APPENDIX A



     INSTRUCTIONS (SELLING VERSION)

This is an experiment in the economics of decision-making. A research foundation has provided funds for the conduct of this research. 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 you will be assigned the rights to the proceeds from a dice roll. In particular, a dice will be rolled, and if it comes up on the number(s) announced by the experimenter before the roll, the owner of the proceeds from the dice roll will be given $2. If it comes up on any other number(s), the owner of the proceeds from the dice roll will be given $0. 

Prior to this dice roll, however, you will have the opportunity to sell to the experimenter the rights to the proceeds from the dice roll. The way in which you can offer to sell to the experimenter the rights to the proceeds from the dice roll is as follows. 

You will be given an offer sheet. You may write down on this offer sheet the amount for which you wish to sell the rights to the proceeds of the dice roll. Once you have done this, the experimenter will draw a number between $0.00 and $2 randomly, and with equal likelihood of any number between 0 and 2 being drawn. If the number randomly drawn by the experimenter is greater than the number you have written on your offer sheet, then you will have sold the proceeds from the dice roll to the experimenter; you will then be paid a cash amount equal to the number randomly drawn by the experimenter. If the number randomly drawn by the experimenter is smaller than the number you have written down on your offer sheet, then you will not have sold the rights to the proceeds from the dice roll; you will then be paid either $2 or $0.00 depending on the outcome of the dice roll.

This procedure will repeat for a number of periods, independently. That is to say, the outcome in one period does not affect the outcome in any other period. Also, it should be noted that while there are other people in this room performing similar experiments, those experiments are totally separate from the one in which you personally are participating. That is to say, the only human decisions that matter in this experiment are your own.

Also, finally, it should be noted that it is in your best interest to write down on your offer sheet a number that accurately reflects how you value the proceeds from the dice roll. If you write down a number that is EITHER higher than your personal valuation of the proceeds of the dice roll OR lower than your personal valuation of the proceeds of the dice roll, you can only hurt yourself. There is no “right” or “wrong” value to write down on the offer sheet; rather it is a matter of writing down a value which truly reflects your own valuation of the proceeds from the dice roll. Why is it in your best interest to write down your own valuation of the proceeds from the dice roll? A couple of examples will show this:








Example A: Suppose you value the dice roll at X dollars. You write down an offer of 

X-1. The experimenter randomly draws a value of X-1/2. You would end up with X-1/2 dollars, instead of the proceeds to the dice roll. But since you valued the proceeds of the dice roll at X, understating your valuation would hurt you.

Example B: Suppose you value the dice roll at X dollars. You write down an offer of X+1. The experimenter randomly draws a value of X+1/2. You would end up with the proceeds to the dice roll, instead of X+1/2 dollars. But since you valued the proceeds of the dice roll at X, overstating your valuation would hurt you.



    INSTRUCTIONS (BUYING VERSION)

This is an experiment in the economics of decision-making. A research foundation has provided funds for the conduct of this research. 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 you will be assigned the rights to the proceeds from a dice roll. In particular, a dice will be rolled, and if it comes up on the number(s) announced by the experimenter before the roll, the owner of the proceeds from the dice roll will be given $2. If it comes up on any other number(s), the owner of the proceeds from the dice roll will be given $0. 

Prior to this dice roll, however, you will have the opportunity to buy from the experimenter the rights to the proceeds from the dice roll. The way in which you can offer to buy from the experimenter the rights to the proceeds from the dice roll is as follows. 

You will be given an offer sheet. You may write down on this offer sheet the amount for which you wish to buy the rights to the proceeds of the dice roll. Once you have done this, the experimenter will draw a number between $0.00 and $2 randomly, and with equal likelihood of any number between 0 and 2 being drawn. If the number randomly drawn by the experimenter is less than the number you have written on your offer sheet, then you will have bought the proceeds from the dice roll from the experimenter; you will then have to pay to the experimenter an amount equal to the number just randomly drawn. Additionally, as the new owner of the rights to the proceeds of the dice roll, you will be paid either $2.00 or $0.00, depending on the outcome of the dice roll. If the number randomly drawn by the experimenter is larger than the number you have written down on your offer sheet, then you will not have bought the rights to the proceeds from the dice roll (hence you would be paid $0.00).

This procedure will repeat for a number of periods, independently. That is to say, the outcome in one period does not affect the outcome in any other period. Also, it should be noted that while there are other people in this room performing similar experiments, those experiments are totally separate from the one in which you personally are participating. That is to say, the only human decisions that matter in this experiment are your own.

