Supplementary Materials – Experiment Instructions

The base text is for the Dutch mechanism with the 10 second clock.  Whenever the numbers are different for the 1 and 30 second treatments, we include them in parenthesis.  The parts that are different in the Sealed bid treatment are in italics.
Instructions

Introduction

This is an experiment in market decision-making. If you follow the instructions carefully and make good decisions, you can earn a considerable amount of CASH.

The experiment consists of a sequence of 21 auctions. At the end of the session you will receive ten dollars ($10) PLUS your total earnings from all 21 auctions.
It is important that you do not talk or in any way try to communicate with other people during the experiment. If you disobey the rules, we will have to ask you to leave.

Auction Description

In each auction you and two other participants will compete to purchase a fictitious asset.  The price of the asset will start at 100 tokens and decrease every 10 seconds (1 second, 30 seconds) by 5 tokens.  Any of the bidders can stop the auction and purchase the asset at the price displayed on the screen by clicking the “Submit Bid” button.  The first person to click the button wins the asset and pays the price displayed on the screen, and the other two people earn 0 for that auction.

For sealed bid: you submit a bid by entering your bid amount into the text box on the screen, and clicking the “Submit Bid” button.  The bidder who submits the highest bid, wins the asset and pays the amount of the bid., and the other two people earn 0 for that auction.

Resale Values and Earnings

If you purchase an asset, your earnings are equal to the difference between your resale value for that asset and the price you paid for the asset. Your resale value will be displayed on your screen at the beginning of each auction.

That is: YOUR EARNINGS = RESALE VALUE - PURCHASE PRICE.

For example if you pay 30 for the asset and your resale value is 64, your earnings are

EARNINGS FROM THE ASSET = 64 - 30 = 34 tokens.

Resale values will differ among individuals and auctions.  For each bidder the resale value for the asset will be between 1 and 100. Each number from 1 to 100 has an equal chance of being chosen. It is as if the numbers from were stamped on 100 balls, one number on each ball, and placed in an urn. A random draw from the urn determines the resale value of an asset for an individual. Your chance of drawing a resale value between 1 and 10 is 10%, between 11 and 20 is 10%, between 21 and 30 is 10%, and so on.  You are not to reveal your resale values to anyone. It is your own private information

At the end of each auction, all bidders will see the auction’s outcome on their screens.  If you won the auction, you will be informed of your earnings.  If you did not win, you will be told that you did not trade, and your earnings for that auction are 0.  

Your earnings from all previous auctions, along with your values, the winning prices, and the amounts you paid, will be displayed on your screen during each auction.

Example 1 Suppose that, in a given period the bidders have these resale values:

Bidder 1 has the resale value of 85

Bidder 2 has the resale value of 80

Bidder 3 has the resale value of 63

Suppose the market price changes as follows:

Beginning of the round:
price = 100

After 10 (1, 30) seconds:

price = 95

After 20 (2, 60) seconds:
 
price = 90

After 30 (3, 90) seconds:

price = 85

After 40 (4, 120) seconds:

price = 80

After 50 (5, 150) seconds:

price = 75 

After 50 seconds Bidder 1 stops the auction.

For sealed bid: suppose Bidder 1 bids 75, bidder 2 bids 60, and bidder 3 bids 55.

Bidder 1 earns 85 – 75 = 10 tokens for this period, and bidders 2 and 3 earn 0 tokens for this trading period.

Matching

You will not be matched with the same two participants for two consecutive auctions.  You will not be told which of the other participants in the room you are matched with, and they will not be told that you matched with them.  What happens in any auction has no effect on what happens in any other auction. 

Ending the experiment

At the end of the experiment, your earnings from all 21 auctions will be totaled and converted to dollars at the rate of ten (10) cents for each token.  You will be paid this amount plus an additional $10, in private and in cash.  The total payment will be displayed on your computer screen at the end of the session.

Now, please complete the quiz on the next page. If you have any questions raise your hand and I will come to where you are sitting and answer them. When everyone has completed the quiz I will go over the answers, show you a brief demo of the computer interface you will be using, and we will begin the decision making part of the experiment.

QUIZ

Question 1 Suppose the bidders’ resale values are: 70 experimental dollars (bidder 1), 40 experimental dollars (bidder 2), 45 experimental dollars (bidder 3).  The price changes as follows:

Beginning of the round:

price = 100

After 10 (1, 30) seconds:

price = 95

After 20 (2, 60) seconds:
 
price = 90

After 30 (3, 90) seconds:

price = 85

After 40 (4, 120) seconds:

price = 80

After 50 (5, 150) seconds:

price = 75

And after 50 seconds Bidder 1 stops the auction. 

For sealed bid: suppose Bidder 1 bids 75, bidder 2 bids 30, and bidder 3 bids 25.

1. Who wins the auction? ___________________

2. What are the earnings of 

bidder 1__________, 

bidder 2__________ and 

bidder 3__________?

Question 2 Suppose the bidders’ resale values are the same as in Exercise 1: 70 experimental dollars (bidder 1), 40 experimental dollars (bidder 2), 95 experimental dollars (bidder 3).  The price changes as follows:

Beginning of the round:

price = 100

After 10 (1, 30) seconds:

price = 95

After 20 (2, 60) seconds:
 
price = 90

After 30 (3, 90) seconds:

price = 85

After 40 (4, 120) seconds:

price = 80

And after 40 seconds Bidder 3 stops the auction. 

For sealed bid: suppose Bidder 1 bids 60, bidder 2 bids 30, and bidder 3 bids 80.

1. Who wins the auction? ___________________

2. What are the earnings of 

bidder 1__________, 

bidder 2__________ and 

bidder 3__________?

