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1 Details of the Economic Environment

Figure S.1 shows a flow diagram illustrating the economic environment, where the arrows indicate the flow of factors
and goods.
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Figure S.1: FLOW DIAGRAM OF THE ECONOMIC ENVIRONMENT

Consumers are endowed with & units of capital and L units of labor. Preferences over leisure (L — L) and the two
consumption goods, X and Y, are induced by a log-linearized Cobb-Douglas type of utility function.! Producers are
endowed with a CE S production technology exhibiting slightly decreasing returns to scale and allowing for different
factor intensities and elasticities of substitution in the two production sectors. In the upper part of Table S.1 the
continuous approximations of the discrete utility (earnings) and output tables used in the experiments are shown.

Table S.1 shows the parameter values chosen for the endowments, utility functions, production functions, and
the number of agents. To implement a large country in the laboratory the following solution was chosen. While
keeping the number of consumers and producers the same for both countries, consumers in the large country are
endowed with seven times as many units of labor and capital as holds for the consumers in the small country (see
the different L and K for the small and the large country in the middle part of the table). Moreover, the scaling
factors (As and A;) in the production functions are adjusted such that, theoretically, supply and demand in the
large economy are seven times as large as in the small economy, in the baseline treatment with the WT-system (see
next subsection).? To facilitate trading, both consumers and producers are endowed with some fiat money at the
beginning of the first phase of each period (see Cash in middle part of Table S.1).

LCobb-Douglas utility functions are often assumed in theoretical and empirical macroeconomic studies. Its log-linearized form has
the advantage that subjects could be provided with a simple sheet of paper showing the marginal and total payoff for each of the three
arguments, even though three goods entered the utility function as variables.

2We also considered the alternative approach of increasing the number of agents, but this would not have been feasible. With the
requirement of at least three agents on each side of a market to ensure competitiveness (see Davis and Holt, 1993; Huck, Konrad, Miiller,
and Normann, 2006), the minimal number of subjects per experimental session would have been 64, exceeding by far the capacity of

the laboratory.



Table S.1: EXPERIMENTAL PARAMETERS

Preferences and production technologies
Consumers ¢ (utility functions):
Us, =25 [InX;, +1InY;, +.25In(Ls, — Ly, )],

in both tax systems (k = s, 1
U, =0 if either X;,, Vi, , or L, — L }m oth tax systems (k= s, 1)

ins Yigs i), equals zero,
Quantities L;, , Y;, are determined ‘locally’ (within a country)

Quantities X;, are determined ‘internationally’ (one global market)

Producers j (production functions and profit functions):

Production function
0.9

Zjow = Ak [nifﬂ’z L}z + (1 =mn)'77= K;’,C] L Z=XY; z=a,y; k=s,
Labor intensities : 7, = .5625, 1, = .675; Substitution elasticities : vz = =2, 7y = —6
Scaling factor: As = 1 (small country), A; = 1.21 (large country)

Profit functions
Wjop = PeXjp, — (Lt Twp)wi Ly, — Ky,

in WT-system
ijk = pyk}/jyk — (1 + ka)’kajyk — TijlN k= S7l }

O, = (1 = 7ws)paXj,, — (Ws —wo)Lj,, —7Kj,,,
Hj,, = (1= 7ys)pysYj,, — (ws —wo)Lj,, —7Kj,,,
Hjxl = pf”ijl — (1 —+ Tll)l)wlexl — Tszl,
O;,, =pyYs,, — A+ r)wl;, —rK;

in STLS-system

Prices pyg, wi, taxes Ty, 725, and quantities Lj_, , ijk are determined ‘locally’
(within country k = s,1)
Prices pg, 7, and quantities K;_, , X, , are determined ‘internationally’
(one global market)
Endowments (both taz systems)

Small country Large country

Consumer  L; =15, K; =10, Cash; = 181 L; =105, K; = 70, Cash; = 1268
X-producer L; =0, K; =0, Cash; =1223  L; =0, K; =0, Cash; = 8557
Y-producer L; =0, K; =0, Cash; = 815 L; =0, K; =0, Cash; = 5705

Number of agents

Consumers 3 3
X-Producers 2 2
Y-Producers 3 3
Taz systems
WT-system STLS-system
Both countries k Small country s Large country (
Unemployment benefit (wp) 70 70 70
Labor subsidy (wo) 0 70 0
Initial wage tax rate (73) 3777 0 3777
Wage tax it lwl Lt = it lwt L =
adjustment rule (75;1) wo(Ly — L) wo(L; — LY)
Initial sales tax rate X (72) 0 .6521 0
Initial sales tax rate Y (7)) 0 7518 0
Sales taxes T Pt XL+ Tyt Y = woLs
adjustment rule (T£+1,T§+1) it szjl = 33/735

Note: In the table describing the tax systems, t denotes a trading period, the variables wa Ly, X., and Y, denote
aggregates in a country, superscripts O refer to initial values. The tax rates are coming from a theoretical benchmark model
and empirical results. The value of w, corresponds with a replacement rate of about 65%), resembling the Dutch situation,
to the theoretical benchmark prediction of the WT-system (see Section 2.2 in the main paper.



2 Experimental Procedures and Instructions

This appendix contains a description of the experimental procedures, a sample copy of an English version (originally
in Dutch) of the instructions (incl. redemption values and production schedules) for consumers and X-producers in
the small country, and the trading rules used in the experiment. The instructions for subjects acting as consumers
and producers in the large country are similar. The text in blue fonts emphasize differences with the instructions
for the closed economy. A full set of the instructions including screen shots of the computer screens is available
upon request from the authors.

2.1 Experimental procedures

All experimental sessions were run at the CREED-laboratory of the University of Amsterdam. Subjects, recruited
through announcements on bulletin boards, were undergraduates of the University and mostly coming from its
Faculty of Economics and Econometrics. Because of the relative complexity of the experimental environment
we implemented the following procedure. Subjects had to sign up for three meetings: a training session (where
participants learned the trading rules, and how to use forms, tables, and the experiment software), a ‘closed economy’
session (for getting subjects experienced with trading), and the international economy session.? Subjects were paid
out only at the end of the third meeting. They received a show-up fee of € 32— for the training session. In the
closed economy sessions they earned on average € 12,— while receiving € 18,— as a show-up fee. The show-up fee
for the international economy session was € 4,50 while average earnings in this sessions amounted to € 54,—. All
meetings lasted about 3.5 hours. At the training session each subject was randomly assigned the role of consumer
or producer, which they kept in the subsequent meetings.

At the beginning of an experimental session subjects received instructions consisting of a general part, read
aloud by the experimenter, and a role-specific part, which was quietly read by the subjects. They further received
personal history forms with all the information that was relevant to them (concerning endowments, markets they
were allowed to trade in, any taxes or subsidies, and the conversion rate of ‘francs’ to cash).* Similar information
was provided on the computer screen. By having subjects fill in their transactions and earnings these forms were also
intended to make them fully aware of the consequences of their decisions. After the instructions, quizzes were used
to check the understanding of the procedures, the reading of the table with redemption values (‘utility’) or input-
output combinations (production schedule), and the calculation of earnings. A sample copy of the instructions,
trading rules, and personal forms used in the experiments can be found below.

Each experimental session started with two unpaid practice rounds, followed by 16 trading periods. During the
first eight periods tax rates were kept at their initial values. From trading period 9 on, they adjusted to the budget
balance of the previous period. In each period, the input markets phase lasted 4 minutes and 30 seconds. Then,
after a short break of 20 seconds, the output markets phase started which lasted 3 minutes and 30 seconds. This
was followed by a 2 minutes break for recording before the next period began.’

Two series of experimental sessions were conducted, each consisting of three sessions. One series concerned the
treatment where the WT-system obtained in both countries, while the other series dealt with the treatment where
the STLS-system was effective in the small country while the WT-system again prevailed in the large country.

3Parameter values of the closed economy were similar but not identical to the ones used in the experiment. Subjects were selected
for the international economy session on the basis of their performance (earnings) in the closed economy session; they got informed
about this at the first meeting.

4In the experiment consumers were labeled ‘type-1 traders’ and producers ‘type-2 traders’. Moreover, labor and capital were denoted
as good V and good W, respectively. Markets were labeled as V1(2), W1, X1, Y1(2). The unemployment benefit was denoted as a

subsidy for unsold units of V.
5Standing bids and asks were presented as ‘market prices’ (excluding any taxes or subsidies) and as ‘inclusive prices’ (including taxes

or subsidies). After the closing of the factor markets consumers were informed about the transfers received for unsold units of labor,
while producers were informed about the number of goods produced with the inputs they bought. In addition, some market statistics
were provided concerning trades, average prices, and the average price subjects received (paid) for the inputs they sold (bought). Similar

market statistics were provided after the closing of the product markets.
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2.2 Instructions

This section contains a sample copy of an English version (originally in Dutch) of the instructions (inclusive re-
demption values and production schedules) for consumers and X-producers in the small country, and the trading
rules used in the experiment. The instructions for subjects acting as consumers and producers in the large country
are similar. The text in blue fonts emphasize differences with the instructions for the closed economy. A full set of
the instructions including screen shots of the computer screens is available upon request from the authors.

General Instructions (part 1)

General Instructions

These instructions are part of an experimental study into decision-making on markets. If you follow the instructions
carefully you can earn a considerable amount of money. Your earnings will be paid out to you in cash, personally
and confidentially, at the end of the experiment.

During todays session, you will participate on a number of markets during a number of time periods in which
trading can take place. During these trading periods, you will act as either a Type-I trader or a Type-II trader.
During all the trading periods, you will be the same type of trader. You will find a REGISTRATION TABLE in
the envelope on your table. Look up the type you represent at the beginning of the form. If you are a Type-I trader
you will also find a REDEMPTION VALUES TABLE. If you are a Type-II trader you will find a PRODUCTION
TABLE. These tables will help you to weigh up the decisions you can make. It is not allowed to exchange the
information on the tables with others. It concerns your own personal information.

In the training session, you have already familiarized yourself with the trading rules. You will find a summary of
these rules in your envelope.

On the markets, the “franc” will be used as the unit of currency. All trading will take place in francs. At the end of
the experiment, you will be paid in guilders. The exchange rate - which indicates how much a franc is in guilders
(or cents) - is shown on tour Registration table. The more francs you earn, the more guilders you will earn.

Four different goods can be traded: V, W, X and Y. Goods W and X will be traded on two separate markets, one
for W (denoted W1) and one for X (denoted X1). Goods V and Y will be traded on four separate markets, two
for V (denoted V1 and V2) and two for Y (denoted Y1 and Y2). Your trading will be restricted to some of these
markets. The markets on which you can trade are shown on your Registration table.

Each trading period consists of two phases. In phase 1, only the markets for V and W are open. On these markets,
the Type-I traders are sellers and the Type-II traders are buyers. Once phase 1 is finished phase 2 begins. In phase
2, only the markets for X and Y are open. On these markets, Type II-traders are now sellers and Type-I traders
are buyers. Type-I traders can earn money by consuming goods, while Type-II traders can earn money by making
a profit.

The Specific Instructions for Type-I and Type-II traders that you will find below, show you precisely how your
earnings will be determined. We ask you now to read these carefully. If you have a question regarding these
instructions, which concern personal information, put up your hand. We will then come to your table to answer
your question. If everybody has finished with the Specific Instructions we will carry on with some final instructions
for both types of traders.

In the experiment the Specific Instructions were given here. (For their content, see below.)

General Instructions (part 2)

Instructions for both types of traders

HOW THE SYSTEM WORKS

Type-I traders receive an initial endowment of cash (an initial cash) and an initial endowment of V and W. They
want to consume V but also X and Y. In phase 1 they can sell V. and W to Type-II traders in order to increase
their amount of cash to be able to buy X and Y in phase 2.

Type-1II traders receive an initial endowment of cash (an initial cash). In phase 1 they can use this to buy units of
V and W. They need these units to produce units of X and Y, which they can sell to Type I-traders in phase 2 to
make a profit.



EARNINGS

In the Specific Instructions it is explained how your earnings in a period are determined. Your earnings will be
expressed in francs. At the end of todays meeting, your total earnings during all the trading periods will be
exchanged into guilders using the exchange rate stated on your Registration table.

INITIAL ENDOWMENTS

At the beginning of each trading period, you will receive an initial cash with which to buy goods. In addition,
Type-I traders also receive some units of V. and W which they can sell. These initial endowments, which will be
the same in each period, are mentioned on your Registration table.

MARKET RESTRICTIONS (in WT-system)

As indicated in the General Instructions, there are different markets for the goods V, W, X and Y. The markets
for V.and W (V1, V2 and W1) will be open for 4 minutes and 30 seconds. After a short pause of 20 seconds, the
markets for X and Y (X1, Y1 and Y2) will be open for 3 minutes and 30 seconds. There is only one exception to
this rule which occurs if a good is sold out. In this case, the market for this good will close. The cash which is
involved with an outstanding bid on this market will then be available again for other purchases.

Your trading will be restricted to some of the markets. The markets on which you can trade are mentioned on your
Registration table.

Some of you will have to pay taxes and/or receive subsidies. All the tax rates and subsidies relevant to the markets
on which you can trade are mentioned on your Registration table. N.B. On each separate market, all traders of a
certain type (Type-I or Type-II) will be faced with the same tax rates and/or subsidies concerning the good that
is being traded on this market.

You will encounter market prices as well as inclusive prices. Market prices are of direct importance for Type-I
traders. Inclusive prices are of direct importance for Type-II traders because these prices include the taxes or
subsidies which apply to them.

Apart from two training periods (in which you cannot earn any money), there will be 16 trading periods in total.
After each period there will be a 2 minutes pause before the next period begins. For those of you who have to
pay taxes it is important to note that the tax rates during the first 8 periods (periods 1 - 8) will remain the same.
Thereafter, beginning with period 9, the tax rates can be different in different periods. We will warn you when this
oceurs.

If you have a question put up your hand. We will then come to you to answer your question.

MARKET RESTRICTIONS (in STLS-system)

As indicated in the General Instructions, there are different markets for the goods V, W, X and Y. The markets
for V.and W (V1, V2 and W1) will be open for 4 minutes and 30 seconds. After a short pause of 20 seconds, the
markets for X and Y (X1, Y1 and Y2) will be open for 3 minutes and 30 seconds. There is only one exception to
this rule which occurs if a good is sold out. In this case, the market for this good will close. The cash which is
involved in an outstanding bid on this market will then be available again for other purchases. Your trading will
be limited to some of the markets. The markets on which you can trade are mentioned on your Registration table.
Some of you will have to pay taxes and/or receive subsidies. All the tax rates and subsidies relevant to the markets
on which you can trade are mentioned on your Registration table. N.B. On each separate market, all traders of a
certain type (Type-I or Type-II) will be faced with the same tax rates and/or subsidies concerning the good that
is being traded on this market, except on market X1. On market X1, some Type-II traders will have to pay taxes
on top of the market price of X, while other Type-II traders will not have to do this.

You will encounter market prices as well as inclusive prices. Market prices are of direct importance for Type-I
traders. Inclusive prices are of direct importance for Type-II traders because these prices include the taxes or
subsidies which apply to them. Note that the inclusive prices for Type-II traders will differ because these traders
do not all have to pay taxes on top of the market price for X. This will be indicated with an asterisk (*).

Apart from two training periods (in which you cannot earn any money), there will be 16 trading periods in total.
After each period there will be a 2 minutes pause before the next period begins. For those of you who have to
pay taxes it is important to note that the tax rates during the first 8 periods (periods 1 - 8) will remain the same.
Thereafter, beginning with period 9, the tax rates can be different in different periods. We will warn you when this
oceurs.

If you have a question put your hand up. We will then come to you and answer it.



Specific instructions for consumers (Type-I) and producers (Type-II)
Small country consumers in WT-system and STLS-system

Specific instructions for Type-I traders

Each trading period consists of 2 phases: phase 1 and phase 2.

Phase 1:

In each period, you will receive an initial endowment of cash (an initial cash) and an initial endowment of V and
W at the beginning of phase 1. Your initial endowment of V and W and your initial cash, which will be the same
in each period, are mentioned on your Registration table.

In phase 1, the markets for V and W are open and you are free to sell however much of your endowment of goods
V and W to whoever wishes to buy these goods. The amount of francs that you receive per transaction depends
on the market price at which you are selling and the amount of units that you are selling at this price.

However, note that you will receive francs for every unit of V that you do not sell in phase 1 on top of your sales
proceeds and initial cash. For every unit of V that you do not sell you will receive a subsidy of 70 francs.

Your total cash inventory in francs at the end of phase 1 is therefore equal to:

cash inventory end of phase 1 = initial cash + sales proceeds at market prices + subsidies.

In phase 2, you will need this cash inventory to buy units of X and Y. These units of X and Y, together with the
units of V that you did not sell in phase 1 will determine your earnings for the trading period, as will be explained
below.

Phase 2:

In phase 2, the markets for X and Y are open. In this phase, you are free to buy units of X and Y from whoever
wishes to sell these units. However, to be able to buy these units you need to have enough cash to be able to pay
the market price.

Each unit that you buy will be added to your endowment of the good in question. All the units you have in inventory
at the end of the period, including the units of V which you did not sell in phase 1 are considered as having been
consumed by you. Your earnings in francs in a trading period are determined by the redemption value of the goods
consumed by you. The Redemption value table shows the amount that you will receive. Take the table out of the
envelope in front of you.

Note first that the redemption value is always 0 as long as you do not have at least one unit of all the goods (V, X
and Y). There is a warning at the top of the table about this. For the first unit of V that you consume in a trading
period you will receive the amount mentioned in the first row of the column "V unit values". If you consume a
second unit of V, you will receive the amount mentioned in the second row of the column "V unit values". The
total amount that you will receive through your consumption of both units of V is in the second row of the column
"V total value". You can calculate the amount that you will receive through consuming X and Y in exactly the
same way. Your earnings in a period are then determined by the sum of your earnings through consuming X, Y
and V. Thus:

Earnings in period = V total value + X total value + Y total value

You are already familiar with reading the Redemption value table. We now ask you to answer the following questions
using the table that you have received.

Question 1

Suppose that in a certain period you have not sold 14 units of V during phase 1. Furthermore, suppose that you
have bought 1 unit of Y and 10 units of X during phase 2. Therefore, at the end of this period you have 14 units
of V, 1 unit of Y and 10 units of X. What are your total earnings for this period?

YOUT AISWET: wuuveieeeteririiiieie s e e et ettt e e e e et erebre e e e e e e ebat e s s e e e erebabeneeeaees

Question 2

What are your total earnings in this period if you have 0 units of Y instead of 1 unit at the end of the period?
YOUL QIISWET? ..ttt ittt e et e e e



Question 3

Suppose that in a certain period you have not sold 2 units of V during phase 1. Furthermore, suppose that you
have bought 7 units of Y and 3 units of X during phase 2. Therefore, at the end of the period you have 2 units of
V, 7 units of Y and 3 units of X. What are your total earnings for this period?

YOUL QIISWET? ..ttt ettt e e et eee

Warnings: In the first place, note that you will earn nothing if you do not consume any units of a certain good
(V, X or Y), regardless of the number of other goods you consume. Also note from the first row of the Redemption
value table that you will only start earning money once you have more than 1 unit of a product.

Further note that unsold units of W and leftover cash at the end of phase 2 will not provide you with any earnings.
Finally note that you will come across market prices as well as inclusive prices. Market prices are of direct importance
for Type-I traders. Inclusive prices are of direct importance for Type-II traders because these prices include the
taxes or subsidies that apply to them.

