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QUESTIONS
1. Consider the Rubinstein Bargaining model. Two players have to agree on the partition of a pie of size 1. Each has to make in turn a proposal as to how it should be divided. After one player has made an offer, the other must decide either to accept it, or to reject it and continue the bargaining. Player 1 moves first and then they alternate. Suppose that c1 and c2 are the bargaining costs per period for Players 1 and 2 respectively; these costs are subtracted from any payoff. Rubinstein shows that the predicted outcomes are as follows: (1) if c1 < c2 then Player 1 gets all the pie (his payoff is 1); (2) if c1 > c2 then Player 1 gets payoff c1 while Player 2 gets payoff (1- c1). You are not expected to discuss whether you think that this solution is theoretically defensible. Instead design an experiment which tests this prediction, paying particular attention to the possibility that players might need time to understand the nature of the problem and the ‘attractiveness’ of the Rubinstein solution. 
2. Consider the following Wikipedia description of Monty Hall’s Three Door Problem – set in a game show. “Suppose you're on a game show, and you're given the choice of three doors: Behind one door is a car; behind the others, goats. You pick a door, say No. 1, and the host, who knows what's behind the doors, opens another door, say No. 3, which has a goat. He then says to you ‘Do you want to pick door No. 2?’ ”. (Note that it is known that the host always opens a door with a goat behind it.) Economics (and statistics) says that you should pick the other door. This advice is true but seems counterintuitive. Describe how you would experimentally test whether people follow the advice. Anticipating that they do not, build in to the experimental design some procedure which might shed light as to why they do not follow the advice.
3. Consider two Oligopoly stories: that of Bertrand and that of Cournot. In the former, identical firms choose prices and all the demand goes to the firm with the lowest price, being shared equally if several choose the same price. In the latter, identical firms choose their quantity, and the (common) price is determined through the demand curve for the product. The theoretical predictions are that in the Bertrand case, all firms set price equal to the constant marginal cost, while in the Cournot case, the price is somewhere between the constant marginal cost and the price that either firm would set if it was a monopolist. Crucially price is higher under Cournot, and output is lower. Design an experiment to test this crucial prediction. (Do not have subjects playing the demanders – that can be determined by the computer.)
Note that you should give sufficient experimental detail of the experiment that you choose to describe. This detail should include instructions, numbers of subjects, repetitions, whether subjects can communicate or not, and how their payments will be determined.
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