphasized in his post on private auctions, “Most importantly, let's get moving — private 

auction makes business sense, provides clarity and speeds the process for everyone.” In the “get 

moving” spirit, I wish to answer a number of questions that I am frequently asked about private auctions 

in general and the Applicant Auctions in particular. 

Q: You know little about the domain market, why should we work with you instead of well-known 

industry players? 

A: In contrast to others offering auction services, our expertise is indeed in the field of auctions and not 

in the domain industry. We view this is an advantage for two reasons. 

First, we are independent. We do not have decade-long relationships with individuals and companies in 

the industry, and after the applicant auctions, we will again focus on other auctions, not the domain 

space. We value our professional reputation extremely highly, and have nothing to gain from favoring 

any individual applicants. 

Second, we are auction experts, and especially expert in auctions for this high-stake setting. We have 

worked on hundreds of high-stakes auctions involving tens of billions of dollars in revenues. We have 

learned from this, and devoted our careers to making auctions efficient and fair. Large countries 

conducting auctions that are essential to their economies hire us to design and implement their 

auctions. Examples include telecommunication and electricity auctions in the US, the UK, Canada, and 

Australia. 

Despite our lack of experience in the domain industry we are expert at quickly understanding the 

features of an industry that matter for design. We have built this expertise from decades of work on 

auctions in many industries and countries. We are quick studies and know the importance of discussions 

with market participants. 

Q: Ok. I understand that independence is important. Still, isn’t having the detailed industry knowledge of 

a long-term broker valuable too?  

A: In many settings, brokers play an important role in bringing sellers and buyers together. Their detailed 

industry knowledge and network enable them to facilitate matching of sellers and buyers. To create 

maximum value, bringing together the right buyers and sellers is one of the most important aspects of 

an auction if these parties don’t know each other. However, in this setting matching of applicants has 

already occurred and is known by all. The set of applicants competing for a particular string was 

established last spring. This makes the traditional brokering skill not applicable in this setting. What is 

needed in this setting is independence. Cramton Associates does not have any ongoing relationship with 

any applicant. Yes, we are talking with many applicants and this is an important part of our process, but 

we do this because our goal is to create value for the applicant community.  

http://www.circleid.com/posts/20130102_private_vs_icann_auction_of_last_resort/
http://www.cramton.umd.edu/ca/aa/
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Q: Why are you proposing one auction design rather than leaving that up to the applicants?  

A: Choosing an auction design is not a matter of taste, or of favoring one bidder over another. There is a 

whole field in economics concerned with determining what the best auction is for a particular situation. 

Thousands of scientific papers have been written on the subject and much has been learned from 

decades of study.  

We have invested considerable time and money in developing a design that is efficient and fair in this 

setting. We have validated the design mathematically and in experiments. The main elements of the 

design have been tested in similar settings in the field and proven to be highly effective and robust 

including in auctions over the past twelve years involving assets valued at millions and even billions of 

dollars. Most recently we conducted an extended mock auction with actual gTLD applicants as a further 

test in a realistic setting. We are convinced that the design we propose benefits everyone. 

The best auction in this case is one that does well for all applicants, not just the buyer. The two 

hallmarks of a good auction are efficiency and fairness. These are the objectives—together with 

transparency and simplicity—that the design team pursued in selecting the auction format. 

An efficient auction ensures that the bidder who values the string the highest gets it. This maximizes the 

“size of the pie” that belongs to all applicants. A fair auction in this context splits the “pie” equally 

among the applicants. Our proposed auction does just that. 

If instead the applicants decide the design on an individual basis or perhaps select from a menu of 

options, the selected design would likely favor one or more applicants. One bidder could strong-arm 

another into accepting a design that is unfair to them. In any event there would be a complex 

negotiation among applicants for a particular string about which design to go with. A much simpler 

approach is for the independent market facilitator (CA) to select the best design given the agreed 

objectives. In this way, the applicants get a well-designed and well-tested auction that has benefited 

from extensive expert knowledge, as well as the comments from all applicants. 

The selected design has been shown to achieve efficiencies of over 98% with PhD students playing the 

roles of applicants and motivated by cash rewards for successful bidding—this means the auction 

mechanism realized nearly all the potential value, which occurs when the highest-valuing applicant for 

the particular string wins and this occurs for each of the 87 strings auctioned. When the same test was 

done with actual applicants with little knowledge of auction theory, little preparation or training, and 

less motivation, the efficiency was over 95%—nearly as high. 