Also, finally, it should be noted that it is in your best interest to write down on your offer sheet a number that accurately reflects how you value the proceeds from the dice roll. If you write down a number that is EITHER higher than your personal valuation of the proceeds of the dice roll OR lower than your personal valuation of the proceeds of the dice roll, you can only hurt yourself. There is no “right” or “wrong” value to write down on the offer sheet; rather it is a matter of writing down a value which truly reflects your own valuation of the proceeds from the dice roll. Why is it in your best interest to write down your own valuation of the proceeds from the dice roll? A couple of examples will show this.






Example A: Suppose you value the dice roll at X dollars. You write down an offer of 

X-1. The experimenter randomly draws a value of X-1/2. You would end up with X-1/2 dollars, instead of the proceeds to the dice roll. But since you valued the proceeds of the dice roll at X, understating your valuation would hurt you.

Example B: Suppose you value the dice roll at X dollars. You write down an offer of X+1. The experimenter randomly draws a value of X+1/2. You would pay X+1/2 to the experimenter in exchange for the proceeds from the dice roll. But since you valued the proceeds of the dice roll at X, overstating your valuation would hurt you.





APPENDIX B



   ADDITIONAL PROCEDURAL DETAIL

The experiments were conducted with pen and paper responses on the part of the subjects. Subjects received 52 stapled, 2-sheet packets. The top sheet of the packet consisted of:

Name:____________________



Round:______

Your offer:______________
For the selling version, the bottom sheet of the packet consisted of:

1) Your offer:__________

2) The number drawn randomly by the experimenter:____________

3)  The result of the dice roll:____________

If Line 1 > Line 2, your $EXP earnings are given by Line 3.

If Line 2 > Line 1, your $EXP earnings are given by Line 2.

Your $EXP earnings this round:_________

NEXT, PLEASE REFER TO THE SHEET DESCRIBING THE CONVERSION FROM $EXP TO $US.

>>>> Your $US earnings this round:__________

The bottom sheet for the buying version consisted of: 

1) Your offer:__________

2) The number drawn randomly by the experimenter:____________

3)  The result of the dice roll:____________

If Line 1 > Line 2, your $EXP earnings are given by (Line 3-2).

If Line 2 > Line 1, your $EXP earnings are zero.

Your $EXP earnings this round:_________

NEXT, PLEASE REFER TO THE SHEET DESCRIBING THE CONVERSION FROM $EXP TO $US.

>>>> Your $US earnings this round:__________
Subjects were informed of the transformation in place at the time by means of a piece of paper containing one of the following:

U.S. dollars = (Experimental dollars)1/2


U.S. dollars = (Experimental dollars)2


U.S. dollars = Experimental dollars


Subjects were supplied with calculators in order that they might calculate their earnings at the end of each round, converting from experimental dollars to U.S. dollars as provided for by the transformation in place at the time.

Subjects filled out both the top and the bottom sheet after being informed of the high state probability (and by extension the low state probability given that a two-state lottery was involved) for that round only (the probabilities associated with later rounds were not known to the subjects). The experimenter then collected the top sheets from the subjects before any random draws were made for that round (this was done to ensure that the subjects did not change their answers in response to realizations of random draws). The experimenter then made two random draws: first, a draw from a uniform distribution to determine whether the subjects ended up with the two-state lottery; second, a roll of a ten-sided di to determine whether the lottery returned the high state payoff or the low state payoff. Both draws were made in every round, regardless of the subjects’ responses. The same list of high-state probabilities was used for every subject, in every experiment. Those high-state probabilities, round-by-round, were as follows:

	Round

	 1
	.5

	2
	.3

	3
	.1

	4
	.9

	5
	.4

	6
	                            0

	7
	.7

	8
	.6

	9
	.7

	10
	.1

	11
	.3

	12
	.9

	13
	.5

	14
	.5

	15
	.3

	16
	.1

	17
	.9

	18
	.4

	19
	                            0

	20
	.7

	21
	.6

	22
	.7

	23
	.1

	24
	.3

	25
	.9

	26
	.5

	27
	.1

	28
	.4

	29
	.6

	30
	.7

	31
	.1

	32
	.3

	33
	.9

	34
	                         1.0

	35
	.5

	36
	.9

	37
	.7

	38
	.3

	39
	.5

	40
	.1

	41
	.4

	42
	.6

	43
	.7

	44
	.1

	45
	.3

	46
	.9

	47
	                         1.0

	48
	.5

	49
	.9

	50
	.7

	51
	.3

	52
	.5


The probabilities thus listed were implemented on a ten sided di as follows: if the high-state probability was 0.1, then one face of the di would return the high payoff; if the high-state probability was 0.2, then two faces of the di would return the high payoff… and so on. 

