
Appendix: Experimental Instructions

General rules

This session is part of an experiment in the economics of decision making. If you follow the instructions carefully and make good decisions, you can earn a considerable amount of money. At the end of the session you will be paid, in private and in cash, a £3 participation fee plus an additional amount that will depend on your decisions. 

There are twelve people in this room who are participating in this session. It is important that you do not talk to any of the other people in the room until the session is over.

The session will consist of 90 periods, in each of which you can earn points. At the end of the experiment you will be paid £3 plus an additional amount based on your total point earnings from all 90 periods. Points will be converted to cash using an exchange rate of 100 points = 1p. Notice that the more points you earn, the more cash you will receive at the end of the session.

Description of a period

Each person in the room has been designated as a seller. You will be competing with {one}[three] other seller[s], randomly selected from the people in this room. Throughout the session your competitor[s] will be the same but you will not learn who {he or she is}[they are]. Your point earnings will depend on your decision and your {competitor’s decision}[competitors' decisions].

In every period, each seller decides what price to charge. You make your decision by entering a price (any whole number between 0 and 100) on your terminal. After all sellers have made their decisions, the computer will calculate the number of units sold by each seller as follows.

You and your competitor[s] will be selling to six computerized buyers. Each buyer will buy twelve units. Some of these buyers have been programmed to 'search': this type of buyer will buy twelve units from whoever chooses the lowest price out of you and your competitor[s]. (If there is a tie for the lowest price, the twelve units are evenly divided between {you and your competitor}[the tied competitors].) The rest of the computerized buyers have been programmed to 'not search': this type of buyer will buy {six}[three] units each from you and your competitor[s]. At the beginning of each period the number of buyers of each type will be displayed on your terminal.

Your point earnings from the period will be equal to the price you charge times the number of units you sell.

At the end of each period the prices charged by you and your competitor[s] will be displayed on your terminal[, from lowest to highest]. Next to each price, the number of units sold by that seller will also be displayed. Your terminal will also display your point earnings for that period, your point earnings from the last five periods, and your accumulated point earnings from all periods.

Differences between periods

All periods are identical except that the number of each type of buyer will be changing from phase to phase. 

In Phase One, consisting of periods 1 to 30, there will be three computerized buyers programmed to search and three computerized buyers programmed to not search.

In Phase Two, consisting of periods 31 to 60, there will be five computerized buyers programmed to search and one computerized buyer programmed to not search. Otherwise, Phase Two is identical to Phase One. 

In Phase Three, consisting of periods 61 to 90, there will be three computerized buyers programmed to search and three computerized buyers programmed to not search. That is, Phase Three is identical to Phase One.

Starting the experiment

We are now ready to begin the decision-making part of the session. Press the "start" button and follow the prompts on the screens. If you have any questions during the rest of the session raise your hand and a monitor will come to your desk and answer them in private.
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