The use of standard rules and contracts also greatly facilitates the careful vetting of the auction rules 

and contracts. Poorly written contracts and auction rules can lead to law-suits and other costly delays. 

These pitfalls are avoided with a standard design developed and tested by auction experts and reviewed 

by stakeholders. Draft Bidder Instructions and Auction Agreement are available for your review and 

comment. 

http://www.cramton.umd.edu/aa/applicant-auction-bidder-instructions.pdf
http://www.cramton.umd.edu/aa/applicant-auction-agreement.pdf
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One of the most basic reasons for a standard design selected by an independent expert is that it avoids 

the difficult negotiation among applicants about the choice of auction. Reaching unanimous agreement 

in this negotiation among interested parties is problematic, especially given the conflicting goals of each 

applicant. 

Q: Ok, but for .myTLD, suppose all three applicants agree that they’d rather do this differently. Do we 

need to find someone else? 

A: Probably not. We are very interested in hearing about your alternative ideas and discussing them 

with you. We are open to customizing the auction for particular domains, provided there is a good 

reason to do so. Since we began exploring this problem we have learned a great deal from you, the 

applicants, about reasons for different structures. We have quickly adopted your good ideas. Here are a 

few important examples: the switch to string-by-string commitment, the introduction of multiple 

auctions (our current plan is three—March, June, and September—which of course is subject to ICANN 

sticking to its schedule). 

Q: My understanding of your “simultaneous ascending clock auction” is that as the auction progresses 

and the buyer of a string is identified that the seller’s share of the buyer’s payment is added to the 

seller’s deposit and therefore expands the seller’s bid capability for other strings. Why would a bidder 

without budget constraints like Google participate in this auction? Shouldn’t Google wait until the Last 

Resort Auction? Why would Google fund competitors? 

A: This is a subtle question involving difficult tradeoffs. Some of these tradeoffs are carefully addressed 

in our research paper. What we find is that Google and other well-capitalized bidders are better off 

participating in the applicant auction for the same reason as others. Compared with the Last Resort 

Auction, the Applicant Auction provides: 1) early resolution of string contention, so that investments in 

the domain can begin earlier and value created sooner, 2) a lower payment for the buyer, and 3) a 

positive payment for a seller. These results are strong and robust to a variety of assumptions about 

bidder values. 

One of the standard economic assumptions is that all bidders have access to capital markets to fund 

purchases. Economists don’t assume that all companies have equal access to capital markets, rather we 

assume that the differential access is a proper reflection of the risk inherent in the investment. Capital is 

less expensive when the investment is less risky. 

Capital markets take into account the balance sheet of the company. Thus, a company with a rich 

portfolio of TLD applications is valuable in the capital market. These assets facilitate the company’s 

ability to acquire further cash as either debt or equity. That is, capital markets value the company’s 

portfolio of applications even before any private auctions. What the private auctions do is resolve some 

of the uncertainty about value. Thus, as time goes by, capital markets will have better information with 

which to value the company’s risky asset. This reduction of uncertainty makes the asset (slightly) more 

valuable.  
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Thus, the only benefit to Google or other well-capitalized company of waiting for the Last Resort Auction 

is the possibility that by doing so uncertainty about the value of applications will be increased so much 

that the competitive advantage from this higher uncertainty creates more value than the direct and 

obvious value losses coming from late resolution, higher buyer payments, and no seller profits. To me, it 

is highly implausible that this would be the case. The direct impacts are first order, whereas the 

competitive advantage coming from greater uncertainty is highly speculative. Further, Google or any 

other company cannot unilaterally prevent the revelation of information about TLD values. Google has 

no ability to prevent the vast majority of strings from resolving early. This early resolution will reduce 

uncertainty not just about the non-Google strings, but all strings, since string values likely are positively 

correlated. 

Bottom line: The “companies won’t fund competitors” critique of the Applicant Auction has been grossly 

overstated. The critique essentially ignores how actual capital markets work. 

Q: This sure sounds like a lot of economic theory. Maybe its works in the classroom, but it won’t work on 

the street. 

A: You should be quite hesitant to dismiss science and knowledge simply because it sounds academic. 

The field of auctions has been extensively studied in theory, in the lab, and on the street. The same goes 

for finance and our understanding of capital markets. Our analysis of these issues is based on some of 

the most-tested models in economics.  

The theory has been shown to be highly relevant to practice. This is why my colleagues and I are 

frequently asked to advise the boards and top management of companies participating in high-stake 

auctions. Yes, much academic work has little relevance for practice. But the areas of auctions and 

finance are highly applicable to practice. Ignore this science at your peril. 