REGISTRATION TABLE

Take the Registration table out of the envelope in front of you. The top of this table gives you personal information
concerning: your type, the markets on which you can trade, your exchange rate, your initial endowments, the
subsidies you will receive and/or the taxes you have to pay, as well as other relevant subsidies and/or taxes. In the
table you should register your sales, your purchases and your earnings for each period. You are already familiar
with filling in this table. We would just like to remind you that you should fill in the number of unsold units of V
- in the first row under “your sales” - in the pause between phases 1 and 2. You should fill in the rest in the pause
at the end of the period. You can use the example in the grey column to help you with this.

Small country producers in WT-system

Specific instructions for Type II traders

Each trading period consists of two phases: phase 1 and phase 2. In all trading periods you will either be a producer
of X or a producer of Y. Your Registration table and Production table indicate whether you are an X producer or
a Y producer.

Phase 1:

In each period, you will receive an initial endowment of cash (an initial cash) at the beginning of phase 1. Your
initial cash, which is indicated on the Registration table, is the same in each period. In phase 1, the markets are
open for V and W and you are free to buy units of these goods from whoever wishes to sell them. If you buy goods
your inventory of cash decreases. In the first place, you will lose francs because of the costs, which is determined by
the market price, at which you buy and the number of units that you buy; these costs determine your purchasing
costs at market prices. In the second place, you have to pay taxes on top of the market price of good V. The tax
rate, expressed as a percentage of the market price of V, is mentioned on your Registration table. There are no
taxes on top of the market price of good W. Your purchasing costs at market prices plus the taxes you have to pay
determine your total purchasing costs. These are equal to the purchasing costs at inclusive prices. If you wish to
buy units of V or W you need to have sufficient cash in your inventory to pay the purchase costs at inclusive prices.
Your total cash inventory in francs at the end of phase 1 is equal to:

Cash inventory at end of phase 1 = initial cash - purchase costs at market prices - taxes = initial cash - purchase
costs at inclusive prices

Warning: You need both V and W to be able to produce units of X or Y, which you can sell in phase 2 of the
trading period in order to make a profit. Your earnings in a period are only determined by the profit you make in
phase 2.

The total number of units of V and W that you have in your inventory at the end of phase 1 determines how many
units of X or Y you will produce. Your Production table shows how many units of X or Y you will produce with a
given quantity of V and W.

You are already familiar with reading the Production table. We ask to answer the following questions using the
table you have received.



Question 1

Suppose that in a certain period you have bought 19 units of V and 12 units of W during phase 1. Therefore, at
the end of this phase you have 19 units of V and 12 units of W in your inventory. What is your level of production?
YOUL QIISWET? ..ttt ettt e e et eee

Question 2

What is your production level if you have 0 instead of 19 units of V in your inventory at the end of phase 17

YOUL BISWELT 1oiiiiiiiiiiiieiee e

Question 3

Suppose that in a certain period you have bought 5 units of V and 3 units of W during phase 1. Therefore, at the
end of this phase you have 5 units of V and 3 units of W in your inventory. What is your level of production?
YOUL QIISWET? ..ttt ittt ettt eee

Your level of production is determined automatically by the computer at the end of phase 1.

Warnings: Note that if you do not buy any units of V and W (that is, you buy nothing) in phase 1, you do not
produce anything and you do not make any profit or loss. If you do not buy any unit of V or W (that is, you only
buy units of V or units of W) in phase 1, then you still do not produce anything but you do make a loss because
of the total purchasing costs for the units bought.

Phase 2:

In phase 2 the markets for X and Y are open. As a seller of X or Y, your trading is restricted to one of these
markets. In this phase, you are free to sell units of your production inventory of X or Y to whoever wishes to buy
them. If you sell goods you receive francs. Your sales revenues depend on the market price at which you sell and
the number of units you sell. This determines your sales revenues at market prices which are the same as your sales
revenues at inclusive prices.

Your profits, which determine your earnings in a period, consist of your sales revenues at market prices in phase
2 minus your purchase costs of V and W at market prices in phase 1 minus the taxes you pay for V in phase 1.
Your earnings in a period are therefore equal to:

Earnings in period = sales revenues at market prices - purchase costs at market prices - taxes = sales revenues
at inclusive prices - purchase costs at inclusive prices

Warnings: Note that the units of X and Y that you do not sell in phase 2 will not provide you with any earnings.
Furthermore, note that if you do not wish to make a loss in a period, you must try not to sell your inventory for
less than the purchasing costs (including taxes). In other words, you should not spend more on the purchase of V
and W in phase 1 than you expect to earn back on the sales revenues in phase 2.

REGISTRATION TABLE

Take the Registration table out of the envelope in front of you. The top of this table gives you personal information
concerning: your type, the markets on which you can trade, your exchange rate, your initial endowments, the
subsidies you will receive and/or the taxes you will pay, as well as other relevant subsidies and/or taxes. In the
table you should register your purchases, sales and earnings for each period. You are already familiar with filling
this table. We would just like to point out again that you should fill in the required information in the break at the
end of the session. You can use the example in the grey column to help you with this.

Small country producers in STLS-system

Specific instructions for Type II traders

Each trading period consists of two phases: phase 1 and phase 2. In all trading periods you will either be a producer
of X or a producer of Y. Your Registration table and Production table indicates whether you are an X producer or
a Y producer.

Phase 1:

In each period, you will receive an initial endowment of cash (an initial cash) at the beginning of phase 1. Your
initial cash, which is mentioned on the Registration table, is the same in each period.

In phase 1, the markets are open for V and W and you are free to buy units of these goods from whoever wishes to
sell them. If you buy goods your cash inventory changes. In the first place, you will lose francs because of the costs,
which is determined by the market price, at which you buy the goods and the number of units that you buy; these
costs determine your purchasing costs at market prices. On the other hand, your cash inventory increases if you
buy units of V, as a result of a subsidy on V. You receive a subsidy for each unit of V that you buy. The amount
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of the subsidy is mentioned on your Registration table. There is no subsidy for units of W. Your purchasing costs
at market prices minus the subsidies you receive together determine your total purchasing costs, which are equal
to the purchasing costs at inclusive prices. If you wish to buy units of V or W you need to have sufficient cash in
your inventory to pay the purchasing costs at inclusive prices.

Your total cash inventory in francs at the end of phase 1 is equal to:

Cash inventory at end of phase 1 = initial cash - purchasing costs at market prices + subsidies = initial cash -
purchasing costs at inclusive prices

Warning: You need both V and W to be able to produce units of X or Y, which you can sell in phase 2 of the
trading period in order to make a profit. Your earnings in a period are only determined by the profit you make in
phase 2.

The total number of units of V and W that you have in inventory at the end of phase 1 determine how many units
of X or Y you will produce. Your Production table shows how many units of X or Y you will produce with a given
quantity of V and W.

You are already familiar with reading the Production table. We ask you to answer the following questions using
the table you have received.

Question 1

Suppose that in a certain period you have bought 19 units of V and 12 units of W during phase 1. Therefore, at
the end of this phase you have 19 units of V and 12 units of W in your inventory. What is your level of production?
YOUL QIISWET? ..ttt ittt e et e e e

Question 2

What is your production level if you have 0 instead of 19 units of V in your inventory at the end of phase 17
YOUL BISWELT 1iiiiiiiiiiiiieeeie e

Question 3

Suppose that in a certain period you have bought 5 units of V and 3 units of W during phase 1. Therefore, at the
end of this phase you have 5 units of V and 3 units of W in your inventory. What is your level of production?
YOUL QIISWET? ..ttt ittt e et e e e

Your level of production is determined automatically by the computer at the end of phase 1.

Warning: Note that if you do not buy any units of V and W (that is, you buy nothing) in phase 1, you do not
produce anything and you do not make any profit or loss. If you do not buy any unit of V or W (that is, you only
buy units of V or units of W) in phase 1, then you still do not produce anything but you do make a loss because
of the total purchasing costs for the units bought.

Phase 2:

In phase 2 the markets for X and Y are open. As a seller of X or Y, your trading is restricted to one of these
markets. In this phase, you are free to sell units of your production inventory of X or Y to whoever wishes to buy
them. If you sell goods you receive francs. Your sales revenues depend on the market price at which you sell and
the number of units you sell. This determines your sales revenues at market prices. However, note that you will
have to pay a tax on top of the market price of the good that you sell. The tax rate, expressed as a percentage of
the market price of the good, is mentioned on your Registration table. The difference between your sales revenues
at market prices and the taxes you have to pay determine your sales revenues at inclusive prices.

Your profits, which determine your earnings in a period, consist of your sales revenues at market prices in phase 2
minus the taxes you have to pay in phase 2 minus your purchasing costs at market prices of V and W in phase 1
plus the subsidies that you receive for V in phase 1. Your earnings in a period are therefore equal to:

Earnings in a period = sales revenues at market prices - purchasing costs at market prices - taxes + subsidies
= sales revenues at inclusive prices - purchasing costs at inclusive prices

Warnings: Note that the units of X and Y that you do not sell in phase 2 will not provide you with any earnings.
Furthermore, note that if you do not wish to make a loss in a period, you must try not to sell your inventory for
less than the purchasing costs (including taxes). In other words, you should not spend more on the purchase of V
and W in phase 1 than you expect to earn back on the sales revenues in phase 2.

Finally, note that on each separate market, all traders of a certain type (Type-1 or Type-II) are faced with the
same tax rates and/or subsidies regarding the good that is being traded on that market, except on market X1. On
market X1, some Type-II traders have to pay a tax on top of the market price of X, but others do not. The result
is that their inclusive prices will differ.



REGISTRATION TABLE

Take the Registration table out of the envelope in front of you. The top of this table gives you personal information
concerning: your type, the markets on which you can trade, your exchange rate, your initial endowments, the
subsidies you will receive and/or the taxes you have to pay, as well as other relevant subsidies and/or taxes. In the
table you should register your purchases, sales and earnings for each period. You are already familiar with filling
this table. We would just like to point out again that you should fill in the required information in the break at the
end of the session. You can use the example in the grey column to help you with this.
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2.3 Registration tables

Small country consumers in WT-system (selection)

Your type: Type-1 .
Your initial endowment:
Markets on which you can trade: V1, W1, X1, Y1
Your exchange rate: 10 francs = 36 cents Initial cash 181
Initial endowment V 15
Initial endowment W 10
Subsidies you receive: Other relevant subsidies: Type-II traders receive

for every not sold unit V: 70 | | none

Taxes you have to pay: Other relevant taxes: Type-II traders pay

tax on market price V: 37.8% | N.B. Beginning with period 9

none these taxes can change
practice practice
example period 1 period 2 period 1
Your sales good good good good
Vv w Vv w Vv w Vv w
not sold units V A
total V subsidy B
sold units C B
average sales price
(in market prices) D F

total sales proceedings || G=B+C*D+E*F

end cash phase 1 H=initial cash+G
Your purchases good good good good

X Y X Y X Y X Y
bought units I J

average purchase price

(in market prices) K L
total purchase costs M=I*K+J*L
end cash N=H-M
Your earnings good good good good
v X Y v X Y v X Y v X Y
number of units —A | =I =J

total value

V, X, Y separately (@] ‘ P ‘ Q ‘ ‘ ‘ ‘ ‘ ‘

earnings R=0+P+Q none none
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Small country consumers in STLS-system (selection)

Your type: Type-1 ..
Your initial endowment:
Markets on which you can trade: V1, W1, X1, Y1
Your exchange rate: 10 francs — 37 cents Initial cash 181
Initial endowment V 15
Initial endowment W 10
Subsidies you receive: Other relevant subsidies: Type-II traders receive

for every not sold unit V: 70| |for every bought unit V: 70

Taxes you have to pay: Other relevant taxes: Type-II traders pay

tax on market price X: 65.2%* * Not all Type-II traders pay tax

none on market price X

tax on market price Y: 75.2% | N.B. Beginning with period 9

these taxes can change

practice practice
example period 1 period 2 period 1

Your sales good good good good

v w v w v w v w
not sold units V A
total V subsidy B
sold units C E
average sales price
(in market prices) D F
total sales proceedings || G=B+C*D+E*F
end cash phase 1 H=initial cash+G
Your purchases good good good good

X Y X Y X Y X Y
bought units I J
average purchase price
(in market prices) K L
total purchase costs M=I*K+J*L
end cash N=H-M
Your earnings good good good good

v X Y A% X Y A% X Y A% X Y
number of units —A | =1 =J
total value
V, X, Y separately O ‘ P ‘ Q ‘ ‘ ‘ ‘ ‘ ‘
earnings R=0+P+Q none none
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Small country X-producers in WT-system (selection)

Your type: Type-II
Markets on which you can trade: V1, W1, X1 Your initial endowment:
Your exchange rate: 10 francs = 28 cents Initial cash 1223

Subsidies you receive: Other relevant subsidies: Type-I traders receive

none for every not sold unit V: 70

Taxes you have to pay:

tax on market price V: 37.8%

N.B. Beginning with period 9

this tax can change

practice practice
example period 1 period 2 period 1
Your purchases good good good good
v w v w v w v w
bought units A B
average purchase price
(in inclusive prices) C D
total purchasing costs E=A*C+B*D
total production H
average costs I=E/H
Your sales good good good good
X X X X

sold units J
average sales price
(in inclusive prices) K
total sales proceedings L=J*K
Your earnings M=I-E none none
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Small country X-producers in STLS-system (selection)

Your type: Type-II

Markets on which you can trade: V1, W1, X1

Your exchange rate: 10 francs = 78 cents

Your initial endowment:

Initial cash

1223

Subsidies you receive:

Other relevant subsidies: Type-I traders receive

for every bought unit V: 70

for every not sold unit V: 70

Taxes you have to pay:

tax on market price X: 65.2%*
*Not all Type-11 traders pay a

tax on market price X

N.B. Beginning with period 9

this tax can change

practice practice
example period 1 period 2 period 1
Your purchases good good good good
v w v w v w v w
bought units A B
average purchase price
(in inclusive prices) C D
total purchasing costs E=A*C+B*D
total production H
average costs I=E/H
Your sales good good good good
X X X X
sold units J
average sales price
(in inclusive prices) K
total sales proceedings L=J*K
Your earnings M=I-E none none
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2.4 Redemption value tables
Small country consumers in WT- and STLS-system

Redemption values table Type-I

N.B. The redemption value is 0 if you have not got at least 1 unit of all the goods (V, X and Y).
unit V unit V total X unit X total Y unit Y total
value value value value value value
1 0.00 0.00 0.00 0.00 0.00 0.00
2 4.33 4.33 17.33 17.33 17.33 17.33
3 2.53 6.87 10.14 27.47 10.14 27.47
4 1.80 8.66 7.19 34.66 7.19 34.66
5 1.39 10.06 5.58 40.24 5.58 40.24
6 1.14 11.20 4.56 44.79 4.56 44.79
7 0.96 12.16 3.85 48.65 3.85 48.65
8 0.83 13.00 3.34 51.99 3.34 51.99
9 0.74 13.73 2.94 54.93 2.94 54.93
10 0.66 14.39 2.63 57.56 2.63 57.56
11 0.60 14.99 2.38 59.95 2.38 59.95
12 0.54 15.53 2.18 62.12 2.18 62.12
13 0.50 16.03 2.00 64.12 2.00 64.12
14 0.46 16.49 0 64.12 0 64.12
15 0.43 16.93
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2.5 Production tables
Small country X-producer in WT- and STLS-system

Production table Type-11 X

units V

units W 0‘1‘2‘3‘4‘5‘6‘7‘8‘9‘10‘11‘12‘13‘14‘15‘16‘17‘18‘19‘20
0 olojoflo|jojofO0O|O|O|O|O|O|O|O|lO|jO|O|O|O]|O
1 012(3(3|3[33|3(3|3[3[3|3[3[3[3|3[3|3]3
2 0|2|3[|4(5|5|5|5|5|5|5|6[6|6|6|6]|6]|6]|6]|6
3 0o|2|4|5(6(6|7|7|7|7|8|8[8]|8[8|8|8|8]|8]8
4 0|2|4|5|6|7|8|8|9|9|9|10|{10|10(10|10|10|10|10|10
5 0245|789 |9 |10(10(11 |11 |11 |11 |12(12|12|12|12|12
6 0246|789 |10|11 |11 (12({12|13|13|13|13|14|14|14 |14
7 012(4]|6(7|8|10(11|11|12|13|13|14|14|15(15|15|15|16]|16
8 012(4]6(7(9|10(11|12|13|13|14|15|15|16 (16|16 |17 17|17
9 012(4(6(7(9|10(11 12|13 |14|15|15|16 |17 (17|17 |18 |18 |19
10 012(4(6(7(9|10(11|13|14|15|15|16 |17 |17 (18|18 |19 1920
11 012(4]6(7(9|10[12|13|14|15|16|17|17|18[19|19|20 20|21
12 012(4]6(7(9|10(12|13|14 (15|16 |17 |18|19(19|20|21 21|22
13 012(4]6(7(9|10(12|13|14 (15|17 |17 |18|19(20]|21|21|22]|23
14 012467911 (12|13|15|16|17|18|19|20(20|21|22|23]|23
15 012467911 (12|13|15|16|17|18|19|20(21|22|23 23|24
16 012467911 [12|13|15|16|17|18|19|20(21|22|23 24|24
17 012467911 [12|14|15|16|17|19|20|21|22]|23|23|24]|25
18 024679111214 (15|16 (1719|2021 |22[23|24|25|25
19 0(2(4]|6|8(9(11(12|14 (1516 (1819|2021 |22[23|24|25|26
20
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2.6

Trading rules
RULES FOR TRADING

. Traders bid or ask. Bidding involves carrying out a bid order (purchase proposal), consisting of (a) a bid price

and (b) the number of units that one wishes to buy at this price. Asking involves carrying out an ask order (sales

proposal), consisting of (a) an ask price and (b) the number of units that one wishes to sell at this price.

Traders can also buy or sell. Buying involves carrying out a buy order, consisting of the number of units that one
wishes to buy at the outstanding (current) ask price. Selling involves carrying out a sell order, consisting of the

number of units that one wishes to sell at the outstanding (current) bid price.

Only the highest bid price and the lowest ask price are valid on the market irrespective of the number of units

that one wishes to buy (demand) or sell (supply), respectively, at this price.
Transactions can involve either the total amount supplied or demanded on the market or part of it.

If the total amount supplied on the market is bought, then the market is open for new ask orders as well as
new bid orders, and any price is permitted. If the total amount demanded on the market is sold, then the

market is open for new ask orders as well as new bid orders, and any price is permitted.

If only part of the amount demanded is sold, then the amount left remains on the market at the current price.

If only part of the amount supplied is bought, then the amount left remains on the market at the current price.

If a buy order is for more than the amount supplied on the market, then the buying trader receives the
amount supplied on the market. The remaining units are regarded as a new purchase proposal at the current price. If
a selling order is for more than the amount demanded on the market, then the trader selling sells the amount

demanded on the market. The remaining units are regarded as a new sales proposal at the current price.

There is another way to buy. If a newly introduced bid price is higher than the current ask price, trading
automatically takes place at the current ask price. If such a purchase proposal is for more than the current amount,
then the amount remaining is dealt with as a new purchase proposal at the matching price.

There is another way to sell. If a newly introduced ask price is lower than the current bid price, trading
automatically takes place at the current bid price. If such a sales proposal is for more than the current amount, then

the amount remaining is dealt with as a new sales proposal at the matching price.
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3 Formal Description of the Implemented Economies

3.1 General

Here we describe the implemented economy formally, derive implied supplies and demands on the different markets,

describe the budget balancing conditions for the two tax systems, and the chosen parameter values.

