PHDBA 269D: Experimental Economics

Haas School of Business
University of California, Berkeley
Course Syllabus and Schedule

Instructors:

Professors Teck H. Ho and Shachar Kariv



Email: hoteck@haas.berkeley.edu and Kariv@berkeley.edu  

Coordinator: 

Laura Gardner, Tel (510) 642-2734 (Ho) 
Office Hours:

Thursday 2:00-3:00 p.m. (Class Hours, Thursday 10:00-1:00p.m.)

Optional Texts:
1. Handbook of Experimental Economics, John Kagel and Al Roth, Princeton University Press, 1995


2. Davis, D. and Holt, C. Experimental Economics, Princeton University Press, 1992.

3. Camerer, C. Behavioral Game Theory: Experiments in Strategic Interaction, Princeton University Press, 2003.
Project:

Due on May 5, 2005
Overview and Objectives

Experimental Economics has become a major area of research in economics.  Its basic premise is that all good economic theories can be testable in a controlled laboratory setting. In fact, one may argue that some economic theories (e.g., theories of refinement in games) can only be tested experimentally. This course surveys some classics of experimental economics and discusses some of its recent developments. The focus of the course will be on producing publishable experimental papers and hence you are expected to design and conduct an experiment in order to answer a sharp and interesting research question. 
The course is divided into two major and one minor module. The major modules are: 1) experiments in market institutions, asset markets, and auctions and 2) experiments in strategic interaction. Each module will take six weeks. In the last three weeks, we will spend some time on field experimentation and neuroeconomics. We will lecture on most of the materials but we expect active participation from you. So it is important that you read the papers on the reading list before class.
Your final grade in the course will be based on both individual and group work. The evaluation is as follows:
A. Class Participation (Individual)
  10%

B. Five Minor Write-up (Individual)        20% 

C. Two Major Write-up
  20%

D. Project (group)
  50%

Besides active participation during class, class participation also measures your ability to run a real economic experiment in one of the class sessions. Minor write-ups are two-page write-ups that critically evaluate one of the required readings (those marked with an asterisk). Major write-ups are four-page write-ups that develop a possible extension to one of the required readings. Finally you are required to work in pair to undertake a research project that involves finding a topic, framing a testable research question, designing an experiment to test the theory under investigation, and running it to see what happen. The Xlab is willing to fund the project as long as the project is interesting. The students are expected to present their project in the last class session.
I. Experiments on Market Institutions, Asset Markets, and Auctions
1.  Basics and Introduction (1/20 and 1/27) (Teck and Kariv)
*1. Vernon Smith, Microeconomic Systems as an Experimental Science", American Economic Review, vol. 72., no. 5, December 1982, pp. 923-955.

2. Charles Plott, "Dimensions of Parallelism: Some Policy Applications of Experimental Methods", in Al Roth, Experimental Economics: Six Points of View, Cambridge University Press, 1987. 
3. Camerer, C. Chapter 1, pp. 34-42.

4. Davis and Holt, Chapter 1.
*5. Crawford, V. “Theory and Experiment in the Analysis of Strategic Interactions,” Chapter 7 in David Kreps and Ken Wallis, editors, Advances in Economics and Econometrics: Theory and Applications, 7th World Congress, Vol. I, Cambridge 1997.

6. Glenn Harrison "Theory and Misbehavior of First-Price Auctions", American Economic Review, September 1989, vol. 79, pp. 749-762.

7. Kagel, J. and Roth, A. “Theory and Misbehavior of First-Price Auctions: Comment", American Economic Review, September 1992, vol. 82, pp. 1379-1391.
8.  Antonio Merlo; Andrew Schotter “Theory and Misbehavior of First-Price Auctions: Comment,” American Economic Review, Vol. 82, No. 5. (Dec., 1992), pp. 1413-1425.

9. Colin Camerer and Robin Hogarth “The Effects of Financial Incentives in Experiments,” Journal of Risk and Uncertainty, 1999, vol 19., pp. 7-42
2. The Classics (2/3 and 2/10) (Teck)
1. Holt, Charles A. (1995) “Industrial Organization: A Survey of Laboratory Results,” in Handbook of Experimental Economics, edited by J. Kagel and A. Roth, Princeton, N.J.: Princeton University Press, 349-443

*2. Smith, Vernon L. (1962) “An Experimental Study of Competitive Market Behavior,” Journal of Political Economy, 70:3 (June), 111-137.

