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On Power in Bargaining

An Experimental Study in Germany and the People’s Republic of China

Schmidt  Heike Hennigl, LI Zhu-yu2

1. University of Bonn, Germany 2. Sichuan University, Chengdu, PR China

Abstract: We experimentally study the influence of bargaining power, defined by outside options, on
negotiation outcomes. The experimental bargaining literature mainly focuses on symmetric power
situations (see for instance the studies on ultimatum bargaining following Giith et al., 1982, and
Rubinstein, 1982). Power asymmetries typically are neglected even though in reality power
differences exist in many bargaining situations. Only a few studies incorporate power disparity into
their models. Predictions on the impact of bargaining power on outcomes are not clear cut.
According to the Nash bargaining solution (Nash 1950), bargainers' final payoffs should reflect
power differences. Binmore et al., however, argue that outside options matter only if offers are lower
than guaranteed payoffs. To investigate the impact of power differences on bargaining outcomes, we
run a 2-player characteristic function experiment based on Selten's (1981) model where players are
represented by groups of participants. The analysis is based on two sources of information: (i)
bargaining choices, and (ii) video taped ingroup discussions. We compare two treatments
characterized by high and low power asymmetry run at Bonn University, and did not find evidence



that power differences are reflected in bargaining outcomes. However, running the high asymmetry
treatment in the People’s Republic of China shows that more powerful players are able to enforce
significantly higher payoffs in China than in Germany. This version January 2005.

Video tapes reveal that the behavioral disparity can be attributed to different lines of reasoning in the
two subject pools. German participants do not accept the power relation given by the experimental
setup and take the Equal Split as their reference point. Chinese subjects acknowledge the given

power asymmetry by basing their bargaining behavior on a Split-the-Difference argument.

Keywords: experimental economics; video experiments; bargaining power; outside options;
Chinese German; cross-cultural study
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