Online Appendix
Competition and Price Transparency in the Market for Lemons: Experimental Evidence
by Olivier Bochet and Simon Siegenthaler
A.1: Period Effects
Figure A.1.1 below depicts the average opening offer and average prices accepted by L-type sellers
over the 10 periods of an experimental session. The solid line depicts treatment Exclusive, the dashed
line treatment Private, and the dotted line treatment Public. The figures show that behavior is stable
across periods and similar in the competitive bargaining treatments.
Figure A.1.1: Opening Offers and Accepted Offers over Periods

Examining the rate of trade across period is less straightforward, because they depend on the
maximum length of a bargaining game as determined by the breakdown probability, in addition to
subjects’ behavior over time. However, because the distribution of breakdown periods was held
constant across treatments, we can compare the difference (rather than the level) in the rate of trade
between treatments. Figure A.1.2 shows that the difference between treatments Private and Public
in the rate of trade for L-type sellers (solid line) and H-type sellers (dashed line) is small in all periods
and there is no time trend for either seller type.
Figure A.1.2: Difference in Rates of Trade over Periods
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A related question is whether individual behavior was affected by the number of times a subject
acted in the role of a buyer or seller. Indeed, sellers tend to earn more on average due to their
information advantage. This is confirmed in figure A.1.3 below, depicting the average profit as a
function of the number of times a subject played in the role of a buyer (each dot represents and
individual).
Figure A.1.3: Profit Depending on Number of Rounds as Buyer

Individuals who are often in the role of a buyer tend to earn less. Do such individuals behave
differently? The figures below show that, at least in terms of the achieved rates of trade, buyers don’t
behave differently depending on the frequency with which they were assigned the role of a buyer or
seller.
Figure A.1.4: Buyers’ Rate of Trade with L-type Sellers (left) and H-type Sellers (right)

Finally, one may wonder if individuals who were allocated the role of a buyer more often than
others early in the experiment behave differently. Figure A.1.5 below shows that this is not the case
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when looking at their probability of trade. The figure is identical to Figure A.1.4 except that the
horizontal axis is now the frequency with which a subject was assigned the role of a buyer in the
first five rounds only.
Figure A.1.5: Buyers’ Rate of Trade with L-type Sellers (left) and H-type Sellers (right) Depending on
Roles Allocated Early in Experiment
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A.2: Location Effects
Our main data set was collected at the University of Bern. For a set of robustness checks we collected
further data at the University of Valencia. In order to be able to compare the two data sets we also
collected data for treatments Private and Public in Valencia. That is, our data for these treatments
consists of 8 independent matching groups from Bern (96 subjects) and 6 independent matching
groups from Valencia (72 Subjects).
In this appendix, we demonstrate that there are no major differences in behavior between the data
from Bern and Valencia. Figure A.2.1 shows the average opening and accepted offers with the
corresponding 95% confidence intervals. We can neither detect a difference between locations nor
for any given location a significant effect of offer transparency.
Figure A.2.1: Opening Offers and Accepted Offers by Location

Figure A.2.2 shows the rates of trade by location (and seller type). There are no significant effects
based on location. In treatment Public the rate of trades are very similar. In treatment Private, we
see slightly lower rates of trade in Valencia than in Bern (not significant at the 10% level). More
importantly, however, in a given location, there are no significant differences in the rates of trade
between treatments Private and Public. That is, result 3 on the effect of offer transparency in the
main text holds independently for the data collected in Bern and Valencia.
Figure A.2.2.: Rates of Trade by Location
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A.3: Instructions
Welcome to this experiment. Please read the following instructions carefully as your decisions in the
experiment will affect your final earnings.
Throughout the experiment, we will not speak of Euros, but rather of ECU (Experimental Currency
Units). At the end of the experiment the total amount of ECU you earned will be converted to EUR at
the exchange rate ECU 1 = EUR 0.5. You will also receive a show up fee of EUR 10. You will be
paid your earnings in cash, privately at the end of the session.
You will make all your decisions through the computer terminal. Please do not talk to or attempt to
communicate with other participants during the session. Please also do not ask questions aloud. If
you have a question, raise your hand and a member of the experimenter team will come to you. All
personal electronic devices should remain switched off until the end of the experiment.
The experiment will have three parts. For each part you will receive instructions explaining how you
make decisions and how your decisions influence your earnings. In case you make losses during
the experiment, the show up fee will be used to pay for the losses.

