
INSTRUCTIONS

Overview

This is an experiment in the economics of decision-making.  Various research foundations have provided funds for this research.  The instructions are simple, and if you follow them carefully and make good decisions, you may earn a considerable amount of money that will be paid to you in CASH at the end of the experiment. Your earnings will be determined partly by your decisions and partly by the decisions of others. We appreciate your participation, and wish to stress that during the experiment your communications with others should occur ONLY via computer. Please do not talk to each other or share information in any other way.

General Description

1. You run a firm that produces and sells a certain product. Besides you there are 5 other firms in your industry producing similar but not identical products.

2. The market consists of 80 periods.
3. Every period only 2 out of the 6 firms may change prices: Two firms will be able to change prices in one period. Two other firms will be able to change prices in the next period, and the remaining two firms will be able to change prices in the period after that. 
4. Trading Mechanism

I. You (a seller):

A. Every 3rd period, your primary task is to set the price at which your product will be available for sale during this and the next two periods
· Your price and the average market price (the average of all six firms’ prices) determine your sales: The higher your price, the fewer units you sell. (If your price is too high you’ll sell nothing). The higher the average market price, the more units you sell.

· For each unit you sell, you earn profit by selling at prices above costs. All firms produce at the same cost. Initially, this cost will be $10 per unit.

· An Excel profit calculator will help you to calculate your earnings. It computes your earnings for any choice of your price and the average market price that you enter.
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B. Also you will forecast the average market price EVERY PERIOD.

· You earn a forecast prize of $2 if your prediction is within 50 cents of the actual average market price.

C. You and all sellers will have one minute in which to make decisions.


     II. The Buyer: 

Each period the automated buyer will purchase units from you according to the following rule:

Your Units Sold = 9.23 - 2.54 × (Your Price)+2.31 × (Average Market Price)

As you can see, the buyer purchase rule implies that the higher your price, the fewer units you sell. The higher the average market price, the more units you sell.
5. Costs, prices, and profits are presented in Lab dollars. Initially, the exchange rate is 1 U.S. dollar for every 100 dollars earned in the Lab. 
A Sample Screen: Below is a sample screen for a seller P4 at the start of period 5. (All numbers in this example are provided only to give an EXAMPLE of the screen display; they SUGGEST NOTHING about how you should play.) 
In period 5, P4 must enter a price in the “Price” box and a forecast of the average market price in the “Forecast” box, given the cost of $37 per unit. The price will stay constant for the periods 5, 6, and 7. Seller P4 has 52 seconds to make her choices and to submit her decision by clicking the “Submit” button.
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The rest of the screen allows you to track results from the immediately preceding periods. The entry aside “Quantity” below the “Price” box shows quantity sold in period 4 (here 6.55). 
The “Standing Prices” box, at the top of the screen, shows previous period own and average prices. Here, in period 4, P4’s price was $39, and the market average was $38. The red bars in the “Current and Past Period Prices” box, at the bottom of the screen, provide a graphical version of price information for the period that just ended (here period 4) and the gray bars show prices for the prior period (here period 3). You can see that P4’s price was constant in periods 3 and 4; you can also see that the average price went down slightly. 

The Unit Earnings” and “Period Earnings” boxes, in the middle of the screen, report earnings per unit ($2) and total earnings ($15.10) in the just completed period. The blue “Forecast Prize!” message indicates that in period 4 P4 forecast was within 50 cents from $38. The “Cumulative Earnings” box adds up earnings from all periods. Unit and period earnings are calculated for you using these formulas:

            Unit Earnings          = Price-Cost                                                   = $39-$37        =$2
Period Earnings      = Unit Earnings × Quantity + Forecast Prize = $2×6.55 + $2=$15.10
Period 3 and 4 earnings are also presented graphically as gray and red bars on the “Your Earnings” Graph. Here, P4 earnings fell in period 4 relative to period 3. 

