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Abstract 

Suppose two parties have to share a surplus of random size. Each 
of the two can either commit to a demand prior to the realization of 
the surplus, or wait until the surplus was publicly observed. Early 
commitments carry the risk that negotiations break down, because 
the surplus turns out too small. Still, when uncertainty is sufficiently 
small, commitment is a dominant choice. For more diffuse priors the 
equilibrium outcome depends on the distribution function and on risk 
aversion. 

*The authors gratefully acknowledge helpful comments by Eric van Damme as well 
as the support from the Deutsche Forschungsgemeinschaft (SFB 373, Quantifikation und 
Simulation okonomischer Prozesse). 

Humboldt-University of Berlin, Department of Economics, Institute for Economic 
Theory III, Spandauer Str. 1, D-10178 Berlin, Germany 

+Institute for Advanced Studies, Department of Economics, Stumpergasse 56, A-
1060 Vienna, Austria. Tel. (+43-1) 599 91-153, Fax. (+43-1) 599 91-163, e-mail. 
ritzbe@ihs.ac.at 

mailto:ritzbe@ihs.ac.at


1 Introduction 

According to the "Nash program" in bargaining theory rational bargaining 

behavior should emerge as equilibrium behavior in a non-cooperative game 

- if necessary, because of multiplicities, by selection among the equilibria 

(Nash, 1953). Examples are Nash's model of simultaneous commitments (the 

"Nash demand" game), where among many equilibria the Nash-bargaining 

solution selects one, or the alternating-offers model (Stahl (1972), Krelle 

(1976), and Rubinstein (1982), among many others) with a unique subgame 

perfect equilibrium for the two-person case. 

Interesting enough, most of these models lead to more or less the same out

come, at least in the bilateral case (with a sufficiently long horizon). When 

frictions, like discount rates, time costs, or break-down probabilities, are 

small, the equilibrium outcome is usually near the equal-split (see, how

ever, Corchon and Ritzberger (1994) for a critique). This symmetry con

trasts sharply with the highly asymmetric (subgame perfect) equilibrium of 

the simplest bargaining procedure. In "ultimatum bargaining" (see Guth 

(1976) and. for experimental analysis, Guth, Schmittberger, and Schwarze 

(1982)), where one party confronts the other with a take-it-or-leave-it offer, 

the proposer acquires essentially all the surplus. This is due to one party's 

commitment option. 

In practise commitment opportunities are not far fetched at all. Delegates 

with rigid missions, one-way communication devices, or contracts with out

side parties are examples. It is, therefore, of interest to study models where 

the timing decision of when to demand what (and for how long) is endoge

nous. This may imply that one party or the other ends up irreversibly com

mitted to an excessive claim, creating a risk of breakdown. If such a break

down is perfectly predictable, then efficiency considerations suggest that the 

parties will avoid it. Yet. when the effect of a commitment is uncertain, it is 

less clear that commitments will be avoided. In fact, Schelling (1966, chp. 3) 



suggests that if commitments are not certain to cause an impasse, they might 

constitute a viable bargaining strategy, even when disagreement is costly. 

Indeed, that uncertainty together with parties striving for favorable com

mitments may imply the risk of impasse has been shown in the literature 

(Schelling (1956), Crawford (1982), Muthoo (1996)). In the latter two pa

pers commitments are revokable at a known (Muthoo (1996)) or uncertain 

(Crawford (1982)) cost, while the size of the surplus is known. In this paper 

we show that impasses may arise even for irreversible commitments, if the 

size of the surplus is uncertain at the time when commitment devices are 

available. 

in our model parties can try to preempt the other or wait. Preemption entails 

the risk of impasse, because parties commit before the surplus is observed and 

this decision is irreversible. Attempting an irreversible commitment seems 

to be suboptimal, because of its implied inefficiency. Yet, when the gains 

from being committed outweigh the losses from disagreement, equilibrium 

may still entail the possibility of impasse. In fact, it will be shown that this 

occurs in particular when the uncertainty is small. Hence, the phenomenon 

is robust against reducing uncertainty. 



whether parties attempt preemption or wait and see. Thus, equilibrium tim-

ing; decisions themselves depend on underlying environmental and preference 

parameters. 

The remainder of the paper is organized as follows. Section 2 introduces the 

general model and basic assumptions. Section 3 states the general results. 

Section 4 contains an extended example which provides more precise insight 

into what drives the equilibrium. Section 5 provides a brief discussion. 

2 The Model 

There are two bargaining parties, players i = 1 and i = 2, who share a 

surplus which becomes available if they strike a deal. The size of the surplus 

is unknown initially, but becomes known at a later stage. Players have to 

decide on when to demand how much. Call a player, who commits to a 

demand prior to the observation of the surplus, a 0-type. A 0-type attempts 

to confront the other party with an ultimatum. A 1-type, on the other hand, 

postpones her demand until uncertainty is resolved. Accordingly, for each 

party i — 1,2 there are two behavioral dispositions i, C {0, 1} 

A 0-type will make her intention to commit known, like calling a press con

ference. A 1-type will not do so. Since a commitment represents an appeal 

to a third party, say, the public, calling upon this third party is observable 

to both players. Hence, the notion of endogenous timing to be invoked here 

is captured by the extension of a basic (bargaining) game, due to Hamilton 

and Slutsky, 1990 (see also Amir and Grilo, 1999). In this model the ba

sic (bargaining) games show up as subgames after timing decisions became 

known. 

If both parties attempt to preempt the other, {t1,t2} = (0,0), the demands 

X1 are chosen simultaneously before the observation of the surplus. Once the 




































