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Field Experiments in Markets
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Abstract

This is a review of the literature of field experimental studies of markets. The main results covered by
the review are as follows: (1) Generally speaking, markets organize the efficient exchange of commod-
ities; (2) There are some behavioral anomalies that impede efficient exchange; (3) Many behavioral
anomalies disappear when traders are experienced.
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1. INTRODUCTION

Traditionally, the study of economics is virtually synonymous with the study of markets,
with the most notable illustration being Adam Smith’s Wealth of Nations—arguably the
discipline’s inaugural contribution. The Scottish economist’s treatise was followed by
seminal contributions from numerous luminaries such as Alfred Marshall, John Maynard
Keynes, Friedrich Von Hayek, Kenneth Arrow, Gary Becker, and Robert Lucas. While
the range of topics studied by economists has undoubtedly expanded in the years
following the Freakonomics revolution, markets remain the centerpiece of the discipline’s
intellectual mission. For example, in the 14 years since 2001, eight Nobel prizes in eco-
nomics have been explicitly for research on markets, and of the remaining six, two were
for econometric methods that are most frequently applied to the study of markets.

The methodological tools deployed by economists have evolved from the narrative
and deductive arguments of the likes of John Stuart Mill, going on to introduction of
elementary mathematical methods by the likes of Leon Walras, followed by the formal
decision-theoretic mathematical machinery used by the likes of John Hicks and Gerard
Debreu, the game-theoretic analysis of scholars such as James Mirrlees and George
Akerlof, and most recently, the arrival of agent-based modeling. These theoretical
contributions have been complemented by a huge volume of empirical work, with
some of the most notable studies relating to international trade and financial markets.
Without doubt, our understanding of how markets function has advanced immeasurably
due to the efforts of the aforementioned scholars.

Until the 2002 Nobel prize, one of the most important contributions to our under-
standing of markets—Vernon Smith’s (1962, 1965) real-stakes double oral auctions—
remained under the radar of most mainstream economists. Smith’s experiments, which
followed in the footsteps of Chamberlin (1948), spawned a massive experimental literature
investigating market processes. Subsequent scholars have examined alternative institutions,
such as conventional auctions (Coppinger et al., 1980), decentralized bilateral bargaining
(Hong and Plott, 1982), and posted prices (Plott, 1986). They have also varied the infor-
mation structure to study important phenomena such as asset bubbles (Smith et al., 1988),
while other studies have examined the possibility of social preferences interfering with the
market-clearing process (Fehr et al., 1993). The single most important conclusion
emerging from the early experimental literature was one that no theoretical or nonexper-
imental study had ever convincingly demonstrated: markets lead to the efficient exchange
of commodities, and that this occurs even when many of the traditional assumptions of
“perfect markets” break down, that 1s, when there is a small number of price-setting traders
who have incomplete information, and in the absence of a centralized orchestrator such as
the nebulous “Walrasian auctioneer” (Hayek, 1945; Smith, 1982).

Compared to conventional naturally occurring data, the key advantage oftered by the
laboratory experimental methods pioneered by Vernon Smith was the ability to
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