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We investigate the interdependence between pricing and expectations. We
study not only the ways in which traders® thoughts determine asset prices, but also the feedback
process from prices to expectations. In our laboratory market, subjects are asked to predict the
number of balls in a jar and trade an asset whose value is equal to that number. Our asset market
is similar to futures markets in that transactions are eventually settled at an asset value.
Subjects alternately repeat this process of guessing and transacting.

We find a downward bias in subjects® predictions, which leads to lower prices in the market.
Subjects’ s experiences in our laboratory markets have no systematic effect on the accuracy of
predictions, but make them less heterogenous. Our subjects are likely to revise their predictions
with reference to market prices and adjust them to an average price level. Prices often show a good
convergence to an equilibrium price level.
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