Bounded Rationality: Theory and Experiments

Expectations, Social Influence and the Economy ( ExSIDE ) program
University Ca’ Foscari, 9 — 13 October 2017

This course focuses on selected models of bounded rationality of financial markets and their
validation in experimental laboratory. We will cover such key concepts of bounded rationality as K-
level of thinking theories and reinforcement individual learning theories. Paying special attention to
validation of the theories using experimental data, we will review recent experimental work on
trading in financial market, expectation formation, and adaptation. In analysing the models and
experiments apply some tools of nonlinear dynamics theory will have to be used.

Key topics:

¢ Bounded rationality, expectations and learning

e K-level of thinking theory

e Economic experiments of financial markets

e Bubbles and crashes in the models and labs

e Heuristic Switching Model, its estimation and validation
e Individual Evolutionary Learning model

Instructor:
Mikhail Anufriev, University of Technology Sydney (UTS)

Mikhail. Anufriev@uts.edu.au or m.anufriev@gmail.com

Program (preliminary):

Day 1: Experimental economics. Trading experiments on the market of goods and financial
markets. Allocative and Informational efficiency of market mechanisms. Zero-intelligence
traders. Individual Evolutionary Learning.

Day 2: Beauty contest experiments. Models of K-level of rationality. Experienced-Weighted
Attraction (EWA) Model.

Day 3: Economics as an expectation feedback system. Role of expectations and learning. Learning
to Forecast Experiments with 1-period ahead. Model with heterogeneous agents in cobweb
economy.

Day 4: Present value asset pricing model of financial market. Financial bubbles and crashes in the
lab: trading experiment and learning to forecast experiment. Bubbles and crashes in the model
with heterogeneous expectations.

Day 5: Validation of the model with heterogeneous expectations. Heuristic Switching Model.
Experiments on switching with exogenous and endogenous profits.
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