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The Real Power of Artificial Markets

Assessinghe probabilitiesof future eventsis a problemoftenfacedby sciencepolicymalers. For ex-

ample,CERN, the Europearlaboratoryfor particle physics,recentlyhadto judgewhetherthe probability
of discovering a Higgs bosonwas high enoughto justify extendingthe operationof its collider (seeci-
ence, 22 Sept.,p. 2014and 29 Sept.,p. 2260). At the ForesightExchanggFX) Website (ht t p: / / ww.
i deospher e. cont ), traderscanactuallybeton the outcomesf unresoled scientificquestionsincluding
whetherphysicistswill discover the Higgs bosonby 2005. The going price of the security(0.77 asof 24
Jan)can be seenasthe market’'s assessmertf the probability of the particles discovery. FX is only a
game,run with play money (FX dollars). Empirical studies(1), laboratoryinvestigationg2), and policy
proposalg3) arguethatpricesof real-mong securitiesdo constituteaccuratdik elihoods sincetradershave
strong(monetary)incentivesto leveragepertinentinformation. But canwe placelegitimatecredencenthe
accurag of FX prices,which aredeterminedsolelythroughcompetitionin a play-mong market game?

To an extent, yes. We find that FX pricesstrongly correlatewith obsened outcomefrequencies.We
collectedhistorical price informationfor 161 expired securitiescorrespondingo questionghat hadbeen
definitively answeredyes” or “no”, recordedoricesthirty daysbeforeexpiration,sortedsecuritieshy price,
andgroupedheminto six priceranges.Thefigureplotsobsenedfrequeny (theactualnumberof “yes” se-
curitiesdivided by thetotal number)versusaverageprice (in FX dollars)for eachgroup.Error barsdisplay
95% confidenceantenals, underan assumptiorthat outcomesareindependenBernoulli trials with a uni-
form prior. We find similar accurag in anothemplay-mong market calledthe Hollywood Stock Exchange
(http:// wwv. hsx. conl ). Pricesof securitiesn Oscar Emmy, and Grammyawardscorrelatewell with
actualawardoutcomefrequenciesandpricesof movie stocksaccuratelypredictrealbox office results.
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Past prices of securitiesin the play-moneyFX market accurately forecast
true outcomefrequenciedor scientific and societalquestions.
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