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Welcome to this experiment. Thank you for coming. These instructions are to help you to understand
what you are being asked to do during the experiment, and how you can earn money from it. This will

be paid to you in cash after you have completed the experiment.

In this experiment there is no participation fee — what you earn in the experiment is what you will be

paid.

Please do not talk with others for the duration of the experiment. If you have a question please raise

your hand and one of the experimenters will answer your question in private.

What the experiment involves

The experiment involves trading, with the other 11 participants in this experimental session, assets

for tokens. It is a market experiment.

The experiment as a whole

The experiment consists of a number of sequences, each of which is divided into a number of periods.
The number of periods in a sequence is random and hence the number of sequences is random. In all

periods the market will be open and you can trade.

Assets and Tokens

The experiment involves assets and tokens. Assets carry over from period to period within each

sequence; tokens do not. Within a period you can use tokens for buying and selling assets.

Assets in each sequence

At the beginning of each sequence you will be endowed with a certain number of units of the asset,
but you will receive no more units during that sequence; you can change the number of units only by

trading with other participants in this experiment. Assets pay a dividend of 2 tokens per period.



Tokens in each period and each sequence

In each period within a sequence you will be endowed with a certain number of tokens — they can be
used for buying the asset, and the number you have can be increased by selling the asset. This token
endowment will vary from period to period. The token endowment will go in a cycle of length 3 in
each sequence, with the endowments varying from subject to subject. Specifically, the token
endowment will be 109, 53, 67, 109, 53, 67, and so on, for four subjects; will be 49, 113, 45, 49, 113,
45, and so on, for four other subjects; and 59, 51, 105, 59, 51, 105, and so on, for four others. This is

to make trading mutually beneficial.

How you will be paid

As explained, you will be endowed with a certain number of tokens at the beginning of every period.
You can trade throughout a period and hence increase or decrease your stock of tokens (while at the
same time decreasing or increasing your holding of the asset). Your payment for any one period will
be determined by whether your end-of-period tokens holding is greater or less than 79: if it is greater
than or equal to 79 you will get paid £1; if it is less than 79 you will get paid nothing. Your payment for
the experiment as a whole will be the sum of the payments over all the periods for which the

experimental session has lasted.

How long each period of trading lasts

Each period lasts 3 minutes.

The number of periods within a sequence

As already noted the number of periods in a sequence is random. At the end of every period one of
the participants will roll a die (with sides numbered from 1-6). If the number rolled is 1 to 5, the

sequence will continue with a new 3-minute period. If a 6 is rolled, the sequence will end.

How long the experiment will last

If less than one hour has passed since the start of the first sequence, a new sequence will begin. If
more than one hour has elapsed since the beginning of the first sequence then the current sequence
will be the last sequence played; that is, the next time a 6 is rolled the sequence will end and the
experiment will be over. In the unlikely event that more than two hours have elapsed since the
beginning of the first sequence, or more than one hour has elapsed since the beginning of the current

sequence, then we will simply stop the experiment that day; if the experiment is paused this way, you



will be invited to continue and finish that sequence at a later date. Whatever the outcome of the
random processes, you will be in this laboratory today for at most two-and-a-half hours (including

reading these Instructions and watching a short video).

Rules for trading the asset

Trading involves setting a price at which you want to buy or sell and the quantity of units of the asset
that you want to buy or sell. The way you do this is described in the video that you will watch after all
have read these Instructions. The experiment will start with a practice period, which will not count

towards your payment.

Why you might want to trade assets in the asset market

Trading the asset enables you to vary your end-of-periods tokens: if your start-of-period tokens are
above 79 you might want to buy some assets; if your start-of-period tokens are below 79 you might
want to sell some assets, but remember that if you sell you will lose 2 tokens (the dividend) per unit

that you sell.

Summary and Conclusions

This experiment is about trading an asset which pays a dividend. You might want to buy the asset if
you have too many tokens or want to increase your dividend income; you might want to sell it if you
have too few tokens and do not mind your dividend income falling. But all depends upon the price of
the asset. This is determined within the experiment by the decisions of all the participants. You are

one of them. Thank you for participating.

Enrica Carbone
John Hey
Tibor Neugebauer

October 2017



Figure: the main screen of the experiment

~Period

Remaining time [sec: 167

Average OWN Price

Average Market Price

BUYING Price Units to BUY

[

CURRENT Period Market
Initial Tokens 109.00 PostesdELLTlls to | Selling Price Buying Price Posteg I:.I‘;ms to
Number of Initial Assets 0.00
+ Dividends from Initial Assets 0.00
CURRENT Tokens 109.0000

Payoff CURRENT Period in £ 1.00
Number of Assets 0.00

Assets BOUGHT (-50LD ) 00
Income from Selling (-Buying) 0.0

MEXT Period
Initial Tokens 53.00
Number of Assets 0.00
Dividends from Initial 0.00
Assets
Tokens NEXT Period 53.00
Payoff NEXT Period in £ 0.00

next but one Period

67.00
0.00
0.00

67.00
0.00

Transaction Price Information

T

units

Units to SELL

SELLING Price