Constant Price: In periods 6 and 7, since sellers set price only every 3rd period, P4 can not change the price she posted in period 5. As shown in the partial screen shot below, in periods 6 and 7 the “Price” box color changes to grey and shows price entered in period 5 (here $39). The message “You can’t adjust this period” appears below the “Submit” button, 
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Nevertheless, even in periods where a seller can not change her price, she must enter Forecast of the average market price in the Forecast box and submit her forecast by clicking the Submit button.
General Description (continued)
6. In every period up to period 30, unit costs, the buyer purchase rule, and the exchange rate will remain unchanged. 
7. During one of the next 20 periods (e.g., one of the periods 31 to 50) economic conditions will either change up or change down (Note “up” and “down” are just names; they do not imply that conditions become better or worse than in previous periods). 
If conditions change up: 

· unit costs increase to $20; 

· the buyer purchase rule changes to:
      Your Units Sold = 9.23 - 1.27 × (Your Price)+1.15 × (Average Market Price)
· the exchange rate changes to 1 U.S. dollar for every 200 dollars earned in the Lab.
· Below is a part of a screen for a seller P2 at the start of period 31. Notice that next to the period number there is a blue arrow pointing up. Also, you can see on the screen that unit costs went up to $20.
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If conditions change down:

· unit costs decrease to $5; 

· the buyer purchase rule changes to: 

      Your Units Sold = 9.23 - 5.08 × (Your Price) + 4.62 × (Average Market Price)

· the exchange rate changes to 1 U.S. dollar for every 50 dollars earned in the Lab.

· Below is a part of a screen for a seller P1 at the start of period 43. Notice that next to the period number there is a blue arrow pointing down. Also, you can see on the screen that unit costs went down to $5.
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8. After this single change all economic conditions will remain permanent until the end of the experiment.
Questionnaire and Practice Sessions
It is important that you all understand these instructions. Prior to starting the experiment, we will do two things to facilitate your comprehension. First, we will ask you to answer the following questions. Once you have all completed your answers we will review them together. Second, we will conduct a pair of 6-period practice sessions. In the first practice session, we will have an up change after period 5. In the second, a down change will occur after period 5. 

If you have any questions, please ask now and during the practice sessions. Once we finish the practice sessions, you will not be allowed to ask further questions.

Questions
1. Suppose in period 2 you posted a price of, say $27, and the market average price was $22.  If in period 5 you post the same $27 price, but the market average goes down to $20, will you sell more or less? 

2. Consider again the same condition as in question 1, but now suppose that that you decrease your price to $25, but that the market price stays the same at $22.  What will happen to your sales? 
3. Suppose it is period 28.  How might cost change in period 29 relative to current cost?

4. Suppose economic conditions change down in period 46. Your unit costs fall to $5, and the buyer purchasing rule changes as indicated in the instructions. How will you know that the change has occurred? 
5. Suppose economic conditions change up in period 35, but you changed your price in period 34. How long your price will remain constant at the level that you set in period 34? In what period will you be able to change your price? 
6. Suppose you earn 100 dollars in period 41. In period 42 market demand conditions change up, but you again earn 100 dollars. How many U.S. dollars you have earned in these two periods? 
Questions (Response Script – to be read once responses are complete)
1. Suppose in period 2 you posted a price of, say $27, and the market average price was $22.  If in period 3 you post the same $27 price, but the market average goes down to $20, will you sell more or less?
Response: You will sell less. The lower the average market price, the fewer units you sell. Your sales quantities move together with the average price. 
2. Consider again the same condition as in question 1, but now suppose that that you decrease your price to $25, but that the market price stays the same at $22.  What will happen to your sales? 
Response: Your sales quantity will increase. The lower your price, the more units you sell. Your sales quantities move opposite to you own price. 

3. Suppose it is period 28.  How might cost change in period 29 relative to current cost?
Response: No change.  Up to period 30 conditions remain unchanged.
4. Suppose economic conditions change down in period 46. Your unit costs fall to $5, and the buyer purchasing rule changes as indicated in the instructions. How will you know that the change has occurred? 
Response: If economic conditions change down, on the screen, next to the period number, there will be a blue arrow pointing down. Also, in the “Unit Cost” box, costs will decrease from $10 to $5.

5. Suppose economic conditions change up in period 35, but you changed your price in period 34. How long your price will remain constant at the level that you set in period 34? In what period will you be able to change your price?
Response: The price that you set in period 34 will remain constant during periods 34, 35, and 36. You will be able to change your price in period 37.
6. Suppose you earn 100 dollars in period 41. In period 42 market demand conditions change up, but you again earn 100 dollars. How many U.S. dollars you have earned in these two periods?
Response: If economic conditions change up, the exchange rate will change from 1 U.S. dollar per every 100 dollars earned in the lab to 1 U.S. dollar per every 200 dollars earned in the lab.  Thus, your period earnings fell from 1 U.S. dollar in period 41 to 50 cents in period 42. In two periods, you have earned 1.5 U.S. dollars.
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