[Treatment Private and Public]
Rounds, Buyers, and Sellers
Part 1 of the experiment will have 10 rounds. In each round you will be in a group consisting of 4
participants: 1 seller and 3 buyers. You will be assigned the role of the seller or the role of one of
the buyers. New groups will be randomly formed in each round. That is, the participants that are in
the same group as you change from one round to another. Your role will also be randomly
assigned, that is, when you are a buyer in one round you may be a seller in the next round and vice
versa when you are a seller. You will not get to know the identity of the participants you interact with,
neither during nor after the experiment. Similarly, no participant will get to know your identity.
Types
The seller can be of two different types: type H or type L. The probability that a seller will be of type
H is 1/3 (33.33%) and the probability that a seller will be of type L is 2/3 (66.67%). A type H seller can
produce a high quality good at a cost of 16. A type L seller can produce a low quality good at a cost
of 0. A buyer’s valuation for the high quality good is 23. A buyer’s valuation for the low quality good is
10. Only the seller will know his/her type. The buyers will make price offers without knowing for
sure the seller’s type.
Buying and Selling
Buyers will make price offers to acquire the good from the seller. Offers must be between 0 and 23
and can be as exact as to the first decimal place. The buyers will be assigned an ID number 1, 2 or
3. The buyer with ID number 1 (in short, buyer 1) will make the first offer to the seller. The seller can
accept or reject the offer. If the seller rejects the first offer, buyer 2 can make an offer to the seller,
which can again be accepted or rejected. If the offer is rejected, it is buyer 3’s turn to make an offer.
If the offer is again rejected, buyer 1 can make a second offer and so on. Hence, buyers make offers
in sequence, one after the other, buyer 1 first, then buyer 2, then buyer 3, then again buyer 1, buyer
2, buyer 3, and so on.
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Probability that the Market Closes Before the Good Is Sold
Each time the seller rejects an offer, there is a probability that the market closes and no further offers
can be made. The probability that the market closes after a rejection is 10%. The number of stages
before the market closes is thus not always the same and you won’t know exactly when the market
will close. You only know that after a rejected offer, the next buyer cannot always make new offer
(he/she can do so with a probability of 90%). If the market closes before the seller accepts an offer,
the good is not produced (and not sold). Then, the seller and all buyers earn 0.
Earnings if the Seller Accepts an Offer
If the seller accepts an offer, he/she produces the good and sells it to the buyer who made the offer.
The seller’s payoff is equal to the offer he/she accepted minus his/her production costs, while the
buyer’s payoff is equal to his/her valuation for the good minus the agreed price:
Seller’s Payoff
Buyer’s Payoff

=
=

Accepted Offer – Production Cost
Valuation of the Good – Accepted Offer

The buyer’s valuations and the seller’s production costs are summarized below:
Seller’s cost of producing the high quality good (type H) =
16
Seller’s cost of producing the low quality good (type L)
=
0
Buyer’s valuation for the high quality good
=
23
Buyer’s valuation for the low quality good
=
10
The other buyers whose offers are not accepted (or who never got to make an offer) earn a payoff
of 0.
Once the seller has sold the good or the market has closed, the computer randomly forms new groups
(consisting of 1 seller and 3 buyers) and the next round is entered. Part 1 of the experiment ends after
round 10.
Example
Suppose offers 1, 2, 3, and 4 were rejected by the seller. If the market closes after stage 4, everyone
would earn 0. Suppose the market doesn’t close after stage 4. In stage 5 the next buyer (with ID
number 2) offers 5.7 and the seller accepts. If the seller is of type L, buyer 2 would earn 10 – 5.7 =
4.3, the seller would earn 5.7 – 0 = 5.7, and the other two buyers would earn 0. What would the
earnings be if the seller is of type H? Then, buyer 2 would earn 23 – 5.7 = 17.3 and the seller would
earn 5.7 – 16 = –10.3 (that is, he/she would lose 10.3 ECU). A type H seller should thus not accept
offers below 16. Buyers can also make losses if they acquire a low quality good for a price of more
than 10.
A Final Important Remark
[Treatment Private:] The seller will see a table listing all offers. Buyers will only see their own
previous offers. Hence, when a buyer makes his/her offer, he/she does not know the previous
offers made by the other buyers.
[Treatment Public:] The seller and the three buyers will see a table listing all offers. Hence, when a
buyer makes his/her offer, he/she knows the previous made by the other buyers (as well as
his/her own previous offers).
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Buyer’s Screen [Treatment Private]

Notice that in this example, buyer 3 is
about to make his/her first offer in stage
3. He/she cannot observe the previous
offers of buyer 1 in stage 1 and buyer 2
in stage 2.