3. Smith, Vernon L. (1964) “The Effect of Market Organization on Competitive Equilibrium,” Quarterly Journal of Economics, 78:2 (May), 181-201. 

4. Smith, Vernon L. (1965) “Experimental Auction Markets and the Walrasian Hypothesis,” Journal of Political Economy, 73:4 (August), 387-393

*5. Plott, Charles and Smith, Vernon, “An Experimental Study of Two Exchange Institutions” , Review of Economic Studies, vol. 45, 1978, pp. 113-153. 

6. Smith, Vernon L., and Arlington W. Williams (1981) “On Non-binding Price Controls in a Comprehensive Market,” American Economic Review, 71:3 (June), 467-474. 

7. Ketcham, Jon, Vernon L. Smith, and Arlington W. Williams (1984) “A Comparison of Posted-Offer and Double-Auction Pricing Institutions,” Review of Economic Studies, 51:4 (October), 595-614.

3.  Asset markets (2/17) (Kariv)
1. Sunder, Shyam (1995) “Experimental Asset Markets: A Survey,” in The Handbook of Experimental Economics, edited by J. H. Kagel and A.E. Roth, Princeton, N.J.: Princeton University Press, 445-500.
*2. Plott, Charles R., and Shyam Sunder (1982) “Efficiency of Experimental Security Markets with Insider Information: An Application of Rational-Expectations Models,” Journal of Political Economy, 90:4 (August), 663-698 

3. Forsythe, Robert, Thomas R. Palfrey, and Charles R. Plott (1984) “Futures Markets and Informational Efficiency: A Laboratory Examination,” Journal of Finance, 39 (September), 955-981

*4. Plott, Charles R., and Shyam Sunder (1988) “Rational Expectations and the Aggregation of Diverse Information in Laboratory Security Markets,” Econometrica, 56:5 (September), 1085-1118. 

5. Smith, Vernon L., Gerry L. Suchanek, and Arlington W. Williams (1988) “Bubbles, Crashes, and Endogenous Expectations in Experimental Spot Asset Markets,” Econometrica, 56:5 (September), 1119-1151.

4. Auctions (2/24) (Kariv)
1. John Kagel “Auctions: A Survey of Experimental Research,” in Handbook of Experimental Economics, edited by J. Kagel and A. Roth, Princeton, N.J.: Princeton University Press, 501-535.

*2. Coppinger, V. M., Smith, V. and Titus, J. “Incentives and behavior in English, Dutch, and sealed-bid auctions,” Economic Inquiry, 43:1-22, 1980.
*3. Kagel. J. and Levin, D. “The Winner's Curse and Public Information in Common Value Auctions,” American Economic Review, Vol. 76, No. 5. (Dec., 1986), pp. 894-920.
4. Kagel, J. and Levin, D. “Common Value Auctions with Insider Information,”  Econometrica, Vol. 67, No. 5. (Sep., 1999), pp. 1219-1238.
II. Experiments in Strategic Interaction
1. Dominance Solvable Games (3/3) (Teck)
1. Colin Camerer Behavioral GameTheory,  Chapter 5, 199-232.
2. Nagel, Rosemarie (1995) “Unraveling in Guessing Games: An Experimental Study,” American Economic Review, 85:5 (December), 1313-1326. 
*3. Ho, T, Camerer, C. and Weigelt, K. “Iterated Dominance and Iterated Best Response in Experimental P-Beauty Contests," American Economic Review, 88 (1998), 947-969.
*4. McKelvey, R. & Palfrey, T., "An Experimental Study of the Centerpede Game," Econometrics, vol. 60, 1992, pp. 803-836.
2. Coordination Games with Pareto Ranked Equilibria (3/10) (Teck)
1. John Ochs. (1995) “Coordination Problems” in A Handbook of Experimental Economics, edited by A. Roth and J. Kagel, Princeton: Princeton University Press, 209-222. 

*2. Van Huyck, J., Battalio, R., and Beil, R. "Tacit Coordination Games, Strategic Uncertainty, and Coordination Failure," American Economic Review, March 1990, pp. 234-248.

*3. Van Huyck et. al., "Strategic Uncertainty, Equilibrium Selection Principles, and Coordination Failures in Average Opinion Games," Strategic Quarterly Journal of Economics, August 1991, pp. 885-910.

