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Abstract: 
 
We exploit a controlled frameless laboratory experiment to study settlement negoti-
ations and the plaintiff’s decision to raise a lawsuit in case of an impasse.  We find that 
greater variance in court outcomes increases the litigation rate and lowers the 
settlement rate.  This latter finding goes against the received wisdom and earlier 
experimental evidence (Ashenfelter et al.  1992) that greater risk in arbitration 
outcomes increases the settlement rate. We find that self-serving biases about the 
protagonist’s course of action are accountable for the lower settlement rate, while an 
impasse payoff inferior to that of the defendant induces the plaintiffs to excessive risk-
taking in an attempt to narrow the gap. 
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Agreement

Disagreement

Bargaining

Litigation

No litigation

P: sX
D: (1-s)X

P: rX-L+Y
D: (1-r)X-L

P wins
(probab. p)

D wins
(probab. 1-p) P: -L+Y

D: X-L

P: Y
D: X

P = plaintiff
D = defendant

L = court expenses
r = sharing by court if P wins
p = probability that P wins
s = agreement sharing (endogenous)

IPR UNIVERSITY CENTER PUBLICATIONS IPR SERIES B,NO 3/2011

Miettinen, Ropponen & Sääskilahti Gambling for the Upper...



IPR UNIVERSITY CENTER PUBLICATIONS IPR SERIES B,NO 3/2011

Miettinen, Ropponen & Sääskilahti Gambling for the Upper...



IPR UNIVERSITY CENTER PUBLICATIONS IPR SERIES B,NO 3/2011

Miettinen, Ropponen & Sääskilahti Gambling for the Upper...



IPR UNIVERSITY CENTER PUBLICATIONS IPR SERIES B,NO 3/2011

Miettinen, Ropponen & Sääskilahti Gambling for the Upper...



IPR UNIVERSITY CENTER PUBLICATIONS IPR SERIES B,NO 3/2011

Miettinen, Ropponen & Sääskilahti Gambling for the Upper...



IPR UNIVERSITY CENTER PUBLICATIONS IPR SERIES B,NO 3/2011

Miettinen, Ropponen & Sääskilahti Gambling for the Upper...



IPR UNIVERSITY CENTER PUBLICATIONS IPR SERIES B,NO 3/2011

Miettinen, Ropponen & Sääskilahti Gambling for the Upper...



0 50 100 150

Risky, p=0.7, L=10

0 50 100 150

Risky, p=0.7, L=58

0 50 100 150

Risky, p=0.1, L=10

0 50 100 150

Certain, p=0.7, L=10

Offer frequency ___

0 50 100 150

Certain, p=0.7, L=58

0 50 100 150 200

Certain, p=0.1, L=10

Offers to plaintiffs and acceptance probabilities

Acceptance probability  ----------------------

IPR UNIVERSITY CENTER PUBLICATIONS IPR SERIES B,NO 3/2011

Miettinen, Ropponen & Sääskilahti Gambling for the Upper...



0 50 100 150

Risky, p=0.7, L=10

0 50 100 150 200

Risky, p=0.7, L=58

0 50 100 150 200

Risky, p=0.1, L=10

0 50 100 150

Certain, p=0.7, L=10

Offer frequency _
0 50 100 150 200

Certain, p=0.7, L=58

0 50 100 150 200

Certain, p=0.1, L=10

Offers to defendants and acceptance probabilities

Acceptance probability  -----------------

IPR UNIVERSITY CENTER PUBLICATIONS IPR SERIES B,NO 3/2011

Miettinen, Ropponen & Sääskilahti Gambling for the Upper...



0 50 100 150 200

Risky, p=0.7, L=10

0 50 100 150 200

Risky, p=0.7, L=58

0 50 100 150 200

Risky, p=0.1, L=10

0 50 100 150 200

Certain, p=0.7, L=10

_

0 50 100 150 200

Certain, p=0.7, L=58

Median threshold by defendants  |
0 50 100 150 200

Certain, p=0.1, L=10

Plaintiff beliefs on acceptance thresholds

Frequency of guesses

IPR UNIVERSITY CENTER PUBLICATIONS IPR SERIES B,NO 3/2011

Miettinen, Ropponen & Sääskilahti Gambling for the Upper...



IPR UNIVERSITY CENTER PUBLICATIONS IPR SERIES B,NO 3/2011

Miettinen, Ropponen & Sääskilahti Gambling for the Upper...



IPR UNIVERSITY CENTER PUBLICATIONS IPR SERIES B,NO 3/2011

Miettinen, Ropponen & Sääskilahti Gambling for the Upper...



IPR UNIVERSITY CENTER PUBLICATIONS IPR SERIES B,NO 3/2011

Miettinen, Ropponen & Sääskilahti Gambling for the Upper...



IPR UNIVERSITY CENTER PUBLICATIONS IPR SERIES B,NO 3/2011

Miettinen, Ropponen & Sääskilahti Gambling for the Upper...



IPR UNIVERSITY CENTER PUBLICATIONS IPR SERIES B,NO 3/2011

Miettinen, Ropponen & Sääskilahti Gambling for the Upper...



IPR UNIVERSITY CENTER PUBLICATIONS IPR SERIES B,NO 3/2011

Miettinen, Ropponen & Sääskilahti Gambling for the Upper...



IPR UNIVERSITY CENTER PUBLICATIONS IPR SERIES B,NO 3/2011

Miettinen, Ropponen & Sääskilahti Gambling for the Upper...



IPR UNIVERSITY CENTER PUBLICATIONS IPR SERIES B,NO 3/2011

Miettinen, Ropponen & Sääskilahti Gambling for the Upper...


	B3_miettinen_ropponen_saaskilahti_kansi
	B3_miettinen_ropponen_saaskilahti_description
	tyhjasivu
	B3_miettinen_ropponen_saaskilahti_dp

