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Abstract: We develop a continuous-time real option bargaining model in which two agents
jointly decide on investment in a stochastic alliance project under heterogeneous time
preferences. We show that time inconsistency delays investment, weakens the first-mover
advantage, and increases the second mover’s bargaining share. Under strong time incon-
sistency, investment timing may become indeterminate. We test these predictions in a
laboratory experiment and find that proposers offer higher shares under heterogeneous
than homogeneous preferences, while responder behavior is better explained by the
heterogeneous-preferences model.