3.1.1 Production side

We have two sectors, a capital intensive X- and a labor intensive Y-sector. Furthermore, in the international economy
treatment we also have two countries, a small (home) country, s, and a large (foreign) country, .

Let the production function of a producer be given by

Zii = Ay (nifvz LZZZ + (1 _ nz)l—'yZ K2 )/"‘/"/z

zki ’

where Z = XY, z = z,y, and k = s,[. The elasticities of substitution are given by

1
=T

Oz

In the following superscribe S (D) and s (d) refer to aggregate and individual supply (demand), respectively. For

competitive firms (i.e., marginal cost pricing) the derived product supply function is given by

e T e
lei(pzlm T, wk) = pt-n Azlk . (pzk(l - szk)) =
(yz=D)p

X [(1 — nz)rvz—il + 0z (Wi (1 + Twr) — Tkwk)%] vz (r—1)

and the factor demand functions are
d RS ST
Kki(pzi,mywr) = (1= n2)p=# A" (par(1 — Tpa)) T-rr =T
x [(1U=m)r =5 4 w1+ k) = Thwe) 77 :

and

1

AL = 1

Lgki(pzmn wi) =N pTm AL (par(1 = Tpak)) TF (Wi (14 Twk) — Thwy) 721
Nz — 1

% |:(1 B nz)T% +77z(wk(1 + ka) - Tkwk)’Yzil:I vz(e=1)

)

The individual firm’s profit is given by

T 1
Taki(Pais 7y w) = (1 — ) ™5 AL (pan(1 — Tpar)) T0
(vz=1)p

X [(1 — )P e (wp (1 + Tu) — Tkwk)%] ESRN

3.1.2 Consumption side

We have homogeneous consumers with the following Cobb-Douglas (Stone-Geary) utility functions:
Urj = Xi5Yiy (Lij — Lig) -

The budget constraint is given by

_ o
DPakXkj + Dy Yrj = Wi Lij + trws (ij — ij) +rKi; + - 127

where T, is the k-economy wide profit, n.y is the number of consumers in economy k, Ly; (Kj;) denotes individual

(S.2)

(S.3)

endowments, and Lg; (Kj;) individual supply of labor and capital of consumer j in economy k. Xp; (Yz;) is individual

consumption of X (Y) of consumer j in country k. t; denotes the replacement rate in country k.
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The individual factor supply functions are given by:

s I’ c wi Ly +rKg; + 7Hk(pxk;iik’wk’r) 57
kj(px‘kypykywk7r) = Likj — a+b+c W —tkwk ) ( . )
Ki; = Ky, (S.8)
and the individual product demand functions are
Xd ( ) a wkikj + Tkkj + _Hk(Pmk;Lig;ckvwkv"“) 59
(Pak, , Wg,T) = , .
kj\Pzk, Pyk, Wk, a+b+e Dok
and B ) .
b wiLij + 1Ky + k(Pak Pyl s W)

ka' (pwlﬁpy’w Wk, T) = ek . (S.lO)

/ a+b+c Dyk

3.2 Closed Economy

For the closed economy (with only one country) the following aggregate functions can be derived from the individual
functions in Section 3.1. For later reference we will index this closed economy country with subscribe s. Denote the

economy wide profit as in (S.6) by II, then
Hs(pﬂcsypysyn ws) = nacsﬂ'acsi(pan ws) +nys7rysi(py37r7 ws)7 (S].].)

where n.s (z = z,y) denotes the number of producers of the good Z (Z = X,Y) in country s.

3.2.1 Supply side

Xss(p1877'7 ws) = Nes X3i(Pas, T, Wws) (S.12)
Y (pysiryws) = nysYai(pys, o ws) (5.13)
Lf(px57py577'7 ws) = ncstj (pac57py577'7 ws) (514)
Kf:ncs §j7 (815)
3.2.2 Demand side

XsD(pCL‘S7p’y37 r, wS) = nchgj (p187p’y37 r, w3)7 (816)
YSD(pZS7p’y37 r, wS) = nCSY;; (p187py57r7 wS)' (817)

D d d
L (p137py57ry wS) = nZSLmsi(pwsvrv wS) +nysLysi(py87r7 wS) (818)

D d d
K (px37py577"7 ws) - nmsK:vsi(pxS7T7 wS) +nysKysi(py57T7 ws) (Slg)
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3.2.3 Balancing conditions for the tax systems
The budget balancing conditions for the constant tax regime are:
Wage Taz (WT) system
For convenience we denote this system with superscribe A.
ruswl L = wiy (Lo — 1Y) (S.20)

where wé‘s = tsw;4 and L is the aggregate labor endowment (i.e. L, = ncsf/sj), L;Ll is the equilibrium employment under

the WT-system and w? the equilibrium wage under that system.
Sales Taz cum Labor Subsidy (STLS) system

For convenience we denote this system with superscribe B.
B B B B B 7
prspxsXs +prspsts = wOsLS (8'21)
B __ B _ B B B R .. B B e . .
where wg, = tswy = tswy, X and Y~ are the equilibrium quantities, and p;, and p,; the equilibrium product prices
under the STLS-system. Furthermore, it is required that

A A A
TpasPosXs _ Las

A A A
prspsts Lys

(S.22)

where for the calculation of the equilibrium under the STLS-system pZ;, pﬁs, XA YA LA and L?’js are the equilibrium

values under the WT-system.

3.2.4 Initial and dynamic adjustment conditions for the tax systems in the experiments

In the experiments with the WT-system the equilibrium outcomes of that system are used to determine wds and the initial
tax rate 70,. In the experiments with the STLS-system, wg, = wd, and the initial tax rates are calculated with help of the
data gathered in the experiments with the WT-system. Let L2 be the employment and w2 be the average wage in the last
round(s) of the experiments with the WT-system. Furthermore, let 75, be the tax rate which balances the budget given

this employment level and wage in the WT-system. That is, 70, is given by
el P (L - LA) (S.23)

Furthermore, let p4, and ;13;45 stand for the average prices of the X and Y products, resp., Xf and YSA for the amount of
units sold by firms in the X- and Y-sector, L%, and ﬁﬁs for the amount of labor units employed by firms in the X- and
Y -sector, in the last round(s) in the experiments with the WT-system. In the STLS-system the initial tax rates 70,, and
Tgys on sold X- and Y-goods, resp., should be such that the the net burden for both industries stays the same. That is,

Tl?msﬁstA - w{;‘sﬁfs = rgsw;“ﬁ;“s and (S.24)
Toysbgs Y —wis L = 1O i L. (S.25)
must hold. Given the value of 70, determined by (S.23) the system (S.24)-(S.25) then determines the initial values of the

tax rates on sold X- and Y-goods, 7',9“ and Tl?ys, implemented in the experiments with the STLS-system.

Furthermore, for the WT-system the dynamic adjustment conditions for the variable tax regime are:

Tus (¢ + DB OLL W) = wos (L = L2(1)) (S.26)

with @2 (t) being the average transaction wage in period ¢, that is

gy SUAMLAW
==
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where Lfl (t) is the number of transactions on the labor market at wage w;é (t), L2(t) is the total number of transactions on

the labor market (i.e., the total number of employed labor units), ¢ indicates the period, and 7,s(¢ + 1) is the updated tax
rate on wages for period ¢ + 1.

For the STLS-system the dynamic adjustment conditions for the variable tax regime are:

B+ DB O)XE () + 15 .t + DL ()Y (1) = whl L (S.27)

with wi, = wpy, and p2,(t) (z = z,y) being the average transaction price for good Z (Z = X,Y) in period ¢, that is

zs . ZSB (t)
where Z2 (t) is the number of transactions on the Z-good market at price pZ,, (t), and Z(t) is the total number of
transactions on the Z-good market in period ¢ (i.e. the total number of sold (bought) units of good Z). The second
equation which has to be satisfied is
B 0
TS t 1 TS
Tpra T 0 t+1) _ i (S.28)
Toys(L+1)  TPys
where 75, and 75, are determined by (S.24)-(S.25) with the help of (S.23). The updated tax rates 7,(t + 1) and
75 .(t + 1) are then calculated according to (S.27) and (S.28).

3.3 International economy

For the international economy the following aggregate supply and demand functions can be derived from the individual
functions in section 3.1. Profits are distributed such that consumers in the small country receive equal shares of the small
country’s producers’ profits and consumers in the large country receive equal shares of the large country’s producers’ profits.
Denote the aggregate profits in the small country with I, and aggregate profits in the large country with II;. In the
international economy the capital intensive good X is internationally traded. Therefore, whenever it does not lead to
ambiguities the subscripts s and [ are now dropped for all variables which are related to the X-good. Economy-wide profits

in the small country are then given by
Hs(pl‘ypysyr7 wh) = nzsﬁzsi(p17ry ws) + nysﬂ-ysi(pys,n ws) (829)
and economy-wide profits in the large country are

0 (pas pyt, 7y w) = NaaTati(Pay 75 01) + NyTy1i (Pyr, 7, we) (5.30)

3.3.1 Supply side
The X —product supply consists now of the sum of the aggregate supplies in both countries.
X% Doy ryws, i) = Nas X5 (Do 7 ws) + Nt X5 (P, 7y wh). (S.31)
For the Y —product we have now two markets, the small and the large market. For the small country the Y —supply is
Y (pysyriws) = nysYii(pys, ryws), (5.32)
and for the large country the Y —supply is
V¥ (pyryrywi) = nyYi (pyr,mwn). (5.33)
There are now also two separated labor markets. The aggregate labor supply in the small country is
Lf(px7py37 Ws,T) = ncstj (Pas Pyss T Ws), (5.34)
and in the large country it is given by

Lf(pzvpthlvr) = nClij(pzvpylvn wl)' (835)
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Aggregate capital supply is now given by
K® = nes K5 + naKij. (S.36)
3.3.2 Demand side
The X —good demand is now the sum of the aggregate demands in both countries.
XD(pz,pys,pyl,r, We, W) = nCSng(pz,pys,r, ws) + nchldj(pz,pyl, rowg). (S.37)
As for the supply side there are two separated Y —product demand sides,
Y;D(pacvpy37w577") = nchs?‘(pampySWv ws ), (5.38)

and

Y,” (Pe, pyts w1,7) = net Vi (pa, pyt, v, wi), (S.39)

as well as two separated labor demands. For the small country it is given by
D d d
Ly Pz, Pys, 7y Ws) = Nas Ly si (P, 7y ws) + nySLysi(py87 T, Ws) (S.40)
and for the large country it is
D d d
Ll (vapylv T, wl) - nzleli(va T wl) + nylLyli(pylv T, 'lUl). (841)
Capital demand is the sum of the demands in the small and the large country.

KD(pﬂc7py$7pylvr7 ws7wl) = nwsKisi(pm7T7wS) +ny5K§si(py$7T7wS)+
nlegli(px7 r,wy) + nlevjli(pyh T, Wi). (5.42)

3.3.3 Balancing conditions for tax systems in the international economy

The budget balancing conditions are:
Wage Tax system in both countries (A)

For the small country:

TwswALA = wi (ES - L;“) (S.43)
where w§, = t,w?, L is the aggregate labor endowment in the small country (i.e., Ls = nesLs;), and L2 is the equilibrium
employment in the small country under the WT-system.

For the large country:

FwW LA = wih (El - L;“) (S.44)

where w{} = tyw;*, L is the aggregate labor endowment in the large country. (i.e. L; = nLi;), and Li* is the equilibrium

employment in the large country under the WT-system.
Sales Taz cum Labor Subsidy system in the small country (B)

For the small country
Tpxsp:}cBXsB + prspstsB = w(i-zls (845)

where wf, = t,w? = Tow?, XP is the equilibrium quantity of good X sold by producers in the small country under the
STLS-system, and V.2 is the equilibrium quantity of good Y; (the good produced and sold in the small country only) under
the STLS-system.
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The second equation to be satisfied is
Ay A A
TpxsPx Xs — Lxs
prSP?sYsA L?S

(S.46)

where for the calculation of the equilibrium of the economy under the STLS-system, pZ is the price of good X, Xj* is the
quantity of X sold by producers in the small country, p{js is the price of good Y; (which is sold and bought solely in the
small country), YA is the quantity of that good, L2, is the amount of labor units employed by X-producers in the small
country, and Lys is the amount of labor units employed by Ys-producers in the small country. All these values are
equilibrium values of the international economy under the WT-system (in both countries). The equations (S.45) and (S.46)
then determine the tax rates 7pzs and 7pys on sold units under the STLS-system.

For the large country (where always the WT-system applies) it holds that
rwwl L = wg (Ll LlB)7 (S.47)

where wh = tjwf, and L is the equilibrium employment in the large country when the STLS-system applies in the small

country.

3.3.4 Initial and dynamic adjustment conditions for the tax systems in the experiments

For the WT-system the equilibrium outcomes are used to determine wg,, wéy, and the initial tax rates 70, and 72, in the
experiments with the WT-system applying in both countries. In the experiments with the STLS-system applying in the
small country wf, = wi, w = w({‘l, and the initial tax rates are calculated with help of the data gathered in the
experiments with the WT-system in both countries. Let L2 be the employment and @2 be average wage in the small
country in the last round(s) of the experiments with the WT-system in both countries. Furthermore, let 75, be the tax rate
which balances the budget in the small country given this employment level and wage in with the WT-system in both
countries. That is, 70, is given by

O ALY = wOS (Ls f/f) . (S.48)

Furthermore, let 7 and ﬁﬁs stand for the average prices of the X and Y, products, resp., X2 for the amount of X sold by
producers of X in the small country and YA for the amount of Y.* sold by producers of Y, L2, for the amount of labor
units employed by X-producers in the small country and ﬁ;j‘s for the amount of labor units employed by firms in the
Y;-sector, in the last round(s) in the experiments with WT-system in both countries.

When the STLS-system applies in the small country the initial tax rates in the small country, TZ(,)IS and Tl?ys on sold X- and

Ys-goods, should be such that the net burden for both industries in the small country stays the same. That is,

TowsBs Xo' —wis Ly, = 7,00 L7, and (S.49)

Toysbgs Y —wis Ly = 1O i L. (S.50)

must hold. Given the value of 70, determined by (S.48) the system (S.49)-(S.50) then determines the implemented initial
values of the tax rates on sold X- and Y,-goods, 75, and Tgys, for producers in the small country in the experiments with
the STLS-system in the small country.

The initial tax rate on wages for the large country is determined by
T Lt = wgy (Ll [A/f‘) ) (S.51)

where ﬁf‘ denotes employment and ;" the average wage in the large country, in the last round(s) of the experiments with
the WT-system in both countries.
Furthermore, when the WT-system applies in both countries the dynamic adjustment conditions are:

For the small country:
Tus(t+ D@ (VL2 (t) = wis (Lo = L2(1)) (3.52)
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with w2 (t) being the average transaction wage in the small country in period ¢, that is

IDNCAOLA0

w0 ==

where LZ (¢) is the number of transactions on the small country’s labor market at wage wi, (t), L (t) is the total number of
transactions on the labor market in the small country (i.e., the total number of labor units employed by producers in the
small country), ¢ indicates the period, and Tws(t + 1) is the updated tax rate on wages in the small country for period ¢ + 1.

For the large country:
mur(t+ D (L (0) = it (L - LE®)) (5.53)

with @7 (t) being the average transaction wage in the large country in period ¢, that is

_ SwitLie

w0 = =

where Lfl‘ (t) is the number of transactions on the large country’s labor market at wage wf? (t), Li*(t) is the total number of
transactions on the labor market in the large country (i.e., the total number of labor units employed by producers in the
large country), ¢ indicates the period, and 7., (¢t + 1) is the updated tax rate on wages in the large country for period ¢ + 1.
When the STLS-system applies in the small country and the WT-system in the large country the condition for the small
country is given by

Tos(E+ D2 ()X (8) + Ty (¢ + 1)Bys (8) Y7 (8) = wi Ls (S.54)
with wg = w, P2 (t) being the average transaction price of units of X, sold by X producers in the small country and
1553 (t) being the average transaction price for good Y in period ¢. That is,

S8 o ZPEOXEW
XE(t)

where X (t) is the number of goods sold by small country’s producers of X at a price pZ (t), and XZ(t) is the total
number of goods sold by (any) X-producers in the small country, in period ¢. Furthermore,

B B
ﬁfg(t) = m;é}(g—t()t))/ﬂ(t)

with Y7 () being the number of goods sold by Ys-producers at a price pfsl (t), and Y. (t) is the total number of
transactions on the Ys market, in period ¢. The second equation which has to be satisfied is
Toas(t+1) _ Tpas

— S.55
BT (5.55)

where 7, and 7., are determined by (S.49)-(S.50) with the help of (S.48).
For the large country the adjustment is the same as in the experiments where in both countries are the WT-system is
applied. That is,

rur(t+ DaP (OLE (t) = wit (Lo - LE (1)) (S.56)

with @f (t) being the average transaction wage in the large country in period ¢, that is

_ SwP@LE®

o0 = =5

where Lf (t) is the number of transactions on the large labor market at wage wﬁ (t), LP(t) is the total number of
transactions on the labor market in the large country (i.e., the total number of labor units employed by producers in the

large country), ¢ indicates the period, and 7,;(t + 1) is the updated tax rate on wages in the large country for period ¢ + 1.
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3.4 Parameter values and treatment conditions

3.4.1 All treatments

Following the parameter values used in the applied general equilibrium model for the Dutch economy of the Netherlands
Bureau for Economic Policy Analysis (Centraal Planbureau) we have chosen the following parameter values for the

production functions in the two sectors:

substitution parameters v, = —2 (0, = 1/3) and v, = —6 (o, = 1/7).
input intensities 7, = 0.5625 and 7, = 0.675.

returns to scale p©=0.9

For the utility functions of the consumers:

intensity parameters a =b=1, c = 0.25.

3.4.2 Closed economy

Both systems Furthermore, we use as

efficiency parameter A,, = Ays = 1.15 (= 40‘1)
Agents and endowments

X-producers: n;s =4 Y-producers: ny, =6 Consumers: n.s =6

Capital: f(sj =40 Labor: f/sj =60
WT-system tsws = wos = 70, Tsws = 0, Tpzs = Tpys = 0, Tws = 0.3777.

STLS-system t,ws = Tsws = wos = 70, Tws = 0, the initial values of Tpzs and 7pys will be determined with the help of

the data gathered in the experiments with the WT-system applying in both countries (see (S.24)-(S.25)).

3.4.3 International economy

Both systems

Agents and endowments

Small country: X-producers: n,s =2 Ys-producers: nys =3 consumers: n.s = 3
Large country: X-producers: n,; =2 Y;-producers: n,; =3 consumers: n., = 3

To make the large country M times as big as the small country we implement the following parameter values for capital

and labor endowment and the efficiency parameter of the production functions:
Small country capital: K;; = 10 Small country labor: L,; = 15
Large country capital: K;; = MK,; Large country labor: L;; = MLs;

as well as Ay = M'7F ALy, and Ay = M ™" Ay, with Ays = Ays =1, and M = 7.

WT-system in both countries t,ws = tjw; = wi = wiy = 70, Tsws = Tiw; = 0, Tpws = Tpys = 0,

Tws = Twf = 0.3777.