Seller’s Screen
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Seller’s Screen [Treatment Private]

Notice that the seller’s production cost
and the buyers’ valuation for the good
will depend on the seller’s type. In this
example, the seller is of type H, which
happens with a probability of 1/3.
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Buyer’s Screen [Treatment Public]

Notice that buyers can observe all
previous offers. In this example, buyer
3 is about to make his/her first offer in
stage 3 and observes the previous
offers of buyer 1 in stage 1 and buyer 2
in stage 2.
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Seller’s Screen [Treatment Public]

Notice that the seller’s production cost
and the buyers’ valuation for the good
will depend on the seller’s type. In this
example, the seller is of type H, which
happens with a probability of 1/3.

10

[Treatment Exclusive]
We will now describe the general setting you will face during the experiment. The same decision
situation (explained below) will be repeated for 10 periods. In each period, you will be matched into
pairs. Each pair consists of a buyer and a seller. In each period new pairs will be formed
randomly. That is, participants that are in the same pair will generally not be in the same pair in the
next period. Note that at the beginning of the experiment, participants will be randomly divided into
two blocks of six. The pairs of buyers and sellers are randomly formed within each of the two blocks,
but a participant in one block will never meet a participant in the other block.
Your role (buyer or seller) is randomly determined at the beginning of each period. When you
are a buyer in one period you may be a seller in the next one and likewise when you are a seller. You
will not get to know the identity of the buyers or sellers you interact with, neither during nor after the
experiment. Similarly, no participant will get to know your identity.
The decision situation will be the same for all 10 periods. We will now describe one such period. After
the buyer and the seller have been matched, they face the following situation. The seller can be of
two different types: type H or type L. A seller of type H can only produce a high quality good at cost
16. A seller of type L can only produce a low quality good at cost 0. The buyer’s valuation for the high
quality good is 23. The buyer’s valuation for the low quality good is 10.
The seller knows whether she is of type H or type L and therefore also knows how much the good is
worth to the buyer. However, the buyer does not know the seller’s type and hence, the buyer does
neither know whether his valuation for the good is 23 or 10 nor whether the cost of the seller to
produce the good is 16 or 0. The type of the seller will be determined randomly according to the
following probabilities (at the beginning of each period and for every pair): the probability that the
seller is of type H (high cost / high quality good) is 1/3 (33.33%) and the probability that the
seller is of type L (low cost / low quality good) is 2/3 (66.67%).
To acquire the good, the buyer makes offers to the seller. The offers must be between 0 and 23 and
can be as exact as to the first decimal place. Upon seeing the buyer’s offer, the seller can accept or
reject the offer. If the seller rejects the offer, the buyer can make another offer to the seller which
can again be accepted or rejected. If the offer is rejected, the buyer makes another offer and so on.
Importantly, if the seller rejects an offer, there is a probability that the buyer cannot make a further
offer. This probability is 0.1 (10%). Correspondingly, the continuation probability is 0.9 (90%).
Hence, if the seller rejects an offer of a buyer, the probability that the buyer can make another offer is
0.9. If the trading process ends before trade has occurred, the good is not produced (and not
traded) and the seller and buyer both earn 0.
For instance, suppose the buyer has made the first offer and this offer was rejected. Then, the process
ends with a probability of 0.1 or the buyer can make a second offer with a probability of 0.9. So the
probability that the buyer will be able to make a third offer (given that the seller rejects the first two
offers) is 0.9*0.9=0.81. The probability that the buyer will be able to make a fourth offer is
0.9*0.9*0.9=0.93=0.729. This shows that the number of stages before the market closes varies from
period to period and is determined by the continuation probability. In any given stage, the probability
to reach the next stage is 90%.
If the seller accepts the offer, she produces the good and sells it to the buyer at the agreed price.
The seller and the buyer earn a payoff according to the description below. They then wait until all
other pairs have finished their trading processes.
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If an offer is accepted, the payoff of the seller and the buyer are determined as follows.
Buyer’s payoff

