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Roth and Malouf (1979)
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« Roth (1985): ¥ #% #% 50-50 & h -(100-h)
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* Neelin, Sonnenschein and Spiegel (1988)
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e ¥ ¢k Binmores g Z.p . 1 “YOU WOULD
BE DOING US A FAVOR IF YOU SIMPLY
SET OUT TO MAXIMIZE YOUR WINNINGS.”
* Neelinz"You would be discussing the theory
this experiment is designed to test in class.”
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« Johnson, Camerer, Sen & Rymon (2002),
“Detecting Failures of Backward Induction:
Monitoring Information Search in
Sequential Bargaining,” Journal of
Economic Theory,104 (1), 16-47.
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» Zwick, Rapoport and Howard (1992)
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o 327(SPE)3g 8|  14.21, 12.00, 4.29
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« Rapoport, Weg and Felsenthal (1990)
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Binmore, Shaked and Sutton (1989)
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Forsythe, Kennan and Sopher (AER 1991)
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Game p |Hm| 7 EU‘ T, \ﬁg\ 109
b | 2.80
4.20
I |05 g,
T 350 1.50| 1.80| 3.29| 6.0
g 1.40| 2.10| 3.50| 0.0
b | 2.40
g |6.80
IV |0.25(——
T 5 3.50 1.21|2.04|3.24| 7.4
sgapl| 1.20| 2.30| 3.50| 0.0

< T N

A= oM
Game p | KR | 7 nu\ T \ﬁfﬁ 1%
b |1.00
6.00
05—
B 3.50 1.05| 2.00| 3.05| 13.0
gl | | 1.50|1.75|3.25| 7.1
b |230
g |3.90
N |0.75——
T 3m 350 1.41|1.76|3.18| 9.3
sgpl | | 1.46|1.75| 3.21| 8.3
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(Sealed-Bid in Bilateral Bargaining)
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o AR P 3 2
o B AL AR
BT R(% &) V~uniform[0,100]
* # » & & Cost C ~ uniform[0,100]
o A BLALM (piecewise-linear) 3o @ (3 v - )
— Chatterjee and Samuelson (1983)

— PR ex ante gains.
" Myerssin & Satterthwaite (1983)

Sealed-Bid in Bilateral Bargaining

» Radner and Schotter (JET 1989): 8 sessions
1, 2, 8: Baseline as above

3: Trade at price (v+ c+ 50)/ 3if v> c+25

— Should bid their values v=V, c=C

e 4: Price = v, (Buyers should bid v=V/2)

5,6: Alternative distribution for more learning
— Distribution w/ more trade (for learning): m=0.438

 7: Face-to-face bargaining
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Est. Buyer Bid Function Slope
Below cutoff Above cutoff

Session A B_hat T-stat S S _hat T-stat

1 1 1.00 (0.01) 0.67 0.85* (4.14)

2 1 091 (052 067 106 (1.28)
8 1 091 (-0.14) 0.67 0.80* (2.32)
3 1 092 (008 1 0.73* (-2.64)
4 05 055 (0.66) 0.5 0.58* (2.32)
5 1  0.80* (-4.17) 0.438 0.50 (1.12)
6(-20) 1 0.85 (-1.40) 0.438 0.40 (-0.56)

Be2ls) oJ\ ~A-11_(0.70) 0.438, 0.32 (-1.55)




Est. Seller Bid Function Slope
| Below cutoff | Above cutoff

Session B A _hat T-stat

[ _hat T-stat

1 067 058 (-1.38) 0.97 (-0.32)

2 067 074 (1.28) 1.07 (0.14)

3 1 1.06 (1.04) 0.67 (-0.58)

5 0.438 0.48 (0.87) 1.00 (0.60)

6(-20) 0.438 0.57* (2.16) 0.97 (-0.79)

B
1
1
8 067 075 (165 1 107 (0.17)
1
1
1
1

6(21-) 0.438 0.52 (1.20) 0.95 (-0.69)
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Sealed-Bid in Bilateral Bargaining

» Face-to-face yields efficiency 110%
— Some truthfully reveal; others don’t

« Radner and Schotter (1989, p.210),

* “The success of the face-to-face mechanism, i
replicated, might lead to a halt in the search fo
better ways to structure bargaining in situation
of incomplete information. It would create,
however, a need for a theory of such structure
bargaining in order to enable us to understand
why the mechanism is so successful.”
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Sealed-Bid in Bilateral Bargaining

Follow-up Studies:

Schotter, Snyder and Zheng (GEB 2000)
— Add agents

Rapoport and Fuller (1995)

— Strategy method; asymmetric value dist.
Daniel, Seale and Rapoport (1998)

— Asymmetric value distribution (20 vs. 200)
Rapoport, Daniel and Seale (1998)

— Flip buyer-seller asymmetry; fixed pairing
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Communication vs. Sealed-Bid

Valley et al. (GEB 2002): Communication
Buyer/Seller Values/Costs ~ uniform[0, $50]
— Bargain by stating bids; 7 periods; no rematch
— Half had no feedback

* No communication: Sealed-bid in 2 minutes

« Witten communication: Exchange
messages for 13 minutes before final bid

» Face-to-face: Pre-game communication
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Buyer Value

Communication vs. Sealed-Bid

A. No communication

O NO TRADE
o TRADE
e \/D = V'S
———Vb=Vs+125

0 10 20 30 40 50
Seller Cost
~N N “N

Communication vs. Sealed-Bid

B. Written communication

o

=

s

> [0 NO TRADE

) ¢ TRADE

o —\/b = /5
——Vb=Vs+125

} ' . . :
0 10 20 30 40 50
Seller Cost




Communication vs. Sealed-Bid

C. Face-to-face communication

© O NO TRADE

s e TRADE

>

E., —\/1y = \/§

3 ——Vb=Vs+125
5 .

0 10 20 30 40 50
Seller Cost

Communication vs. Sealed-Bid

< Empirical bid function slope = 0.7 (~0.67)
* Why are there “gains of communication”?
« Slope of buyer bids against seller bids=0.6

» Buyers bid higher when seller bids higher
— Mutual bidding of values (common in students)
— Mutual revelation of values (com. in students)
— Coordinating on a price (40% written; 70% face)

A % NR

Communication vs. Sealed-Bid

Coordinating on a price

— Happens 40% in written, 70% in face-to-face
Not truth-telling (only 1/3)

— TT not coordinated (4% written, 8% face)

Feel each other out; give enough surplus

— Modal — equal split of surplus

Variance of surplus doubles (by mismatches)

= % RR

Conclusion

 Unstructured Bargaining
— Focal divisions; competing focal points

— Self-serving bias (erased by veil of ignorance
or stating weakness of own case)

 Structured Bargaining
— Deviate toward equal splits
— Social preference models could explain this

— But Johnson et al. (JET 2002) suggest limited
look-ahead as reason for such deviations

— % R\

Conclusion

 Outside options affect bargaining divisions
only if threats are credible

— Lower fixed cost player gets everything

* Information Asymmetry: One-Sided

— Revelation Principle + Random Dictator: Good
— Bazaar mechanism:

« Offers decline as theory predicts, but start too high
and respond to & wrongly

« Buyers accept too early

e % RR

Conclusion

« Bilateral Bargaining: Two-Sided

— Sealed-bid mechanism: between truthful
revelation and piecewise-linear equilibrium

« Players over-reveal values in face-to-face
— Too honest, but “more efficient”
« Communication - agree on a single price

* Why theory does better in sealed-bid than
alternative-offer bargaining?

— Is sealed-bid cognitively more transparent?
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