To set the unemployment benefits equal for both countries is justified by the fact that if one treats the small and the large
country separately, in both countries the same (relative) equilibrium prices emerge. This is easily seen from the demand-
and supply functions. The only difference in the supply- and demand functions in the two countries is that those in the

large country are multiplied by the factor of M. This factor cancels out in the excess supply- and demand functions.
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STLS-system in small country and WT-system in large country t.ws=tw, = w =wl =70,
Tow, = wg, = 70, Tyw; = 0. The initial values of Twi, Tpes and Tpys are determined with the help of the data gathered in the
experiments with the WT-system in both countries (see (S.49)-(S.50) and (S.51)).
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4 Additional Statistics

TABLE S.2: CONVERGENCE REGRESSIONS FOR CONSTANT WAGE TAX REGIME
COMPARISON WITH THEORETICAL BENCHMARK MODEL

Variable a1 ais a13 as  prediction p-value® Wald’s x?2
International

K 231.5 209.2 230.7 236.1 240 204 18131.7
(8.92) (5.99) (4.32) (3.04)

X 171.9 129.0 183.6 164.7 177 .000 5561.2
(5.97) (8.22) (14.59) (3.43)

T .0141 .0164 .0201 .0169 .0307 .000 375.4
(.0021) (.0011) (.0030) (.0013)

Pz .1764 2283 .1869 .2001 .1882 .038 5628.6

(.0144) (.0039) (.0082) (.0057)

Small country

K 17.7 295 425 359 30 .000 2192.7
(4.21) (3.98) (2.55) (1.35)

Ls 282 249 318 255 28 084 811.7
(2.48) (3.51) (4.58) (1.43)

X¢ 22.7 207 261 255 22 .000 6512.8
(4.32)  (1.12) (2.79) (.70)

X? 163 133 277 25.0 22 .005 1418.4
(2.71)  (1.65) (1.92) (1.05)

Ys 154 141 189 148 19 .000 1135.4
(2.82)  (2.98) (1.72) (.87)

ws 1903 2010 1748 1825  .1694 001 4962.4
(.0110) (.0050) (.0033) (.0039)

Pys 2277 2177 .2500 2390  .2211 .009 2016.5

(.0171) (.0110) (.0120) (.0068)

Large country

K, 2123 178.9 187.3  202.5 210 1020 11899.6
(11.52) (6.92) (5.72) (3.2)

Ly 167.0 1755 204.6  186.2 197 041 2700.0
(12.13) (11.26) (14.19) (5.27)

Xy 147.9 1083 159.1  142.2 155 .000 4360.2
(6.24)  (9.26) (12.37) (3.44)

X7 1571 1144  159.3  143.3 155 .000 5710.5
(3.69) (8.98) (10.92) (2.97)

Y, 80.9 1371 1137 120.3 132 .000 11468.0
(12.22) (10.97) (3.38) (2.43)

w, 1796 1426 1547 1501  .1694 .000 5419.4
(.0053) (.0048) (.0067) (.0029)

Pyt 2107 2059 .2446 2211 .2211 985 30222.6

(.0181) (.0102) (.0037) (.0024)

Note: “ tests the hypothesis that the asymptotic value as is equal to the theoretical prediction;
two-sided x? tests. For X superscript ¢ (p) indicates units consumed (produced); for Y quantities
consumed are used as units of observation. Standard errors in parentheses; corrected for session

specific heteroskedasticity and AR(1).
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TABLE S.3: FRACTION OF CASES WHERE PRODUCERS’
MARGINAL REVENUE PRODUCT EXCEEDS NET INPUT PRICE

WT-system STLS-system

Labor  Capital Labor Capital

Small country

1to8 0.4583 0.6250  0.6250 0.9583
(0.7646) (0.0557)  (0.0557) (0.0000)

X-sector 9 to 16 0.5000  0.6667  0.8750 0.9583
(0.5573) (0.0147)  (0.0000) (0.0000)

all  0.4792  0.6458  0.7500 0.9583

(0.6950) (0.0028)  (0.0000) (0.0000)

1to8 0.5694 0.6944  0.4722 0.6528

(0.1444) (0.0007)  (0.7220) (0.0064)

Y-sector 9 to 16 0.5833  0.8472  0.9167 0.6944
(0.0973) (0.0000)  (0.0000) (0.0007)

all 05764 0.7708  0.6944 0.6736

(0.0399) (0.0000)  (0.0000) (0.0000)

Large country

1to8 0.6042 0.8333  0.9583 0.9583

(0.0967) (0.0000)  (0.0000) (0.0000)

X-sector 9 to 16 0.6250  0.7708  0.7708 1.0000
(0.0557) (0.0001)  (0.0001) (0.0000)

all  0.6146  0.8021  0.8646 0.9792

(0.0158) (0.0000)  (0.0000) (0.0000)

1to8 0.6250 0.6528  0.7361 0.5694

(0.0222) (0.0064)  (0.0000) (0.1444)

Y-sector 9 to 16 0.6111  0.5972  0.5556 0.6944
(0.0382) (0.0625)  (0.2048) (0.0007)

all  0.6181 0.6250  0.6458 0.6319

(0.0029) (0.0017)  (0.0003) (0.6319)

Note: Based on average current period input and output prices; within
parentheses the probability of obtaining values as least as extreme as ob-
served when p = 0.5; binomial test, one-sided; n = 48 for periods 1 to 8 and

9 to 16, n = 96 for all periods.
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5 Alternative Convergence Tests

In this document we report results of regression analyses and convergence tests based on the method proposed by Duffy
(2008). As can be seen from a comparison with the regression and convergence analysis reported in our paper, this analysis
does not significantly change the results reported there.
For the regressions reported here, following Duffy (2008), we use the following specification for each variable y and each
cohort (session) j:

Yjt = NjYje—1 + g + €1,

where ¢ indicates the trading period and €;; an error term.

5.1 Convergence regressions for constant wage tax regime - Comparison with
theoretical benchmark model

To compare with the analysis reported in the paper please see Table S.2 in Section 4 of this Supplementary Materials.
For weak convergence of y;, in a given cohort (session) j, —1 < A\; < 1 must (significantly) hold. (Duffy (2008) only
requires \; < 1, which is not sufficient.) For strong convergence of y; for a given cohort (session) j it must hold that
i/ (1 —X;) =y*, where y* is the theoretical (steady state) prediction. To test for strong convergence across cohorts

1;/(1 —Xj) = y* must hold for all cohorts j simultaneously.

Note: In all tables standard errors are in parentheses and * (**) indicates significance at 5% (1%).
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International variables:

Session number (cohort) Session number (cohort) Session number (cohort)
International
WT 1 WT 2 WT 3
K;
Kji—1 -0.1700 0.4161 0.5981
(0.4298) (0.2036) (0.2854)
Constant 270.5159* 137.5345* 96.4126
(99.6425) (46.9234) (67.3724)
# of obs. 7 7 7
R? 0.03 0.46 0.47
DW statistics 2.03 1.96 2.06
K; 239 206 229
Kiheo 240 240 240
Weak convergence test:
0.0417 0.0351 0.2181
Aj<1l,pfor \; =1
Weak convergence test:
0.1114 0.0009 0.0025
Aj>—1, pfor \j =—1
Weak convergence? Yes, but not significant Yes Yes, but not significant
Strong convergence test:
0.0727 0.3805 0.9858
i /(1 = Xj) = Kineo
Strong convergence? Yes, but only marginally Yes Yes
IuT + A\ Kineo 229.7 2374 240.0
Joint convergence test:
I + AT Kineo = K& oo 0.3203
p-value
Joint convergence? Yes

Summary:

Internationally, capital employment significantly converges strongly from below to Kipeo. Joint strong convergence is not

rejected.

Note: In this and the following summary statements the qualifications “from below (above)” are made if for a majority of
cohorts the value of the dependent variable in ¢t = 1 (see e.g. Kj;1) above) is smaller (larger) than the predicted value as
reported in the joint convergence test. In cases of no strong but only weak convergence the qualification “to values below
(above)” are made if the predicted values as reported in the joint convergence test lie below (above) the theoretical value of

the respective variable (see e.g. Kineo above).
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Session number (cohort) Session number (cohort) Session number (cohort)
International
WT 1 WT 2 WT 3
Jt
i1 -0.5411* 0.0742 0.3067
(0.2455) (0.2406) (0.3668)
Constant 253.8164** 133.9627** 143.6400
(40.8037) (34.0013) (75.6136)
# of obs. 7 7 7
R? 0.49 0.02 0.12
DW statistics 3.08 1.59 2.44
1 178 126 203
Xineo 177 177 177
Weak convergence test:
0.0015 0.0120 0.1173
Aj<1l,pfor \; =1
Weak convergence test:
0.1206 0.0066 0.0162
A; > =1, pfor \j =—1
Weak convergence? Yes, but not significant Yes Yes, but not significant
Strong convergence test:
0.0002 0.0000 0.0000
15 /(L= A;) = Xtneo
Strong convergence? No No No
I +2TX5,. 158.1 147.1 197.9

Joint convergence test:

II'LT + /\TXtcheo = ( gheo)T 0.0001
p-value
Joint convergence? No

Summary:

Internationally, sold X (i.e. X consumed) (insignificantly) converges weakly from above to values below Xjj,.,.
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Session number (cohort)

Session number (cohort)

Session number (cohort)

International
Tjt WT 1 WT 2 WT 3
Tjt—1 -0.4442 0.7637 0.7250%*
(0.5689) (0.3778) (0.0518)
Constant 0.0234* 0.0043 0.0011*
(0.0089) (0.0065) (0.0004)
# of obs. 7 7 7
R? 0.11 0.45 0.98
DW statistics 1.53 2.27 1.59
Tj1 0.0138 0.0167 0.0126
Ttheo 0.0307 0.0307 0.0307
Weak convergence test:
0.0520 0.5591 0.0032
Aj<1l,pfor \; =1
Weak convergence test:
0.3734 0.0055 0.0000
A; > =1, pfor \j =—1
Weak convergence? Yes but not significant Yes but not significant Yes
Strong convergence test:
0.0000 0.0008 0.0000
p3 /(1 = Xj) = Ttheo
Strong convergence? No No No
I + Ao 0.0097 0.0277 0.0234

Joint convergence test:

I + AT riheo = rihco 0.0001
p-value
Joint convergence? No

Summary:

Internationally, the relative price of capital (insignificantly) converges weakly from below to values below 7¢peo.
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Session number (cohort) Session number (cohort) Session number (cohort)
International
Da j WT 1 WT 2 WT 3
Dajy_ 1 0.5288 0.4911* 0.6838

(0.3471) (0.1813) (0.3813)
Constant 0.0927 0.1048* 0.0535

(0.0680) (0.0386) (0.0651)
# of obs. 7 7 7
R? 0.32 0.59 0.39
DW statistics 1.15 2.86 0.76
Dajy 0.1747 0.2285 0.1675
Paipeo 0.1882 0.1882 0.1882
Weak convergence test:

0.2327 0.0377 0.4447
Aj<1l,pfor \; =1
Weak convergence test:

0.0070 0.0004 0.0069
A; > =1, pfor \j =—1
Weak convergence? Yes, but not significant Yes Yes, but not significant
Strong convergence test:

0.4853 0.0050 0.0233
13 /(L= Aj) = Papneo
Strong convergence? Yes No No
IuT 4+ \Tps,,., 0.1923 0.1972 0.1822

Joint convergence test:

IN’T + /\prthe,o = pz‘theo 0.2248
p-value
Joint convergence? Yes

Summary:

Internationally, the relative price of X (insignificantly) converges weakly from below to values above p,, . . Joint strong

convergence is not rejected.
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Small country:

Session number (cohort) Session number (cohort) Session number (cohort)
Small country
WT 1 WT 2 WT 3
K,
Ks;i 4 0.3891 -0.1516 0.3182
(0.3352) (0.4304) (0.4527)
Constant 20.0801 37.9379* 25.7727
(10.7529) (14.1608) (17.4648)
# of obs. 7 7 7
R? 0.21 0.02 0.09
DW statistics 2.06 1.98 1.23
K, 19 30 38
Koo 30 30 30
Weak convergence test:
0.1280 0.0440 0.1924
Aj<1l,pfor \; =1
Weak convergence test:
0.0090 0.1058 0.0333
Aj > =1, pfor \j =—1
Weak convergence? Yes, but not significant Yes, but not significant Yes, but not significant
Strong convergence test:
0.5639 0.1525 0.0196
i /(L= 2Aj) = Koo
Strong convergence? Yes Yes No
IuT + 2\TK,,, .. 31.75 33.39 35.32
Joint convergence test:
"+ \TKs,,., =K, . 0.2763
p-value
Joint convergence? Yes

Summary:

In the small country, capital employment converges strongly from below to K

Stheo*
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Session number (cohort) Session number (cohort) Session number (cohort)
Small country
WT 1 WT 2 WT 3
Ls;,
Ls;_y 0.3333 -0.3074 -0.1118
(0.4819) (0.3798) (0.5961)
Constant 17.2857 30.1025%* 35.6579
(13.0639) (9.0314) (18.7655)
# of obs. 7 7 7
R? 0.09 0.12 0.01
DW statistics 1.77 2.18 1.29
Ls;, 28 27 31
Ls,,.. 28 28 28
Weak convergence test:
0.2251 0.0184 0.1212
Aj<1l,pfor \; =1
Weak convergence test:
0.0395 0.1278 0.1965
A; > =1, pfor \j =—1
Weak convergence? Yes, but not significant Yes, but not significant Yes, but not significant
Strong convergence test:
0.3328 0.0031 0.0098
1 /(L= Aj) = Lsye,
Strong convergence? Yes No No
T +2\TL,,,.. 26.62 21.50 32.53
Joint convergence test:
II’LT + AT[/Sth,eo = Lg“:heo 00135
p-value
Joint convergence? No

Summary:

In the small country, labor employment converges (insignificantly) weakly from above to values below L
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Session number (cohort)

Session number (cohort)

Session number (cohort)

Small country

A; > =1, pfor \j =—1

WT 1 WT 2 WT 3
X5
XSy 0.2688 -0.1517 -0.0041
(0.4249) (0.5256) (0.4472)
Constant 15.7889 28.1685* 27.9713*
(9.7417) (12.5054) (12.4979)
# of obs. 7 7 7
R? 0.07 0.02 0.00
DW statistics 1.58 1.81 1.98
Xe 25 22 25
j1
Stheo 22 22 22
Weak convergence test:
0.1459 0.0800 0.0747
Aj<1l,pfor \; =1
Weak convergence test:
0.0306 0.1675 0.0765

Weak convergence?

Yes, but not significant

Yes, but not significant

Yes, but only marginally

Strong convergence test:

p-value

0.8730 0.0464 0.0020
mi /(L= 2A5) = X§,,...,
Strong convergence? Yes No No
LT+ ATXS, 21.70 24.83 27.88
Joint convergence test:
In™ +ATXS, = (XE,.)" 0.0666

Joint convergence?

Yes, but only marginally

Summary:

In the small country, consumed X converges (insignificantly) weakly from below to values above X

convergence is only marginally rejected.
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Session number (cohort)

Session number (cohort)

Session number (cohort)

Small country

WT 1 WT 2 WT 3
XZ,
X8 0.1812 0.3598 0.5417
(0.4499) (0.2300) (0.4651)
Constant 18.2215 14.1288** 13.0833
(10.2712) (4.7259) (13.4294)
# of obs. 7 7 7
R? 0.03 0.33 0.21
DW statistics 1.55 2.63 1.53
XP 20 14 28
j1
D ihes 22 22 22
Weak convergence test:
0.1284 0.0387 0.3697
Aj<1l,pfor \; =1
Weak convergence test:
0.0468 0.0020 0.0211
A; > =1, pfor \j =—1
Weak convergence? Yes but not significant Yes Yes but not significant
Strong convergence test:
» 0.9181 0.9599 0.0016
mi /(1= X5) = X3,
Strong convergence? Yes Yes No
T+ ,\TXg’MSO 22.21 22.05 25.00
Joint convergence test:
™+ ATxP, = (XB, )T 0.8293
p-value
Joint convergence? Yes

Summary:

In the small country, X produced converges strongly from below to X
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Session number (cohort)

Session number (cohort)

Session number (cohort)

Small country

A; > =1, pfor \j =—1

WT 1 WT 2 WT 3
Y, -0.4747 -0.3266 -0.3313
(0.2317) (0.3955) (0.4931)
Constant 24.3165** 17.0067** 21.3494*
(3.7804) (5.3777) (7.8536)
# of obs. 7 7 7
R? 0.46 0.12 0.08
DW statistics 1.31 2.00 2.08
Yo, 8 16 17
J
Siheo 19 19 19
Weak convergence test:
0.0014 0.0202 0.0428
Aj<1l,pfor \; =1
Weak convergence test:
0.0727 0.1494 0.2331

Weak convergence?

Yes but only marginally

Yes but not significant

Yes but not significant

Strong convergence test:

. 0.0159 0.0019 0.0284
mi/(L=2X5) =YS,.,
Strong convergence? No No No
LT+ ATYS, 15.30 10.80 15.05

Joint convergence test:

I+ ATYS, = (YS,L)T 0.0034
p-value
Joint convergence? No

Summary:

In the small country, Y consumed converges (insignificantly) weakly from above to values below Y
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Session number (cohort) Session number (cohort) Session number (cohort)
Small country

WT 1 WT 2 WT 3
Wa
Wsjy 4 0.5657 0.2046 0.3382

(0.2689) (0.3060) (0.2915)
Constant 0.0738 0.1534* 0.1219*

(0.0470) (0.0596) (0.0530)
# of obs. 7 7 7
R? 0.47 0.08 0.21
DW statistics 1.47 1.50 1.94
Ws 0.1912 0.2019 0.1755
Wsiheo 0.1694 0.1694 0.1694
Weak convergence test:

0.1672 0.0483 0.0725
Aj<1l,pfor \; =1
Weak convergence test:

0.0021 0.0110 0.0059
A; > =1, pfor \j =—1
Weak convergence? Yes but not significant Yes Yes but marginally
Strong convergence test:

0.9496 0.0000 0.0003
i /(L= A5) = wsy,,,,
Strong convergence? Yes No No
I + \Tw,,,,, 0.1696 0.1881 0.1792

Joint convergence test:

In™ + A\Tws,,,, = wd, 0.0229
p-value
Joint convergence? No

Summary:

In the small country, the relative wage converges (marginally significantly) weakly from above to values above ws,,_, .

39




Session number (cohort) Session number (cohort) Session number (cohort)
Small country

WT 1 WT 2 WT 3
Pys
Dysjt_1 0.2796 0.4173 0.5747

(0.4211) (0.2297) (0.3902)
Constant 0.1563 0.1459* 0.1054

(0.0917) (0.0556) (0.0956)
# of obs. 7 7 7
R? 0.08 0.40 0.30
DW statistics 1.81 2.53 1.44
Pysj1 0.2262 0.2185 0.2443
Pysineo 0.2211 0.2211 0.2211
Weak convergence test:

0.1478 0.0521 0.3255
Aj<1l,pfor \; =1
Weak convergence test:

0.0288 0.0042 0.0100
A; > =1, pfor \j =—1
Weak convergence? Yes but not significant Yes but only marginally Yes but not significant
Strong convergence test:

0.5635 0.0042 0.0474
15 /(L= A;) = Pysineo
Strong convergence? Yes No No
1T + A Tpye,, 0.2181 0.2381 0.2325

Joint convergence test:

IN’T + /\prsthe,o = p;‘stheo 0.0357
p-value
Joint convergence? No

Summary:

In the small country, the relative price of Y converges (insignificantly) weakly from above to values above pys,, ...
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Large country:

Session number (cohort)

Session number (cohort)

Session number (cohort)

Large country

Aj>—1, pfor \j =—1

WT 1 WT 2 WT 3
Ky,
Ki;, 0.0146 0.3145 0.5436

(0.3963) (0.2957) (0.3668)
Constant 196.0772%* 138.1500* 92.1785

(79.7042) (58.5314) (72.5322)
# of obs. 7 7 7
R? 0.00 0.18 0.31
DW statistics 2.29 2.48 1.85
Ki;, 220 176 191
Ki,,.. 210 210 210
Weak convergence test:

0.0554 0.0682 0.2685
Aj<1l,pfor ;=1
Weak convergence test:

0.0506 0.0067 0.0084

Weak convergence?

