INFORMATION CASCADES IN THE LABORATORY
Anderson, Holt (1997)
When series of individuals with private information announce public predictions, initial conformity can create an “informational cascade” in which later predictions match the early announcements.
Procedure
The experiment involved two urns: A and B. Urn A contained two a balls and one b ball, while the urn B contained two b balls and one a ball (as shown in the figure bellow). The urns were equally likely to be chosen.
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FIGURE 1. THE PHYSICAL SETUP




· 72 subjects

· in each session, 6 subjects were decision makers

· a session consisted of 15 periods

· at the beginning of each period, the monitor threw a die to see which of the 2 urns would be used for the period, after which the contents of the urn was emptied into a container

· In each period subjects were chosen in a random order to see one private draw from the container. 
· After seeing a private draw (not knowing which urn it was drawn from), subjects decided on the urn decision. 
· When the decision was announced, other subjects recorded this decision. In this way, each subject knew his or her private draw and the prior decisions of others, if any, before making a prediction. 
· This process continued until all subjects had made decisions.
· After the monitor announced which urn had been used, subjects that had made correct predictions were reworded while others were not.

Results

An information cascade is possible if an imbalance of previous inferred signals causes a person’s optimal decision to be inconsistent with his or her private signal.
· cascade behaviour was observed in 41 out of the 56 periods in which such an imbalance occurred

· a number of decisions did not follow this pattern of rational inferences about signals – a formation of a cascade was delayed: this type of deviation occurred in 26% of the cases when the optimal decision (the one that takes other’s previous decisions into consideration) was inconsistent with the decision based only on private information. 

Biases

1) Status Quo and Representativeness Biases 

· Status Quo bias was too weak to show up in the data: out of 68 cases in which the Baye’s distribution was ½ and the private information did not match the label of the previous decision, in 57 cases subject did not follow the previous decision.
· There was no support for the representativeness bias either.

2) Counting heuristic
· to test for the bias an asymmetric design was adopted (signal b was now more informative than signal a)

· over all six sessions with the asymmetric design, cascades formed in 46 out of the 66 periods where they were possible

· in total, 115 out of the 540 decisions were inconsistent with Bayes’ rule, and over 1/3 can of these can be explained by counting

Conclusion

Information cascades develop consistently in a laboratory situation in which other incentives to conform to the group are minimised. Some decision sequences result in reverse cascades, where initial misrepresentative signals start a chain of incorrect decisions that is not broken by more representative signals received later. Individuals generally used information efficiently and followed the decisions of others when it was rational. The most prevalent systematic bias is the tendency for about a third of the subjects to rely on simple counts of signals rather than Bayes’ rule in situations where these imply different decisions.
