Instructions for the Delegation and Wage information Treatment

1. In order to assure anonymity you have been randomly assigned a code (yellow card).
2. There are three different kind of participants in the experiment: firm, worker A, and worker B. Each firm will be randomly matched with one worker A and one worker B. Every firm will be matched with the same worker A and worker B for the whole experiment.
3. At the beginning of the experiment you will be randomly assigned to a role (firm, worker A or worker B). The role will be fixed during the experiment. You will not know the identity of the participants in your group.
4. There will be a total of 15 periods in the experiment. Each period is composed of four stages:
5. Stage 1:
a. The firm has to choose among four ways of establishing worker’s wage:
i. The firm chooses the wage for both worker A and worker B.
ii. The firm chooses the wage for worker A and allows worker B to choose his own wage.
iii. The firm chooses the wage for worker B and allows worker A to choose his own wage.
iv. The firm allows worker A and worker B to choose their own wage.
b. The firm announces a non-binding desired effort to worker A and worker B. The firm may ask for a different effort level to each worker.
6. Stage 2:
a. If the firm decides to establish the wage for the worker, then the firm has to choose a wage between 20 and 120. The firm can choose a different wage for each worker.
b. If the firm allows the worker to choose his own wage, then the worker has to choose a salary between 20 and 120.
7. Stage 3:
a. The worker will know co-worker’s wage and he will also know if the firm allowed the co-worker to choose his own wage.
8. Stage 4:
a. Workers have to decide the effort level they will provide. The effort level chosen by the worker may be larger, equal or smaller than the desired effort level demanded by the firm. The effort level must be a number between 0.1 and 1.
b. The larger the effort level provided by the worker, the larger the cost the worker has to pay. The associated costs for each effort level are shown in the following table.






	Effort level
	0.1
	0.2
	0.3
	0.4
	0.5
	0.6
	0.7
	0.8
	0.9
	1

	Cost
	0
	1
	2
	4
	6
	8
	10
	12
	15
	18



9. The profits for the firm in each round are given by:
Firm’s profits = [(240 - wage A)  effort A + (240 - wage B)  effort B]/2
Then, firm’s profits are larger the larger the effort level provided by workers and the lower the wage received by the workers.

10. Profits for workers A and B are computed as follows:

Worker’s profits= wage – cost – 20



11. For example, imagine that the wage for worker A is 60 and his effort level is 0.5, the wage for worker B is 70 and his effort level is 0.4, then the profits in this round would be:

Firm’s profits  = [(240 – 60)  0.5 + (240 – 70)  0.4]/2 = [90 + 68]/2 = 74 tokens
	Worker A’s profits   = 60 – 6 – 20 = 34 tokens	
Worker B’s profits B   = 70 – 4 – 20 = 46 tokens
12. At the end of each round workers will receive information about their salary, their effort and their profits.
13. At the end of each round firms will receive information about the effort level provided by each worker and firms’ profits.
14. At the end of the experiment we will pay you privately. Your final profits will be the sum of the tokens you have obtained along all the 15 periods. The tokens obtained will be converted into Euros at the rate: 5 tokens=0.1 Euro.
15. You will participate in two practice periods before starting the experiment.








SUMMARY
· If you are a firm:
· You have to choose who is going to fix the wage (the worker or yourself) and you have to announce the effort you want the worker to provide (a number between 0.1 and 1).
· If you decided to fix the wage for the worker, you have to pick a salary between 20 and 120.
· If you are a worker:
· If the firm allowed you to choose your own wage, then you have to pick a salary between 20 and 120.
· You have to choose an effort level between 0.1 and 1, knowing the cost associated to each effort level.



QUESTIONAIRE
Just to be sure that you understand the instructions you have to solve a very simple questionnaire. When everyone in the room has answered the questionnaire correctly we will start the experiment.

1. The wage for worker A is 110 and his effort level is 0.8, the wage for worker B is 80 and his effort level is 0.7, then the profits in this round would be  

Firm’s profits  = [(240 – __)  __ + (240 – __) __]/2 = [__+__]/2 = __ tokens
	Worker A’s profits   = __ – __ – 20 = __ tokens	
Worker B’s profits B   = __ –__– 20 = __ tokens






