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This short 10h course intends to provide the students with a quick overview of the
problem of allocating a surplus among several agents when, for instance, there exist
gains from trade to be made but the conditions for agents to behave competitively
are not met. Instead, the agents bargain about how to split the surplus to reach
an allocation.

The course will address, formally, first the axiomatic approach to the bargaining
problem as stated by Nash in the 50’s, and then the search for a noncooperative
(i.e. strategic) foundation to the most commonly used axiomatic solution, the
Nash bargaining solution. The latter will be shown to be the limit outcome of an
alternating offers bargaining game for increasingly patient agents.

As an illustration of the usefulness of the approach, a strategic foundation is
provided for the Lindahl equilibrium of an economy with public goods, in which as-
suming competitive behaviour —if interpreted as implemented through personalised
prices— is problematic (if interpreted instead as implemented through personalised
taxes, the incentives to misreport preferences are well known).

Lecture notes of (a more extended version of) the course will be made available.
A list of subjects to be addressed and an indicative reading list (not to be covered
in a 10h course) is provided below.

Part 1: Axiomatic approach to the bargaining problem. The bargaining
problem and Nash’s bargaining solution (Nash, 1950). Other solutions: Kalai-
Smorodinsky (Kalai and Smorodinsky, 1975).

Part 2: Strategic approach to the bargaining problem. Nash’s demand
game (Nash, 1953). Rubinstein’s alternating offers bargaining game (Rubinstein,
1982). Nash equilibria and subgame perfect equilibria of Rubinstein’s game. Exis-
tence and uniqueness of a stationary subgame perfect equilibrium for Rubinstein’s
game. Alternating bargaining with risk of breakdown of the negotiations. Conver-
gence of the unique stationary subgame perfect equilibrium of Rubinstein’s game
to the Nash bargaining solution.

Part 3: Example of bargaining foundation of a competitive outcome.
Dávila, Eeckhout and Martinelli (2009) bargaining over public goods.

Binmore, K., Nash Bargaining Theory III, Ch. 11 in K. Binmore and P. Dasgupta
(Eds.), ”The Economics of Bargaining”, Blackwell, Oxford (1987).

Binmore, K., M.J. Osborne, A. Rubinstein, Noncooperative Models of Bargain-
ing, Handbook of Game Theory Vol. 1, Elsevier Publ.
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Dávila, J. and J. Eeckhout, Competitive Bargaining Equilibrium, Journal of
Economic Theory 139, 269-294 (2008)

Dávila, J. and J. Eeckhout, Is Bargaing over prices efficient? http://www.
econ.upenn.edu/Centers/pier/Archive/02-045.pdf

Dávila, J., J. Eeckhout and C. Martinelli, Bargaining the Provision of Public
Goods, Journal of Public Economic Theory, 11(6), 927-945 (2009)

Gale, D., Bargaining and Competition Part I: Characterization, EMA 54(4), Jul
86, 785-806.

Gale, D., Bargaining and Competition Part II: Existence, EMA 54(4), Jul 86,
807-818.

Kalai, E. and M. Smorodinsky (1975): “Other Solutions to Nash’s Bargaining
Problem”, Econometrica, 43, 513-518

Muthoo, A. (1999): Bargaining theory with applications. Cambridge Univ.
Press, Cambridge

Nash, J. F., The Bargaining Problem, Econometrica, Vol. 18, No. 2. (Apr.,
1950), pp. 155-162

Osborne, M. J. and A. Rubinstein ”Bargaining and Markets”, http://ww2. eco-
nomics.utoronto.ca/osborne/bm/

Rubinstein, A., Perfect Equilibrium in a Bargaining Model; EMA 50(1), Jan
1982, 97-110.

Serrano, R., ”Fifty Years of the Nash Program, 1953-2003,” Investigaciones Eco-
nomicas 29, (2005), 219-258

Shaked, A. and J. Sutton (1984), Involuntary Unemployment as a Perfect Equi-
librium in a Bargaining Model , Econometrica 52, 1351 1364 Jstor

Thomson, W., Cooperative Models of Bargaining, Handbook of Game Theory
Vol. 2, Elsevier Publ.

Yildiz, M. (2004) Walrasian Bargaining, Games and Economic Behavior (2004)
McCall, J.J. (1970), ’Economics of information and job search’. Quarterly Jour-

nal of Economics 84, pp. 113-126.
Mortensen, D., and C. Pissarides (1994), ’Job creation and job destruction in

the theory of unemployment’. Review of Economic Studies 61 (3), pp. 397-415.
Pissarides, C. (2000), Equilibrium Unemployment Theory, 2nd ed. MIT Press,

ISBN 0262161877.
P. Cahuc, F. Postel-Vinay, J.-M. Robin, ”Wage bargaining with on-the-job search:

theory and evidence” Econometrica 2006
Wolinsky, A., ”Matching, Search and Bargaining”, Journal of Economic Theory

42, 311-333 (1987)
Diamond, P.A., ”Wage determination and efficiency in search equilibrium”, Re-

view of Economic Studies 49 (1982) 217–227
Mortensen, D.T., ”The matching process as a noncooperative bargaining game”

(1982)
Binmore, K.G., and M.J. Herrero, ”Matching and bargaining in dynamic mar-

kets”, Review of Economic Studies (1988)
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