
INSTRUCTIONS  
 
Note: Instructions specific to the Bertrand markets are underlined, and instructions specific to 
Cournot markets are {Bracketed}.  Extra Information instructions are darkened.  

 
Introduction:  This is a study of decision-making. Funding for this project has been provided by the National 
Science Foundation and other public funding agencies.  If you follow these instructions and make decisions 
carefully you might earn a considerable amount of money, which will be paid to you IN CASH at the end of 
today's session. 
 
Overview: In today's session each of you is a price-setting seller in a market with three other sellers.  In 
each market sellers choose prices {quantities}, then an automated buyer makes purchase decisions 
{determines sales prices}.  The session is divided into a series of trading periods. At the outset of each 
trading period, sellers are given unit costs.  Sellers earn money by selling units at prices above costs. 
Trading proceeds as a two-step sequence: First each seller chooses a price {quantity} Second, after all 
prices {quantities} are chosen, the automated buyer makes purchase decisions {determines purchase  
prices that clear the market of the quantities offer by each seller}, and sellers are told the number of units 
he/she sold {these quantities are told to each seller}.  
 
To record your decisions, and to determine your earnings, you will use the spreadsheet on the computer in 
front of you.  The spreadsheet consists of rows that are labeled with numbers, and columns labeled with 
letters.  For example, cell C6 {D6} is the box in row 6 of column C {D}.  If you have any questions about 
how to use spreadsheets at any time, please do not hesitate to ask us.  
 
Incentives and procedures for today’s market are explained in more detail below.  
 
1. Seller incentives.  Sellers earn profits by selling units.  For any unit you sell, your profit is the selling 

price minus the cost of the unit.  In a trading period your selling price will be the same for all units, as 
will your unit costs. Thus your total profit for a trading period is 

 
 Profit = (Selling Price – Unit Cost) × Number of units sold 
 
We will now do an example (Note: This was printed on an attached sheet)  
 
 
Could someone please give me a Unit Cost?      ______ 
Now could someone please suppose an Offer Price {Quantity}?  ______ {______.} 
Finally, could someone arbitrarily select a Sales Quantity {Price}? ______. {______} 
 
 Profit = ( ______  - ______  )  × ______.  =  ________  
 

***DETERMINE EXAMPLE PROFITS***) 
 
2. Buying Decisions.  In today’s market, an automated buyer makes purchase decisions for each seller 

{determines the price to be paid for each seller’s units} according to a predetermined rule.  For each 
seller, the buyer uses the following rule:   

 
 
 Quantity Purchased from a Seller 



 2 
 =75– (7/3 x the seller’s own price) + (2/3 x the sum of the other 3 sellers’ prices) 
 
{Price for a Seller  
 =225 – (the seller’s own quantity) – (2/3 x the sum of the other 3 sellers’ quantity choices} 
 
Your sales quantity {price} will be rounded to a single decimal each period. There are several important 
things to not about each seller’s buying rule. 
 

- First, for each seller, the higher your own price { quantity}, the fewer units you will sell 
{lower your sales price} Specifically, each $1 increase in price {1 unit increase in quantity} 
will reduce sales by 7/3 = 2.3 units {your price by $1}.  

 
- Second, each seller’s sales are affected by the prices of {quantities chosen by} the other 

sellers. The higher the other seller’s prices {quantities), the more units you sell {lower your 
sales price}.  Specifically, each $1 {1 unit} increase in the price {quantity} of any other 
seller will increase your sales {lower your sales price} by 2/3 = .7 units {$2/3 = $0.7}. 

  
Are there any questions about the buying {price-setting} rule?  
 
3. Record-Keeping.  To understand record-keeping, we go through a practice period (Period 0).  Please 

raise your hand if you have any questions as we go along. Column A of your spreadsheet has numbers 
for each trading period, beginning with Period 0.  Each trading period is represented by a row in the 
spreadsheet.  For example, row 6 corresponds to Period 0.  The labels at the top of the spreadsheet 
identify the entries in each cell of the row.  For example, column B is labeled “Price” {Quantity} and 
column C is labeled “Unit Costs.” 

 
  Each period proceeds as follows: 
 
a) First, click on the SAVE icon at the top left corner of your screen.  This will update information each 
period.  
 
b) Each seller decides on a price {quantity}.  You may pick any price {quantity} you like, but keep in mind 
that (i) you earn profits by selling units at a price above the Unit Cost and (ii) the higher your price 
{quantity}, the fewer units you will sell {lower your sales price}.   Also, recall that prices {quantities} may 
include one decimal place. Please enter a price in cell B6 now. Then click the SAVE icon again.  
 
c) After all sellers have submitted decision, the monitor will tell you to click the SAVE icon a third time. 
This will retrieve information that includes your sales Quantity {Price}, your earnings and the average price 
of {quantity chosen by} the other sellers. You might find it useful to review this information prior to making 
each subsequent decision.  
 