4. Van Huyck, Gillette, A., and Battalio, R., "Credible Assignments in  Coordination Games,"  Games and Economic Behavior, vol. 4, 1992, pp. 606-626.
5. Cooper, R., DeJong, D., Forsythe, R. & Ross, T., "Selection Criteria in Coordination Games: Some Experimental Results," American Economic Review, Vol. 80, No.1, pp. 218-233.

3. Public Goods (3/17) (Kariv)
1. Ledyard, John O. (1995) “Public Goods: A Survey of Experimental Research,” in A Handbook of Experimental Economics, edited by A. Roth and J. Kagel, Princeton: Princeton University Press, 111-194. 

*2. Marwell, Gerald, and Ruth E. Ames (1979) “Experiments on the Provision of the Public Goods I: Resources, Interest, Group Size, and the Free-Rider Problem,” American Journal of Sociology, 84(May), 1335-1360 

*3. Marwell, Gerald, and Ruth E. Ames (1980) “Experiments on the Provision of Public Goods II: Provision Points, Stakes, Experience and the Free-Rider Problem,” American Journal of Sociology, 85(January), 926-937. 

*4. Isaac, R. Mark, and James M. Walker (1988) “Group Size Hypotheses of Public Goods Provision: The Voluntary Contributions Mechanism,” Quarterly Journal of Economics, 103(February), 179-200. 

5. Learning and Observation Learning (3/31 and 4/7) (Teck, Kariv)
1. Camerer, Colin, Chapter 6, pp. 265-332.

*2. Camerer, Colin F., and Teck-Hua Ho (1999) “Experience Weighted Attraction Learning in Normal-Form Games,” Econometrica, 67827-874.

3. Erev, Ido, and Alvin E. Roth (1998) “Predicting How People Play Games: Reinforcement Learning in Experimental Games with Unique, Mixed Strategy Equilibria,” American Economic Review, 88:4 (September), 848-881.

4. Yaw Nyarko and Andrew Schotter, "An Experimental Study of Belief Learning Using Elicited Beliefs" Econometrica, 2003.
*5. Camerer, C. Ho, T-H., and Chong, J-K., "Sophisticated Learning and Strategic Teaching," Journal of Economic Theory, 104 (2002), 137-188.
*6. Anderson, L. and C. Holt (1997) "Information Cascades in the Laboratory." American Economic Review, 87(5), pp. 847-62.
*7. Çelen, B. and S. Kariv (2003b) "Distinguishing Informational Cascades from Herd Behavior in the Laboratory." American Economic Review, Forthcoming.
4. Empirical Alternatives to Nash Equilibrium (4/14) (Teck)
*1. McKelvey, Richard D., and Thomas R. Palfrey (1995) “Quantal Response Equilibria for Normal Form Games,” Games and Economic Behavior, 10:1 (July), 6-38.
2. Goeree J. and Holt, C. “Ten Little Treasures of Game Theory and Ten Intuitive Contradictions,” American Economic Review, 91 (2001), 1402-1422.

*3. Camerer, C.F., Ho, T-H, Chong, J-K. "A Cognitive Hierarchy Theory of One-Shot Games," Quarterly Journal of Economics , 
III. Neuroeconomics and Field Experimentation 
1. Neuroeconomics (4/21) (Kariv) 

Guest Speaker: Colin Camerer

2. Field Experimentation (4/28) (Kariv)
1. Camerer, C. “Can asset markets be manipulated? A field experiment with racetrack betting.” Journal of Political Economy, 1998: 457--482. 
*2. David Lucking-Reiley, "Using Field Experiments to Test Equivalence Between Auction Formats: Magic on the Internet." American Economic Review, December 1999, vol. 89, no. 5, pp.1063-1080. 
3. List, J.A. and Lucking-Reilly, D. “Demand Reduction in a Multi-Unit Auction: Evidence from a Sportscard Field Experiment,” American Economic Review (2000), 90(4), pp. 961-972.
*4. List, J.A. “Does Market Experience Eliminate Market Anomalies?,” Quarterly Journal of Economics (2003), 118, 41-71.

5. List, J.A. "Neoclassical Theory Versus Prospect Theory: Evidence from the Marketplace," Econometrica (2004), forthcoming.

6. List, J.A. "The Nature and Extent of Discrimination in the Marketplace: Evidence from the Field," Quarterly Journal of Economics (2004), forthcoming.
Student Project Presentations (5/5) (Teck and Kariv) 
