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		Abstract

		This paper studies the effects of information exchange and social networks on the performance of prediction markets with endogenous information acquisition. We provide a game-theoretic framework to resolve the question: Can social networks and information exchange promote the forecast efficiency in prediction markets? Our study shows that a social network is not a panacea in terms of improving forecast efficiency. The use of social networks could be detrimental to forecast performance when the cost of information acquisition is high. Although social networks can provide internal communications among participants, they reduce the incentive to acquire information because of free riding. We also study the effects of social networks on information acquisition in prediction markets. In the symmetric Bayes-Nash Equilibrium, all participants use a threshold strategy, and the equilibrium action of information acquisition is decreasing in the number of participant's friends and increasing in the network density. The aforementioned results are robust to two commonly used mechanisms of prediction markets: a forecast-report mechanism and a security-trading mechanism. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: Information Exchange, Prediction Markets, Social Networks

	
	

	
    

    
	

	
	
		JEL Classification: D83, D85, C72

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Qiu,  Liangfei and Rui,  Huaxia and Whinston,  Andrew B., Information Exchange in Prediction Markets: How Social Networks Promote Forecast Efficiency (May 5, 2012).  Available at SSRN: https://ssrn.com/abstract=2047904 or http://dx.doi.org/10.2139/ssrn.2047904 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Liangfei Qiu (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				University of Florida - Warrington College of Business Administration  ( email )

			

			
			
				
				
				
					Gainesville, FL  32611
United States

				

				
			

			
				
				
					HOME PAGE: http://sites.google.com/site/qiuliangfei/
				

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Huaxia Rui

					
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
						
						


						
					
					[image: University of Rochester - Simon Business School]
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				University of Rochester - Simon Business School  ( email )

			

			
			
				
				
				
					Rochester, NY  14627
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Andrew B. Whinston

					
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
						
						


						
					
					[image: University of Texas at Austin - Department of Information, Risk and Operations Management]
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				University of Texas at Austin - Department of Information, Risk and Operations Management  ( email )

			

			
			
				
				
				
					CBA 5.202
Austin, TX  78712
United States
512-471-8879 (Phone)

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				      146

			

		
		
		
			Abstract Views

			    1,398

		

		
		 
		
			Rank

			  362,594

		

		
	


	

	
		
			
				       46 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    Microeconomics: Welfare Economics & Collective Decision-Making eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Microeconomics: Welfare Economics & Collective Decision-Making eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              767

                                    

                                    
                                        PAPERS

                                           17,123

                                    

                                

                                
                            

                        

                    

                
	
                    Organizations & Markets: Formal & Informal Structures eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Organizations & Markets: Formal & Informal Structures eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              704

                                    

                                    
                                        PAPERS

                                            8,961

                                    

                                

                                
                            

                        

                    

                


            

            
                
                

                	
                    Game Theory & Bargaining Theory eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Game Theory & Bargaining Theory eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              324

                                    

                                    
                                        PAPERS

                                            8,342

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Victor Ricciardi at Ursinus College

                                    

                                
                            

                        

                    

                
	
                    eBusiness & eCommerce eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                eBusiness & eCommerce eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              230

                                    

                                    
                                        PAPERS

                                            7,186

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Erik Brynjolfsson at National Bureau of Economic Research (NBER), John Little at Massachusetts Institute of Technology (MIT), Xiaoquan (Michael) Zhang at Chinese University of Hong Kong

                                    

                                
                            

                        

                    

                



                
            

            
        
        
        
                 
        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Prediction Markets

                        
                            By
                                
                                
                                    
                                    Justin Wolfers
                                     and 
                                
                                    
                                    Eric Zitzewitz
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Prediction Markets

                        
                            By
                                
                                
                                    
                                    Justin Wolfers
                                     and 
                                
                                    
                                    Eric Zitzewitz
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        What Do Financial Markets Think of War in Iraq?

                        
                            By
                                
                                
                                    
                                    Andrew Leigh, 
                                    
                                
                                    
                                    Justin Wolfers, ...
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            What Do Financial Markets Think of War in Iraq?

                            
                                By
                                    
                                    
                                        
                                        Andrew Leigh, 
                                        
                                    
                                        
                                        Justin Wolfers, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Interpreting the Predictions of Prediction Markets

                            
                                By
                                    
                                    
                                        
                                        Charles F. Manski
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Interpreting Prediction Market Prices as Probabilities

                            
                                By
                                    
                                    
                                        
                                        Justin Wolfers
                                         and 
                                    
                                        
                                        Eric Zitzewitz
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Interpreting Prediction Market Prices as Probabilities

                            
                                By
                                    
                                    
                                        
                                        Justin Wolfers
                                         and 
                                    
                                        
                                        Eric Zitzewitz
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Interpreting Prediction Market Prices as Probabilities

                            
                                By
                                    
                                    
                                        
                                        Justin Wolfers
                                         and 
                                    
                                        
                                        Eric Zitzewitz
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Did Steve Forbes Scare the Municipal Bond Market?

                            
                                By
                                    
                                    
                                        
                                        Joel B. Slemrod
                                         and 
                                    
                                        
                                        Timothy Greimel
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Partisan Impacts on the Economy: Evidence from Prediction Markets and Close Elections

                            
                                By
                                    
                                    
                                        
                                        Erik C. Snowberg, 
                                        
                                    
                                        
                                        Justin Wolfers, ...
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	
		
			
				
			
			
		
	
		
			
				
			
			
		
	
		
	
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l100 in   0.094 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	