=

Valuation of the Good - Accepted Offer

Seller’s payoff

=

Accepted Offer - Production Cost

For convenience the valuations and costs are summarized below:
Buyer’s valuation for the high quality good

=

23

Buyer’s valuation for the low quality good

=

10

Seller’s cost of producing the high quality good

=

16

Seller’s cost of producing the low quality good =

0

As an example, consider a buyer who offers a price of 9 and a seller who accepts this offer. If the
seller is a type L (low quality) seller, her payoff is (Accepted Offer – Production Cost) = 9-0 = 9. The
buyer’s payoff is (Valuation – Accepted Offer) = 10-9 = 1. On the other hand, if the seller is a type H
(high quality) seller, her payoff if she accepts the offer is (Accepted Offer – Production Cost) = 9-16 =
-7. The buyer’s payoff in this case is (Valuation – Accepted Offer) = 23-9 = 14.
Once all groups have traded the good at some price or the trading process has ended otherwise
(recall, the stage at which this happens is determined by the continuation probability), the computer
randomly determines your role (buyer or seller) in the next period and matches new pairs of buyers
and sellers. Then the next period starts. The experiment ends after period 10.

Buyer’s Screen [Treatment Exclusive]
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Seller’s Screen [Treatment Exclusive]

[Treatment Private Strategy]

Rounds, Buyers, and Sellers
Part 1 of the experiment will have 15 rounds. In each round you will be in a group consisting of 4
participants: 1 seller and 3 buyers. You will be assigned the role of the seller or the role of one of
the buyers. New groups will be randomly formed in each round. That is, the participants that are in
the same group as you change from one round to another. Your role will also be randomly
assigned, that is, when you are a buyer in one round you may be a seller in the next one and vice
versa when you are a seller. You will not get to know the identity of the participants you interact with,
neither during nor after the experiment. Similarly, no participant will get to know your identity.
Types
The seller can be of two different types: type H or type L. The probability that a seller will be of type
H is 1/3 (33.33%) and the probability that a seller will be of type L is 2/3 (66.67%). A type H seller can
produce a high quality good at a cost of 16. A type L seller can produce a low quality good at a cost
of 0. A buyer’s valuation for the high quality good is 23. A buyer’s valuation for the low quality good is
10. Only the seller will know his/her type. The buyers will make price offers without knowing for
sure the seller’s type.
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Buyers’ Offers
Buyers will make price offers to acquire the good from the seller. Offers must be between 0 and 23
and can be as exact as to the first decimal place. The buyers will be assigned an ID number 1, 2 or
3. The buyer with ID number 1 (in short, buyer 1) will choose offers for stage 1, stage 4, stage 7,
stage 10 and so on. The buyer with ID number 2 will choose offers for stage 2, stage 5, stage 8,
stage 11 and so on. The buyer with ID number 3 will choose offers for stage 3, stage 6, stage 9,
stage 12 and so on. The figure below shows the computer screen of a participant in the role of buyer
1.

Similarly, at the start of a round, the buyer with ID number 2 will choose his/her offers for stage 2,
stage 5, stage 8, and stage 11, and the buyer with ID number 3 will choose his/her offers for stage 3,
stage 6, stage 9, and stage 12. Note that buyers choose their offers without knowing the offers the
other buyers are choosing.
Seller’s Minimum Acceptable Offers
The seller will choose “minimum acceptable offers” for each stage 1, 2, 3, … The minimum
acceptable offer has to be a number between 0 and 23 (again to the first decimal place). The figure
below shows the computer screen of a seller.

