INSTRUCTIONS 



Introduction:  This is an experiment in the economics of decision-making.  Funding for this project has been provided by the National Science Foundation and various other public funding agencies.  If you read these instructions carefully and make good decisions, you might earn a considerable amount of money, which will be paid to you IN CASH at the end of today's session.



Overview: Today's session involves seller decisions in a market with posted quantities.  The session is divided into a series of trading periods.  At the outset of each trading period, sellers are given unit costs, and buyers unit valuations.  Sellers earn money by selling units at prices above costs, and buyers and earn money by purchasing units at prices below valuations.  Trading proceeds as a two-step sequence:  First sellers post quantities, then after all quantities are posted, a single price is determined and buyers make purchases.  Trading ends when all sellers have sold their units.



The session will consist of three separate markets, conducted simultaneously.  Each market will consist of three sellers and single buyer.  Each of you will be a seller in one of the markets.  Purchasers for the single buyer in each market will be made by the monitor.  



Details of your market, along with the way to maintain a record of your earnings and decisions are explained in the pages that follow. 

�											

Trading Details: 





Total Qty. Produced�Price (cents)��1�57��2�54��3�51��4�48��5�45��6�42��7�39��8�36��9�33��10�30��11�27��12�24��13�21��14�18��15�15��16�12��17�9��18�6��19�3��20�0��21�0��	Table �seq Table  \* Arabic�1�



1) Buyer Decisions.  In today's session an experiment monitor will make buying decisions for each of the three-seller markets.  In each market, the purchase decisions will be determined by the values shown in table 1



The buyer will purchase all units produced by the sellers in each market.  The price paid by the buyer for each unit is determined by the total number of units produced by the three sellers together.  For example, if the three sellers produce two units, then the buyer will pay 54 cents for each unit.  If the three sellers produce 19 units, the buyer will pay 3 cents per unit.  The buyer will pay 0 cents per unit if more than 19 units are produced.

�

 (1)

Quantity Produced�(2)

Unit Cost�(3)

Total Production Cost��0�0�0��1�8�8��2�8�16��3�8�24��4�12�36��5�17�53��6�17�70��7�17�87��Table �seq Table  \* Arabic�2�

2. Seller incentives (S sessions).  Sellers earn profits by producing and selling units.  Profits are the difference between the cost of each unit sold, and the sales price. 



Each seller may offer up to 7 units each trading period.  Costs for all sellers are the same each period, and are given in table 2.   In the table, the number of units listed in column (1), can be produced for the total cost listed in column (3).  Thus, for example, the entries in the first row indicate that the cost of producing 1 unit is 8 cents. Similarly, as indicated in row (2) the cost of producing 2 units is 16 cents.  



	Also, for your information, the extra cost of producing an additional unit is provided in column (2). For instance, the 8 cent unit cost listing in column (2) of row (2) indicates that the cost of pro ducing the second unit is 8 cents.  Notice that the cost of producing extra units rises with output.  For example, the 17 cent cost of producing a 5th, 6th or a 7th unit is higher than the 8 cent cost of producing the first unit.

�

 (1)

Quantity Produced�(2)

Unit Cost�(3)

Total Production Cost��0�0�0��1�11�11��2�11�22��3�11�33��4�12�45��5�13�58��6�13�71��7�13�84��Table 2

2. Seller incentives (F sessions).  Sellers earn profits by producing and selling units.  Profits are the difference between the cost of each unit sold, and the sales price.  

Each seller may offer up to 7 units each trading period.  Costs for all sellers are the same each period, and are given in table 2.   In the table, the number of units listed in column (1), can be produced for the total cost listed in column (3).  Thus, for example, the entries in the first row indicate	 that the cost of producing 1 unit is 11 cents. Similarly, as indicated in row (2) the cost of producing 2 units is 22 cents.  



	Also, for your information, the extra cost of producing an additional unit is provided in column (2). For instance, the 11 cent unit cost listing in column (2) of row (2) indicates that the cost of pro-�ducing the second unit is 11 cents.  Notice that the cost of producing extra units rises with output.  For example, the 13 cent cost of producing a 5th, 6th or 7th unit is higher than the 11 cent cost of producing the first unit

�

�Decision Making and Record Keeping.  Each trading period will proceed as outlined in the Seller Decision Sheets in your packet.  Please take these sheets from your packet now.  At the top of the first page, record the seller identity that is printed on the outside cover of your folder (S1, S2, etc.)   Notice also a space to enter the trading period number in the leftmost column.  Use a new row each period, numbering down this column.



As suggested by the column headings, a trading period is divided into three parts: (1) Making Production Decisions, (2) Processing Market Information and (3) Calculating Earnings 



1) Production Decisions:  First, sellers select a production quantity.  As indicated in table 2, the production quantity may be any integer between 0 and 7 (inclusive).  Enter your quantity decision in column (1a) of table 3.  Then record the total cost associated with producing that quantity in column (1b).  [Recall that costs are listed above in column (3) of table 2.] 



Importantly, the production decision in a period is binding, and you bear the production cost regardless of what market price is determined.  Your profits for a period can be negative if the market price is sufficiently below the production cost for several units.  To defray the uncertainty associated with initial production decisions, we provide you with an initial cash balance of 200 cents.  This initial balance is yours to keep, and is in addition to your 600 cent appearance fee.  (To record this amount, please enter 200 in under the Initial Balance amount entry in column (3c). 



At the outset of each period, you should enter a production quantity and cost in columns (1a) and (1b) of the Seller Decision Sheet.



2) Market Information.  The monitor will record all production decisions made by all the sellers, and will then come around to your desk, and tell you the total quantity produced for the period by the three sellers in you market.  You should record this information under column (2a).  



Next, you should fill in the market price by referring to table 1: The market price is the maximum price that will ensure the sale of all units offered.  Thus, for example, if 2 units were offered, the sales price would be 54 cents. 

	

3) Recording Earnings.  Your earnings for the period are the difference in revenues and costs.  First, determine revenues, by multiplying the quantity produced [column (1a)] by the market price [column (2a)].  Record this total in column (3a).  Then record period and total earnings.



-a) Period earnings are calculated by subtracting period revenue [column (3a)] from period production costs [column (1b)].  Record this information under column (3b).  



-b) Total earnings are the sum of period earnings, plus the 200 cent initial cash balance. 

You should maintain this information in column (3c). 



For your convenience, you may find it useful to use the provided calculators. 

�

4) (For the R sessions)Final comment: Rematching.  Every period you will be randomly reassigned with a different pair of sellers.  These sellers will have no information about your previous decisions, and you will have no information about their previous decisions.



4) (For the C sessions) Final comment: Continuity.  Your market will consist of the same three sellers throughout today’s sessions.  You may find it useful to refer to the history of own/other choices on your Seller Decision Sheets. 





�	

Seller Decision Sheet.

Date: _____________________                                  Seller:____________��Pd.�Production�Market Information�Earnings���(1a)

Quantity Produced�(1b)

Cost�(2a) Total Quantity Produced�(2b)

Market Price

�(3a)

Revenue

(1a)*(2b)�(3b)

Period

Earnings



(3a)-(1b) �(3c)

Total



Initial Balance

_____ �����������������������������������������������������������������������������������������������������������������������������������������������������������������������������������������������
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