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Abstract

Deposit is a non-refundable reservation fee charged by the seller, which allows the win-
ner to reserve the object prior to the final completion of transaction. In this paper, we ex-
amine the role of a deposit requirement in a (second-price and first-price) auction game in
which there exists an ex-post outside option after bidding and the winner could default
from the current transaction to take the option. We first characterize the equilibrium strat-
egy for bidders and then the optimal choices of reserve price and deposit for the seller. Sec-
ondly, we establish the “expected revenue equivalence” across the second-price and first-
price auctions at the optimal choices. We finally discuss the impacts of other types of deposit
requirements on the equilibrium strategies and the seller’s choices.
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