Economics 
Experimental Economics

Office Hours: , by appointment

Professor John H. Kagel
473 Arps
phone: 292-4812
e-mail: Kagel.4@osu.edu

Over the past two decades, economists have begun to increasingly question the assumptions that underlie much of economics.  Drawing heavily on cognitive psychology, economists have realized that individuals might not be quite as rational and self-centered as the theory assumed.  Seeking an empirical basis for more realistic assumptions about human behavior and decision-making, economists have turned to controlled laboratory experiments.  The resulting work has significantly impacted how economists think about individual decision-making, game theory, and behavior within markets.  (The impact of economic experiments on the field became especially clear when Vernon Smith and Danny Kahnemann shared the Nobel Prize in the fall of 2002.)  Experiments have also allowed economists to improve their ability to engineer better functioning institutions and markets.


In this class, you will be learning about the techniques and results of experiments in economics.   We cannot possibly cover the full range of applications of experimental methods in a one-quarter course so will pick and choose among a variety of topics (see the syllabus below). The course will stress student participation.  There will be a mid-term and a final along with a presentation of student research proposals at the end of the quarter.  Some of your may choose, with the instructors encouragement, to pursue these research proposals as an independent study project next year. 

There is no textbook for this course.  We will be reading from journal articles.  I will prepare a course pack for the core journal articles for you to purchase.  Most of our time in this course will be spent discussing the articles on this reading list.  You will not get much out of this course if you do not read the articles, and will also find it quite difficult to get a good grade.  If you are not up to doing the reading on a regular basis, you should not take this course.  Most of the articles listed for this course are in academic journals, and some of them include very technical material.  Part of what we will be doing in this class is giving you the background you need to read these articles and helping you learn what you need to know about the technical material contained in them.  

We will introduce topics as much as possible by having you participate in classroom versions of the experiments we will be reading about.  This will give you a real feel for what’s going on. This is an essential part of the course so that you must plan on showing up on time for these classroom experiments and doing the lab work and homework associated with them.  Failure to do so will adversely affect your grade.  


Grades will work as follows: 10% for classroom participation in discussing articles, 15% for participation in classroom experiments and homework related to same, 25% for mid-term and final each, and 25% for you experimental project proposal.  The experimental project proposal will work as follows: The can be done in teams of up to 3 students.  You will begin discussing these with me and/or the TA for the class by mid-quarter and must receive approval from us for your project to count. Find a substantive area of economics you are interested in, review the experimental and empirical literature on the topic (we will help you to identify the relevant research) and specify an experiment that will fill a hole in the existing literature.  At the end of the quarter you will present your proposals in class (about a 15-20 minute presentation).  Written proposals will be between 5 and 10 pages. 
Readings
Week 1: Competitive Markets (the double auction mechanism).
 SEQ CHAPTER \h \r 1V. L. Smith, “Markets as Economizers of Information: Examination of the ‘Hayek Hypothesis’,” Economic Inquiry, 20, 165-179, 1982.
C. A. Holt, L. Langan, and A. Villamil, “Market Power in Oral Double Auctions,” Economic Inquiry, 24, 107-23, 1986.

D. K. Gode and S. Sunder, “Allocative Efficiency of Markets with Zero Intelligence Traders: Markets as a Partial Substitute for Individual Rationality,” Journal of Political Economy, 101: 119-137, 1993.

Additional (optional) readings: 

Van Boening, M. V. and N. T. Wilcox, “Avoidable Cost: Ride a Double Auction Rollercoaster,” American Economic Review, 86, 471-77, 1996.

S. Mestelman and D. Welland, “Advance Production in Experimental Markets,” Review of Economic Studies, 55, 641-654, 1988.

Cason, T. N. and Friedman, D., “Price Formation in Double Auction Markets,” J of Economic Dynamics and Control, 1996, 20, 1307-37

Kagel, J., “Double Auction Markets with Stochastic Supply and Demand Schedules,” (forthcoming), 
www.econ.ohio-state.edu/kagel/DoubleAuctionMarkets.pdf
Week 2:  SEQ CHAPTER \h \r 1Posted Price Markets and Mergers

 SEQ CHAPTER \h \r 1D. Davis and C. Holt, “ Market Power and Mergers in Markets with Posted Prices,” RAND Journal of Economics, 25, 467-87, 1994.