Yes but only marginally

Yes but only marginally

Yes but not significant

Strong convergence test:

0.1227 0.1954 0.3416
i /(1= X5) = Kiy,..,
Strong convergence? Yes Yes Yes
1T +ATK,, 199.14 204.20 206.33

Joint convergence test:

LT+ ATK,,,, =KL, 0.2865
p-value
Joint convergence? Yes

Summary:

In the large country, capital employment converges strongly from below to Kj,,. . Joint strong convergence is not rejected.
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Session number (cohort)

Session number (cohort)

Session number (cohort)

Large country

A; > =1, pfor \j =—1

WT 1 WT 2 WT 3
Ly,
L, 0.1590 -0.0494 -0.6466**
(0.4641) (0.4424) (0.2166)
Constant 139.5540 191.5543* 351.1441%*
(76.8246) (80.7663) (46.1543)
# of obs. 7 7 7
R? 0.02 0.00 0.64
DW statistics 1.74 1.99 2.51
Ly, 169 177 205
Ly,,,.. 197 197 197
Weak convergence test:
0.1297 0.0638 0.0006
Aj<1l,pfor \; =1
Weak convergence test:
0.0547 0.0844 0.1637

Weak convergence?

Yes but not significant

Yes but only marginally

Yes but not significant

Strong convergence test:

0.003 0.0598 0.0000
lu‘J/(l - A]) = thh,eo
Strong convergence? No Yes but only weakly No
T +2\TL,,., 170.88 181.83 223.77

Joint convergence test:

I+ A\TLy,,., =L{ 0.0000
p-value
Joint convergence? No

Summary:

In the large country, labor employment converges (insignificantly) weakly from below to values below 4, __.
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Session number (cohort)

Session number (cohort)

Session number (cohort)

Large country

WT 1 WT 2 WT 3
ijt
ijFl -0.4066 -0.0720 -1.4000

(0.3589) (0.2441) (1.5518)
Constant 200.4558%** 128.3089** 428.6000

(51.5762) (28.7108) (276.6599)
# of obs. 7 7 7
R? 0.20 0.02 0.14
DW statistics 1.99 1.19 1.65
X7, 153 104 178

J
lineo 155 155 155

Weak convergence test:

0.0112 0.0071 0.0908
Aj<1l,pfor \; =1
Weak convergence test:

0.1592 0.0126 0.1399
A; > =1, pfor \j =—1
Weak convergence? Yes but not significant Yes No but not significant
Strong convergence test:

. 0.0026 0.0000 0.0000

:u‘J/(l - A]) = Xltheo
Strong convergence? No No No
L+ ATXE 137.44 117.15 211.60

Joint convergence test:

T+ NTXE, = (XE, )T 0.0007
p-value
Joint convergence? No

Summary:

In the large country, consumed X converges (insignificantly) weakly from below to values below X, .
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Session number (cohort) Session number (cohort) Session number (cohort)
Large country
WT 1 WT 2 WT 3
p
L
v -0.0145 -0.2453 0.6954
Jjt—1
(0.1954) (0.2420) (0.3521)
Constant 146.5456** 155.3127** 54.9080
(28.5965) (29.8017) (62.9787)
# of obs. 7 7 7
R? 0.00 0.17 0.44
DW statistics 2.54 1.65 1.93
X7 158 112 178
51
i 155 155 155
theo
Weak convergence test:
0.0035 0.0036 0.4265
Aj<1l,pfor \; =1
Weak convergence test:
0.0040 0.0263 0.0048
A; > =1, pfor \j =—1
Weak convergence? Yes Yes Yes but not significant
Strong convergence test:
» 0.0002 0.0000 0.0002
wi/(L=2A;) = Xq,,
Strong convergence? No No No
T+ ,\TXl"ih 144.30 117.29 162.70
Joint convergence test:
ATy =(Xp, )T 0.0000
p-value
Joint convergence? No

Summary:

In the large country, X produced converges (significantly) weakly from above to values below Xﬁhm
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Session number (cohort) Session number (cohort) Session number (cohort)
Large country
WT 1 WT 2 WT 3
v,
Y, 0.3380 -0.2119 0.3991
(0.4726) (0.5170) (0.3762)
Constant 66.7407 172.2388* 71.9911
(46.0680) (73.8115) (44.7444)
# of obs. 7 7 7
R? 0.09 0.03 0.18
DW statistics 2.03 1.52 1.86
Y, 93 140 115
J
e heo 132 132 132
Weak convergence test:
0.2201 0.0660 0.1711
Aj<1l,pfor \; =1
Weak convergence test:
0.0366 0.1879 0.0137
A; > =1, pfor \j =—1
Weak convergence? Yes but not significant Yes but but not significant Yes but not significant
Strong convergence test:
. 0.0045 0.0027 0.0068
:u‘J/(l - A]) = 1/ithe,o
Strong convergence? No No No
LT+ ATYS 111.35 144.27 124.67

Joint convergence test:
It AT, = (Vi)™

p-value

0.0930

Joint convergence?

Yes but only marginally

Summary:

In the large country, consumed Y converges (insignificantly) weakly from below to values below Y, . Joint strong

convergence is marginally not rejected.
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Session number (cohort) Session number (cohort) Session number (cohort)
Large country

WT 1 WT 2 WT 3
wi;,
Wiy 0.6426** -0.7862* 0.2797

(0.1655) (0.3109) (0.2789)
Constant 0.0533 0.2475%* 0.1197*

(0.0266) (0.0431) (0.0460)
# of obs. 7 7 7
R? 0.75 0.56 0.17
DW statistics 2.33 1.85 1.97
Wi, 0.1802 0.1389 0.1609
Wiy oo 0.1694 0.1694 0.1694
Weak convergence test:

0.0832 0.0022 0.0493
Aj<1l,pfor \; =1
Weak convergence test:

0.0002 0.5221 0.0059
A; > =1, pfor \j =—1
Weak convergence? Yes but only marginally Yes but not significant Yes
Strong convergence test:

0.0433 0.0000 0.0198
i /(L= Aj) = wiy,,,
Strong convergence? No No No

T T

I~ + X wy,, 0.1621 0.1143 0.1671

Joint convergence test:

™+ N, =wi, 0.0001
p-value
Joint convergence? No

Summary:

In the large country, the relative wage converges (marginally) weakly from above to values below wy,, ..
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Session number (cohort) Session number (cohort) Session number (cohort)
Large country

WT 1 WT 2 WT 3
pyljt
Dylje_1 0.6671* -0.2112 0.5063

(0.2375) (0.4335) (0.3333)
Constant 0.0836 0.2356* 0.1113

(0.0565) (0.0844) (0.0768)
# of obs. 7 7 7
R? 0.61 0.05 0.32
DW statistics 1.96 2.00 2.39
Dyl 0.2139 0.1954 0.2392
Dyliheo 0.2211 0.2211 0.2211
Weak convergence test:

0.2198 0.0383 0.1986
Aj<1l,pfor \; =1
Weak convergence test:

0.0009 0.1285 0.0063
A; > =1, pfor \j =—1
Weak convergence? Yes but not significant Yes but not significant Yes but not significant
Strong convergence test:

0.1236 0.0000 0.4729
15 /(L= 2A5) = Pytines
Strong convergence? Yes No Yes
Joint convergence test:

T T 0.2310 0.1889 0.2233

L™ + A Py,

IN’T + /\prltheo = p;theo
p-value

0.0359

Joint convergence?

Summary:

In the large country, the relative price of Y converges strongly from above to py,, . Joint strong convergence is rejected.

47




5.2 Convergence regressions for constant tax regime - Economic performance
indicators compared between the tax systems

To compare with the analysis in the paper please see Table 3 there.
To test if the asymptotic values under the different tax regimes differ we calculate the long-run expected (asymptotic) value

for each y;, p; /(1 — X;), from the estimated p; and Aj, and test if the average across the j cohorts in the two tax systems

differ from each other.

Note: In all tables standard errors are in parentheses and * (**) indicates significance at 5% (1%).

Small country:

WT1 | WT2 | WI'3 |STLS1|STLS2 | STLS 3
Unemployment rate;;
Unemployment rate;:—1 0.3333 | -0.3074 | -0.1118 | 0.5392 | 0.1279 | -0.4417
(0.4819) | (0.3798) | (0.5961) | (0.3157) | (0.4687) | (0.4382)
Constant 0.2825 |0.6384** | 0.3194 | 0.1670 | 0.3484 |0.4137**
(0.1945) | (0.1828) | (0.1813) | (0.1279) | (0.2047) | (0.1254)
# of obs. 7 7 7 7 7 7
R? 0.09 0.12 0.01 0.37 0.01 0.17
Asymptotic value 0.4238 | 0.4883 | 0.2873 | 0.3624 | 0.3995 | 0.2869
Average asymptotic value 0.3998 0.3496
F(1,30) 2.54
p-value 0.1214

WT 1 WT 2 WT 3 | STLS1 | STLS2 | STLS 3

Budget surplus;;
Budget surplus;¢—1 0.2763 | -0.3168 | 0.0399 | -0.1325 |0.4404** | -0.1029
(0.4794) | (0.3790) |(0.5893) | (0.3433) | (0.1463) | (0.4045)

Constant -0.0830 |-0.2173** | 0.0462 |0.1699**|0.1750** | 0.1730*

(0.0573) | (0.0676) |(0.0288) | (0.0530) | (0.0381) | (0.0633)

# of obs. 7 7 7 7 7 7
R? 0.06 0.12 0.00 0.03 0.64 0.01
Asymptotic value —0.1146 | —0.1650 | 0.0481 | 0.1500 0.3127 | 0.1568
Average asymptotic value —0.0772 0.2065
F(1,30) 123.84
p-value 0.0000
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WT 1 WT 2 WT 3 |STLS1|STLS2 | STLS 3
Real GDP;
Real GDPj;— 0.3124 | -0.5187 | -0.2752 | 0.5681 | 0.5293 | -0.1983
(0.2737) | (0.3275) | (0.5001) |(0.3490) | (0.4131) | (0.4352)
Constant 13.5665% | 26.1989** | 27.9298* | 8.7540 | 9.9524 |26.1231*
(5.2296) | (5.6023) |(10.8044) | (6.8162) | (7.9095) | (9.5809)
# of obs. 7 7 7 7 7 7
R? 0.21 0.33 0.06 0.35 0.25 0.04
Asymptotic value 19.73 17.25 21.90 20.27 21.15 21.80
Average asymptotic value 19.63 21.07
F(1,30) 1.03
p-value 0.3178
WT 1 WT 2 WT 3 STLS1 | STLS2 | STLS 3
Consumer earnings 1;;
Consumer earnings 1j,—; | -0.3183* -0.4520 -0.3960 0.2964* 0.1775 0.4395
(0.1178) (0.4028) (0.4414) | (0.1346) | (0.3437) | (0.3388)
Constant 130.8954** | 130.4864** | 142.1181** | 64.4183** | 54.9001* | 53.8874
(11.3764) | (36.7044) | (44.8403) | (11.6120) |(20.4535) | (32.7929)
# of obs. 7 7 7 7 7 7
R? 0.59 0.20 0.14 0.49 0.05 0.25
Asymptotic value 99.29 89.86 101.81 91.56 66.75 96.14
Average asymptotic value 96.99 84.82
F(1,30) 14.22
p-value 0.0007
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WT 1 WT 2 WT 3 STLS 1 STLS 2 STLS 3
Consumer earnings 2
Consumer earnings 2;;—1 | 0.2214 -0.2800 -0.1271 -0.1014 0.5498* -0.2301
(0.4883) | (0.3769) (0.6068) (0.3563) (0.2256) (0.4251)
Constant -36.6566 |-159.6769* | 200.8746 |437.2238%* | 441.5387* | 527.5839**
(40.9805) | (61.6329) |(101.1254) | (143.8786) |(169.6615) | (185.1776)
# of obs. 7 7 7 7 7 7
R? 0.04 0.10 0.01 0.02 0.54 0.06
Asymptotic value —47.08 | —124.75 178.22 396.97 980.73 428.91
Average asymptotic value 2.13 602.20
F(1,30) 41.80
p-value 0.0000
WT 1 WT 2 WT 3 | STLS1 STLS 2 STLS 3
Consumer + producer earnings 1;;
Consumer + producer earnings 1;;—1| 0.2689 0.2743 0.3896 0.3922 0.7406** 0.2325
(0.2425) | (0.1746) | (0.3269) | (0.3135) | (0.1305) | (0.3855)
Constant 197.6568* | 65.8568* | -27.8518 | 24.9700 |247.4201** | 20.1938
(83.9705) | (28.2987) | (31.7695) | (33.4029) | (68.2068) |(15.2064)
# of obs. 7 7 7 7 7 7
R? 0.20 0.33 0.22 0.24 0.87 0.07
Asymptotic value 270.35 90.75 —45.63 41.08 953.65 26.31
Average asymptotic value 105.16 340.35
F(1,30) 4.26
p-value 0.0478
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WT 1 WT 2 WT 3 STLS 1 STLS 2 STLS 3
Consumer + producer earnings 2,
Consumer + producer earnings 2;,—1| 0.3677 -0.2748 0.2806 -0.0196 0.6361%* -0.1940
(0.2830) | (0.3262) | (0.4219) | (0.3232) (0.1901) (0.4129)
Constant 83.3706 |-204.5659* | 36.8423 |325.0531%* | 649.0973** | 426.8276**
(90.5018) | (75.6889) |(43.2943) | (110.9581) | (231.4158) | (151.6812)
# of obs. 7 7 7 7 7 7
R? 0.25 0.12 0.08 0.00 0.69 0.04
Asymptotic value 131.84 —160.45 51.22 318.79 1783.77 357.48
Average asymptotic value 7.53 820.01
F(1,30) 18.12
p-value 0.0002
WT1 | WI'2 | WI'3 |STLS1|STLS2|STLS 3
Net capital export;;
Net capital export;:—1 0.1895 | 0.0524 |0.6673** | 0.1514 | -0.0344 | -0.0295
(0.3553) | (0.4308) | (0.1636) | (0.4348) | (0.4516) | (0.4214)
Constant -5.3035 | -3.4067 | -1.4227 | -2.3466 | -8.4330 |-7.7909*
(3.9817) | (2.4694) | (1.7915) | (1.7469) | (6.2081) | (3.6037)
# of obs. 7 7 7 7 7 7
R? 0.05 0.00 0.77 0.02 0.00 0.00
Asymptotic value —6.54 | —3.60 —4.28 —-2.77 | =815 | —T7.57
Average asymptotic value —4.81 —6.16
F(1,30) 0.25
p-value 0.6233




WT 1 WT2 | WI'3 | STLS1 |STLS 2| STLS 3
Y-production intensity ;¢

Y-production intensity; ;1 |-0.6647** | 0.0209 | -0.2787 | 0.0134 | 0.4060 | 0.2231
(0.2410) {(0.3719) | (0.5490) | (0.1968) | (0.4297) | (0.3258)
Constant 0.7149** | 0.3659* | 0.4718* | 0.3608** | 0.2748 | 0.2797*
(0.1029) |(0.1524) | (0.1989) | (0.0818) | (0.2097) | (0.1244)

# of obs. 7 7 7 7 7 7

R? 0.60 0.00 0.05 0.00 0.15 0.09
Asymptotic value 0.4295 | 0.3737 | 0.3690 | 0.3657 | 0.4626 | 0.3600
Average asymptotic value 0.3907 0.3961
F(1,30) 0.05
p-value 0.8289

Summary: In the small country, in comparison to the WT-system under the STLS-system asymptotically the
unemployment rate is insignificantly smaller (p = 0.1214), the budget surplus significantly larger (p < 0.0001), the real
GDP insignificantly larger (p = 0.3178), consumer earnings exclusive budget surplus significantly smaller (p = 0.0007),
consumer earnings inclusive budget surplus significantly larger (p < 0.0001), consumer earnings + producer earnings
exclusive budget surplus significantly larger (p = 0.0478), consumer earnings + producer earnings inclusive budget surplus
significantly larger (p = 0.0002), net capital export insignificantly more negative (p = 0.6233), and Y-production intensity
insignificantly stronger (p = 0.8289). Hence, qualitatively (that is, in terms of statistical significances) the results are

almost identical with the results attained with the Prais-Winsten regression analysis reported in the paper. The only

differences are that the difference in unemployment rates and real GDP are not statistically significant.
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Large country:

