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WORKING PAPERS

First-price Sealed-bid Auctions with Smoothly Ambiguity Averse Bidders

We analyze equilibrium bidding behavior in first-price sealed-bid auctions where bidders exhibit
smooth ambiguity aversion regarding the distribution of their rivals’ valuations. Using the Smooth
Ambiguity Model 4 la Klibanoff et al. (2005), we disentangle ambiguity attitudes from risk pref-
erences to characterize a unique symmetric non-decreasing equilibrium. We establish a formal
equivalence between this setting and a standard subjective expected utility auction where bidders
employ a state-dependent “effective” posterior belief. The comparative statics reveal that, under

weak assumptions, greater ambiguity aversion leads to more aggressive bidding. We show the
bidding function converges to the equilibrium bidding of the maximin expected utility model
(Lo, 1998) as ambiguity aversion attitude becomes infinite. Furthermore, our framework offers an
interpretation where ambiguity over independent private values mimics an auction with affiliated

private values, but where ambiguity aversion systematically distorts the bidders” posterior beliefs.

Finally, we demonstrate that there is no clear welfare ranking between first- and second-price

auctions under smooth ambiguity.
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Ambiguous Contracts with an a-MEU Agent
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