Instructions – Experiment 24
[bookmark: _GoBack]In this experiment there is one “incumbent firm”, a chain store with X branches, one in each city. At the beginning, the chain store is a monopolist in each city. There are X potential market entrants, one in each city. (X is to be determined at the beginning of the experiment, and will be publicly announced.) The experiment is computerized. You make all your decisions at the computer.
Branch by branch, one at a time, potential market entrants decide whether they want to enter the market in the local city or not. Not entering leaves the market entrant profits of E$ 5 from other activities; and the chain store will earn E$ 25 monopoly profits in the city. If the potential market entrant decides to enter the market, then the chain store must decide whether he fights the entrant or not. If he does not fight, competition lowers the price somewhat, and the local city’s market profits are shared, such that the incumbent chain store and the new entrant both make profits of E$ 10. Alternatively, if the incumbent chain store starts a price war, he lowers the price that much that none of both makes any profits, i.e. both incumbent and entrant earn E$ 0.
In the beginning of the experiment it is randomly determined who is incumbent and who is an entrant.
Incumbent:	The incumbent will face X different potential entrants, one by one in each city. Before an entrant makes her decision she is informed about the incumbent’s history, i.e., for each of the entrants the incumbent met before her, she is informed about whether the entrant had decided to enter, and whether the incumbent had decided to fight or not to fight.
Entrant:	In the situation described above, each entrant makes only one decision. However, in the experiment, we will “re-use” each participant in the role of an entrant several times, for different incumbents. Specifically, each participant in the role of entrant will have the option to enter or not in X different situations, each involving a different incumbent chain store. (Think of the different incumbent chain stores you meet as doing business in different industries, and for one industry at a time you decide whether you enter the market in your local city or not. The industries are completely independent of each other, and you may enter in none, some, or all of them.)
The experiment ends after each incumbent has faced his X potential entrants. The incumbents’ earnings in this experiment are the sum of their profits in all their X branches (i.e. all cities). The entrant’s earnings are the sum of their profits in the X situations they take part (i.e. from all industries).
Any questions?