WT1 | WT 2 WT3 | STLS1 | STLS 2 | STLS 3
Unemployment rate;;
Unemployment ratej;—1 | 0.1590 | -0.0494 |-0.6466** | -0.0188 | -0.6315 | 0.5965
(0.4641) | (0.4424) | (0.2166) | (0.2591) | (0.4320) | (1.2034)
Constant 0.3980 | 0.4412* | 0.5318** | 0.5748** | 1.1856** | 0.1617
(0.2205) | (0.1879) | (0.0702) | (0.1533) | (0.3133) | (0.4353)
# of obs. 7 7 7 7 7 7
R? 0.02 0.00 0.64 0.00 0.30 0.05
Asymptotic value 0.4732 | 0.4205 | 0.3230 0.5642 | 0.7267 | 0.4008
Average asymptotic value 0.4056 0.5639
F(1,30) 13.93
p-value 0.0008
WT1 | WT2 WT 3 STLS1 | STLS2 | STLS 3
Budget surplus;;
Budget surplus;:—1 0.5273 | -0.0590 [-0.6468**| -0.0025 | -0.2564 | 0.8034
(0.4065) | (0.3804) | (0.2230) | (0.2066) | (0.3250) | (0.8990)
Constant -0.0904 |-0.1336* |-0.0165** | -0.2969** | -0.5475** | -0.0390
(0.0872) | (0.0492) | (0.0039) | (0.0757) | (0.1482) | (0.0700)
# of obs. 7 7 7 7 7 7
R? 0.25 0.00 0.63 0.00 0.11 0.14
Asymptotic value —0.1911| —0.1261 | —0.0100 | —0.2962 | —0.4357 | —0.1981
Average asymptotic value —0.1091 —0.3100
F(1,30) 1.05
p-value 0.3135
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WT 1 WT 2 WT 3 STLS 1 STLS 2 STLS 3
Real GDPj;
Real GDPj;— 0.3400 0.0666 -0.2253 0.0653 -0.5805 -1.0819
(0.4758) | (0.2807) (0.2587) | (0.2223) | (0.4327) (0.9176)
Constant 79.4610 |124.9195%* | 178.9995%* | 93.9349** | 100.5164** | 274.4344*
(56.9505) | (37.3380) | (37.6948) | (21.2441) | (27.7478) |(122.0646)
# of obs. 7 7 7 7 7 7
R? 0.09 0.01 0.13 0.02 0.26 0.22
Asymptotic value 120.39 133.83 146.09 100.49 63.60 131.81
Average asymptotic value 133.45 98.64
F(1,30) 451.58
p-value 0.0000
WT 1 WT 2 WT 3 STLS 1 STLS 2 STLS 3
Consumer earnings 1;;
Consumer earnings 1;:-1 | -0.3239 0.1380 0.1508 0.1279 -0.1404 -0.2078
(0.4966) | (0.3580) | (0.4377) | (0.0813) | (0.4259) | (0.3898)
Constant 270.5813* | 180.9473* | 180.6669 | 174.7658** | 200.4055%* | 245.0615**
(101.1228) | (74.9272) | (93.1459) | (15.9342) | (75.0082) | (79.0241)
# of obs. 7 7 7 7 7 7
R? 0.08 0.03 0.02 0.33 0.02 0.05
Asymptotic value 204.38 209.90 212.76 200.39 175.73 202.90
Average asymptotic value 209.01 193.01
F(1,30) 2564.79
p-value 0.0000
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WT 1 WT 2 WT 3 STLS 1 STLS 2 STLS 3
Consumer earnings 2
Consumer earnings 21 0.1986 0.0010 -0.6362%** 0.0251 -0.6968 0.6472
(0.4649) (0.3595) (0.2097) (0.2479) (0.4197) (0.8741)
Constant -1,273.6094 | -997.2885* | 187.0109** | -2,347.2930** | -6,521.6435** | -337.5898
(753.6027) | (371.7353) | (36.0400) (685.6999) | (1,608.4538) |(448.3515)
# of obs. 7 7 7 7 7 7
R? 0.04 0.00 0.65 0.00 0.36 0.10
Asymptotic value —1589.25 | —998.29 114.30 —2407.62 —3843.50 —956.99
Average asymptotic value —824.42 —2402.70
F(1,30) 12.31
p-value 0.0014
WT 1 WT 2 WT 3 STLS 1 STLS 2 STLS 3
Consumer + producer earnings 1,;
Consumer + producer earnings 1,1 | 0.7151%* 0.0571 -0.6005* 0.3555 -0.4436* 0.1639
(0.1832) (0.3261) (0.2188) (0.4386) (0.2110) (0.4859)
Constant 510.2757 |1,333.8049* | 385.6709** | 1,259.2258 | 3,710.8585** | 381.1111
(253.5125) | (485.1867) | (63.3445) |(868.2897)| (529.0773) |(251.7209)
# of obs. 7 7 7 7 7 7
R? 0.75 0.01 0.60 0.12 0.47 0.02
Asymptotic value 1790.97 1414.54 240.97 1953.81 2570.63 455.80
Average asymptotic value 1148.83 1660.08
F(1,30) 2.43
p-value 0.1294

35




WT 1 WT 2 WT 3 STLS 1 STLS 2 STLS 3
Consumer + producer earnings 2,
Consumer + producer earnings 25,1 | 0.7424** | -0.3460 -0.6215 -0.1293 -0.3247 -0.1854
(0.2069) (0.6123) | (0.8398) (0.2362) (0.1850) (0.6623)
Constant 34.3641 | 294.8374 | 231.6518 |-775.7504** |-1,906.8261** | -446.0078
(310.1787) | (160.5244) | (136.7500) | (279.2864) | (327.1648) |(222.0988)
# of obs. 7 7 7 7 7 7
R? 0.72 0.06 0.10 0.06 0.38 0.02
Asymptotic value 133.42 219.05 142.86 —686.91 —1439.44 —376.26
Average asymptotic value 165.11 —834.20
F(1,30) 5.33
p-value 0.0281
WT1l | WIr2 | WT3 |[STLS1|STLS2|STLS 3
Net capital export;;
Net capital exportj;—1 | 0.1895 | 0.0524 |0.6673**| 0.1514 | -0.0344 | -0.0295
(0.3553) | (0.4308) | (0.1636) | (0.4348) | (0.4516) | (0.4214)
Constant 5.3035 | 3.4067 | 1.4227 | 2.3466 | 8.4330 | 7.7909*
(3.9817) | (2.4694) | (1.7915) | (1.7469) | (6.2081) | (3.6037)
# of obs. 7 7 7 7 7 7
R? 0.05 0.00 0.77 0.02 0.00 0.00
Asymptotic value 6.54 3.60 4.28 2,77 8.15 7.57
Average asymptotic value 4.81 6.16
F(1,30) 0.25
p-value 0.6233
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WT 1 WT 2 WT 3 |STLS1| STLS2 | STLS 3

Y-production intensity ;;
Y-production intensity;;—1 | 0.2875 | -0.4784 | -0.3891 | -0.3059 |-1.4604**| 0.3804
(0.4083) | (0.4442) | (0.3568) |(0.5313) | (0.4595) |(0.4800)

Constant 0.2939 |0.7933** | 0.5649%* | 0.7339* | 1.7550%* | 0.4029
(0.1638) | (0.2401) | (0.1450) | (0.2951) | (0.3289) | (0.3151)

# of obs. 7 7 7 7 7 7
R? 0.09 0.19 0.19 0.06 0.67 0.11
Asymptotic value 0 .4125 | 0.5366 | 0.4067 | 0.5620 | 0.7133 | 0.6503
Average asymptotic value 0.4519 0.6419
F(1,30) 292.13
p-value 0.0000

Summary: In the large country, when the STLS-system prevails in the small country, in comparison to when in the small
country the WT-system prevails, asymptotically the unemployment rate is significantly higher (p = 0.0008), the budget
surplus significantly more negative (p = 0.3135), the real GDP significantly smaller (p < 0.0001), consumer earnings
exclusive budget surplus significantly smaller (p < 0.0001), consumer earnings inclusive budget surplus significantly more
negative (p = 0.0014), consumer earnings + producer earnings exclusive budget surplus insignificantly larger (p = 0.1294),
consumer earnings + producer earnings inclusive budget surplus significantly smaller (p = 0.0281), net capital export
insignificantly larger (p = 0.6233), and Y-production intensity significantly stronger (p = 0.0001). Hence, qualitatively (that

is, in terms of statistical significances) the results are identical with the results attained with the Prais-Winsten regression

analysis reported in the paper.
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5.3 Convergence regressions for variable tax regime - Economic performance
indicators compared between the tax systems

To compare with the analysis in the paper please see Table 4 there.
To test if the asymptotic values under the different tax regimes differ we calculate the long-run expected (asymptotic) value

for each y;, p; /(1 — X;), from the estimated p; and A;, and test if the average across the j cohorts in the two tax systems

differ from each other.

Note: Standard errors in parentheses, * significant at 5%; ** significant at 1%

Small country:

WT 1 WT 2 WT 3 | STLS1 | STLS 2| STLS 3

Unemployment rate;;

Unemployment ratej;—1 | -0.1273 |0.3148%*| -0.0985 [0.7115%*| 0.3241 | -0.4677

(0.3866) | (0.0490) | (0.3666) | (0.2119) | (0.4317) | (0.3953)

Constant 0.6772*%* | 0.3189%* | 0.3259** | 0.0355 | 0.1632 |0.4194**

(0.2351) | (0.0235) | (0.1042) | (0.0443) | (0.1092) | (0.1134)

# of obs. 7 7 7 7 7 7
R? 0.02 0.89 0.01 0.69 0.10 0.22
Asymptotic value 0.6007 | 0.4655 | 0.2967 | 0.1230 | 0.2414 | 0.2857
Average asymptotic value 0.4543 0.2167
F(1,30) 80.59
p-value 0.0000

WT1 | WI'2 | WI'3 |STLS1|STLS 2| STLS 3

Budget surplus;;

Budget surplus;;_; 0.0113 | -0.1692 | -0.3372 | -0.6179 | -0.5203 | -0.6377
(0.3325) | (0.1912) | (0.4178) | (0.3826) | (0.4052) | (0.3241)

Constant -0.1618* | 0.0085 | -0.0233 | 0.0071 | -0.0184 | 0.0189

(0.0709) | (0.0058) | (0.0263) | (0.0074) | (0.0185) | (0.0108)

# of obs. 7 7 7 7 7 7
R? 0.00 0.14 0.12 0.34 0.25 0.44
Asymptotic value —0.1636 | 0.0073 |—0.0174| 0.0044 |—0.0121| 0.0116
Average asymptotic value —0.0579 0.0013
F(1,30) 16.19
p-value 0.0004
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WT 1 WT 2 WT 3 STLS1 | STLS2 | STLS 3
Real GDPj;
Real GDPj;— 0.0586 | 0.3600** | -0.2289 |0.6530**| -0.0031 | -0.3471
(0.5532) | (0.0671) | (0.3571) | (0.1883) | (0.4324) | (0.4194)
Constant 12.8706 | 11.9293** | 28.6218** | 9.3457 | 23.1108* | 30.2810**
(7.7216) | (1.2136) | (8.4742) | (4.8219) |(10.0210) | (9.4395)
# of obs. 7 7 7 7 7 7
R? 0.00 0.85 0.08 0.71 0.00 0.12
Asymptotic value 13.67 18.64 23.29 26.93 23.04 22.48
Average asymptotic value 18.53 24.15
F(1,30) 100.2
p-value 0.0000
WT 1 WT 2 WT 3 STLS 1 STLS 2 STLS 3
Consumer earnings 1;;
Consumer earnings 1;;—1 | 0.1189 -0.8981 0.1785** | 0.2523 -0.2984 0.1859
(0.4480) | (0.5869) | (0.0636) | (0.1871) | (0.4345) | (0.4341)
Constant 76.1831 |169.7313** | 85.0196** | 75.6340** | 105.0236** | 77.8355
(38.6528) | (53.1684) | (6.2703) | (18.4514) | (35.5143) |(41.8967)
# of obs. 7 7 7 7 7 7
R? 0.01 0.32 0.61 0.27 0.09 0.04
Asymptotic value 86.46 89.42 103.49 101.16 80.89 95.61
Average asymptotic value 93.12 92.55
F(1,30) 0.04
p-value 0.8383
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WT 1 WT 2 WT 3 STLS 1 STLS 2 STLS 3
Consumer earnings 2
Consumer earnings 25,1 | -0.0623 -0.2152 -0.2230 | -0.8023* | -0.5487 | -0.7513*
(0.3484) | (0.2321) | (0.4372) | (0.3711) | (0.4029) | (0.3204)
Constant -116.7707 | 121.8169** | 93.7766 |195.9813** | 81.9450 |211.7985%*
(59.8247) | (23.6034) |(53.9450) | (41.4708) |(45.5137)| (40.8746)
# of obs. 7 7 7 7 7 7
R? 0.01 0.15 0.05 0.48 0.27 0.52
Asymptotic value —109.92 100.24 76.68 108.74 52.91 120.94
Average asymptotic value 22.33 94.20
F(1,30) 12.82
p-value 0.0012
WT 1 WT 2 WT 3 STLS 1 STLS 2 | STLS 3
Consumer + producer earnings 1;;
Consumer + producer earnings 1,1 | 0.1072 0.2699 0.0396 0.4131 0.7600*%* | 0.5631
(0.5623) | (0.4478) | (0.4617) | (0.2588) | (0.1826) | (0.3693)
Constant 147.2299 | 141.2591 | 226.8389 | 268.4413* | 187.9781 | 68.9829
(125.4023) | (84.2461) | (113.9574) | (111.0232) | (241.4497) | (64.8202)
# of obs. 7 7 7 7 7 7
R? 0.01 0.07 0.00 0.34 0.78 0.32
Asymptotic value 164.91 193.49 236.19 457.38 783.11 157.91
Average asymptotic value 198.20 466.13
F(1,30) 2.90
p-value 0.0988
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WT 1 WT 2 WT 3 STLS 1 STLS 2 | STLS 3
Consumer + producer earnings 2;;
Consumer + producer earnings 2;; | 0.6366 0.0616 -0.3366 -0.5916 0.5206 0.0915
(0.4907) | (0.3923) | (0.4056) (0.5064) (0.2982) | (0.4390)
Constant -18.9178 | 187.2796* | 285.1703** | 712.2921** | 487.9270 | 176.5875
(45.2062) | (77.0483) | (93.7033) | (221.2997) | (385.9785) | (87.2752)
# of obs. 7 7 7 7 7 7
R? 0.25 0.00 0.12 0.21 0.38 0.01
Asymptotic value —52.06 199.56 213.34 447.53 1017.69 194.37
Average asymptotic value 120.28 553.20
F(1,30) 17.84
p-value 0.0002
WT1 | WT 2 WT3 |STLS1| STLS2 STLS 3
Net capital export;;
Net capital export;:—1 0.8356 | 0.2888 | -0.1879 | 0.2016 -0.6494 -0.4298
(0.6535) | (0.3820) | (0.4079) |(0.3930) | (0.4145) (0.3944)
Constant 1.3796 | -2.2193 |-14.6474* |-13.1782|-20.7151%* | -31.8847**
(1.9759) | (1.2419) | (5.5668) | (7.0773) | (5.4157) (8.8210)
# of obs. 7 7 7 7 7 7
R? 0.25 0.10 0.04 0.05 0.33 0.19
Asymptotic value 8.39 -3.12 | —12.33 | —16.51 —12.56 —22.30
Average asymptotic value —2.35 —-17.12
F(1,30) 1.711
p-value 0.2013
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WT 1 WT 2 WT 3 | STLS1|STLS 2| STLS 3

Y-production intensity ;¢

Y-production intensity;;—1 | 0.5843 |[-0.1597**| 0.0593 | 0.1613 | 0.4221 | -0.3183

(0.4257) | (0.0115) | (0.4475) | (0.6455) | (0.3976) | (0.1592)

Constant 0.1696 | 0.4700** | 0.3861* | 0.3735 | 0.3046 |0.5137**

(0.1535) | (0.0047) | (0.1843) | (0.3003) | (0.2048) | (0.0653)

# of obs. 7 7 7 7 7 7
R? 0.27 0.97 0.00 0.01 0.18 0.44
Asymptotic value 0.4080 | 0.4051 0.4105 | 0.4453 | 0.5271 | 0.3897
Average asymptotic value 0.4079 0.4540
F(1,30) 1.88
p-value 0.1808

Summary: In the small country, in comparison to the WT-system under the STLS-system asymptotically the
unemployment rate is significantly smaller (p < 0.0001), the budget surplus significantly larger (p = 0.0004), the real GDP
significantly larger (p < 0.0001), consumer earnings exclusive budget surplus insignificantly smaller (p = 0.8383), consumer
earnings inclusive budget surplus significantly larger (p = 0.0012), consumer earnings + producer earnings exclusive budget
surplus marginally significantly larger (p = 0.0988), consumer earnings + producer earnings inclusive budget surplus
significantly larger (p = 0.0002), net capital export insignificantly more negative (p = 0.2013), and Y-production intensity
insignificantly stronger (p = 0.1808). Hence, qualitatively (that is, in terms of statistical significances) the results are
almost identical with the results attained with the Prais-Winsten regression analysis reported in the paper. The only
differences are that now the budget surplus is significantly larger, the consumer earnings inclusive budget surplus

significantly larger, and the net capital export is not statistically significant.
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Large country:

WT1 | WIL2 | WI'3 |STLS1|STLS 2| STLS 3
Unemployment rate;;
Unemployment rate;;—1 |0.8359** | -0.2530 | 0.1064 | 0.2953 | 0.2458 | -0.2975
(0.1388) |(0.5625) | (1.1401) | (0.3479) | (0.3467) | (0.2044)
Constant 0.0792 | 0.6917* | 0.3258 | 0.3893 | 0.5737* | 0.7559**
(0.0770) {(0.3006) | (0.4116) | (0.2056) | (0.2679) | (0.1204)
# of obs. 7 7 7 7 7 7
R? 0.88 0.04 0.00 0.13 0.09 0.30
Asymptotic value 0.4824 | 0.5521 | 0.3646 | 0.5525 | 0.7606 | 0.5826
Average asymptotic value 0.4663 0.6319
F(1,30) 35.64
p-value 0.0000
WT 1 WT 2 WT 3 |STLS1| STLS2 | STLS 3
Budget surplus;;
Budget surplus;:—1 0.5884** | -0.8928 | -0.2495 | 0.1097 | 0.0367 | -0.2126
(0.0623) | (0.6793) |(0.4249) | (0.3378) | (0.3167) | (0.1263)
Constant -0.0061 |-0.2162** | -0.0060 | -0.0952 |-0.3935** |-0.2064**
(0.0073) | (0.0756) |(0.0066) | (0.0776) | (0.1426) | (0.0271)
# of obs. 7 7 7 7 7 7
R? 0.95 0.26 0.06 0.02 0.00 0.36
Asymptotic value —0.0149 | —0.1142 | —0.0048 | —0.1070 | —0.4085 | —0.1702
Average asymptotic value —0.0446 —0.2286
F(1,30) 45.55
p-value 0.0000
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WT 1 WT 2 WT 3 STLS 1 | STLS 2 STLS 3
Real GDPj;
Real GDPj;— 0.8662%* | -0.4077 -0.2163 0.3090 0.2478 -0.2276
(0.1320) | (0.6499) | (0.8397) | (0.3350) | (0.3254) | (0.2041)
Constant 16.6906 |152.7945% | 169.3701 | 72.0548* | 43.4180* |119.3676**
(13.9542) | (73.3015) | (117.4018) | (32.8577) | (18.2212) | (19.5954)
# of obs. 7 7 7 7 7 7
R? 0.90 0.07 0.01 0.15 0.10 0.20
Asymptotic value 124.72 108.54 139.25 104.28 57.72 97.24
Average asymptotic value 124.17 86.42
F(1,30) 24.91
p-value 0.0000
WT 1 WT 2 WT 3 STLS 1 STLS 2 STLS 3
Consumer earnings 1;;
Consumer earnings 1;¢ 0.5941 0.0668 0.1707 0.0188 0.0967 -0.2688
(0.3063) | (0.4436) | (0.9156) (0.3054) (0.2970) (0.2538)
Constant 83.0522 |185.2049* | 176.3328 |192.9774** | 158.9523** | 252.0811%**
(61.8130) | (88.8951) |(195.1139) | (59.6422) | (51.8295) | (50.2020)
# of obs. 7 7 7 7 7 7
R? 0.43 0.00 0.01 0.00 0.02 0.18
Asymptotic value 204.64 198.47 212.62 196.68 175.98 198.67
Average asymptotic value 205.24 190.44
F(1,30) 82.28
p-value 0.0000
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WT 1 WT 2 WT 3 STLS 1 STLS 2 STLS 3
Consumer earnings 2
Consumer earnings 2;j;—1 | 0.6183** -0.7363 -0.2501 0.1454 0.0629 -0.3006
(0.0726) (0.5859) (0.4216) | (0.3678) (0.3700) (0.1607)
Constant 26.7007 |-1,351.7533** | 210.6148* | -532.6979 |-2,948.6963* |-1,456.6929**
(60.5210) | (470.2592) | (90.4224) | (550.2395) | (1,224.7609) | (211.1413)
# of obs. 7 7 7 7 7 7
R? 0.94 0.24 0.07 0.03 0.01 0.41
Asymptotic value 69.96 —778.54 168.48 —623.36 —3146.68 —1120.05
Average asymptotic value —180.033 —1630.03
F(1,30) 48.74
p-value 0.0000
WT 1 WT 2 WT 3 STLS 1 STLS 2 STLS 3
Consumer + producer earnings 1;;
Consumer + producer earnings 1;:—1| 0.1362 -0.4797 -0.2703 -0.1533 -0.5641 0.7868**
(0.4345) (0.3967) (0.4266) | (0.4474) (0.6098) (0.1831)
Constant 387.1835 |733.3914** | -158.3895 | 244.0190 | 3,002.0526* | 194.3545
(206.4783) | (213.0030) | (166.2855) | (275.8543) | (1,132.9478) | (95.3356)
# of obs. 7 7 7 7 7 7
R? 0.02 0.23 0.07 0.02 0.15 0.79
Asymptotic value 448.21 495.63 —124.69 211.58 1919.40 911.72
Average asymptotic value 273.05 1014.23
F(1,30) 11.38
p-value 0.0021
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WT 1 WT 2 WT 3 STLS 1 STLS 2 STLS 3
Consumer + producer earnings 2;¢
Consumer + producer consumer 2;;1 | 0.7526%* | -0.7262 -0.3094 0.0432 0.3771 0.1973
(0.0962) | (0.8975) (0.4332) | (0.2830) (0.1915) (0.2052)
Constant 164.4340* | -835.7951* | -220.9954 | -626.6978 |-770.5644* | -606.3093*
(68.9086) |(399.3533) | (161.1874) | (354.5997) | (318.7112) | (264.7910)
# of obs. 7 7 7 7 7 7
R? 0.92 0.12 0.09 0.00 0.44 0.16
Asymptotic value 664.70 —484.17 | —168.78 | —655.02 | —1237.13 | —755.32
Average asymptotic value 3.92 —882.49
F(1,30) 17.92
p-value 0.0002
WT1 | WI'2 | WIr3 |STLS1| STLS2 | STLS3
Net capital export;;
Net capital export;:—1 0.8356 | 0.2888 | -0.1879 | 0.2016 | -0.6494 -0.4298
(0.6535) | (0.3820) | (0.4079) | (0.3930) | (0.4145) | (0.3944)
Constant -1.3796 | 2.2193 |14.6474* | 13.1782 | 20.7151** | 31.8847**
(1.9759) | (1.2419) | (5.5668) | (7.0773) | (5.4157) | (8.8210)
# of obs. 7 7 7 7 7 7
R? 0.25 0.10 0.04 0.05 0.33 0.19
Asymptotic value —8.39 3.12 12.33 16.51 12.56 22.30
Average asymptotic value 2.35 17.12
F(1,30) 1.71
p-value 0.2013
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WT1 | WT 2 WT 3 |STLS1|STLS 2| STLS 3

