Instructions – Experiment 22
This experiment is very similar to the one before, with two changes: The experiment now goes over 5 rounds, and the employee now also has a decision to make.
Each round works as follows:
· At the beginning of the round, participants are randomly assigned to either the role of a firm or the role of an employee. Potential employees and firms are randomly matched to pairs.
· Then, it is randomly determined whether the employee is a low skill or a high skill worker. The probability that an employee is a low skill worker is 60%, and the probability that an employee is a high skill worker is 40%.
· The employee has to decide whether he wants to go back to university and do a Master’s degree. Doing the Master’s degree has no effect on the employee’s productivity for the firm. However, doing a Master’s degree is costly. The high skill worker has to put in much less effort and has to buy fewer books, so his costs are E$10. The low skill worker has to put in more effort, use more books etc., such that his costs to get an Master’s degree are E$25.
· As before, a high skill worker is motivated by a higher wage, he will produce a gain for the firm of E$40 plus 2 times the wage she is paid. The low skill worker will produce a fixed gain of E$40 for the firm, independent of the wage.
· However, the firm is only informed about the education choice the employee made, but not about the skill of the employee.
· As before, the firm has to decide whether to pay a high wage of E$40 or a low wage of E$20.
[bookmark: _GoBack]Then the round ends. Given wage W, as before the firm receives a gain of E$40 + 2*W – W if the employee is a high skill worker, and $40 –W if the employee is a low skill worker. The employee will earn the wage W the employer pays, i.e. either E$20 or E$40, but has to pay the education costs, depending on whether the employee does a Master’s degree ($10 for high skill worker and $25 for low skill worker) or not ($0).
Your payoffs will be summed up over rounds and added to your E$ account.

