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The top-level domains (items) 
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The applicants (bidders) 
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Summary numbers 

Total applications 1930 

Contested applications 755 

Contested domains 232 

Applicants 444 

Applicants holding a 

contested application 
145 
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Applicant Auction Plan 
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Auction design 
(August to 
December) 

ωDevelopment 

ωTesting 

ωEducation 

First auction 
consultation 

(December to 
April) 

ωConference  and 
mock auction (18 
Dec, Santa Monica) 

ωConsultation 

First Applicant 
Auction 

(late April) 

ωFirst commitment 

ωMock auction 

ωLive auction 

ωSettlement 

Second Applicant 
Auction (July) 

ωSecond 
commitment 

ωMock auction 

ωLive auction 

ωSettlement 

Third Applicant 
Auction 

(September) 

ωThird commitment 

ωMock auction  

ωLive auction 

ωSettlement 



Example 
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First Applicant 
Auction 

Conference  
18 Dec 2012 

First 
Commitment 

date 
17 Apr 2013 

First Applicant 
Auction 

29 Apr 2013 

Third Applicant 
Auction 
Webinar  

14 Aug 2013 

Third 
Commitment 

date 
28 Aug 2013 

Third Applicant 
Auction 

9 Sep 2013 

Early domains 
.early 

Later domains 
.late 

Before Initial 
Evaluation 
Save $65k 

After Initial 
Evaluation 

Resolve 
uncertainty 

 



Key benefits of applicant auctions 

ÅAvoids delay and value loss from ICANN Last Resort 
Auction 
ÅMaximize value of domains  

(puts them to their best use) 
ÅRapidly resolve contention leading to faster ICANN 

assignment 
ÅAllow the applicants retain benefits of resolution, rather 

than sharing benefits with ICANN 
ÅLower price paid by buyer (applicant with highest bid) 
ÅCompensate sellers (applicants with lower bids) with a 

share of ōǳȅŜǊΩǎ payment 
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Auction objectives 

ÅEfficiency. Auction maximizes applicant value 

ÅFairness. Auction is fair. Each applicant is treated 
same way; no applicant is favored in any way 

ÅTransparency. Auction has clear and 
unambiguous rules that determine the allocation 
and associated payments in a unique way based 
on the bids received 

ÅSimplicity. Auction is as simple as possible to 
encourage broad participation and understanding 
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The power of mechanism design: 
Equal shares supports efficiency and fairness objectives 
ÅAssume: 
ï9ŀŎƘ ōƛŘŘŜǊΩǎ ǾŀƭǳŜ ƛǎ ŘǊŀǿƴ ƛƴŘŜǇŜƴŘŜƴǘƭȅ ŦǊƻƳ ǘƘŜ 

uniform distribution on [0, vmax] 
ïEach bidder seeks to maximize dollar profit 
ïHigh bidder wins; non-ƘƛƎƘ ōƛŘŘŜǊǎ ǎƘŀǊŜ ǿƛƴƴŜǊΩǎ 

payment equally 
ïConsider 1st-price and 2nd-price pricing rules 

ÅProposition. There is a unique equilibrium, the 
ƻǳǘŎƻƳŜ ƛǎ ŜȄ Ǉƻǎǘ ŜŦŦƛŎƛŜƴǘΣ ŀƴŘ ŜŀŎƘ ōƛŘŘŜǊΩǎ ǇǊƻŦƛǘ ƛǎ 
invariant to the pricing rule (revenue equivalence).  
ÅProof. Direct calculation results in a unique increasing 

equilibrium. Efficiency then is obvious. Revenue 
equivalence holds because the interim payment of the 
lowest-value bidder is invariant to the pricing rule. 
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But revenue equivalence does not 
hold for all distributions 

ÅAssume: 
ï9ŀŎƘ ōƛŘŘŜǊΩǎ ǾŀƭǳŜ ƛǎ ŘǊŀǿƴ ƛƴŘŜǇŜƴŘŜƴǘƭȅ ŦǊƻƳ ǘƘŜ ǎŀƳŜ 

distribution F with positive density f on [0, vmax] 
ïEach bidder seeks to maximize dollar profit 
ïHigh bidder wins; non-ƘƛƎƘ ōƛŘŘŜǊǎ ǎƘŀǊŜ ǿƛƴƴŜǊΩǎ 

payment equally 
ïConsider any pricing rule (e.g. 1st price, 2nd ǇǊƛŎŜΣ Χύ that 

results in an increasing equilibrium bid function 

ÅTheorem. The outcome is ex post efficient. However, a 
ōƛŘŘŜǊΩǎ ŜȄǇŜŎǘŜŘ ǇǊƻŦƛǘ ŘŜǇŜƴŘǎ ƻƴ ǘƘŜ ǇǊƛŎƛƴƎ ǊǳƭŜ 
(revenue equivalence fails).  
ÅProof. Efficiency is obvious. Revenue equivalence does 

not hold because the interim payment of the lowest-
value bidder is non-zero and depends on the pricing 
rule. 
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Expected payment; 1st price blue, 2nd price purple

Counter example of revenue equivalence 
ÅConsider an auction with three bidders whose values 

are distributed according to F(x)=x2 

ÅAs shown, expected payments of a bidder with zero 
value differ in first- and second-price auctions 
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1st price sealed-bid 

2nd price (ascending) 



Prototype auction designs 

ÅSequential first-price sealed-bid auction 

ÅSimultaneous ascending clock auction 

 

Both approaches have proven successful when 
auctioning many related items 
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Addressing the holdout problem 
ÅApplicant must make a binding commitment to 

participate in Applicant Auction by commitment 
date 
ïApplicant agrees to participate in auction for all of the 

domains it has applied for 
ïFor domains lacking unanimous participation, 

applicant agrees to wait until the ICANN Last Resort 
Auction to resolve string contention 

Å¢Ƙƛǎ ŎƻƳƳƛǘƳŜƴǘ ǊŜƳƻǾŜǎ άƘƻƭŘƛƴƎ ƻǳǘ ŀƴŘ 
ƴŜƎƻǘƛŀǘƛƴƎ ǿƛǘƘ ƻǘƘŜǊ ŀǇǇƭƛŎŀƴǘǎέ ŀǎ ŀ ǾƛŀōƭŜ 
alternative 
ÅAll should participate since the Applicant Auction 

dominates the ICANN auction for all applicants 
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Small guys need 
big guys 

Big guys need 
small guys 



Contracts 
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Neutral 

Applicant 1 
Donuts 

Applicant 2 
Amazon 

Applicant 3 
Google 

Χ 

Market facilitator 
Cramton Associates 

ICANN 



Deposit 

ÅA 20% deposit is required to assure that bids are 
binding commitments 

ÅBids may not exceed five times current deposit 

ÅDeposit may increase during auction 
ïAs a result of selling domain rights 

(real-time credits to escrow account) 

ïAs a result of deposit top-ups 
(credited at end of business day) 

ÅDeposit is held in escrow account at major 
international bank (e.g. Citibank) 
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Settlement 

ÅWithin 8 business-days of auction end, 
settlement is executed by the settlement 
agent, a major international law firm working 
with the major international bank 

ÅAt no time does the market facilitator have 
access or take title to deposits, settlement 
amounts, or domain rights 
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Experimental testing 
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Experimental Economics Lab, University of Maryland 
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