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Introduction

e Smith, Suchanek and Williams (1988),
Econometrica, 56(5), pp. 1119-1151:

o Bubbles, Crashes, and Endogenous Expectations
in Experimental Spot Asset Markets
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Market Parameters

TABLEI
Intinsic
Expected (Dividend) Valuc
Endowment® Diidend  Diviendper - perShre
Design Classi  Classll Gl dicents (p=1/4° Period, £(d), cents  Period 1, E(D])* Experiments?
1 (5280;4) (57.60;2) (S1000;1)  (0,4,8,20) 8 $2.40 (5;12)(7;12) (12xn,9 30)
(tncuding) Bnyoul) (17;12) (23pc; 12)
2 ($2253) (85852) (89451)  (0,4,14,30) 12 3.6 (6x:9) (9%:9) (10;9) (16;9)
(Indud.mg Buym) (18;9) (19x; 9) (20xpc; 9)
3 (5280;4) (57.60;2) ($1000;1)  (0,8,16,40) 16 (26;12) (41£;12)
4 (5225:3) (8585:2) ($945:1)  (0,8,28,60) % saso (Zix 9) (28x; 9) (30xsf; 9)
(36xx; 9) (39553 9)
(43xaf; 9) (461; 9) (48xnf; 9)
(49xnf; 9) (50xxf; 9) (90F; 9)
(124xx5;9
5% (52253) (85852 ($9451)  (0,8,28,60) 4 $7.20 (42x5;9)

$1n experiments with %(12) traders, 34) traders are assigned to cach class.
Each dividend outcome occurs with probability 1/4 in each period.
“Each period's expected dividend value, E(D; T is computed and displayed to each trader before the beginning of the period. In
designs 3-5 (no buyout), E(BT) = EXT 1+ 1), ¢ 7. designs 1-2 (with buyout. E(DT) = T.-,d, + 2E(XT - 1.+ 1), since the he buyous
at Tis EI_1d, 4 0.50, probabiliy 1,72 in design 1 (Z . probability 1/2 in design 2). d, refers to the realized dividend at the end of 7.

4(5; 12) means experiment number 5 using 12 subjects. x ced. xx means it were isined ina sequence
of independent single period asst markets. n means some novie (nexperenced) subjects were combined with experionced subject. £ means subjects
were asked to forecast next period’s mean price. pe means price controls were set at £(D]) 010 for ¢=1,2,3. In experiment (12xn: 9,3c). 3 of the 12
traders were confederates

= 30 in experiment (42xf; 9): otherwise T=15.
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Expectations for a Bubble Professionals in the Lab
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43/48: Experienced Traders
30 Periods Instead of 15 Against Inexperienced Traders
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Student Traders “Play” Bubble with Essentially the Same People
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Forecast vs. Actual Prices : :
Regression Analysis
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Regression Analysis
(3) (F;—F’,)=a3+ﬁ3(f’,—ﬁ,_l)+e,

(4) (P;_Fr—l)=“4+34(E—1_E—1)+5r

@) (E-F.)= " 5 (Poa=Eoy),

R*= 589, N =181

R®= 632, N =85l

Regression Analysis

(5.1) E_—:—1=_E(J)‘

(52) P-P_,=—-E(d)+K

—

(5.3) ‘3_"—::'-1:“5+185(Bt71' 1)+ €

[

(53) (P-P.)) + 027 (B_,-0.,),

= -2
(029)  (7.55)

(5) P, _F—IE 75(‘{) +K+B(Br—1_ or—l);

B>0.

R*= 240, N =182




