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CLASS LECTURE NOTES
SECTION 1
Chapter 1: Introduction
= Purposes of controlled laboratory (and field) experiments

= Methodological issues in designing experiment

0 Treatment structures

0 Between- versus within-subjects

O Monetary Incentives?

O Benefits of economics as a lab science

0 Potential problems to watch for

= How did it all start (a brief History)?
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Chapter 2: A Pit Market
= Chamberlin’s original market experiment

= Defining the “market institution”
O posted-offer
O call
O double-auction

= Defining market “efficiency”
0 % of total surplus

= Graphic display of a discrete market experiment

O price convergence paths in asymmetric designs

= The Chamberlin-Smith connection

O Smith’s contributions
= centralized information

= repetition
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Simple Games
Great Depression questioned benefits/predictions of competitive
market models
0 von Neumann and Morgenstern (1944) published an important
book: Theory of Games and Economic Behavior.

What are “Games’?
0 Payoff matrix

O Strategy.....”dominant” strategy

0 Nash equilibrium (compare to DS equil).

Prisoners’ dilemma

Coordination Game (the game of Chicken and mult Nash)

Guessing Games (iterated reasoning and convergence with
learning)
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Chapter 4: Risk and Decision-Making
= Evaluating risk preferences with utility functions

= Payoffs

= Payoff scale

= Order effects confound
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Games with randomized strategies
Penalty-kick/ baseball, battle of the sexes, matching pennies
(rock/paper/scissors), audits.

Example payoff matrix (no pure strategy Nash)

What is a “mixed strategy equilibrium”?

Calculating the mixed strategy equilibrium (battle of sexes)

Example: Penalty-kick game
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Chapter 6: Monopoly and Cournot Markets
= Monopoly predictions

= Cournot Duopoly

= Price mark-ups as a means of predicting behavior in Oligopoly
markets
O what happens to price elasticity as N — oo ?
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Market Power (i ORINGHCRINEES)

The importance of trading institutions: The posted-offer market.
0 take-it or leave-it prices set by “thin” side of market.

Consider price convergence paths/sluggishness of price responses.

The role of collusion
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Chapter 11: Asset Markets
= Bubbles and crashes
0 Net present value review

= rational (but optimistic) bubbles

= irrational bubbles
O the bigger idiot theory

= A Limit Order Experiment (infinite horizon approximation)



