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Explaining Bargaining Impasse:
The Role of Self-Serving Biases

Linda Babcock and George Loewenstein

negotiations. The consequences of impasse are evident in the amount of
private and public resources spent on civil litigation, the costs of labor
unrest, the psychic and pecuniary wounds of domestic strife, and in clashes among
religious, ethnic and regional groups. Impasses in these settings are not only per-
nicious, but somewhat paradoxical since negotiations typically unfold over long
periods of time, offering ample opportunities for interaction between the parties.
Economists, and more specifically game theorists, typically attribute delays in
settlement to incomplete information. Bargainers possess private information about
factors such as their alternatives to negotiated agreements and costs to delay, caus-
ing them to be mutually uncertain about the other side’s reservation value. Uncer-
tainty produces impasse because bargainers use costly delays to signal to the other
party information about their own reservation value (Kennan and Wilson, 1989;
Cramton, 1992). However, this account of impasse is difficult to test because satis-
factory measures of uncertainty are rare. With only a few exceptions (Tracy, 1986,
1987), most field research in this area has been limited to testing secondary hy-
potheses, such as the relationship between wages and strike duration (Farber, 1978;
Card, 1990; McConnell, 1989; Kennan, 1985, 1986). Experimental tests of incom-
plete information accounts of impasse have been hindered by the difficulty of com-
pletely controlling important aspects of the experimental environment, such as the
beliefs maintained by the subjects (Roth, 1995), and those that have been
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conducted have generally not provided strong support for the specific models un-
der examination.

This paper identifies a different and relatively simple psychological mechanism
as a major cause of bargaining impasse. This is the tendency for parties to arrive at
judgments that reflect a self-serving bias—to conflate what is fair with what benefits
oneself. Such self-serving assessments of fairness can impede negotiations and pro-
mote impasse in at least three ways. First, if negotiators estimate the value of the
alternatives to negotiated settlements in self-serving ways, this could rule out any
chance of settlement by eliminating the contract zone (the set of agreements that
both sides prefer to their reservation values). Second, if disputants believe that their
notion of fairness is impartial and shared by both sides, then they will interpret the
other party’s aggressive bargaining not as an attempt to get what they perceive of
as fair, but as a cynical and exploitative attempt to gain an unfair strategic advantage.
Research in psychology and economics has shown that bargainers care not only
about what the other party offers, but also about the other party’s motives.' Third,
negotiators are strongly averse to settling even slightly below the point they view as
fair (Loewenstein, Thompson and Bazerman, 1989). If disputants are willing to
make economic sacrifices to avoid a settlement perceived as unfair and their ideas
of fairness are biased in directions that favor themselves, then bargainers who are
“only trying to get what is fair’’ may not be able to settle their dispute.

The evidence we review shows that the self-serving bias, and the impasses it
causes, occurs even when disputants possess identical information, which suggests
that private and incomplete information may not be as critical for nonsettlement
as is commonly believed. The bias is also present when bargainers have incentives
to evaluate the situation impartially, which implies that the bias does not appear to
be deliberate or strategic.

We begin by reviewing some evidence from the psychology literature that dem-
onstrates the existence of the self-serving bias in different domains. We then present
results from experimental and field research, conducted by ourselves and several
coauthors (Colin Camerer, Samuel Issacharoff and Xianghong Wang), which es-
tablishes the connection between selfsserving bias and impasse, and helps to pin-
point the cognitive and motivational mechanisms underlying the bias. Finally, we
review previous experimental economics research on bargaining and show that
some of the results can be interpreted as manifestations of the self-serving bias.

Psychological Research on the Self-Serving Bias

Although psychologists debate the underlying cause of the selfserving bias, its
existence is rarely questioned. The self-serving bias is evident in the *“‘above aver-

! Blount (1995) offers an empirical investigation of this point, while Rabin (1993) provides a literature
review and a theoretical analysis. See also Kagel, Kim and Moser (1996).
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age” effect, whereby well over half of survey respondents typically rate themselves
in the top 50 percent of drivers (Svenson, 1981), ethics (Baumhart, 1968), mana-
gerial prowess (Larwood and Whittaker, 1977), productivity (Cross, 1977), health
(Weinstein, 1980) and a variety of desirable skills. It is also evident in the large body
of research showing that people overestimate their own contribution to joint tasks.
For example, when married couples estimate the fraction of various household tasks
they are responsible for, their estimates typically add to more than 100 percent
(Ross and Sicoly, 1979). People also tend to attribute their successes to ability and
skill, but their failures to bad luck (Zuckerman, 1979).

