THE PENNSYLVANIA STATE UNIVERSITY

WELCOME.

This is a study examining the manner in which people make decisions.  If you follow the instructions and make good forecasts you might earn a considerable amount of money.

At the beginning of the session each person will be given an Earnings Account with $5.00 in it. After 3 practice rounds, you will make forecasts for 20 periods (or rounds). You will be paid a sum each period based upon the accuracy of your forecast in that period.  Your earnings for each round will be added to your account.  At the end of the experiment, the balance in your Earnings Account will be paid to you in cash.
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TASK DESCRIPTION


Each period we are going to ask you to predict the future value of a fictitious ‘stock’.  The value of this stock is unknown to all participants, but you will be able to observe two cues that can help you form your forecast.  These cues can be used to predict the stock’s value much the same way that the amount of rainfall and the average temperature can be used to predict the quality of a corn crop.  Likewise, the number of unoccupied apartments and student enrollment this year can be used to predict next year’s rent increases. The examples provided below give additional evidence about the relation between the cues and the stock price.


Each period you will be shown new values for the two CUES.  In each round, every participant sees the same cues. Although these values will change each period, their relation to the stock’s price will remain the same.  For example, suppose the values for the cues in a period were given as: 





CUE A = 250





CUE B = 100


You will be asked to predict the price of the stock given these two cue values.  The next period these two cues will take on two different values, such as: 





CUE A = 200




CUE B = 375
You will then predict that period’s price using these new cue values.  Notice that even though the values of the cues change, the underlying relation between the cue values and the stock’s price remains the same.  Thus, in order to make accurate forecasts you will need to determine the relation between the cues and the price of the stock.  You cannot predict the price of the stock by looking only at past stock prices.

FORECASTING ERROR

Your Forecasting Error:


After making your forecast, the computer will calculate the distance between your forecast and that period’s actual price (your absolute forecasting error).  This amount will be your forecasting error.

Examples:


Suppose your forecast was 250.  If the actual price of the stock was 200 then your forecasting error would be 50: Your forecasting error = 250 – 200 = 50.


If the actual price was 375 then your forecasting error would be: Your forecasting error = 375 – 250 = 125.

INSTRUCTIONS

1. Before Round 1:

You will be shown 10 examples of the cues and stock prices.  You will have 5 minutes in which to examine these examples. At the end of the 5-minute period, you will complete the first of three (3) practice rounds. In each round, you will be shown two cue values and asked to forecast the price of the stock. 

For your convenience, a pencil and scratch paper have been provided for your use.  Do not use calculators. Your forecasts and your earnings are your private information.  It is important that you do not talk or in any way try to communicate with other people during the experiment. If you violate the rules, you will be asked to leave the experiment.  

GOOD LUCK!!

EXAMPLES

	Example #
	Cue A
	Cue B
	Actual Price


i



123


280


315

ii



237


136


251

iii



375


199


335

iv



297


204


319

v



107


240


286

vi



165


313


354

vii



334


104


257

vii



264


135


261

ix



185


387


413

x



306


188


309

	Round
	Cue A
	Cue B
	My Forecast
	Actual Price
	Forecasting Error 
	 


1

2

3

SELECTING THE PAYMENT SCHEME

Rounds 1 to 20 are played exactly like the practice rounds but with one exception. Before making your forecast, you will be asked to select a payment scheme. In each round, you will be asked how you would like to be paid. Before making your forecast, you will be asked whether you would like to select Payment Scheme #1 or Payment Scheme #2. The cues that you see in each round will not vary with your choice of payment scheme. There are 15 individuals in this session and everyone faces the same set of choices. 

Payment Scheme #1:

Under Payment Scheme #1 your payment will be based on your absolute forecasting error. Your payment will equal $1.70 less 0.03 times your forecast error for that round. In equation form:

Payment = $1.70 - [0.03 * (forecast error)]

For example, if your forecast error is 15, you will be paid $1.25 (since 15 * 0.03  = .45 and 

$1.70 – $0.45 = $1.25). If your forecast error is 8, you will be paid $1.46 (since 8 * 0.03 = .24 and $1.70 – $0.24 = $1.46). Forecast errors of 57 and above earn nothing. You cannot earn less than zero in any round. 

Payment Scheme #2:  

Under Payment Scheme #2 your payment depends on whether your forecast is more accurate than other participants’ forecasts. In each session, there are 15 participants. You will choose the payment scheme without knowing the number of other participants who chose Payment Scheme #1 or #2. Your forecast error for that round will be ranked with other participants in this session who choose Payment Scheme #2 for that round. More accurate forecasts (lower forecast errors) will receive higher ranks. The rank will be based on forecast errors. More accurate forecasts (lower forecast errors) will receive higher ranks. The payments will then be determined according to your rank:

Rank

            

Earnings 
Most accurate



$2.25

Next most accurate


$1.50

Third most accurate


$0.75

All others



nothing 
In the event of a tie for most accurate, the earnings for the first two positions ($2.25 + $1.50) will be added and then divided evenly between the two participants. (Second place will not be awarded.) In the event of a tie for second, the earnings for the second two positions ($1.50 + $0.75) will be added and then divided evenly between the two participants. (Third place will not be awarded.) A tie for third will split the $0.75 payment.   

INSTRUCTIONS

1.         Round 1:

At the end of the practice rounds, you will be asked to choose between Payment Scheme #1 and Payment Scheme #2. Enter your payment scheme choice on your computer terminal and on the Forecasting Record Sheet attached to these instructions. After you choose the payment scheme, you will be shown the first two cue values and asked to forecast the price of the stock in Round 1.  Once you make your selection, enter your forecast on your computer terminal and on the Forecasting Record Sheet. You will have 2 minutes to make your forecast.  

2. End of Round 1:

At the end of the two minutes the computer will show your earnings for the round. If you chose Payment Scheme #1, you will receive information on the actual price of the stock, your forecast, your forecast error, the total number of participants that chose payment scheme #2 in that round, and your earnings.  If you chose Payment Scheme #2, you will receive information on the actual price of the stock, your forecast, your forecast error, your rank compared to other participants who chose payment scheme #2 in that round, the total number of participants that chose payment scheme #2 in that round, and your earnings. Write the information from this round (actual price, forecast error) on your Forecasting Record Sheet.   

3. Rounds 2 to 20:

This process will be repeated for each of 20 rounds. In each round, you will choose between Payment Scheme #1 and Payment Scheme #2 and make a forecast based on two new cue values. At the end of round 20, you will receive a cash payment in the amount indicated by the earnings account. Earnings in the account accumulate across rounds regardless of whether you choose Payment Scheme #1 or Payment Scheme #2. You can switch payment schemes after each round without affecting past earnings.    
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