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Abstract

Learning by individuals from the behavior of others and imitation pervade the social life. Issues related to social learning have been debated since the beginning of the social sciences and, in the last fifteen years, they have stimulated a revival and very active research in economics. Social learning models consider rational agents with limited information who share that information with others through their actions and they suggest that in many situations decisions tend to converge quickly. They explain many patterns of convergent behavior and fluctuations in the world that do not make immediate sense in terms of traditional economic models, such as fixation on wrong technologies, stock market crashes, sharp shifts in investment and unemployment, and bank runs.

A recurrent issue in the social learning literature is that despite the rationality of individual behavior, and often because of that rationality, the process of social learning may be inefficient or fail completely. These results hint at some social benefits of boundedly rational behavior by individuals. In addition recent experimental studies made clear that the adequacy between subjects’ behavior and rational herd behavior is illusory. This experimental literature on cascade games confirms our intuition that the interaction of boundedly rational agents might be beneficial for the aggregation of information.


The aim of this work is to re-examine the framework suggested by Bikhchandani, Hirshleifer and Welch (1992) under the assumption that agents are boundedly rational. Such an alternative theoretical approach enables us to find out which depths of reasoning best capture the decision patterns observed in the experimental studies. More importantly, we are interested in the social benefits which are associated to the different depths of reasoning. As already mentioned, the process of social learning is inefficient because agents are fully rational. Our theoretical approach encompasses Bikhchandani, Hirshleifer and Welch’s (1992) approach which enables us to investigate the relationship between the efficiency of the social learning process and the agents’ degree of rationality.
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