EXPERIMENTAL INSTRUCTIONS










You are an employee
GENERAL INFORMATION FOR EMPLOYEES

You will be taking part in a study of the labor market.  This research is being funded by the Vice Chancellor for Research at UC - Berkeley.  If you read these instructions carefully, you may earn a significant sum of money.  During the experiment your income will be calculated in Guilders.  At the end of the experiment, Guilders will be converted into dollars at the rate of:

25 Guilders = $1

You will also receive a $5 payment for showing up for the experiment on time.  At the end of the experiment your income will be paid to you in cash.  

Stage 1: Each of the participants will be randomly assigned to one of two groups: half will be "employees" and half will be "employers".  This is known by each participant.  Whether you are an employer or an employee is noted at the top right hand corner of this page.  [Employer-generated wages: At the first stage employers offer employees wages. Randomly-generated wages: At the first stage employees will be offered wages. These wage offers will be randomly determined by draws from a bingo cage.   Third-party generated wages: At the first stage employees will be offered wages.  These wage offers are determined by a neutral third-party.]  Employees must accept a wage offer, which must be at least 20 Coupons.  After 3 minutes the second stage begins.

Stage 2: At the second stage, each employee makes a decision.  According to the procedure described below, they determine how much they work (quantity or amount of work).

Attached to these instructions you will find decision-sheets on which you must record the wage.  Furthermore, you will record the amount of work which you have chosen.  After this you will calculate the income you have earned.  At this point the first period of the labor market will be over.  Overall, there will be ten periods in this experiment.  You will generally be matched exactly once with each person in the employer group.  You will never be matched with the same person in successive periods.  Further, you will not know with whom you have been matched in any of the periods.  Your total income for the participation in this market will be the sum of the earnings in each of the ten periods.
How the Labor Market Works

1. At the beginning of each period we will open the labor market.  In the first stage of the labor market each employer may offer a wage to an employee.  This employee must accept this wage offer, forming a labor contract with the employer.  

2. You must immediately record the wage on the decision sheet for that period.  

3. You will have travel costs of 20 Guilders, which are subtracted from your wage..  

4. No employer will know with which employee s/he has concluded a contract, and no employer will know the employee. 

5. After all wage offers are collected, the second stage begins.  After seeing a wage offer, you must now choose a quantity of work.  We will then relay your chosen quantity of work to your employer.  Please do not tell anyone what quantity of work you chose.  No other employee and no other employer will be informed about your chosen quantity of work.

How do you Calculate Your Income in Each Period?
1. You will receive the wage you have accepted.  From this wage you must then subtract the travel costs and the costs of your amount of work. 

2. You determine your quantity of work by choosing a number between 0.1 and 1.0 from the schedule below.  The lowest amount of work you can choose  is 0.1, 0.2 is a slightly higher amount, and so on up to 1.0, the highest amount.  

3. The higher the quantity of work you choose, the better it is for your employer.  The higher the number you choose, that is, the quantity of work, the higher "your" employer's income.  

4. The higher the amount of work you choose the higher your work related costs will be.  You can find out how these costs are related to quantity of work by looking in the schedule below.  

5. Your income in Guilders will be determined by the following formula:

Income(4) = Wage(1) - Costs of Quantity of Work(2) - Travel Costs(3)

Schedule of feasible amounts of work (AW) and corresponding 

work related costs to employees (COST)

AW

0.1
0.2
0.3
0.4
0.5
0.6
0.7
0.8
0.9
1.0
COST
 
0
 1
 2
 4
 6
 8
 10
 12
 15
 18

How do you Calculate the Income of Your Employer in Each Period?

1. Each employer receives from the experimenter 120 coupons which he may use to pay for wages.  If s/he offers you a wage of 120 Guilders, then s/he will have no income coupons left.  If s/he offers you a wage of 20 Guilders then s/he will have 100 income coupons left.  In general, your employer will have

120 coupons - wage

income coupons left.