Y-production intensity ;;

Y-production intensity;:—1 | -0.0335 | 0.2663 | -0.5399 | 0.4876 | 0.1144 | 0.1477

(0.4198) | (0.4282) | (0.4575) | (0.2443) | (0.4142) | (0.4268)

Constant 0.4682* | 0.3237 |0.6973** | 0.2674 | 0.5783* | 0.4272

(0.1886) | (0.1908) | (0.2089) | (0.1338) | (0.2687) | (0.2155)

# of obs. 7 7 7 7 7 7
R? 0.00 0.07 0.22 0.44 0.02 0.02
Asymptotic value 0.4530 | 0.4411 | 0.4529 | 0.5218 | 0.6530 | 0.5012
Average asymptotic value 0.4490 0.5587
F(1,30) 34.36
p-value 0.0000

Summary: In the large country, when in the small country the STLS-system prevails, in comparison to when in the small
country the WT-system prevails, asymptotically the unemployment rate is significantly higher (p < 0.0001), the budget
surplus significantly more negative (p < 0.0001), the real GDP significantly smaller (p < 0.0001), consumer earnings
exclusive budget surplus significantly smaller (p < 0.0001), consumer earnings inclusive budget surplus significantly more
negative (p < 0.0001), consumer earnings + producer earnings exclusive budget surplus significantly larger (p = 0.0021),
consumer earnings + producer earnings inclusive budget surplus significantly smaller (p = 0.0002), net capital export
insignificantly larger (p = 0.2013), and Y-production intensity significantly stronger (p < 0.0001). Hence, qualitatively (that
is, in terms of statistical significances) the results are similar to the results attained with the Prais-Winsten regression
analysis reported in the paper. The differences are that now the difference in budget surplus is significant, the difference in

consumer earnings inclusive budget surplus is significant, and the difference in net capital export insignificant.
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5.4 Convergence regressions for variable STLS regime - Comparison with
theoretical equlibrium predictions

To compare with the analysis in the paper please see Table 6 there.

For weak convergence of y;, in a given cohort (session) j, —1 < A; < 1 must (significantly) hold. (Duffy (2008) only
requires \; < 1, which is not sufficient.) For strong convergence of y; for a given cohort (session) j it must hold that
ui/(1—X;) =y*, where y* is the theoretical (steady state) prediction in the respective equilibrium. To test for strong

convergence across cohorts p;/(1 — \j) = y* must hold for all cohorts j simultaneously.

Note: In all tables standard errors are in parentheses and * (**) indicates significance at 5% (1%).
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International variables:

Session number (cohort) Session number (cohort) Session number (cohort)
International
STLS 1 STLS 2 STLS 3
K;
K; 0.3243 0.0847 -0.1037
(0.3573) (0.4377) (0.3914)
Constant 152.1328 169.8755 217.8484*
(77.3363) (81.8177) (78.7691)
# of obs. 7 7 7
R? 0.14 0.01 0.01
DW statistics 1.84 1.88 1.81
Kjoy 147 183 216
Weak convergence test:
0.1172 0.0908 0.0371
A <1l,pfor \; =1
Weak convergence test:
0.0139 0.0058 0.0706
Aj > —1, pfor \j =—1
Weak convergence? Yes but not significant Yes but only marginally Yes but only marginally
Equilibrium 1=2:
Ktheo 240 240 240
Strong convergence test:
0.3415 0.0058 0.0001
i /(1 = Xj) = Kineo
Strong convergence? Yes No No
IuY + A\ Kineo 230.0 190.2 193.0

Joint convergence test:

14" + AT Kineo = Kineo 0.0212
p-value
Joint convergence? No

Summary: Internationally, capital employment marginally significantly converges weakly to values below Kypeo. Joint

strong convergence is rejected.

” are made if for a majority of

Note: In this and the following summary statements the qualifications “from below (above)
cohorts the value of the dependent variable in t = 9 (see e.g. Kj9 above) is smaller (larger) than the predicted value as

reported in the “joint convergence test”. In cases of no strong but only weak convergence the qualification “to values below
(above)” are made if the predicted values as reported in the “joint convergence test” lie below (above) the theoretical value

of the respective variable (see e.g. Kipeo above).
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Session number (cohort)

Session number (cohort)

Session number (cohort)

International
STLS 1 STLS 2 STLS 3
jt
i1 0.2875 -0.3028 -0.0535
(0.3374) (0.4638) (0.2997)
Constant 87.9986* 78.6693* 133.3275%**
(38.4518) (28.2387) (37.3303)
# of obs. 7 7 7
R? 0.13 0.08 0.01
DW statistics 2.28 0.73 1.84
7o 58 80 93
Weak convergence test: 0.0884 0.0376 0.0170
A <1l,pfor \; =1
k :
Weak convergence test 0.0124 0.1931 0.0252
A; > —1,pfor \j =—1
Weak convergence? Yes but only marginally Yes but not significant Yes
Equilibrium 1:
theo 181 181 181
Strong convergence test: 0.0030 0.0000 0.0001
HJ/(I—A]) :theo ' ’ '
Strong convergence? No No No
I + \TX5,., 140.0 23.9 123.6.7
Joint convergence test:
II'LT + /\TXtcheo = ( gheo)T 0.0035
p-value
Joint convergence? No
Equilibrium 2:
Xiheo 182 182 182
Strong convergence test:
. 0.0027 0.0000 0.0001
IU’J/(]‘ - /\J) = Xtheo
Strong convergence? No No No
I +2TX5.. 140.3 23.6 123.6
Joint convergence test:
T+ AT X o = (Xfneo)™ 0.0035
p-value
Joint convergence? No

Summary: Internationally, sold X (i.e. X consumed) (marginally) significantly converges weakly from below to values

below X{j,.,. Joint strong convergence is rejected for both equilibria.
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Session number (cohort)

Session number (cohort)

Session number (cohort)

International
Tjt STLS 1 STLS 2 STLS 3

Tjt—1 0.6982** 0.9396** -0.1115
(0.1100) (0.1520) (0.8091)

Constant 0.0002 -0.0001 0.0007
(0.0002) (0.0001) (0.0005)

# of obs. 7 7 7

R? 0.89 0.88 0.00

DW statistics 1.93 2.52 1.34

59 0.0010 0.0014 0.0032

Weak convergence test: 0.0406 0.7076 0.2279

Aj<1l,pfor \; =1

Weak convergence test: 0.0000 0.0001 0.3222

A; > —1, pfor \j =—1

Weak convergence? Yes Yes but not significant Yes but not significant

Equilibrium 1:

Ttheo 0.0295 0.0295 0.0295

Strong convergence test: 0.0000 0.0018 0.0000

fi /(1 = Xj) = Ttheo

Strong convergence? No No No

I + A Triheo 0.0208 0.0276 -0.0026

Joint convergence test:

I + AT riheo = rihco 0.0462

p-value

Joint convergence? No

Equilibrium 2:

Ttheo 0.0289 0.0289 0.0289

Strong convergence test: 0.0000 0.0020 0.0000

i /(1 = Xj) = Ttheo

Strong convergence? No No No

I + AT reo 0.0204 0.0271 -0.0024

Joint convergence test:

I + AT r e = 1 oo 0.0460

p-value

Joint convergence? No

Summary: Internationally, the relative price of capital (insignificantly) converges weakly to values below r¢peo. Joint

strong convergence is rejected for both equilibria.
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Session number (cohort)

Session number (cohort)

Session number (cohort)

Aj>—1, pfor \j =—1

International
Da j STLS 1 STLS 2 STLS 3
Dejy s 0.4525 -0.0016 0.0769
(0.2888) (0.4379) (0.3673)
Constant 0.1317 0.3899* 0.1786*
(0.0685) (0.1712) (0.0713)
# of obs. 7 7 7
R? 0.33 0.00 0.01
DW statistics 1.43 1.23 2.11
Da jo 0.1981 0.2307 0.4049
Weak convergence test:
0.1165 0.0709 0.0536
Aj<1l,pfor ;=1
Weak convergence test:
0.0040 0.0716 0.0325

Weak convergence?

Yes but not significant

Yes but only marginally

Yes but only marginally

Equilibrium 1=2:

Paineo 0.1807 0.1882 0.1882
Strong convergence test:

0.0000 0.0000 0.0001
IU’J/(l - AJ) = pwth,eo
Strong convergence? No No No
T+ ,\szthw 0.2134 0.3895 0.1925

Joint convergence test:

IN’T + /\prthe,o = pz‘theo 0.0149
p-value
Joint convergence? No

Summary: Internationally, the relative price of X marginally significantly converges weakly from above to values above

Daype,- JOiNt strong convergence is rejected.
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Small country:

Session number (cohort) Session number (cohort) Session number (cohort)
Small country
STLS 1 STLS 2 STLS 3
K,
K, 0.2016 -0.1406 0.1621
(0.3930) (0.4114) (0.4597)
Constant 37.1314 39.0670* 42.4448
(17.8563) (14.0432) (23.1035)
# of obs. 7 7 7
R? 0.05 0.02 0.02
DW statistics 2.22 1.28 1.76
K, 31 32 50
k :
Weak convergence test 0.0979 0.0393 0.1279
A <1l,pfor \; =1
k :
Weak convergence test 0.0282 0.0910 0.0527
Aj > —1, pfor \j =—1
Weak convergence? Yes but only marginally Yes but only marginally Yes but not significant
Equilibrium 1:

Stheo 28 28 28
Strong convergence test: 0.0229 0.0023 0.0001
IU’J/(l - AJ) = Ksth,eo
Strong convergence? No No No
IuT + \TK,,,., 42.78 35.13 46.98
Joint convergence test:

It +\TKs,,., =K, . 0.0182
p-value

Joint convergence? No
Equilibrium 2:

Stheo 11 11 11
Strong convergence test: 0.0016 0.0000 0.0000
i /(1= X5) = Ko
Strong convergence? No No No
It +\TK,,,., 39.35 37.52 44.23
Joint convergence test:

T+ A\TK,,,., =K 0.0122
p-value
Joint convergence? No

Summary: In the small country, capital employment marginally significantly converges weakly from above to values above

K of the better equilibrium 1. Joint strong convergence is rejected for both equilibria.
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Session number (cohort) Session number (cohort) Session number (cohort)
Small country
STLS 1 STLS 2 STLS 3
Ls;,
Ls;_y 0.7115%* 0.3241 -0.4677
(0.2119) (0.4317) (0.3953)
Constant 11.3846 23.0741 47.1774%*
(7.6498) (14.5700) (12.7131)
# of obs. 7 7 7
R? 0.69 0.10 0.22
DW statistics 2.75 1.96 2.55
Ls;q 32 33 32
Weak convergence test: 0.2315 0.1782 0.0138
Aj<1l,pfor \; =1
k :
Weak convergence fest 0.0005 0.0279 0.2359
A; > —1, pfor \j =—1
Weak convergence? Yes but not significant Yes but not significant Yes but not significant
Equilibrium 1:
Ls,,.. 33 33 33
Strong convergence test:
0.1024 0.3010 0.0367
i /(L= Aj) = Loy,
Strong convergence? Yes Yes No
IuT + 2T L, 34.87 33.77 31.74
Joint convergence test:
"+ "L, =L3, 0.0371
p-value
Joint convergence? No
Equilibrium 2:
L_s(theo) 18 18 18
Strong convergence test: 0.0012 0.0000 0.0000
i /(L= Aj) = Loype,
Strong convergence? No No No
IuT + 2T L, .. 24.19 28.91 38.76
Joint convergence test:
T +A\"L,,., =L, 0.0057
p-value
Joint convergence? No

Summary: In the small country, labor employment converges strongly to L

convergence is rejected for both equilibria.

Stheo
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Session number (cohort)

Session number (cohort)

Session number (cohort)

Small country

STLS 1 STLS 2 STLS 3
X5
XSy 0.0000 -0.2941 0.2121
(0.3237) (0.4467) (0.4468)
Constant 18.8571%* 11.7899* 15.6240
(5.6075) (4.1387) (8.8441)
# of obs. 7 7 7
R? -0.00 0.08 0.04
DW statistics 1.52 2.03 1.88
XS5 10 10 19
Weak convergence test: 0.0272 0.0339 0.1381
A <1l,pfor \; =1
k :
Weak convergence test 0.0272 0.1749 0.00421
A; > —1,pfor \j =—1
Weak convergence? Yes Yes but not significant Yes but not significant
Equilibrium 1:
Xeinew 25 25 25
Strong convergence test:
. 0.0042 0.0000 0.0984
pi /(1= X)) = Xg,, .,
Strong convergence? No No Yes, but marginally
1T+ ,\TXS?MCO 18.86 4.44 20.92
Joint convergence test:
T T yvc _ c T
Ip™ + A" X5,,., = (X5..) 0.0151
p-value
Joint convergence? No
Equilibrium 2:
Xeinoo 17 17 17
Strong convergence test:
. 0.1934 0.0001 0.3175
i /(L= Aj) = X5,
Strong convergence? Yes No Yes
LT+ ATXS, 18.86 6.79 19.22
Joint convergence test:
LT+ ATXS, = (XE,0)T 0.0318
p-value
Joint convergence? No

Summary: In the small country, consumed X converges (insignificantly) weakly from below to the worse equilibrium level

of X¥¢

Stheo
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Session number (cohort)

Session number (cohort)

Session number (cohort)

Small country

STLS 1 STLS 2 STLS 3
XZ,
X0, 0.1756 0.2892 -0.2024
(0.8841) (0.4153) (0.1329)
Constant 24.4198 15.8193 34.8095%*
(24.5872) (9.6138) (3.7492)
# of obs. 7 7 7
R? 0.01 0.09 0.32
DW statistics 1.47 2.94 2.18
XL, 28 25 20
Weak convergence test: 0.3939 0.1476 0.0003
A <1l,pfor \; =1
k :
Weak convergence test 0.2411 0.0267 0.0018
A; > —1,pfor \j =—1
Weak convergence? Yes but not significant Yes but not significant Yes
Equilibrium 1:
Bines 25 25 25
Strong convergence test:
0.2100 0.2633 0.0002
ni/(L=Xj) = X3, .,
Strong convergence? Yes Yes No
1T+ ,\TX'S"thco 28.81 23.05 29.75
Joint convergence test:
T+ ATXE, = (XE, )T 0.0000
p-value
Joint convergence? No
Equilibrium 2:
D nen 14 14 14
Strong convergence test:
0.0046 0.0128 0.0000
ni/(L=Aj) = X4,
Strong convergence? No No No
LT+ ATX?, 26.88 19.87 31.98
Joint convergence test:
LT ATXE, = (XE,,)T 0.0000
p-value
Joint convergence? No

Summary: In the small country, X produced converges strongly from above to the better equilibrium level of X

There is even some “overshooting”. Joint strong convergence is rejected for both equilibria.
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Session number (cohort)

Session number (cohort)

Session number (cohort)

Small country

STLS 1 STLS 2 STLS 3
YS,
Yo, 0.2428 0.5083 -0.1143
(0.4896) (0.3851) (0.2953)
Constant 17.7797 12.2320 19.3429**
(11.8088) (9.2524) (5.3962)
# of obs. 7 7 7
R? 0.05 0.26 0.03
DW statistics 1.65 1.78 1.93
Yo, 19 22 24
Weak convergence test: 0.1826 0.2578 0.0130
A <1l,pfor \; =1
k :
Weak convergence test 0.0520 0.0112 0.0301
A; > —1,pfor \j =—1
Weak convergence? Yes but not significant Yes but not significant Yes
Equilibrium 1:
Yo, .. 21 21 21
Strong convergence test:
. 0.3333 0.2726 0.0080
pi /(L= X)) =Yg, .,
Strong convergence? Yes Yes No
1T+ ,\TYSihco 22.88 22.91 16.94
Joint convergence test:
T Tyec  _ (ye T
IN +A YStheo - (Ystheo) 0.0300
p-value
Joint convergence? No
Equilibrium 2:
Yo, .. 11 11 11
Strong convergence test:
. 0.0030 0.0069 0.0007
i /(L= Aj) =Y.,
Strong convergence? No No No
T+ /\TYSCHM 20.45 17.82 18.09
Joint convergence test:
T NTYS, = (YS,)T 0.0186
p-value
Joint convergence? No

Summary: In the small country, Y consumed converges strongly to the better equilibrium level of Y., . Joint strong

convergence is rejected for both equilibria.
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Session number (cohort)

Session number (cohort)

Session number (cohort)

Small country

STLS 1 STLS 2 STLS 3
Ws
Weye s 0.8333 0.9537%* 20.2463
(0.5917) (0.1383) (0.3680)
Constant 0.0338 0.0096 0.2807%*
(0.1117) (0.0160) (0.0828)
# of obs. 7 7 7
R? 0.28 0.90 0.08
DW statistics 1.98 1.32 1.98
W 0.1841 0.1027 0.2213
Zteiklf;ng:gjfie ;esm 0.7895 0.7512 0.0195
Weal convergence fest: 0.0269 0.0000 0.0959

A; > —1,pfor \j =—1

Weak convergence?

Yes but not significant

Yes but not significant

Yes but marginally

Equilibrium 1:

Wsiheo

0.1971

0.1971

0.1971

Strong convergence test:
i /(1= Xj) = wsy,.,

0.9176

0.9742

0.0000

Strong convergence?

