Instructions

This is an experiment in the economics of market decision making. The instructions are
simple, and if you follow them carefully and make good decisions, you may earn a
CONSIDERABLE AMOUNT OF MONEY which will be PAID TO YOU IN CASH at
the end of the experiment.

In this experiment we will create a market in which you will act as bidders for a fictitious
commodity in a sequence of auctions.

In each auction:

1. Each bidder will be assigned a value for the commodity to be auctioned. This
represents the value of the good to you — what we will pay you for any item purchased.
Your value is strictly private information and is not to be revealed to anyone else.

2. Each of you will be bidding in a separate market consisting of 3 bidders — yourself
along with two (2) other bidders. Each of the other 2 bidders is assigned values for the
good in the same way that your value was assigned.

3. Values for all bidders will be randomly drawn from the interval 0 to 100. Any value in
this interval has an equally likely chance of being drawn. New values will be drawn
before each auction.

Assignment rules and profit calculations
Items will be allocated using the following “English clock” auction procedure:

1. You will not enter bids. Instead, a price clock is shown in the middle of the screen. In
each round, the clock will begin at price 0, the lowest possible value for the item, and will
count up by 2 every second.

2. When the price clock is moving, as long as you are willing to buy the item at the
current price, you do nothing. You are counted as actively bidding on an item until you
have dropped out. You can drop out by clicking the “DROP OUT” icon located at the
bottom of the screen. Once you have dropped out of bidding, you cannot re-enter the
auction until the next trading round.

3. Drop-out prices will be shown to every active bidder in your market as they occur.
4. The auction stops as soon as there is only one active bidder. This last bidder obtains
the item and pays the price at which the next-to-last bidder dropped out. His profit is

calculated as follows:

Profit = (value of the item) — (price at which the next-to-last bidder dropped)



If this difference is negative, it represents a loss.
Types of bidders and grouping:

1. At the beginning of the experiment you will be randomly assigned as either an A or B
type. Your type is fixed for the whole experiment. Each 3-bidder auction market will
always contain 1 type-A bidder and 2 type-B bidders and the group match is random in
each round.

2. In each auction when the type-A bidder gets the item, each of the two type B will incur
a loss of 70. On the other hand, if a type-B bidder gets the item, the other two bidders (i.e.,
the type-A bidder and the other B bidder) incur no losses for that round.

Thus, when a type-A bidder gets the item, earnings for bidders will be as follows:

Type-A earnings = A’s value — Price at which the next-to-last bidder dropped.

Type-B earnings = - 70.

And when a Type B bidder gets the item, earnings for bidders will be:

Type-B earnings for the High B bidder = B’s value — Price at which the next-to-last
bidder dropped.

Type-A earnings and other B player’s earnings = 0.

More about the assignment rules and profit calculations

1. In each round before the start of the auction, you will have the opportunity to Drop Out
before the clock price starts to increase. Otherwise, choose CONTINUE.

If you choose to “DROP OUT NOW?” the auction will proceed without you.

2. If more than one bidder chooses to “DROP OUT NOW,” they will bid in a “Second-
Price Sealed-Bid” auction for the right to drop out before the clock starts. The procedure
is as follows:

Each bidder submits a bid for the right to drop out. The bidder with the highest bid will

drop out immediately and pays a price equal to the other persons bid (the 2" highest bid)
The remaining bidder pays nothing and enters the “English clock” auction.



A bidder’s profit in each round is the sum of his/her earning (or loss) in the “Second-
Price Sealed-Bid” auction and the “English clock” auction.

Balance and payments

1. In the experiment you will receive a starting capital balance. Any profit earned by you
in the experiment will be added to this sum, and any losses incurred will be subtracted
from this sum. The starting capital credit balance, and whatever subsequent profits you
earn, permit you to suffer losses in one or more auctions. However, if your balance at any
time during the experiment drops to zero (or less) you will no longer be allowed to bid.
Instead we will give you your participation fee and you’ll be free to leave the auction.

2. At the end of experiment, your balance will be converted into Renminbi Yuan at the
rate of ¥ 1 Yuan for every 10 experiment dollar. These will be paid to you in cash.

3. We will conduct 3 dry runs to familiarize you with the procedures and accounting rules.
This will be followed by 25 rounds played for cash.

Are there any questions?
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