Q: Why do fees matter if the fee is paid by the other party? 

A: In any transaction, it doesn’t matter who pays the fees, as long as all parties agree beforehand. If you 

know you have to pay a 2% fee if you buy something, you will bid less, and if you know you will only 

receive 98% of the amount you are asking for, you will ask for more than you otherwise would. 

Similarly, in the applicant auction, it is irrelevant whether the fee is paid on the buy-side, the sell-side, or 

both. All that is relevant is the size of the fee, which is why we have worked hard to keep our fees as low 

as possible, and dramatically less than the historic fees for auctions and brokering in the domain space. 

For example, suppose, as is the case in our auction, the winner pays the second-highest bid. If the buyer 

pays no fee, but sellers have to pay a fee out of their share, then all bidders will bid slightly more than 

they otherwise would to increase their chance of winning and not having to pay a fee. This means, in 

particular, that the second-highest bid will be slightly higher, and the winner has to pay more. In 

equilibrium the effective fee is split equally between buyer and seller. 

Q: So what are your fees? 
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A: With the move to multiple auctions, we have simplified our fee structure. For the First Applicant 

Auction scheduled for March, our commission is 1%. The buyer pays the second-highest bid and the 

sellers collectively receive 99% of the buyer’s payment (less any fee of the settlement agent, which 

should be negligible). This low fee is intended to motivate participation early by those for whom the 

transaction costs are especially important. For the Second Applicant Auction scheduled for June, our 

commission is 2%. And for the Final Applicant Auction our fee is 4%, subject to a floor in overall fees of 

$1 million and a ceiling of $5 million (over all auctions combined). The shift to multiple auctions has 

significantly increased our costs and therefore the ceiling, which originally was $4 million is now $5 

million ($0.5 million per additional auction). 

Q: How much should I bid in the auction?  

We cannot answer this question for you. However, the results of our testing should provide some 

guidance. We recommend that you or an expert you hire take a close look at the following materials: 

 Detailed research paper explaining the auction and bidding strategy  

 Research paper in presentation form 

 Video presentation of research paper presented at Microsoft Research, November 2012 

The paper describes how to calculate the “equilibrium bid,” which is the optimal amount for you to bid 

to get the most from the auction. Please note that the calculation is based on idealized assumptions 

about each applicant’s knowledge of the range of values of the other bidders. Nonetheless, the 

calculations are helpful in developing an intuitive understanding of how to think about bidding and how 

aggressively you should bid. 

Q: If I am bidding against deep pockets, should I bid more than what the domain is worth to me, so that I 

get more money if I am a seller? 

A: This may indeed make sense, provided you also believe that the deep pocketed bidder values the 

domain highly. However, be aware that by doing so you risk winning the domain for more than it is 

worth to you, so you might end up with a loss. This risk has to be balanced with the opportunity to get a 

bit more money from the buyer. The optimal tradeoff is described in our research. 

Q: I don’t want money. I want this domain. I will make the best use of it. I don’t want an auction! 

A: We understand. But you’re not the only one who thinks like this. It’s not our place to decide how the 

domain will be best used. ICANN has determined that you’re not the only qualified applicant, and has 

specified the Last Resort Auction in the event the applicants cannot agree. In the Applicant Auction if 

another bidder values the domain more highly, at least you walk away with some cash to support your 

cause and your community. 

Q: I’m a small applicant and cannot afford to hire an expert and take advantage of fancy training tools. 

A: We understand the needs of both small and large applicants. We are developing a set of training tools 

that will enable you to practice bidding on your own time on our auction platform. These role-play 

http://www.cramton.umd.edu/aa/cramton-gall-sujarittanonta-wilson-applicant-auction.pdf
http://www.cramton.umd.edu/aa/cramton-gall-sujarittanonta-wilson-applicant-auction-short.pdf
http://research.microsoft.com/apps/video/default.aspx?id=178994&l=i
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simulations are the best way for non-experts to learn how the auction works. The training tools will be 

available at nominal cost to small applicants. Look for an announcement at @ApplicantAuc. 

Q: In the mock auction I participated in Santa Monica in December, I noticed that each participant got to 

see the pricing and demand information on all the strings in the auction, not just those strings the 

participant was able to bid for. It seems a better approach would be to limit demand and pricing 

information about a string to only those bidding on the particular string. 