2. How are the remaining coupons converted into Guilders?  The number of coupons retained by the employer, whose wage offer you accepted, is multiplied by the quantity of work you choose.  This result is the income of your employer in Guilders.  Thus:

Employer's Income in Guilders = Coupons Retained x Quantity of Work

Please Note: The income of all employees and employers will be computed according to the same rules.  Every employer has 120 Coupons and the work related cost-schedule as well as the travel costs are the same for every employee. Every employer is able to compute the income of "his" or "her" employee, and every employee is able to compute the income of "his" or "her" employer.

Let's Have an Exercise

1. Let's assume that an employer, who has 120 Coupons, offers a wage of 110 Guilders, which you accept. At the second stage of this period you choose a quantity of work of 0.5.

What will your income and the income of your employer be?


My Income


=   ............ Guilders


Employer's Income

=   ............ Guilders

2. Let's assume that an employer, who has 120 Coupons, offers a wage of 28 Guilders, which you accept. At the second stage of this period you choose a quantity of work of 0.6.

What will your income and the income of your employer be?


My Income


=   ............ Guilders


Employer's Income

=   ............ Guilders

3. Now let's assume again that an employer, who has 120 Coupons, offers a wage of 28 Guilders, which you accept.  However, suppose that at the second stage of this period you now choose a quantity of work of 0.1.

What will your income and the income of your employer be?


My Income


=   ............ Guilders


Employer's Income

=   ............ Guilders

Schedule of feasible amounts of work (AW) and corresponding 

work related costs to employees (COST)
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Employee Number:

Period Number:

	Wage (1)
	............ 

	Amount of Work Chosen
	............

	Cost of Amount of Work Chosen (2)
	............

	Travel Costs (3)
	20 Guilders

	Your Income in Guilders (4)

(4) = (1) - (2) - (3)
	............ Guilders


-----------------------------------------------------------------------------------------------------------

Employer's Income in Guilders
=
(120 Coupons - Wage) x Amount of Work Chosen

-----------------------------------------------------------------------------------------------------------

Employees will choose one of the feasible amounts of work (AW) from the first row.  The higher the number, the higher the amount of work.  

The second row of the schedule shows the cost of each amount of work (COST) for the employee.  The higher the amount of work, the higher the costs to the employee.
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You are an employer
GENERAL INFORMATION FOR EMPLOYERS

You will be taking part in the study of the labor market.  This research is being funded by the Vice Chancellor for Research at UC - Berkeley.  If you read these instructions carefully, you may earn a significant sum of money.  During the experiment your income will be calculated in Guilders.  At the end of the experiment, Guilders will be converted into dollars at the rate of:

25 Guilders = $1

You will also receive a $5 payment for showing up for the experiment on time.  At the end of the experiment your income will be paid to you in cash.  

Stage 1: Each of the participants will be randomly assigned to one of two groups: half will be "employees" and half will be "employers".  This is known by each participant.  Whether you are an employer or an employee is noted at the top right hand corner of this page.  [Employer-generated wages: At the first stage employers offer employees wages. Randomly-generated wages: At the first stage employees will be offered wages. These wage offers will be randomly determined by draws from a bingo cage.   Third-party generated wages: At the first stage employees will be offered wages.  These wage offers are determined by a neutral third-party.]  Employees must accept a wage offer, which must be at least 20 Coupons.  After 3 minutes the second stage begins.

Stage 2: At the second stage, each employee makes a decision.  According to the procedure described below, they determine how much they work (quantity or amount of work).

Attached to these instructions you will find decision-sheets on which you must record the wage you have offered.  Furthermore, you will record the amount of work that the employee has chosen.  After this you will calculate the income you have earned.  At this point the first period of the labor market will be over.  Overall, there will be ten periods in this experiment.  You will generally be matched exactly once with each person in the employer group.  You will never be matched with the same person in successive periods.  Further, you will not know with whom you have been matched in any of the periods.  Your total income for the participation in this market will be the sum of the earnings in each of the ten periods.

How the Labor Market Works

1. At the beginning of each period we will open the labor market.  In the first stage of the labor market each employer may offer a wage to an employee.  This employee must accept this wage offer, forming a labor contract.  Wage offers must be no less than 20 Guilders and no more than 120 Guilders.

