Supplementary Material to “Cheating, Emotions, and Rationality: 

An Experiment on Tax Evasion”. Instructions of the experiment.
We thank you for participating in this experiment on decision-making designed by researchers from the University of Montréal, The Institute of Cognitive Sciences and the GATE Research Centre at the University of Lyon. This experiment consists of several independent parts. During these parts, all transactions are expressed in points, with 

100 points = 20 Euros
We will first distribute the rules for the preliminary part; the instructions for the next parts will be distributed later. 

Instructions for the preliminary part

Description of the task

You receive a show-up fee of €3, equivalent to 15 points. We ask you to choose the amount of points (between 0 and 15 points, included) that you are willing to invest on a risky asset. You keep the points that are not invested. 

The investment

There is a 50% chance that the investment is a success. 

If the investment is a success, you earn 2.5 times the amount that you have invested.

If the investment is not a success, you lose the amount that you have invested. 

1st example: You invest 0 point.  You earn: (15 –0) = 15 points.
2nd example: You invest 6 points.  If the investment is a success, you earn: (15 – 6) + (2.5*6) = 24 points.  If the investment is not a success, you earn: (15–6) + 0 = 9 points.

3rd example: You invest 15 points. If the investment is a success, you earn: (15 – 15) + (2.5*15) = 37 points.  If the investment is not a success, you earn: (15–15) + 0 = 0 point.

How is the success of the investment determined?

You are required to choose one color, either white or black. At the end of the session, you will have to press a button « random draw » that will appear on your computer screen. The computer program selects randomly one of the two colors.

If the randomly drawn color is the color you have chosen, your investment is a success. 

If the randomly drawn color is not the color you have chosen, your investment is not a success. 

To sum up: You choose now the amount you are willing to invest; then, you choose a color. At the end of the session, after the other parts have been completed, you will press the random draw button. The computer program will inform you whether the investment is a success and the amount of your earnings for this part. This earning will be added to your earnings of the previous parts.

If you have any question regarding these instructions, please raise your hand. Somebody will answer your questions in private. You are not allowed to communicate with the other subjects throughout the session. 

Instructions for the following parts (Distributed after the preliminary stage has been completed)

These instructions explain the next six independent parts. Each part consists of five independent periods.  In each of the 30 periods, you have to make one decision. Your earnings depend on your decisions and on the decisions of the seven other participants in this session.

At the end of the session, we will draw randomly two periods among these parts. We will compute the average of your earnings in points during these two periods and these points will be converted into euros. The amount of money that you will earn, added to your payoff in the preliminary part, is confidential. Somebody who is not aware of the content of the experiment will pay you in cash and in private in a separate room.

Decision rules for the five periods of the first part 

· At the beginning of each period, you receive an income. Your income can take the value of 50, 100, 150, or 200 points. Your income is selected among these values by the computer program. 

· We ask you to pay a tax on your income. This tax rate is 55%. It is the same for all the participants in this session. The product of the taxes will be used to fund the participants to other experiments.

To answer this demand, you must report anamount that lies between 0 and the income you have received. The 55% tax rate is applied to the amount you have decided to report. After you have made your choice, you must click the OK button on your screen to validate your decision; once you have clicked this button, you cannot change your choice anymore. 

· The computer program can control your reported income according to a certain audit probability and this audit can entail the payment of a fine. 

Your probability of being audited is determined as follows: 

· If your reported income is among the four lowest reported incomes in the room in the current period, the audit probability is 65%. Therefore, you have 65 chances out of 100 to have your report audited.

· If your reported income is among the four highest reported incomes in the room in the current period, the audit probability is 35%. Therefore, you have 35 chances out of 100 to have your report audited.

If all the participants report the same income, an average audit probability, equal to 50%, is applied to each participant. 

If an audit is conducted and if it reveals that you have reported an amount lower than your actual income, you have to pay both:  

1) the tax on your actual income, i.e. 55% of your actual income;
2) and a fine, which is determined as explained below. 

Determination of your payoff in each period

At the end of each period, your net payoff is determined as follows. Three cases may occur. 

· If your reported income is not audited, the tax rate is applied to the amount you have reported.  Your net payoff is determined according to the following formula:
	Net payoff = income – tax 

with tax = 55% of the reported income 


· If your reported income is audited and if it is equal to your actual income, the tax rate is also applied to your reported income. Your net payoff is determined according to the following formula:
	Net payoff = income – tax 

with tax = 55% of the reported income


· If your reported income is audited and if it is lower than your actual income, the tax rate is applied to your actual income. One subtracts from your payoff a fine that is equal to 20% of the tax on the income that you did not report. Your net payoff is determined according to the following formula:

	Net payoff = income – tax – fine 

with tax = 55% of the income 

and fine = 20% (55% (non-reported income)(


Note that the computer program rounds up the decimals when appropriate.

At the end of each period, you are informed on the following elements:

· whether your report has been audited or not;
· the total amount of your tax (including the fine if appropriate);
· your net payoff.

You are not informed on the incomes, the reported amounts, and the payoffs of the other participants. 

After you have received this information and before proceeding to the next period, we will ask you to express your sentiments regarding your audit during the current period. We first ask you to report the intensity of your sentiments when you have been informed on whether you were audited or not, by means of a scale graded from 1 (extremely weak sentiment) to 7 (extremely strong sentiment). Then, you will be requested to report the nature of these sentiments, by means of a scale graded from 1 (extremely negative sentiment) to 7 (extremely positive sentiment).  

You answers to these questions are not paid. They have no influence on the rest of the session; in particular, they influence neither the determination of your income in the next period, nor your audit probability. We thank you for however paying attention to these questions and answering them sincerely.

To sum up: you receive an income. You choose the amount that you are willing to report. Depending on whether you are among the four highest or the four lowest reported incomes, your audit probability differs. Then, you are informed on your audit, your total tax, and your payoff. Last, you answer the questions regarding your sentiments.

At the end of each period, once all the participants have answered, a new period starts automatically. You receive a new income at random and you make a new report. Each period is independent on the previous ones.

Decision rules for the five periods of the second part 

The next part also consists of five periods. The decision rules are exactly the same as in the first part. The only difference between the first and the second parts is that if your reported amount is audited and if it is lower than your actual income, your picture will be displayed both on the computer screens of other participants in the session and on your own screen. 

Similarly, you can receive the picture of another participant in the session who has been audited and who has reported a lower amount than his income, except if you have to pay a fine yourself. Indeed, only one picture can be displayed on each screen. This does not mean that only one participant has been audited and fined. But if you are audited and fined, you are sure that your picture is displayed in the room. If no picture appears on your screen, this is because nobody has been audited or because the reported incomes corresponded to the actual incomes.

The next parts 

Each of the next four parts also consists of five periods. We alternate the rules of the first and of the second parts. The only difference between the parts depends on the display or not of the pictures of the participants who have been audited and fined. In other words, the pictures can be displayed during the even parts (2, 4, and 6); the pictures are never displayed during the uneven parts (1, 3, and 5). 

You are always informed of the current part number and of the possible picture display. 

_______________

End of the session

At the end of the six parts, we will ask you again a series of questions about your sentiments. We thank you for answering these questions sincerely. 

Then, we will draw the two periods that will determine your earnings for these six parts.

Last, you will draw yourself the color that will determine your payoff for the investment decision you have made during the preliminary part. 

----

We invite you to read these instructions again with attention. If you have questions regarding these instructions, please raise your hand. We will answer your questions in private. 

We thank you for answering the questionnaire that is now distributed, in order to train yourself with the determination of payoffs. During the session, the computer program will make all the calculations. 

_______________
