
Measuring agent’s over-reaction to public information

Introduction 

Some recent theoretical papers following Morris and Shin (2002), as Cornand and Heinemann (2008), have 
emphasised the role of agents’ overreaction to public information in beauty contest games, which leads to 
reconsidering the benefits from transparency (for a literature review, see for instance Allegret and Cornand 
(2006)). 

If we think of the recent financial turmoil in these terms, we can wonder whether the financial crisis was due 
to a lack of information or a lack of ex ante transparency. We often argue that a crisis may be due to the lack 
of information. But the complexity of financial assets may simply have created an illusion of transparency 
so that ex ante (before the crisis) there was a lack of common belief about the poor financial situation on for 
example the subprime market. We can also argue that some public announcement may have triggered the 
crisis (Gorton, 2008). 

All this analysis relies on the fact that public information has a focal potential to coordinate individual actions. The-
refore, an interesting question is to know how much in practice agents over-react to public announcements. 

In practice, it is difficult to test the impact of announcements. It is very difficult to find data on what market 
participants know. What is private information in reality? What is public information in reality at some point 
in time? Experiments are precisely useful in this case. We therefore use experimental techniques to test the 
theory. I propose to analyse whether subjects attach a larger weight to public signals in the lab. If yes, by 
how much? And is that detrimental? 

The experiment 

Experimental economics is is the application of experimental methods to study economic questions. Experi-
ments are used to test the validity of economic theories and test-bed new market mechanisms. Using cash-
motivated subjects, economic experiments create real-world incentives to help us better understand why 
markets and other exchange systems work the way they do. Experiments are conducted in laboratory. 

The advantages of experiments are that no other variable interfere in the precise context that is set. As eve-
rything is controlled in the lab, one can clearly define what is public information and what is private informa-
tion. The drawback is that it is not exactly ‘reality’. So both approaches (on real and experimental data) are 
complementary. 

In this presentation, we rely on Cornand and Heinemann (2009) who present an experiment on a game with 
strategic complementarities that is characterised by both fundamental and strategic uncertainty: agents re-
ceive public and private information about a fundamental state. They have an incentive to 
choose actions that are close to the fundamental state but they also have an incentive to coordinate their 
actions.
 
The results 

We find that, in line with theoretical predictions, subjects put a larger weight on the public signal, which is in 
line with Cornand (2006). However, the weight is smaller than theoretically predicted. These weights can be 
explained by limited levels of reasoning. Stated second order beliefs indicate that subjects underestimate 
the information contained in public signals about other players’ beliefs. In the extreme case of a pure co-or-
dination game (without incentive to meet fundamentals) subjects still use their private signals, preventing full 
co-ordination. These results indicate that (i) public information is less detrimental to welfare than predicted 
by theory, (ii) providing private information matters and is eventually reducing welfare. 
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Conclusion 

The literature in the vein of Morris and Shin (2002) has largely been interpreted in terms of central bank 
communication. This literature especially highlights the potentially damaging effects of central banks an-
nouncements and the disturbances resulting from too much transparency. The experiment seems to provide 
convincing data for the weight of public information in environments, where both, meeting the fundamental 
and the other’s action, matter. If we take data seriously, public information can be detrimental to welfare. 
When co-ordination matters, the public signal is used as co-ordinating device. From a practical point of view, 
the measure of over-reaction to public information should help central banks to ‘measure out’ its announce-
ments and to evaluate their effectiveness on the decisions of market participants. 
Did announcements and bailouts have an impact on markets? This is still an open question. The experiment 
may contribute to this debate.
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