Instructions (NCA)

WELCOME


This is an experiment about economic decision making. It is important that during the experiment you remain SILENT.  If you have any questions, or need assistance of any kind, RAISE YOUR HAND but DO NOT SPEAK. We expect and appreciate your cooperation.

The decisions made in this experiment are hiring decisions. Accordingly, your role will be either “firm” or “applicant.” If you look at the screen in front of you right now, you will see your role. Your role, firm or applicant, will stay the same throughout the experiment. 

The experiment will have 20 “markets,” which will last three “years” each.

To get a positive payoff in any given market, a firm will need to hire one, and only one, applicant in that market. An applicant will need to be hired by one, and only one, firm in that market.

In each group, there are four firms and four applicants. The firms are numbered 1 through 4, and the applicants are numbered 5-8.

The firms and applicants are assigned “qualities.” Your payoff as a firm is your quality multiplied by the quality of the applicant you have hired. Similarly, your payoff as an applicant is the product of your quality and your employing firm’s quality. For example, if a firm of quality 3 hires an applicant of quality 4, both firm and applicant will receive a payoff of 12 tokens each.

Firms’ qualities are simply their assigned participant number. In other words, if you are firm 3, your quality is 3. If you are firm 4, your quality is 4.

Applicants’ “qualities,” in contrast, have nothing to do with their assigned number and depend solely on the applicant’s “grades.”

Exactly how are applicants’ qualities determined?

Think of the applicants as attending school for three years. Following each year of school, each of the applicants gets a grade of 0, 1, or 2, with 2 being the best possible grade and 0 being the worst possible grade. The computer generates these grades randomly, with each of 0, 1, and 2 having an equal chance of occurrence. 

Each year, the grades are summed up, and the applicant is given his or her cumulative grade. In the third year, applicants are assigned qualities as follows: The applicant with the highest cumulative grade in the third year gets a quality of 4, the applicant with the second highest cumulative grade gets a quality of 3, the applicant with the third highest cumulative grade gets a quality of 2, and the applicant with the lowest cumulative grade gets a quality of 1. 

For example, let’s say that applicant 5 got grades of 1, 0, and 2 in the three years. His cumulative grade would be the sum of the three: 1 + 0 + 2 = 3. That cumulative grade is NOT his quality, however. In fact, applicant 6 had a cumulative grade of 5, applicant 7 had a cumulative grade of 4 and applicant 8 had a cumulative grade of 2. Since applicant 5 had the third highest cumulative grade, he would be third ranked, resulting in a quality of 2. Applicant 6, who is best ranked, gets a quality of 4.
If there are no ties, the applicant qualities will be 1 through 4, with the highest quality of 4 going to the best ranked applicant; that is, to the applicant with the highest total grade. The quality of 3 will go to the second ranked applicant in total grades, and so on. The worst ranked applicant will get a quality of 1. 

In case of ties, applicants having the same cumulative grade get ranked arbitrarily relative to each other. Then we assign qualities 1, 2, 3, and 4 to the four applicants according to their ranks, as before, with best ranked getting a quality of 4 and worst ranked getting a quality of 1. 

IF YOU HAVE ANY QUESTIONS, PLEASE RAISE YOUR HAND.

THE FINAL YEAR

In the final year of each market, one additional piece of information will be revealed – the final quality of each applicant. Whereas in each of the first two years, participants see only the applicants’ cumulative grades, in the final year, the applicants’ final qualities will be shown as well. 

PAYMENT

Since the highest possible quality for a firm or applicant is 4, the maximum payoff anyone can make per market is $16. At the end of the experiment, we will determine your dollar payoffs by dividing your total token amount by the number of markets and multiplying by 2. Hence you will get DOUBLE your average token earnings in dollars. This is in addition to your show up fee. 

THE STAGES OF A MARKET

Each market consists of three stages:

1. FIRMS ANNOUNCE THEIR YEAR OF ENTRY INTO THE MARKET

2. APPLICANTS SEND APPLICATIONS TO FIRMS EACH YEAR

FIRMS MAY HIRE ANY APPLICANTS WHO APPLIED IN A GIVEN YEAR

3. Stage 1 precedes the start of the market. In that stage, participants in the FIRM role declare the year in which they wish to be available to APPLICANTS to send them resumes. That choice is 1, 2, or 3, corresponding to first, second, and third year, respectively. Prior to the year indicated, applicants cannot send resumes to the firm and hence the firm cannot hire applicants.
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Stage 2: In stage 2, participants in the APPLICANT role enter in the box in the top right hand corner (applicant screen shown below) the number of a firm to which they wish to send a resume (apply for a job). Clicking on the “send resume” button underneath the text box completes the application process. Applicants can apply to more than one position, with the limitation that the firm receiving the application must be on the market. The list of the firms on the market is shown in the middle table on the applicants screen shown below.
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Stage 3: In the third stage, the firm makes a hiring decision, by entering the number of an applicant in the box in the top right hand corner and pressing the “Make an offer” button. The applicants available to the firm are displayed in the top table under the title “Applicants who had sent you a resume.” Notice that the firm’s screen closely resembles the applicants’ screen.  
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Note that as a firm, each year you are allowed to make ONLY one hiring decision. If no higher quality firm made an offer to the same applicant, an offer will result in a hiring of that applicant. If a higher quality firm made an offer to the same applicant you made an offer to, the applicant will be hired by the other (higher quality) firm, and the computer will prompt you to make another hiring decision for that year. Once you made an offer which was accepted, you are “married” to that hired applicant for the duration of the market, and in future years in that market you will not get a decision but rather a message informing you that you had already hired a particular applicant.

If you have any questions please raise your hand.

Caution: The above example was selected arbitrarily and in way intends to suggest the actual qualities of players.

We will now review the screen together.
We now ask that you answer the quiz in front of you. Once you are done with all the questions, raise your hand and one of the experimenters will come to you.
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1. Imagine that the above table reflects the final grades after year 3 for the four applicants. You are firm 4. You hired applicant 7. Your payoff for this market is ___________________
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