Yes

Yes

No

IMT + /\Twsthe,o

0.1980

0.1975

0.2322

Joint convergence test:

T T R
II'L + A Wsiheo — Wstheo
p-value

0.0304

Joint convergence?

Equilibrium 2:

Wsiheo

0.1292

0.1292

0.1292

Strong convergence test:
IU’J/(l - AJ) = Wsheo

0.1990

0.7894

0.0000

Strong convergence?

Yes

Yes

INT + ATwStheo

0.1414

0.1328

0.2489

Joint convergence test:

T T _ T
I;L + A wstheo - WStheo
p-value

0.0179

Joint convergence?

No

Summary: In the small country, the relative wage converges strongly to either of the two equilibrium wage levels ws,, .

Joint strong convergence is rejected for both equilibria.
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Session number (cohort) Session number (cohort) Session number (cohort)
Small country
STLS 1 STLS 2 STLS 3
Pys
Dysji—1 0.6795%* -0.0399 0.5108
(0.1835) (0.2315) (0.3428)
Constant 0.0550 0.0735%* 0.1294
(0.0341) (0.0159) (0.0879)
# of obs. 7 7 7
R? 0.73 0.01 0.31
DW statistics 2.63 1.73 2.13
Dys o 0.2023 0.0563 0.2403
Weak convergence test: 0.1411 0.0065 0.2129
A <1l,pfor \; =1
k :
Weak convergence test 0.0003 0.0089 0.0070
A; > —1,pfor \j =—1
Weak convergence? Yes but not significant Yes Yes but not significant
Equilibrium 1:
Dysiheo 0.2165 0.2165 0.2165
Strong convergence test: 0.0052 0.0000 0.0073
1 /(L= Aj) = Pysineo
Strong convergence? No No No
11T + ATpys,es 0.2021 0.0649 0.2400
Joint convergence test:
LT + A pysines = Pysineo 0.0010
p-value
Joint convergence? No
Equilibrium 2:
Pysineo 0.2747 0.2747 0.2747
Strong convergence test: 0.0001 0.0000 0.3960
i/ (L= Xj) = Pysipes
Strong convergence? No No Yes
IuT + 2\Tpys, . 0.2416 0.0625 0.2697
Joint convergence test:
LT + AT pysines = Pysenes 0.0020
p-value
Joint convergence? No

Summary: In the small country, the relative price of Y converges (insignificantly) weakly to values below both equilibrium

values of pys,,,.,. Joint strong convergence is rejected for both equilibria.
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Session number (cohort)

Session number (cohort)

Session number (cohort)

Small country

STLS 1 STLS 2 STLS 3
Tpaxs i
Tpesjy_1 0.1984 0.5401 0.6055
(0.2954) (0.3511) (0.3598)
Constant 0.3973* 0.1984 0.1905
(0.1478) (0.1405) (0.1784)
# of obs. 7 7 7
R? 0.08 0.32 0.36
DW statistics 1.97 2.53 1.88
Tpxsjo 0.5338 0.3430 0.5070
Weak convergence test: 0.0421 0.2472 0.3229
A <1l,pfor \; =1
k :
Weak convergence test 0.0098 0.0071 0.0066
A; > —1,pfor \j =—1
Weak convergence? Yes Yes but not significant Yes but not significant
Equilibrium 1:
Tpzsiheo 0.4889 0.4889 0.4889
Strong convergence test: 0.3678 0.2625 0.8607
i /(1= Xj) = Towsypeo
Strong convergence? Yes Yes Yes
I + 2N sy, 0.4943 0.4625 0.4865
Joint convergence test:
1™ 4+ A Tpasyney = Toxsenoo 0.7303
p-value
Joint convergence? Yes
Equilibrium 2:
Tpzsipeo 0.7835 0.7835 0.7835
Strong convergence test: 0.0000 0.0006 0.0003
1 /(L= Aj) = Tozsineo
Strong convergence? No No No
| PR e 0.5227 0.6216 0.6649
Joint convergence test:
LT A+ A Tprsinen = Toxseneo 0.0448
p-value
Joint convergence? No

Summary: In the small country, the tax on sales of X converges strongly to the better equilibrium tax level 7pes,,,.,. Joint

strong convergence is rejected for worse equilibrium but is not rejected for the better equilibrium.
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Session number (cohort)

Session number (cohort)

Session number (cohort)

Small country

STLS 1 STLS 2 STLS 3
surs;,
SUTsj, 4 -0.6179 -0.5203 -0.6377
(0.3826) (0.4052) (0.3241)
Constant 0.0071 -0.0184 0.0189
(0.0074) (0.0185) (0.0108)
# of obs. 7 7 7
R? 0.34 0.25 0.44
DW statistics 2.45 2.18 1.89
SUTs ;o 0.0281 -0.0075 -0.0310
Weak convergence test:
0.0083 0.0133 0.0039
Aj<1l,pfor ;=1
Weak convergence test:
0.3637 0.2896 0.3144

Aj>—1, pfor \j =—1

Weak convergence?

Yes but not significant

Yes but not significant

Yes but not significant

Equilibrium 1=2:

surstheo 0 0 0
Strong convergence test:

0.3676 0.3411 0.1436
IU’J/(l - AJ) = SUTs4peo
Strong convergence? Yes Yes Yes
Iu™ + \Tsurs,, ., 0.0072 -0.0185 0.0189

Joint convergence test:

IuT + /\Tsur&-”wo = sur;[;heo 0.2174
p-value
Joint convergence? Yes

Summary: In the small country, the relative budget surplus converges strongly to the balanced equilibrium level

surs,,., = 0. Joint strong convergence is not rejected.
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Large country:

Session number (cohort)

Session number (cohort)

Session number (cohort)

Large country

Aj > —1, pfor \j =—1

STLS 1 STLS 2 STLS 3

K,

K, 0.0014 0.1133 -0.3213
(0.4167) (0.4443) (0.3855)

Constant 175.6129* 134.1435 194.8916**
(71.7400) (68.1835) (58.2915)

# of obs. 7 7 7

R? 0.00 0.01 0.12

DW statistics 1.77 1.89 2.27

K, 151 116 166

:Zeiklfc;n‘f’j;g;;f IeSt: 0.0619 0.1025 0.0187

Weak convergence test: 0.0614 0.0541 0.1386

Weak convergence?

Yes but only marginally

Yes but not significant

Yes but not significant

Equilibrium 1:

Klth,eo

212

212

212

Strong convergence test:
i /(L= Aj) = Kiypeo

0.0084

0.0053

0.0000

Strong convergence?

No

No

No

IMT + A’I‘[(lth,eo

175.92

158.17

126.79

Joint convergence test:
INT + /\TKltheo =Kj,

ltheo
p-value

0.0047

Joint convergence?

Equilibrium 2:

Kltheo

229

229

229

Strong convergence test:
pi /(1= X5) = Kuy,,,

0.0016

0.0018

0.0000

Strong convergence?

No

No

No

INT + /\TKltheo

175.94

160.09

121.33

Joint convergence test:
IuT +2TKy,,., = K&

Itheo
p-value

0.0040

Joint convergence?

No

Summary: In the large country, capital employment insignificantly converges weakly from below to values below K

either equilibrium. Joint strong convergence is rejected for both equilibria.
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Session number (cohort) Session number (cohort) Session number (cohort)
Large country
STLS 1 STLS 2 STLS 3
Ly,
L, 0.2953 0.2458 -0.2975
(0.3479) (0.3467) (0.2044)
Constant 99.3412* 56.8774%* 170.5836**
(46.1532) (25.4407) (26.5639)
# of obs. 7 7 7
R? 0.13 0.09 0.30
DW statistics 1.93 2.05 2.10
Ly, 96 51 114
Weak convergence test: 0.0987 0.0816 0.0014
Aj<1l,pfor \; =1
k :
Weak convergence fest 0.0137 0.0156 0.0185
A; > —1, pfor \j =—1
Weak convergence? Yes but only marginally Yes but only marginally Yes but not significant
Equilibrium 1:

Lineo 199 199 199
Strong convergence test: 0.0067 0.0000 0.0000
lu‘J/(l - A]) = thh,eo
Strong convergence? No No No
IuT + AL, . 158.11 105.78 111.39
Joint convergence test:

It +A\TLy,,., =L{ 0.0001
p-value

Joint convergence? No
Equilibrium 2:

Lineo 213 213 213
Strong convergence test: 0.0027 0.0000 0.0000
i /(L= Aj) = Lug,e,

Strong convergence? No No No
T+ A\TL,,., 162.24 109.22 107.23
Joint convergence test:

LT+ ATLy,,,, =L, 0.0001

p-value

Joint convergence? No

Summary: In the large country, labor employment margin ally weakly converges from below to values below L;,, , of

either equilibrium. Joint strong convergence is rejected for both equilibria.
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Session number (cohort)

Session number (cohort)

Session number (cohort)

Large country

STLS 1 STLS 2 STLS 3
ijt
ijtil 0.2363 -0.3549 -0.0623
(0.3703) (0.4768) (0.2670)
Constant 78.9108* 69.4974%* 113.5009**
(35.9135) (24.7646) (28.0841)
# of obs. 7 7 7
R? 0.08 0.10 0.01
DW statistics 2.30 0.84 1.99
X7 70 48 74
Lo
Weak convergence test: 0.0942 0.0362 0.0105
Aj <1, pfor \; =1 ’ ’ ’
Weak convergence test:
.02 .234 .0171
N> 1, pfor Ay = —1 0.0206 0.2340 0.017
Weak convergence? Yes but only marginally Yes but not significant Yes
Equilibrium 1:
Lineo 156 156 156
Strong convergence test:
. 0.0027 0.0000 0.0000
wi/(1=X;) = X[,
Strong convergence? No No No
1T+ ,\TXfthm 115.78 14.13 103.78
Joint convergence test:
T+ NTXE, = (XE, )T 0.0019
p-value
Joint convergence? No
Equilibrium 2:
lineo 165 165 165
Strong convergence test:
. 0.0013 0.0000 0.0000
i /(L= Aj) = Xi,,..,
Strong convergence? No No No
LT+ ATXE, 117.90 10.94 103.22
Joint convergence test:
LT+ ATXE, = (X5,.)T 0.0017
p-value
Joint convergence? No

Summary: In the large country, consumed X (marginally) significantly converges weakly from below to levels below

Xi.,., of either equilibrium. Joint strong convergence is rejected for both equilibria.
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Session number (cohort) Session number (cohort) Session number (cohort)
Large country
STLS 1 STLS 2 STLS 3
p
Uit
f’;til 0.3921 -0.5745%* -0.0144
(0.3078) (0.0796) (0.3580)
Constant 61.0529 61.3617** 98.8031*
(28.7361) (3.0672) (34.5459)
# of obs. 7 7 7
R? 0.25 0.91 0.00
DW statistics 2.00 2.04 1.88
sz;g 52 33 73
Weak convergence test: 0.1053 0.0000 0.0365
A <1l,pfor \; =1
k :
Weak convergence test 0.0063 0.0031 0.0402
A; > —1,pfor \j =—1
Weak convergence? Yes but not significant Yes Yes
Equilibrium 1:
Des 156 156 156
Strong convergence test:
0.0103 0.0000 0.0001
pi/(1—=X) = X7
Strong convergence? No No No
1T+ ,\TXZh 122.22 -28.26 96.56
Joint convergence test:
TP =(Xp, )T 0.0000
p-value
Joint convergence? No
Equilibrium 2:
Zh’eo 168 168 168
Strong convergence test:
0.0046 0.0000 0.0000
pi/(1=X) =Xp
Strong convergence? No No No
In® + ATXT 126.93 -35.15 96.39
Joint convergence test:
It + ATXP = (XP, )T 0.0000
p-value
Joint convergence? No

Summary: In the large country, X produced converges weakly from below to levels below Xﬁhm

of either equilibrium.

Note that session STLS-2 did very badly and converges to a “negative” level of production. Joint strong convergence is

rejected for both equilibria.
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Session number (cohort)

Session number (cohort)

Session number (cohort)

Large country

A; > —1,pfor \j =—1

STLS 1 STLS 2 STLS 3
Y5
i3 0.1019 0.2230 0.1135
(0.4335) (0.3750) (0.4464)
Constant 89.8241 56.2490 86.8170
(42.9385) (26.4616) (42.9775)
# of obs. 7 7 7
R? 0.01 0.07 0.01
DW statistics 1.39 2.32 1.43
Y, 92 49 91
Zjeik ;;nzjjgjfie ;esm 0.0930 0.0930 0.1038
Weal convergence fest: 0.0518 0.0224 0.0549

Weak convergence?

Yes but only marginally

Yes but only marginally

Yes but not significant

Equilibrium 1:

leheo 133 133 133
Strong convergelzce test: 0.0017 0.0006 0.0002
wi/(1 =) =Y,

Strong convergence? No No No
1T+ ,\TYZ:MD 103.38 85.91 101.91
Joint convergence test:

T+ ATy =Yg, )T 0.0414

p-value

Joint convergence? No

Equilibrium 2:

Loheo 140 140 140
Strong convergence test:

. 0.0007 0.0004 0.0001
1 /(L= Aj) = Yo, .,
Strong convergence? No No No
LT+ ATYS, 104.10 87.47 102.71
Joint convergence test:
LT+ ATYS = (Y, L))" 0.0377
p-value
Joint convergence? No

Summary: In the large country, Y consumed marginally significantly converges weakly from below to values below Y7,

of either equilibrium. Joint strong convergence is rejected for both equilibria.
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Session number (cohort)

Session number (cohort)

Session number (cohort)

Large country

A; > —1,pfor \j =—1

STLS 1 STLS 2 STLS 3
(U
wi, 0.3818 0.9208 0.8283**
(0.3645) (0.5492) (0.1386)
Constant 0.0920 0.0081 0.0187
(0.0541) (0.0823) (0.0174)
# of obs. 7 7 7
R? 0.18 0.36 0.88
DW statistics 2.06 2.15 2.47
Wi 0.1458 0.1526 0.1357
Zteiklf;ng:gjfie ;esm 0.1506 0.9032 0.2704
Weal convergence fest: 0.0127 0.0170 0.0000

Weak convergence?

Yes but not significant

Yes but not significant

Yes but not significant

Equilibrium 1:

wlth,eo

0.1640

0.1640

0.1640

Strong convergence test:
i /(1= X)) = wiy,,,

0.0001

0.8650

0.0124

Strong convergence?

No

Yes

No

INT + /\Twltheo

0.1546

0.1606

0.1545

Joint convergence test:

T T N
IM + A wltheﬂ - wltheo

p-value

0.1638

Joint convergence?

Yes

Equilibrium 2:

Wiiheo

0.1743

0.1743

0.1743

Strong convergence test:
i /(L= Aj) = wi,e,

0.0000

0.8371

0.0062

Strong convergence?

Yes

IMT + A’ru}lth,eo

0.1585

0.1701

0.1631

Joint convergence test:
T T _ T
I‘LL + A wlthreo - Wltheo

p-value

0.1818

Joint convergence?

Yes

Summary: In the large country, the relative wage insignificantly converges weakly from below to values below wy,,  of

either equilibrium. Joint strong convergence is not rejected for both equilibria.
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Session number (cohort)

Session number (cohort)

Session number (cohort)

Large country

A; > —1,pfor \j =—1

STLS 1 STLS 2 STLS 3
Pyl
Pulys 0.4207 0.3968 0.4306
(0.3496) (0.4149) (0.3866)
Constant 0.1385 0.1632 0.1121
(0.0834) (0.1150) (0.0770)
# of obs. 7 7 7
R? 0.22 0.15 0.20
DW statistics 1.86 1.94 2.24
Putys 0.2339 0.2826 0.2032
Zteiklf;ng:gjfie ;esm 0.1584 0.2058 0.2008
Weal convergence fest: 0.0097 0.0200 0.0140

Weak convergence?

Yes but not significant

Yes but not significant

Yes but not significant

Equilibrium 1:

pylth,eo

0.2123

0.2123

0.2123

Strong convergence test:
15 /(L= 2A5) = Pytones

0.0001

0.0341

0.0038

Strong convergence?

No

No

No

I 4+ Xy,

0.2278

0.2475

0.2035

Joint convergence test:

IN’T + /\prltheo = p;theo
p-value

0.1141

Joint convergence?

Yes

Equilibrium 2:

Pylineo

0.2121

0.2121

0.2121

Strong convergence test:
1 /(L= Aj) = Pyluneo

0.0001

0.0337

0.0040

Strong convergence?

Yes

IlLLT + A’I‘pylth,eo

0.2274

0.2474

0.2034

Joint convergence test:

IMT + Aprlth,eo = pgltheo
p-value

0.1139

Joint convergence?

Yes

Summary: In the large country, the relative price of Y insignificantly converges weakly from above to values above pyi,, ..

of either equilibrium. Joint strong convergence is not rejected for both equilibria.
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Session number (cohort)

Session number (cohort)

Session number (cohort)

Large country

STLS 1 STLS 2 STLS 3
7uuljt
Twlje_y -0.1221 no variation no variation
(0.4511) constant at maz. of 0.9 constant at maz. of 0.9
Constant 0.9846
(0.3953)
# of obs. 7 7 7
R? 0.01
DW statistics 1.99
Twl jo 0.8811 0.9000 0.7952
Weak convergence test: 0.0553
Aj <1, pfor \; =1 ’
Weak convergence test: 0.1092
Aj > =1, pfor \j =—1 '
Weak convergence? Yes but not significant
Equilibrium 1:
tatuwi,,,,, 0.3655 0.3655 0.3655
Strong convergence test: 0.0000
1 /(L= Aj) = Twlgpe, '
Strong convergence? No No No
INT + /\TT“)ltheo
Joint convergence test:
IN’T + /\TTwltheo = 7-"’I"‘ltheo
p-value
Joint convergence? No
Equilibrium 2:
Twlipeo 0.2769 0.2769 0.2769
Strong convergence test: 0.0000
ti /(L= Aj) = Twlipe, '
Strong convergence? No No No
IMT + A’I‘T’WLth,eo
Joint convergence test:
T+ /\Ttauwlmeo = T‘}:ltheo
p-value
Joint convergence? No

Summary: In the large country, the tax on labor diverges to the maximally allowed level of 0.9 in two sessions. In the

other session it converges to 0.8774.
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Session number (cohort) Session number (cohort) Session number (cohort)
Large country

STLS 1 STLS 2 STLS 3
Su”l‘[].t
Sury;, 0.1097 0.0367 -0.2126

(0.3378) (0.3167) (0.1263)
Constant -0.0952 -0.3935% -0.2064**

(0.0776) (0.1426) (0.0271)
# of obs. 7 7 7
R? 0.02 0.00 0.36
DW statistics 1.97 2.26 2.18
SUT g -0.4239 -0.6624 -0.3953
Weak convergence test:

0.0462 0.0287 0.0002
Aj<1l,pfor ;=1
Weak convergence test:

0.0218 0.0221 0.0016
Aj>—1, pfor \j =—1
Weak convergence? Yes Yes Yes
Equilibrium 1=2:
SUTL4 00 0 0 0
Strong convergence test:

0.1565 0.0002 0.0000
i /(L= Aj) = suriy,,,
Strong convergence? Yes No No
In™ + ATsury,,, -0.0952 -0.3935 -0.2064

Joint convergence test:

In™ + \Tsury,,,, = sur;fheo 0.0000
p-value
Joint convergence? No

Summary: In the large country, the relative budget surplus converges weakly to levels below the balanced equilibrium

level sur;,, . = 0. Joint strong convergence is rejected.
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