Instructions – Experiment 5
This experiment goes over 3 rounds. At the beginning of the first round, participants are randomly matched to pairs. The pairs are randomly re-matched in every round. That means that in each round you will interact with a different other participant. However, in all rounds you will keep your role as producer 1 (who decides first) or producer 2 (who decides second). The experiment is computerized. You make all your decisions at the computer. (Your profit from this experiment will be divided by 10 before being applied to your course $E count.)
In every round, each of the two participants represents a spring water producer, producer 1 or producer 2. Both producers are selling their spring water in the same village. These spring waters taste exactly the same, and have the same purity. As each firm owns its own spring, production costs are virtually zero. Each of the two producers can produce up to 600 bottles of spring water per day. The price at which both companies can sell their bottled water depends on the overall number of bottles offered in the market, Q1+ Q2. Specifically, the price P is given by
P = 1 – (Q1+ Q2)/1000
or by Zero, if the above formula yields a negative number. Thus, if the overall quantity is 600, for example, the price at which the spring water can be sold is 1 – 600/1000 = 1 – 0.6 = 0.4.
In each round both companies make a decision about how many bottles of water to produce. However, these decisions happen sequentially. First, company 1 decides how many bottles to produce, Q1. Company 2 is informed about that choice Q1 and then decides how many bottles it should produce itself, Q2.
In sum, your profit in a given round will be P * Q1 if you are spring water producer 1, and it will be P * Q2 if you are spring water producer 2, with P calculated according to the formula given above.
On the second page of these instructions you find a payoff table which helps you to calculate your profit depending on your and the other producer’s quantity choice. It displays your profit and the other producer’s profit for different selected quantity combinations.

Any questions?
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payoff



Your	
  
payoff



0 48 90 113 141 166 188 206 222 232 240 245 250 240
0 0 0 0 0 0 0 0 0 0 0 0 0 0



0 45 85 107 133 155 175 191 205 214 220 224 225 210
48 45 43 41 39 37 35 33 31 29 28 26 23 17.5



0 43 80 100 124 145 163 177 189 196 200 202 200 180
90 85 80 77 73 69 65 61 57 53 50 47 40 30



0 41 77 96 119 139 155 168 179 185 188 189 185 162
113 107 100 96 91 86 81 75 70 65 61 57 48 35.1



0 39 73 91 112 130 145 157 166 170 172 172 165 138
141 133 124 119 112 105 99 92 84 79 73 68 56 39.1



0 37 69 86 105 122 135 145 152 155 156 155 145 114
166 155 145 139 130 122 113 105 96 89 82 76 61 39.9



0 35 65 81 99 113 125 133 139 141 140 138 125 90
188 175 163 155 145 135 125 115 104 96 88 80 63 37.5



0 33 61 75 92 105 115 122 126 126 124 120 105 66
206 191 177 168 157 145 133 122 109 99 90 81 61 31.9



0 31 57 70 84 96 104 109 111 110 107 102 84 40.2
222 205 189 179 166 152 139 126 111 100 89 79 56 22.3



0 29 53 65 79 89 96 99 100 98 93 87 67 19.8
232 214 196 185 170 155 141 126 110 98 86 75 49 12.1



0 28 50 61 73 82 88 90 89 86 80 73 50 0
240 220 200 188 172 156 140 124 107 93 80 68 40 0



0 26 47 57 68 76 80 81 79 75 68 60 35 0
245 224 202 189 172 155 138 120 102 87 73 60 30 0



0 23 40 48 56 61 63 61 56 49 40 30 0 0
250 225 200 185 165 145 125 105 84 67 50 35 0 0



0 18 30 35 39 40 38 32 22 12 0 0 0 0
240 210 180 162 138 114 90 66 40 20 0 0 0 0
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