A: Yes. The information policy is for all bidders to see the demand and pricing information for all strings 

in the auction. This was a conscious choice of the design team. We certainly recognize that some 

participants would like less price transparency. However, at this point we believe that the benefits of 

greater transparency dominate any downside. Note that this level of transparency is quite common in 

other transparent markets, such as those for financial securities, electricity, radio spectrum, and most 

commodities. Open auctions such as Sotheby’s and Christies’ also provide this pricing information to all 

participants. The information policy is not limited to fungible assets like financial securities, but is used 

in many long-term investment markets, such as those conducted for spectrum or long-term electricity 

products. These latter auctions are more similar to the Applicant Auction. 

It is natural that some applicants would prefer the less transparent information policy. In particular, an 

applicant with a large portfolio of strings can reap the benefits of excellent price discovery even when 

the bidder’s information is limited to only the strings the bidder holds. In sharp contrast, a bidder with 

only one or two strings is certainly harmed by not having the pricing information of the strings the 

bidder does not hold. 

Thus, our proposed information policy serves to level the playing field between large and small bidders. 

This level playing field improves competition and efficiency. It also supports the transparency objective. 

We have been unable to identify compelling reasons for not disclosing full price information. One that 

we have heard is that it may lead to strategic behavior with respect to budgets, such as a bidder 

attempting to exploit budget constraints revealed from the pricing information. However, this potential 

problem is readily addressed by not disclosing deposits or winner identities until the conclusion of the 

auction. Even if a bidder is suspected of being a buyer in early rounds and therefore perhaps capital 

constrained, the bidder can always relax the constraint with an additional deposit to the escrow 

account. This extra deposit is not observed by other bidders. 

For these reasons, we continue to recommend full price information. However, we are open to 

arguments in favor of alternative information policies provided the arguments are framed in why the 

alternative supports the objectives of efficiency, transparency, simplicity, and fairness. 

Q: I’m a community applicant. I don’t want money. I want this domain for my community, and this 

community use creates the most value to society. 

You may be right. ICANN recognizes that there are factors other than highest willingness to pay that 

should resolve string contention in some circumstances. This is the motivation for special types of 

https://twitter.com/ApplicantAuc
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applications, such as community and geography. For these ICANN conducts a separate process to 

determine what is best for society. Our private auction has nothing to do with that. 

The private auction is focused on those domains for which the community/geographic/trademark 

elements are not dominant. In those cases, the market economy addresses scarcity with prices. A well-

designed auction has been shown over the centuries to be an effective way of establishing prices to 

resolve scarcity. You may not like prices and markets but they are a reality of our global economy and 

are just as relevant in China as in the US. 

If ICANN decides that community/geographic/trademark factors do fully resolve contention for a string. 

Then the contention must be addressed in another manner. In these cases the Applicant Guidebook 

states that the Last Resort Auction will be used to resolve the remaining contention. The private auction 

is an alternative to the Last Resort Auction. If you or any other applicant does not want to participate in 

a private auction you don't have to. Each applicant has veto power to take the string to the Last Resort 

Auction. Thus, the relevant question is: In the event that string contention is not fully resolved by 

community, geographic, or other factors, do you prefer a private auction (or other negotiation process) 

or the Last Resort Auction? And if private auction, which one? That is the choice.  

To me, applicants have much to gain by making use of a private auction like the Applicant Auction that 

has been designed by experts to achieve the objectives of efficiency, transparency, simplicity, and 

fairness. Then the contention can be resolved more quickly and at no additional expense to the 

applicants, since collectively the applicants pay no more to ICANN, and potentially receive a refund 

depending on the timing.  

I wish you success in your community application. If you think that you have a strong community case, 

then you certainly should wait until the community issue is resolved by ICANN and not participate in an 

early private auction. The private auction is not meant to resolve contentions in this case, but rather the 

cases where community/geographic/trademark factors are not dominant. 

Conclusion 

The Applicant Auction is a simple, fair and transparent method to efficiently resolve contention. Detailed 

materials on the approach are available at www.applicantauction.com. I urge applicants and other 

stakeholders to study these materials. We are now in the consultation phase of our process. CA 

welcomes questions and comments on our approach. The final plan will reflect the comments of all 

applicants, both large and small. Let’s get moving on this important step. 

By Peter Cramton, Chairman, Cramton Associates; Professor of Economics, 

University of Maryland. Learn more about Applicant Auctions, and follow on 

Twitter @ApplicantAuc. 

http://www.applicantauction.com/
file:///C:/Dropbox/Documents/Downloads/www.applicantauction.com
https://twitter.com/ApplicantAuc

