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Principles of Economics I - Classroom Experiment (11): Price/Quality Market
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Students form seven teams to participate in this market of 4 buyers and 3 sellers. In the first 3 rounds, each
seller chooses the price and quality level of its product, and posts them on the blackboard. Then, buyers take
turns to decide whether or not to purchase from one of the sellers. The quality levels can be: Grade A (good),
Grade A+ (great), and Grade A++ (super). Higher quality products are more valuable to buyers, but cost
more to produce: Buyer’s values and seller’s costs for different products are shown below. Each buyer can
buy only “one” unit per period. Each seller can sell up to “two” units, but the second unit costs $10 more to
produce. Unsold units are not produced, and hence, incur no cost.

Buyers come one-by-one and decide who to purchase the product from (if any); the order is randomly
determined each round. Seller can sell a second unit, but only at the same posted price, so sellers can decide
not to sell the second unit. The experimenter will cross out the seller’s price when they stop selling.
Buyer’s earnings are the difference between their values and the price they paid. Buyers who did not make
a purchase earn $0. Seller’s earnings are the difference between total revenue and total cost. ~ Sellers who
did not make a sale earn $0. In the last 3 rounds, each seller only announces the price, but has two

minutes to promote their product verbally. Quality is only revealed after all buvers have decided, and

only for sellers who made a sale. Your grade for this experiment is your total profit divided by 30.

- ¢ § % & Table I: Buyer Value
& Quality Level % & Grade A ¥ % Grade A+ #2 % Grade A++
B = 9@ & Buyer’s Value 40 88 136

= 2 i & Table 2: Seller Cost
& & Quality Level B % Grade A | 4% Grade A+ 47 % Grade A++
; 1 B == A 1st Unit Cost 14 46 110
; 2 H = = A 2nd Unit Cost 24 56 120
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