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Non Technical Summary

In this paper, we analyze how pieces of information in the hands of individual traders
aggregate through a market mechanism. We replicated the experimental betting market
reported in Plott, Wit & Yang (2003). We found the same paradoxical results: First,
information was aggregated. This suggests that traders updated their private
information based on observed market odds. Second, a model based only on the use of
private information seems to fit their data best. Our results suggest that the paradox
seems due to aggregate rather than individual level data analysis. We analyze the
individual level data and explain these paradoxical results.

We claim that aggregate level data analysis is not sufficient for understanding the
behavior of participants. Our main result is traders observe market odds and actions of
other participants and behave acoordingly as opposed to what aggregate level data
analysis suggests. In particular, we compare observed behavior to: first — behavior based
on use of private information only and second — behavior based on observed market
odds. Loosely speaking the first benchmark model is one in which participants ignore
everything but private information, and the second benchmark model is one in which
traders ignore private information and only take into account public information
reflected in market odds. The main result of this paper is the finding that the second
model fits observed behavior better.

To provide an additional insight into data we analyze separately the group of rounds in
which the private information is in line with market odds and the group of rounds in
which private information and market odds differ. We conclude that traders form
weighted average of their private information and market odds with approximately
equal weights when their information is consistent with market odds. However, traders
trust their private information significantly less if it contradicts the market odds.

Moreover, we analyze the first and the last eight periods of our experiment separately,
and we find support for a learning effect: We find that traders follow market odds more
than private information in the first eight periods, and they rely on market odds even
significantly more during the last eight periods. In particular, traders follow private
information slightly less in the latter periods (however, this result is not statistically
significant), and secondly traders follow market odds significantly more in the latter
periods.

Finally, we examine the role of risk aversion on traders’ behavior. We did not find any
support for our hypothesis that more risk averse participants spend on average a lower
amount of money on the market. In other words, participants invest on average the same
amount irrespective of their risk aversion.



Non Technical Summary

V tomto cClanku sa zameriavame na spdsob akym su prostrednictvom trhového
mechanizmu agregované informdacie jednotlivych ucastnikov. Pre tento Ucel sme
zreplikovali experiment stdvkového trhu (betting market) autorov Plott et al. (2003).
Nase vysledky poukazuju na rovnaky paradox. Za prvé, na trhu doslo ku agregacii dat.
Tento poznatok naznacuje, ze Ucastnici experimentu upravujui svoje vlastné informécie
na zéklade odpozorovanych trhovych kurzov (market odds). Za druhé, model, ktorého
zdkladnym predpokladom je pouzivanie vyhradne vlastnych informécii popisuje
chovanie na trhu najlepsie spomedzi uvazovanych modelov. Nase vysledky naznacuju,
ze paradox je spOsobeny tym, ze data boli analyzované len na agregovanej trovni. My
sme analyzu rozsirili na individualne data a pomocou nej vysvetlujeme spominany
paradox.

Podl'a nasej hypotézy analyza agregatnych dat nie je postacujuca na pochopenie
spravania ucastnikov. Nasim hlavnym vysledkom je, Ze (v rozpore s tym, ¢o vyplyva
z analyzy agregatnych dat) ucastnici trhu sleduju trhové kurzy a ¢innost ostatnych
ucastnikov a chovaju sa podla toho. Konkrétne porovnavame spravanie sa ucastnikov
s predikciou dvoch modelov: za prvé, s modelom, ktory je zaloZzeny na pouZzivani
vyhradne osobnych informacii a za druhé, s modelom zalozenym na pouZivani
trhovych informadcii. Podl'a prvého modelu tcastnici experimentalneho trhu ignorujua
dianie na trhu a rozhodujt sa vyluc¢ne na zaklade vlastnych informacii. Podl'a druhého
modelu castnici trhu ignoruji vlastné informacie a rozhoduju sa vyhradne na zaklade
diania na trhu a trhovych kurzov. Hlavnym vysledkom tejto prace je zistenie, Ze druhy
model zodpoveda skutocnému spravaniu sa na trhu lepsie.

Pri podrobnejSej analyze sme sa zaoberali zvlast periodami, pri ktorych boli osobné
informécie v sulade s trhovymi kurzami a zvIast' periddami, pri ktorych sa osobné
informacie signifikantne 1iSili od trhovych kurzov. Dosli sme k zaveru, Ze castnici trhu
formuju vazeny priemer ich osobnych informécii a trhovych kurzov s priblizne
rovnakymi vahami ked’ ich signal je v sulade s trhovymi kurzami. Avsak, ak st osobné
informéacie v rozpore strhovymi kurzami, Uc€astnici doveruju  signifikantne viac
trhovym kurzom a ignoruju osobné informacie.

Pre lepSie pochopenie spravania ucastnikov nasho trhu sme analyzovali prvych osem a
poslednych osem peridd experimentu osobitne a to nas viedlo k zaveru ze castnici sa
podas priebehu experimentu uéia a menia svoje stratégie. Uastnici experimentu sa
spoliehajii na agregované informacie obsiahnuté v trhovych kurzoch viac, ako na
vlastné informacie pocas celého trvania experimentu Avsak toto spravanie je obzvlast
signifikantné v neskorSich kolach. Postupom c¢asu si Gcastnici v§imaji trhové kurzy
stale viac a na vlastné informécie kladu stile mensi doraz.

Nakoniec sme skumali efekt averzie k riziku na spravanie sa obchodnikov. Nenasli sme
ziadnu podporu pre naSu hypotézu, Ze ucastnici s vySSou mierou averzie voci riziku
investuju na trhy v priemere niz§iu sumu penazi. Inymi slovami, vSetci ucastnici
investovali priblizne rovnaku vysku prostriedkov bez ohl'adu na ich averziu voci riziku.



