The Decision Maker Matters.
Individual versus Team Behaviour in experimental beauty-contest games. 

(Kocher, M., Sutter, M. 2005) Seminar Week 3
Introduction
In Economics a decision maker is usually modeled as an individual. However, in many real-life situations the decision makers are in fact, groups rather than individuals, such as families, board of directors or committees. Traditional economic theory does not differentiate between the influence of the type of decision maker on (rationality of) actual decisions.
Question & Hypothesis
Hypothesis 1: Groups apply deeper levels of reasoning than individuals, which implies that group guesses are closer to the game theoretic equilibrium.

Hypothesis 2: If groups compete directly against individuals in the beauty contest game, groups should win the contest more often than individuals (and get a higher payoff).
Methodology & Experiment Setup

An experimental beauty contest game is used, which combines intellective (calculating, iterating) and judgmental task (expecting others’ guesses)
· n decision makers

· simultaneously choose a number from the interval [0,100]
· hence the mean of all choices is xt in round t
· The winner is the decision maker whose number is closest to a fraction of the mean x* (defined by p · xt, where p between (0,1) p announced at the beginning and fixed in all rounds) (p here 2/3)
(=a contest where entrants are asked to pick a number between 0 and 100, with the winner of the contest being the person that is closest to 2/3 the average number picked for all contestants.)
Experiment Session 1 (Competition between homogeneous decision maker):

140 first year students were allocated, so that 35 individuals played against each other & 35 groups (à 3) played against each other over four rounds.
Winners of each round received 10.5€, Groups 31.5€.

Individuals and groups played separately, rules explained via written instructions, 5min to decide on number, player guesses written on cards which were collected, results announced after each round, no communication between different decision makers
Results & Interpretation (Session 1):

Except for round 1, groups consistently guess closer to the game theoretic equilibrium and converge faster. Groups learn faster than individuals and adapt faster to a newly introduced task. One explanation for this could be the possibility of discussing the structure and the dynamics of the beauty contest game with the group. Individuals also converge the equilibrium, but learn from experience. H1 could be confirmed for rounds 2 to 4.
Experiment Session 2 (Competition between heterogeneous decision makers):
Ceteris Paribus:

60 first year students were allocated, so that 24 individuals played against 12 groups (à 3) over four rounds. One unit of observation consisted of 2 individuals and a 

group. Winning individual (group) received 5 (18)€.

Results & Interpretation (Session 2):

Insignificant difference in performance in round 1 (groups take time to coordinate), groups outperform individuals thereafter.

Groups win 22 times out of 48 cases, but had been expected to win 16 times, if the distribution of winnings were random. Individuals win 26 times, which is 6 less than had been expected if wins would occur randomly. Individuals’ payoff is ~40% less than groups. H2 confirmed.
Limitations & Further Questions
How do groups aggregate the choices preferred by single group members into single group decision? Which is the optimal group size? How to overcome adverse effects (e.g. groupthink)?
