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Abstract

In this paper ue%propose a negotiation procedure. solutions

of -which converge to the egalitarian solutlion, In two person

bargaining problems.
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1. Introduction :- The simple analytical freamework of dividing a
tixed sum ¢! money between two risk aversge agents has been
digscussed in Roth (1979). It may briefly be described as tollows:

There are two agents indexed 1=1,2 whose preterence for
money is'given by utility functions uy :R->R | agent i,
pogseases Initia)l wealth uigo. A fixed sum ot money Q, has to be
divided betweeen the two agents. We assume that each u; |is
iﬁcreasing (i{.e. more money ig preferred to less money), concave
(l.e. risk-averse) and continuougly differentiable. We aséume
Lug>0, 1=1,2,

A feasible allocation is a split (cyscp) such that
cl+q2§9, ciép, czgo. In Lahir{ (1991), we adopted this framework
to obtain a negotiation procedure, solutions of which converge to
the Nash bargaining solution.

The egaltitarian solution to the above problem 12 a feasible

allocation (c;,cg) such that

(1) cf+e; = @
- =
(i1) u (cy = us (cp ).
Under our given hypotheses, there exists a unique

egalitarian sclution.
? ‘The purpose of this paper is to suggest a negotiation (or
adjustment) procedure, solutions of which converge to the

egalitarian sotution.

£#: The Negotistion Procedure and Main Result :- We consider the

—_—— —— .
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following negotiation procedure :



i:l = u2(Q“cl(t))—ul A

dt
Cz(t) = Q-cl(t). (1)

t

v

0

It 12 clear that the unique critical point (or equilibrium)
of (1) 1a (eff,c3). Our purpose in thias paper is to show that {f
‘°1‘t”°2‘t”t;o be any sotution of (1) then L1T>-:c1(t),c2(t))
= (cff.edr.

Thearem § :- Let ‘°1‘t"°2‘t)’t20 be any solution of (1). Then

lim (cl(t).cz(t))=(c;.c§).
t ->%0

Proat :- To prove this theorem we construct the function

V(cy) = [uy(cyr-up@-c 1% 0ge .

H

V(e]) = 0 and Viey» § 0 if c¢ # cy
Further,
dVic (t)r=2lu, e -uyl@-c ) Itujled+ubi@-ey1luy(Q-cyd-u ey ]

dt
=-2[u1(ci)—uz(Q-cl)lzfui(c1+ué(Q—ci)] < 0

whenever c,(t) * c” and cy(t) salves (1),
Further ¢, (t)€ {0,Q1 (a compact set) for all t > 0. Hence,
by the theorem on global asymptotic stability in Varian (1981),
li?>“f1(t)=c5 and iiT>“c§(t)=c5.
Q.E.D.

Conclusion :- In this paper we have defined a procedure,
solutions of which canverge ta the egalitarian solution, in a
diviston problem. In Maschler, Owen and Peleg (1988), we find a
procedure, solutions of which converge to the Nash set for

bargaining problems. Theilr procedure {8 independent of the

underiyting set of physlcaf alternatives, and thus lacks -the
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economic implications that arises out of the gspecific context,

which 18 under investigation.
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