When Is the Good Sold?
Once all decisions are made, the computer will compare the buyers’ offers with the seller’s minimum
acceptable offers. The computer will begin with stage 1, then stage 2, and so on. If in a given stage
the buyer’s offer is below the seller’s minimum acceptable offer, the offer is rejected and the
computer continues to the next stage. If in a given stage the buyer’s offer exceeds or is equal to
the minimum acceptable offer, the offer is accepted. The good is then sold to the respective buyer
at the offered price.
Can the Market Close even if the Good Is not Sold?
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Each time the seller rejects an offer (that is, the buyer’s offer is below the minimum acceptable offer),
there is a probability that the market closes and no further offers can be made. The probability that
the market closes after each rejection is 10%. The number of stages before the market closes is
thus not always the same and you won’t know exactly when the market will close. If the market closes
before the seller accepts an offer, the good is not produced and not sold. Then, the seller and all
buyers earn 0.
It is possible that by stage 12 no offer has been accepted and the market hasn’t closed yet. In this
case, we will ask you at the start of stage 13 to choose new offers (as a buyer) or new minimum
acceptable offers (as a seller). In particular, you would then make choices for the next 12 stages
(stages 13 to 24). If by stage 24, still no offer has been accepted and the market hasn’t closed yet,
you will make new choices for stages 25 to 36, and so on.
Earnings if the Seller Accepts an Offer
If the seller accepts an offer, he/she produces the good and sells it to the buyer who made the offer.
The seller’s payoff is equal to the offer he/she accepted minus his/her production costs, while the
buyer’s payoff is equal to his/her valuation for the good minus the agreed price:
Seller’s Payoff

=

Accepted Offer – Production Cost

Buyer’s Payoff

=

Valuation of the Good – Accepted Offer

The buyer’s valuations and the seller’s production costs are summarized below:
Seller’s cost of producing the high quality good (type H)

=

16

Seller’s cost of producing the low quality good (type L)

=

0

Buyer’s valuation for the high quality good

=

23

Buyer’s valuation for the low quality good

=

10

The other buyers whose offers are not accepted (or who never got to make an offer) earn a payoff
of 0.
Example:
The table below shows an example of the seller’s and the buyers’ decisions (the numbers are chosen
arbitrarily and do not indicate how you should behave in the experiment). The computer will compare
the buyers’ offers with the seller’s minimum acceptable offers to determine which buyer trades with
the seller in which stage and at what price.
Stage

1

2

3

4

5

6

7

8

9

10

11

12

Seller (minimum
acceptable offer)
Buyer with ID 1 (offer)
Buyer with ID 2 (offer)
Buyer with ID 3 (offer)

6

3

8

17

5.2

12

8

20.7

10

9

10

5

5

15
1

10
5.7

7.7

9.1
8

17

6
19

21

In stage 1, the buyer with ID number 1 offered 5, which is below the minimum acceptable offer of 6.
So, the offer is rejected. In stage 2, the buyer with ID number 2 offered 1, which is below the minimum
acceptable offer of 3 and so it is again rejected. In stage 3, the buyer with ID number 3 offered 7.7,
15

again below the minimum acceptable offer of 8. In stage 4, the buyer with ID number 1 offered 15,
again below the minimum acceptable offer of 17. In stage 5, the buyer with ID number 2 offered 5.7,
which exceeds the minimum acceptable offer of 5.2. Hence, the good is sold to the buyer with ID
number 2 in stage 5 at a price of 5.7 (assuming the market hasn’t closed before stage 5).
If the seller is of type L, his/her payoff would be Accepted Offer - Production Cost = 5.7 – 0 = 5.7.
Buyer 2’s payoff would be Valuation of the Good - Accepted Offer = 10 – 5.7 = 4.3. Buyer 1 and buyer
3 would earn 0. What would the earnings be if the seller were of type H? Then, buyer 2 would earn
23 – 5.7 = 17.3 and the seller would earn 5.7 – 16 = –10.3 (that is, he /she would lose 10.3 ECU). A
type H seller should thus not accept offers below 16. Buyers can also make losses if they acquire a
low quality good at a price above 10.
Once the seller has sold the good or the market has closed, the computer randomly forms new groups
(consisting of 1 seller and 3 buyers) and the next round is entered. Part 1 of the experiment ends after
round 15.

[Treatment Public Strategy]

