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Motivation

• Intermediate macro relies on stylized models (Phillips curve, rational expectations, etc.).

• Students often doubt realism and policy relevance.

• Goal: Use a classroom game + structured follow-up lecture to bridge abstract theory and
data.
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Why classroom games in macro?

• Active learning improves engagement, recall, and performance.

• Macro games are rarer than micro experiments.

• Lucas Islands game is flexible and maps cleanly to core macro ideas.
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Lucas Islands: intuition (no heavy math)

• Imperfect information: agents misperceive aggregate vs relative prices.

• Short-run supply: output responds to price surprises.

• Policy angle: anticipated policy loses bite under rational expectations.
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Baseline: Hazlett (1996) classroom design

• Students act as firms/workers under imperfect information.

• Observe nominal wages/prices, forecast aggregate price, choose action.

• Aggregation reveals macro relationships in real time.
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The adaptation: labor-market framing

• Workers choose labor supply based on expected real wage.

• Clearer intuition for undergrads vs firm production choice.

• Data from each round supports follow-up empirical illustration.
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Implementation in the course

• Textbook: Blanchard (2020)

• Timing: Week 5–6 (after Phillips curve, before credibility of monetary policy).

• 10–15 rounds; each round has: wage table + qualitative news.

• Paper worksheets vs Excel form.
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Student information sheet

Figure 1: Overview of the worksheet students use during the game.
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Expected real wage → hours (example)

Table 1: Worked example shown to students before Round 1.

T. Kirsanova & coauthors (Developments in Economic Education — Session: Papers – Games and Experiments)Lucas Islands Game September 2025 9 / 26



Running a round

1 Morning: see wage table + news (aggregate or island-specific).

2 Forecast: choose P e; compute w/P e; pick hours.

3 Evening: observe actual P ; update sheet; learn.
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Day 3 Morning

...jobs are harder to find - unemployment figures are rising.

A B C D E F G H I J Price
8.5 11 9 9.5 8.5 11 9.5 9 9.5 9.5
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Day 3 Evening

...jobs are harder to find - unemployment figures are rising.

A B C D E F G H I J Price
8.5 11 9 9.5 8.5 11 9.5 9 9.5 9.5 0.95
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News flow
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Wage table
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Follow-up lecture

• Recap with students’ data - discuss the patterns.

• Link to the Phillips curve.

• How economists build and test models?

• Aggregate effects from individual data

• Implications for policymakers: generate surprises
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Follow-up lecture: recap with students’ data

Figure 2: Forecasting performance over rounds (aggregate).
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Link to Phillips curve / short-run AS

• Imperfect information: Yt − Y n = β (Pt − P e
t ) or δ(πt − πet ).

• Reduced-form correlation aligns with textbook PC/AS views.

Figure 3: Short-run AS estimates from classroom data.
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Follow-up lecture: Expectation formation

• Adaptive component: correct prior errors.

• Forward-looking component: respond to news/policy and wage signals.

• Heterogeneity across participants but robust aggregate patterns.
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Expectation formation: simple panel model

∆ logP e
k,t = θ0 + θ1(logP

e
k,t−1 − logPt−1) + θ2∆ logP e

k,t−1 + θ3∆ logPt−1

+ ψ0∆ logWk,t + ψ1(infl. signal)+ ψ2(unemp. signal)+ ψ3(rate ↑)+ ψ4(rate ↓)+ · · ·
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Expectation formation: simple panel model

Table 2: Expectation formation (FE), dep. ∆ logP e
k,t

Intercept 0.02∗∗∗

log(P e
k,t−1)− log(Pt−1) −1.13∗∗∗

Prices, ∆ log(P e
k,t−1) −0.13∗∗∗

Prices, ∆ log(Pt−1) −0.12
Wages, ∆ log(W k

t ) 0.10
Economy, Ei

t 0.05∗∗∗

Economy, Eu
t −0.06∗∗∗

Policy, M c
t 0.003

Policy, M e
t 0.03∗∗∗

Demand, N b
i,t 0.04

Demand, N r
i,t −0.06∗∗∗

Note: ∗, ∗∗, ∗∗∗ denote 90%, 95%, 99% significance.
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Follow-up lecture: Model-building

• Hypothesis.

• Variables

• Getting results

• Interpreting

Students’ forecasts and labour supply decisions translate into measurable empirical
relationships
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Follow-up lecture: Future topics

• More than one model leading to empirical Phillips curve

• Short term business fluctuations (Business cycles)

• Policy implications: surprises and rational expectations, learning

• Role of expectations

Students’ forecasts and labour supply decisions translate into measurable empirical
relationships
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Practical takeaways for educators

• Design choices: number of rounds, clarity of shocks/news, idiosyncratic vs aggregate.

• Data layer: keep analysis simple (plots) or show light regressions.

• Course fit: pairs well with Phillips curve then leads into expectations/credibility.
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Survey results: perceptions and confidence

Figure 4: Selected pre/post comparisons (Likert responses).
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Post-game evaluation

Figure 5: Student evaluations of the game and follow-up lecture.
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Conclusion

• Classroom game + structured debrief connects theory to data.

• Improves confidence and engagement with macro modeling.

• Flexible template to extend across macro topics.
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