2. You must immediately record this wage on the decision sheet for that period.  

3. Each employee has to bear travel costs of 20 Guilders.  

4. No employer will know with which employee s/he has concluded a contract, and no employer will know the employee. 

5. After all wage offers are collected, the second stage begins.  Now  employees must choose a quantity of work.  We will then relay "your" employee's chosen quantity of work to you.  Please do not tell anyone what quantity of work s/he chose.  No other employee and no other employer will be informed about the quantity of work "your" employee has chosen.

.
How do you Calculate Your Employee's Income in Each Period?
1. An employee will receive the wage s/he has accepted.  From this wage s/he must, however, subtract the travel costs of 20 Guilders and the costs of the quantity of work s/he has chosen. 

3. Employees determine their quantity of work by choosing a number between 0.1 and 1.0 from the schedule below.  The lowest amount of work you can choose  is 0.1, 0.2 is a slightly higher amount, and so on up to 1.0, the highest amount.  

3. The higher the quantity of work s/he chooses, the better it is for you.  The higher the number s/he chooses, that is, the quantity of work, the higher your income.  

4. The higher the amount of work s/he chooses, the higher the work related costs will be.  You can find out an employee's work related costs by looking in the schedule below.  

5. An employee's income in Guilders will be determined by the following formula:

Income(4) = Wage(1) - Costs of Quantity of Work(2) - Travel Costs(3)
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How do you Calculate Your Income in Each Period?

1. You will receive from the experimenter 120 coupons which you may use to pay wages.  If you offer a wage of 120 Guilders, then you will have no income coupons left.  If you offer a wage of 20 Guilders then you will have 100 income coupons left.  In general, you will have

120 coupons - wage

income coupons left.

2. How are the remaining coupons converted into Guilders?  The number of coupons retained by you is multiplied by the quantity of work your employee has chosen.  This result is your income in Guilders.  Thus:

Your Income in Guilders(4) = {# of Coupons(1) - Wage(2)} x Quantity of Work(3)

Please Note: The income of all employees and employers will be computed according to the same rules.  Every employer has 120 Coupons and the work related cost-schedule as well as the travel costs are the same for every employee. Every employer is able to compute the income of "his" or "her" employee, and every employee is able to compute the income of "his" or "her" employer.

Let's Have an Exercise

1. Let's assume that you used your 120 Coupons to offer a wage of 110 Guilders, which is accepted.  At the second stage of this period this employee chooses a quantity of work of 0.5.

What will your income and the income of your employee be?


My Income


=   ............ Guilders


Employee's Income

=   ............ Guilders

2. Let's assume that you used your 120 Coupons to offer a wage of 28 Guilders, which is accepted.  At the second stage of this period this employee chooses a quantity of work of 0.6.

What will your income and the income of your employee be?


My Income


=   ............ Guilders


Employee's Income

=   ............ Guilders

3. Now let's assume again that you used your 120 Coupons to offer a wage of 28 Guilders, which is accepted.  However, suppose that at the second stage of this period this employee now chooses a quantity of work of 0.1.

What will your income and the income of your employer be?


My Income


=   ............ Guilders


Employer's Income

=   ............ Guilders

Schedule of feasible amounts of work (AW) and corresponding 

work related costs to employees (COST)
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Employer Number:

Period Number:

	# of Coupons (1)
	120 

	Wage (2)
	............

	Amount of Work Chosen by

Employee (3)
	............

	Your Income in Guilders (4)

(4) = (1-2) x (3)
	............ Guilders

	
	


------------------------------------------------------------------------------------------------------------

Travel Costs



=
20 Guilders

Employee's Income in Guilders
=
Wage - Costs of Amount of Work Chosen - Travel Costs

------------------------------------------------------------------------------------------------------------

Employees will choose one of the feasible amounts of work (AW) from the first row.  The higher the number, the higher the amount of work.  

The second row of the schedule shows the cost of each amount of work (COST) for the employee.  The higher the amount of work, the higher the costs to the employee.
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