
ABSTRACT

ConventionalArbitration. in which an arbitrator is free to choose any

settlement in a hvo-party dispute, is comparedwith several alternative

arbi trat ion procedures:

1. Final-Offer Arbitration (FOA)permits each party to submit a so-

called final offer; the arbitrator is restricted to choosingone or the other

final offer and cannot split the difference.

2. Combined Arbitration uses FOAif the arbitrator's preferred

position is between the two final offers; if the arbitrator's position is

outside these offers, ConventionalArbitration is used.

3. Two-Stage and Multistage FOA.Two-Stage FOAallows the initial

loser under FOAto respond wi th a counteroffer; if the arbi trator pref ers the

counteroffer, the settlement is the average of this counteroffer and the

initial winner's offer; otherwise, the initial \Ninner'soffer is chosen.

r..1ultistageFDAis not limited to two stages but allows for a sequence of

offers and counteroffers until one side wins twice in a rovy',in which case

its last offer becomes the settlement.

A game-theoretic analysis of optimal strategies shows that Combined

Arbitration, Two-Stage FDA,and Multistage FDAlead to the greatest

convergence but not the same settlement. FDA(and a variation called Bonus

FDA)do not encourage convergence and, as a consequence, foster more

serious bargaining before they are used. The use of FDAin major league

baseball and public employee disputes is discussed, and recornmendations

are offered about the use of the other procedures, depending on the criteria

that are deemedmost important to satisfy.
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