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Applying experimental methods, this dissertation researches on the
formation of bubbles and institutions of attenuating bubbles in laboratory
securities markets. We build a framework including information struc-
tures, risk preferences, available cashes and trade institutions to analyze
what is the effect of decision behaviors of traders on the securities bub-
bles.

Bubbles are defined as prices deviating from fundamental values.
Excessive bubbles always lead to market inefficient. Although great of
propositions have studied on bubbles, how to test them using field data is
a big problem, because fundamental values cannot be evaluated accurately
in real world. Experimental methods allow us to investigate propositions
on bubbles formation in a controlled environment and calculate funda-
mental values accurately. Referring researches of experimental economics
in western countries, this dissertation applies the computer experimental
system and recruits participants to build laboratory securities markets.
Therefore researches of this dissertation are based on analyzing the exper-
imental data.

There are many factors effecting the formation of bubbles. Choosing
information structures, risk preferences, available cashes and trade insti-
tutions from those factors as our research subjects, this dissertation fo-
cuses on how they influence the securities markets prices through trade
behavior. We extend our researches along with the consecution as fol-
lows: firstly, put forward propositions on the base of observing market

phenomena and reviewing previous theories ; secondly , design and run
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experiments according to the propositions; finally, draw conclusions after analyzing
the experimental data.

The mainly conclusions of this dissertation are as follows: (1) When the labo-
ratory environments are information symmetrical, bubbles still exist, that implies
symmetrical information is not enough for subjects to form common rational expec-
tations and markets cannot realize equilibrium instantaneously, while learning and
experiences are important in reaching common rational expectations. And compared
with information symmetrical environments, pre-trade information asymmetry will
induce the price bubbles, while post-trade information asymmetry will reduce price
bubbles. (2) In some particular environments, individual preference deviating from
the principle of the Expected Utility Theory will induce price bubbles in securities
markets. Results of our experiments prove that in these markets, traders will pay
even higher prices for the securities with lottery characteristics, i.e., a claim on a
large, unlikely payoff. This kind of bubbles implies traders are risk seeking for the
lottery securities, instead of risk averse or neutral. (3) Experiments results show
available cashes of markets influence price bubbles significantly. When initial cash-
es of each trader are increased, traders are given incentive to buy securities and
therefore, impel the expanding of bubbles. (4) Imposing rate transaction taxes on
laboratory securities markets fails to decrease price bubbles, while static price limit-
ed, dynamic price limited and fixed transaction taxes can decrease price bubbles.
Taking market liquidity and information efficient into account, we prove dynamic
price limited will be most efficient in those measures. (5) Among above factors of
our experiments, lottery characteristics of securities influence price bubbles most
significantly, while pre-trade information asymmetry least.

On the basis of experimental results, we turn our attention to price bubbles in
Chinese securities markets and proposed some feasible measures including improv-
ing the transparency of efficient information, encouraging the development of ratio-
nal institutional investors, controlling cash flow into securities markets and perfect-
ing trade institutions. We also discuss about the role of experimental methods in
building institutions of Chinese securities markets.

In the last part of the dissertation we drew the conclusions and give brief view

on the future study.
Key Words: Securities markets; Price bubbles; Experiments; Decision behavior
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