Rounds, Buyers, and Sellers
Part 1 of the experiment will have 15 rounds. In each round you will be in a group consisting of 4
participants: 1 seller and 3 buyers. You will be assigned the role of the seller or the role of one of
the buyers. New groups will be randomly formed in each round. That is, the participants that are in
the same group as you change from one round to another. Your role will also be randomly
assigned, that is, when you are a buyer in one round you may be a seller in the next one and vice
versa when you are a seller. You will not get to know the identity of the participants you interact with,
neither during nor after the experiment. Similarly, no participant will get to know your identity.
Types
The seller can be of two different types: type H or type L. The probability that a seller will be of type
H is 1/3 (33.33%) and the probability that a seller will be of type L is 2/3 (66.67%). A type H seller can
produce a high quality good at a cost of 16. A type L seller can produce a low quality good at a cost
of 0. A buyer’s valuation for the high quality good is 23. A buyer’s valuation for the low quality good is
10. Only the seller will know his/her type. The buyers will make price offers without knowing for
sure the seller’s type.
Buyers’ Offers
Buyers will make price offers to acquire the good from the seller. Offers must be between 0 and 23
and can be as exact as to the first decimal place. The buyers will be assigned an ID number 1, 2 or
3. The buyer with ID number 1 (in short, buyer 1) will choose offers for stage 1, stage 4, stage 7,
stage 10 and so on. The buyer with ID number 2 will choose offers for stage 2, stage 5, stage 8,
stage 11 and so on. The buyer with ID number 3 will choose offers for stage 3, stage 6, stage 9,
stage 12 and so on. The figure below shows the computer screen of a participant in the role of buyer
1.
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Notice that in the above figure buyer 1 has to make a single offer for stage 1 (“OFFER IN STAGE
1”). On the other hand, buyer 1 has to make 11 offers in stage 4, 7 and 10. The reason is that there
he/she has to choose offers conditional on the previous offer. In stage 4, the previous offer is the
offer that buyer 3 chose for stage 3. In stage 7, the previous offer is the one made in stage 6. In stage
7, it is the one made in stage 6, and in stage 10, it is the one made in stage 9. When you make your
choices you won’t know what these previous offers will be (they will be chosen by other participants).
Therefore, we ask you to make offers for different ranges or intervals of the previous offer: in the first
row (“PREVIOUS OFFER 0 - 2”), a buyer will choose an offer for the case when the previous offer
turns out to be between 0 and 2; in the second row, a buyer will choose an offer in case the previous
offer is between 2.1 and 4; and so on until the last row where the previous offer is between 20.1 and
23.
In the exact same way, the buyers with ID number 2 and 3 will also make their offers conditional on
the offer made by the previous buyer in the preceding stage. For instance, buyer 2 will be making
offers for stage 2 conditional on the offer in stage 1, for stage 5 conditional on the offer in stage 4, for
stage 8 conditional on the offer in stage 7, etc. The computer screen for buyer 2 is shown below. The
screen for buyer 3 will look similar.
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Importantly, buyer 1’s offer in stage 1 (which is not conditional on a previous offer) will determine
which future offers will be “relevant.” For example, if buyer 1 chooses an offer of 3.7 in stage 1,
then the offer that will be relevant in stage 2 is the one buyer 2 made for the case when the previous
offer is between 2.1 and 4 (because 3.7 is between 2.1 and 4). If buyer 1 instead chose an offer of
18.3 in stage 1, then the relevant offer in stage 2 is the one buyer 2 made for the case when the
previous offer is between 18.1 and 20. In this way, we will determine which offer is the relevant one
in stage 2. The relevant offer in stage 2 will then in turn determine which offer is selected as the
relevant one in stage 3. This process continues stage by stage, i.e., the relevant offer in stage 3
determines which offer is selected as the relevant one in stage 4, which in turn determines the relevant
offer in stage 5, etc.
Seller’s Minimum Acceptable Offers
The seller will choose “minimum acceptable offers” for each stage 1, 2, 3, … The minimum
acceptable offer has to be a number between 0 and 23 (to the first decimal place). The figure below
shows the computer screen of a seller. In stage 1, the seller has to make only one minimum
acceptable offer (this is because there is no previous offer). In all other stages, a seller will choose 11
minimum acceptable offers, each conditional on the offer made by the previous buyer in the preceding
stage. For example, the previous offer in stage 2 (column “STAGE 2”) is the one made by buyer 1 in
stage 1. Which of the minimum acceptable offers will be “relevant” is determined in the same way as
we explained for the buyers: the buyer’s offer in stage 1 determines which minimum acceptable offer
is selected as the relevant one in stage 2, the buyer’s offer in stage 2 determines the relevant minimum
acceptable offer in stage 3, and so on.