The self-serving bias affects not only individuals’ evaluations of themselves, but
also of groups they are affiliated with. For example, in one early study, Hastorf and
Cantril (1954) examined individuals’ judgments of penalties committed during a
football game between Princeton and Dartmouth. Students at these schools viewed
a film of the game and counted the number of penalties committed by both teams.
Princeton students saw the Dartmouth team commit twice as many flagrant penal-
ties and three times as many mild penalties as their own team. Dartmouth students,
on the other hand, recorded an approximately equal number of penalties by both
teams. While the truth probably lies somewhere in between, the researchers con-
cluded that it was as if the two groups of students ‘‘saw a different game.”

A subset of research on the self-serving bias has shown that people tend to
arrive at judgments of what is fair or right that are biased in the direction of their
own self-interests. For example, Messick and Sentis (1979) divided subjects into two
groups: one group was told to imagine that they had worked seven hours at a task
while another person had worked 10 hours. For the other group, the hours were
reversed. It was specified that the person who worked seven hours was paid $25.
Subjects were asked how much the subjects who had worked 10 hours should be
paid. Seven-hour subjects, on average, thought the 10-hour subject should be paid
$30.29. However, the 10-hour subjects thought they should be paid $35.24. The
difference between $30.29 and $35.24—$4.95—was cited as evidence of a self-
serving bias in perceptions of fairness.

This experiment also yielded insights about the underlying cause of the bias. The
perceived fair wage for the 10-hour workers was bimodal: some people thought it was
fair to pay both parties equally, regardless of hours worked; others thought it was fair
to pay both an equal hourly wage (which would mean paying the 10-hour workers
approximately $35.70). The difference between the seven-hour and 10-hour subjects
resulted from the higher fraction of 10-hour subjects who believed that an equal hourly
wage was fair. This research suggests that self-serving assessments of fairness are likely
to occur in morally ambiguous settings in which there are competing ‘“‘focal points”’—
that is, settlements that could plausibly be viewed as fair (Schelling, 1960).

An Experimental Investigation: A Texas Tort Case

To investigate the role of self-serving assessments in bargaining, we designed
an experimental paradigm, which we then used in a number of experimental
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studies. We developed a tort case based on a trial that occurred in Texas, in which
an injured motorcyclist sued the driver of the automobile that collided with him,
requesting $100,000. Subjects are randomly assigned to the role of plaintiff or de-
fendant and attempt to negotiate a settlement. Subjects first receive a page explain-
ing the experiment, the sequence of events, rules for negotiating and the costs they
face if they failed to reach an agreement. Both subjects then receive the same
27 pages of materials from the original legal case in Texas. The materials included
witness testimony, police reports, maps and the testimony of the parties.” Subjects
are informed that we gave the identical case materials to a judge in Texas, who
reached a judgment between $0 and $100,000 concerning compensation to the
plaintiff.

Before negotiating, subjects are asked to write down their guesses of what the
judge awarded. They are told they will receive a bonus of $1 at the end of the
session if their prediction is within $5,000 (plus or minus) of the actual judge’s
award. They are also asked what they considered a fair amount for the plaintff to
receive in an out-of-court settlement ‘“‘from the vantage point of a neutral third
party.” Subjects are told that none of this information will be shown to the other
party. The two subjects are then allowed to negotiate for 30 minutes. Delays in
settlement are made costly to the subjects by imposing ‘‘court costs’’ that accu-
mulate in each period in which the subjects fail to settle. If they fail to reach a
voluntary settlement within 30 minutes, then the judge’s decision determines the
defendant’s payment.

At the beginning of a session, both subjects are paid a fixed fee for participating
(for example, $4) and the defendant is given an extra $10. Ten thousand dollars
is equivalent to $1 for the subjects. For example, if the subjects reach a $60,000
settlement and each side owes court costs of $10,000, the defendant keeps $4 and
gives $6 to the plaintiff, and both parties give $1 to the experimenter in court costs.
If the parties fail to settle, the defendant pays the plaintiff $3.06, representing the
judgment of $30,560 actually awarded by the judge (which was unknown to the
subjects during the negotiation), and both parties pay legal costs of $2.50 for not
settling.

The experiment was designed to test for the effect of the self-serving bias in a
contextually rich and controlled experimental setting. Since both parties are given
the same case information and neither party has private information about the
judge, differences in estimates between defendant and plaintiff cannot be attrib-
uted to differences in information.

Our first experiment with this framework found strong evidence that the ne-
gotiators formed self-serving assessments of the judge’s award and that the discrep-
ancy between the plaintiffs’ and defendants’ assessments was correlated with the
parties’ ability to reach voluntary settlements (Loewenstein, Issacharoff, Camerer

*In some of the experiments, subjects were given a week to read the case and in other experiments,
they were given 30 minutes.