The PRICES {QUANTITIES} graph at the bottom left of your spreadsheet illustrates price {quantity} 
information. On this graph prices {quantities} are shown on the vertical axis and period numbers on the 
horizontal axis.   The graph shows no information now, since only decisions during actual periods are 
recorded.  When information appears, a thick black line tracks your price {quantity} choices (shown in 
column B), thin colored lines track the price {quantity} decisions of others and a gray line tracks the average 
price {quantity} choice of the other sellers.  
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The EARNINGS graph on the bottom right of your spreadsheet tracks earnings information.  Earnings 
are shown on the vertical axis, and period numbers on the horizontal axis.  The graph is blank now and will 
show data only after you have completed a period.  Lines will be formatted exactly as in the Price Graph.  
Notice also the profit calculator shown below the prices graph. You can obtain the earnings from different 
price {quantity) combinations by entering prices {quantities} for S1 to S4 in cells C108 to F108.  Please try 
a combination of four prices {quantities} now. You may use the profit calculator at any time during the 
experiment.  
 
 
4) Final comments  
 
a) Today’s session will consist of a large number of periods.  The final trading period will not be disclosed 
in advance.  
 
b) At a point in the market not announced in advance, a “buyout” will occur.  One seller in each market is 
randomly selected, and paid his/her earnings up to that point, plus a supplement.  The remaining three sellers 
will then bid for the right to be a “dual seller” for the remainder of the market.  Details about the buyout and 
supplemental payment will be discussed when the buyout is announced. 
 
c) In today’s session each of you will have a Unit Cost of $33 {$1} $33 {$33}  each period.  That is, each 
seller has identical Unit Costs, and Unit Costs are the same in all trading periods. 

 
d) You will be paid $1 U.S. for every 3500 {7000} 3500 {3500}  “experimental dollars” you earn in the 
market.  Thus, for example, every 12,000 {21,000} 12,000 {12,000} experimental dollars equals $3 U.S. 
Your total earnings for today’s session will be the sum of your earnings in the experiment, plus your $6 
(U.S.) appearance fee.   
 
e) Some sellers may make their pricing decisions sooner than others.  If you make your decision before other 
sellers, please wait quietly while others finish.  The monitor will make sure that there are no unnecessary 
delays.   
. 
Also, please do not talk with other participants, or look at other participants' computer screens.  If any one 
communicates in any way other than the manner described in these instructions, the market will be closed and 
all participants will be dismissed without further payment. 
 
Are there any questions?   

 
Please make your price choices for period 1 now. 
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(Note: Without prior warning, the market is stopped after  period 40, and the following is read.) 

 
Buyout Instructions 

A “buyout” will now take place. The buyout consists of two steps.  
 

1. Seller identification.  Notice the envelope taped to the top of your computer screen.  Please open it now.  
If the enclosed slip of paper contains an “x,” you are the selected seller.   You may now leave the 
experiment.  You will receive as payment twice your $6 appearance fee (i.e. $12), plus your earnings from 
the market.  (Note: The monitor publicly identifies the selected seller, and then privately  pays this seller.) 
 
The remaining sellers now make a written bid to be a “dual seller” for the remainder of the market.  That is, 
the winning bidder will make price decisions for two sellers: him/her self, and the seller who was randomly 
selected.  The “dual seller” receives the earnings from both price decisions.  
 
2. Bidding. Each remaining seller submits a private bid by typing an entry in cell N107, below the Earnings 
Graph at the bottom of his or her screen.  
 
Prior to submitting bids, we mention two important features about the auction: 
 

- First, the winning bidder is the one who submits the highest bid.  The auction price equals the 
amount of the second highest bid. 

 
For example, suppose seller S4 is the selected seller. So S1, S2 and S3 submit bids.  Suppose S1 bids $1 (in 
experimental dollars), S2 bids $2 and S3 bids $3.  Then S3 wins, and will make decisions as S3 and S4 for 
the remaining periods.  The auction price is $2. 
 
Note: In the event of a tie, the winner will be determined by a coin toss.  In this case, the price that the 
winning bidder pays is her/her bid price, since the first and second bids are equal. 
  

- Second, the winning bidder pays the auction price to the monitor for each period he or she 
operates as the dual seller.  This amount will be deducted from the dual seller’s earnings at the 
end of the market. 

 
Continuing with the above example, suppose that the market continued for 4 periods, and that S3 earns $10 
from S3 decisions and $9 from S4 decisions.  S3 also has $2 x 4 periods = $8 (in experimental dollars) 
deducted from his/her earnings at the end of the market. (Recall that the auction price was $2).  Thus S3’s 
net earnings from the final 4 periods are 
 
 $10 + $9 - $8 = $11 
(Of course, S3 would also be paid his or her earnings from the periods prior to the auction.) 
 
For your reference, your average earnings per period for periods 11-40 as a single seller appear in cell L107 
below the earnings graph.  Notice that per period earnings may be a useful reference for your bid.  You 
should be willing to bid up to your per period earnings for the right to operate a second market, if you 
believe you can exactly duplicate your success in a second market.  You might bid more, if you think that 
operating two markets will enhance your profit-earning capacity.  You might bid less if you think that 
operating two markets will detract from your profit-earning capacity.   
 
 



 5 
Please submit your bid (in experimental dollars) in cell N107. Then click the save icon.  When all bids 
have been submitted, you will be asked to click the save icon again to display auction results.  This 
information will appear next to your bid below the earnings graph.  
 
(Note: After the determination of a winner, a second decision page is opened on the winner’s screen.  The 
experiment continues as before, except that the winning seller makes two decisions per period, rather than 
one, as before.  The market is terminated, without prior announcement after period 60). 
 

 


