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Typical rules in an experiment

ÁBoth buyers and sellers can post prices to 
buy/sell goods

ÁBuyers receive marginal values per good bought

ÁBuyer iΩǎ ǇǊƻŦƛǘ ƻŦ ōǳȅƛƴƎ ŀ kth good: ̄ ik = vikςp

ÁSellers receive marginal costs per good sold

ÁSeller jΩǎ ǇǊƻŦƛǘ ƻŦ ǎŜƭƭƛƴƎ ŀ kth good: ̄ jk = pςcjk

ÁPlayers only know their own marginal 
values/cost

ÁDuring trading players see the highest bid, the 
lowest ask, and the prices at which goods are 
sold

ÁSequence of trading periods, each lasting a 
preset time (e.g. 2 min)

ÁIn each period there are new units to 
buy/sell and units do not carry over periods

ÁBuyers buy their high-value units first

ÁSellers sell their low-cost units first

ÁSubjects can accept the current bid/ask or 
place new one

ÁUnprofitable trades are not allowed
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THEDOUBLEAUCTION

.ǳȅŜǊΩǎ vik 1st unit 2nd unit

B1 5.2 4.4

B2 5.0 ς

B3 4.6 4.8

B4 4.2 4.0

Aggregate demand and supply
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S1 3.7 4.4

S2 3.8 4.2

S3 3.9 4.0

S4 4.1 ς



THEDOUBLEAUCTION

Typical experimental results
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THEDOUBLEAUCTION

Typical experimental results (Smith 1991)

Quick adjustment to equilibrium prices
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Typical experimental results (Davis & Holt 1993)

The effect of experience



άL ŀƳ ǎǘƛƭƭ ǊŜŎƻǾŜǊƛƴƎ ŦǊƻƳ ǘƘŜ ǎƘƻŎƪ ƻŦ 
the experimental results. The outcome 
was unbelievably consistent with 
competitive price theory. ... But the result 
ŎŀƴΩǘbe believed, I thought. It must be an 
ŀŎŎƛŘŜƴǘΣ ǎƻ L ǿƛƭƭ Χ Řƻ ŀ ƴŜǿ ŜȄǇŜǊƛƳŜƴǘ 
with different supply and demand 
ǎŎƘŜŘǳƭŜǎΦέ ςSmith 1991
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Zero-intelligence traders 
(Großer& Reuben 2013)

ÁCompare human traders to 
zero-intelligence traders: 
robots who post random prices 
to buy/sell and buy at random 
prices as long as trade is 
profitable (see also Gode& 
Sunder 1993)
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Human-intelligence

Zero-intelligence
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Asset markets are different

Áaƻǎǘ ƻŦ ŀƴ ŀǎǎŜǘΩǎ ǾŀƭǳŜ ŘŜǇŜƴŘǎ ƻƴ ƛǘǎ ŦǳǘǳǊŜ ǇǊƛŎŜ

ÁErrors in beliefs play a crucial role

ÁPotential for speculation

ASSETMARKETS
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Was this a speculative 
bubble?
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Hard to study speculation without seeing fundamental values Ą use an experiment! 

ÁSell and buy shares of an asset with a commonly-known expected valueand no private 
values or costs

ÁDividends per shareare 
distributed at the end of 
each period

Áe.g., $10 with p = 0.25, 
$25 with p = 0.5, and 
$40 with p = 0.25

ÁShares carry over from one 
period to the next

ASSETMARKETSIN THELABORATORY
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Typical experimental results (Porter & Smith 2003)

ÁPrice bubble (deviation from fundamentals) emerges and then crashes

ASSETMARKETSIN THELABORATORY
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Typical experimental results

ÁPrice bubble (deviation from fundamentals) emerges and then crashes

ASSETMARKETSIN THELABORATORY
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Even occurs 
with MBA 
students of 
the University 
of Chicago!



Typical experimental results (Williams 2008)

ÁPrice bubble (deviation from fundamentals) emerges and then crashes

ASSETMARKETSIN THELABORATORY
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Occurs in 
markets with a 
large number of 
traders (304)



Typical experimental results (Deck et al. 2014)

ÁPrice bubble (deviation from fundamentals) emerges and then crashes

ASSETMARKETSIN THELABORATORY
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Occurs even 
after previous 
generations 
experienced a 
crash



Typical experimental results (Eckel & Füllbrunn 2015)

ÁPrice bubble (deviation from fundamentals) emerges and then crashes

ASSETMARKETSIN THELABORATORY
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Occurs less with 
female traders