When Is the Good Sold?
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Once all decisions are made, the computer will compare the buyers’ offers with the seller’s minimum
acceptable offers. The computer will begin with stage 1, then stage 2, and so on. If in a given stage
the buyer’s (relevant) offer is below the seller’s (relevant) minimum acceptable offer, the offer
is rejected and the computer continues to the next stage. If in a given stage the buyer’s (relevant)
offer exceeds or is equal to the (relevant) minimum acceptable offer, the offer is accepted. The
good is then sold to the respective buyer at the offered price.
Can the Market Close even if the Good Is not Sold?
Each time the seller rejects an offer (that is, the buyer’s relevant offer is below the relevant minimum
acceptable offer), there is a probability that the market closes and no further offers can be made. The
probability that the market closes after each rejection is 10%. The number of stages before the
market closes is thus not always the same and you won’t know exactly when the market will close. If
the market closes before the seller accepts an offer, the good is not produced and not sold. Then,
the seller and all buyers earn 0.
It is possible that by stage 12 no offer has been accepted and the market hasn’t closed yet. In this
case, we will ask you at the start of stage 13 to choose new offers (as a buyer) or new minimum
acceptable offers (as a seller). In particular, you would then make choices for the next 12 stages
(stages 13 to 24). If by stage 24, still no offer has been accepted and the market hasn’t closed yet,
you will make new choices for stages 25 to 36, and so on.
Earnings if the Seller Accepts an Offer
If the seller accepts an offer, he/she produces the good and sells it to the buyer who made the offer.
The seller’s payoff is equal to the offer he/she accepted minus his/her production costs, while the
buyer’s payoff is equal to his/her valuation for the good minus the agreed price:
Seller’s Payoff

=

Accepted Offer – Production Cost

Buyer’s Payoff

=

Valuation of the Good – Accepted Offer

The buyer’s valuations and the seller’s production costs are summarized below:
Seller’s cost of producing the high quality good (type H)

=

16

Seller’s cost of producing the low quality good (type L)

=

0

Buyer’s valuation for the high quality good

=

23

Buyer’s valuation for the low quality good

=

10

The other buyers whose offers are not accepted (or who never got to make an offer) earn a payoff
of 0.
Example:
Suppose that the sellers and the three buyers in a group have submitted their choices. The computer
will then determine which buyer acquires the good in which stage and at what price (the numbers in
the example are arbitrary and do not indicate how you should behave in the experiment):




Suppose that in stage 1 buyer 1’s offer is 5 and the seller’s minimum acceptable offer is 6.
Since the buyer’s offer is below the minimum acceptable offer (5 < 6), the offer is rejected and
the computer continues to check offers in stage 2.
Suppose that in stage 2 buyer 2’s offer is 1 and the seller’s minimum acceptable offer is 3 for
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the case when the previous offer is between 4.1 and 6. This is the relevant case given that the
offer in stage 1 was 5. The buyer’s offer is below the minimum acceptable offer (1 < 3). Hence,
the buyer’s offer is again rejected.
Suppose that in stage 3 buyer 3’s offer is 15 and the seller’s minimum acceptable offer is 17
for the case when the previous offer is between 0 and 2. This is the relevant case given the
offer of 1 in stage 2. The buyer’s offer is below the minimum acceptable offer (15 < 17). Hence,
the buyer’s offer is again rejected.
Suppose that in stage 4 buyer 1’s offer is 5.7 and the seller’s minimum acceptable offer is 5.2
for the case when the previous offer is between 13.1 and 15. This is the relevant case given
the offer of 15 in stage 3. The offer of 5.7 exceeds the minimum acceptable offer of 5.2. The
offer is thus accepted.

Hence, the good is sold to the buyer with ID number 1 in stage 4 at a price of 5.7 (assuming the
market hasn’t closed before stage 4). If the seller is of type L, his/her payoff would be Accepted Offer
- Production Cost = 5.7 – 0 = 5.7. Buyer 1’s payoff would be Valuation of the Good - Accepted Offer
= 10 – 5.7 = 4.3. Buyer 2 and buyer 3 would earn 0. What would the earnings be if the seller is of type
H? Then, buyer 1 would earn 23 – 5.7 = 17.3 and the seller would earn 5.7 – 16 = –10.3 (that is,
he/she would lose 10.3 ECU). A type H seller should thus not accept offers below 16. Buyers can also
make losses if they acquire a low quality good at a price above 10.
Once the seller has sold the good or the market has closed, the computer randomly forms new groups
(consisting of 1 seller and 3 buyers) and the next round is entered. Part 1 of the experiment ends after
round 15.
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