D.. Davis and C. Holt, “Conspiracies and Secret Price Discounts,” Economic Journal, 108, 1-21, 1998.

Additional (optional) readings:

D. Davis and C. Holt, “The Effects of Discounting Opportunities in Laboratory Posted-Offer Markets, Economic Letters, 44, 249-253, 1994.

C. Holt and R. Sherman, “Advertising and Product Quality in Posted-Offer Experiments,” Economic Inquiry, 28, 39-56, 1990.

Davis, D. And Williams, A., “The Hayek Hypothesis in Experimental Auctions: Institutional Effects and Market Power,” Economic Inquiry, 1991, 29, 261-74.

Weeks 3-4: Bargaining and Fairness
Roth, A. “Bargaining Experiments” (pp. 256-292)in Handbook of Experimental Economics, J. H. Kagel and A. E. Roth (eds). Princeton University Press, 1995.

Fehr, E, Kirchsteiger, G. and Riedl, A. (1993) Does Fairness Prevent Market Clearing? An Experimental

Investigation” Quarterly Journal of Economics 108, 437-459, 1993.
Fehr, E. and K. Schmidt (1999), "A Theory of Fairness, Competition, and Cooperation," Quarterly

Journal of Economics, 114, 769 – 816.

Englemann, D. and M. Strobel, “Inequality Aversion, Efficiency and Maximin Preferences in Simple 

Distributional Games,” American Economic Review, 94, 857-69, 2004 (and yet to be published

commentary on same).
Frechette, G., Kagel, J. H. and Morelli, M. “Behavioral Identification in Coalition Bargaining: An

Experimental Analysis of Demand Bargaining and Alternating Offers,” Econometrica 73, 1893-1938,

2005.

Week 5: Games – Guessing Games
Nagel, R. (1995), "Unraveling in Guessing Games: An Experimental Study," American Economic Review, 85, pp. 1313 – 1326.

Bosch-Domènech, A., J. García-Montalvo, R. Nagel, and A. Satorra (2002), "One, Two, (Three), Infinity,
…: Newspaper and Lab Beauty-Contest Experiments," American Economic Review, 92, 5, pp. 1687-

1701.

Camerer, Colin (2003), Behavioral Game Theory: Experiments in Strategic Interaction, Princeton:

Princeton University Press, chapter 5.1 – 5.3, pp. 199 – 236.
Week 6: Auctions 
Kagel, John H. and Dan Levin (1986), “The Winner's Curse and Public Information in Common Value 
Auctions” American Economic Review, 76, 5, pp. 894-920.
Kagel, J. H. and Levin, D. “Bidding in Common Value auctions: A Survey of Experimental Research, “ in J. H. Kagel and D. Levin, Common Value Auctions and the Winner’s Curse, Princeton University Press, 2002. 

“Common Value Auctions and the Winner’s Curse: Lessons from the Economics Laboratory,” in The Economics of Risk, D. J. Meyer (ed), Upjohn Institute, 2003 (a shorter version of the Kagel and Levin survey cited above.

Week 7: Public Goods

Andreoni, J. (1995), "Cooperation in Public-Goods Experiments:  Kindness or Confusion?" American

Economic Review, 85, 4, 891 – 904.

Fehr, E. and Gachter, “Cooperation and Punishment in Public Good Experiments,” American Economic

Review 90, pp 980-994, 2000.
Davis, D. and Holt, C., “Provision Points (public goods)” pp. 338-43 in Experimental Economics,

Princeton Un Press, 1993.
Week 8: Coordination Games 

Ochs, J., “Coordination Problems,” in Handbook of Experimental Economics, J. H. Kagel and A. E. Roth 

(eds), Princeton University Press.

Weeks 9 and 10 – Student presentations or selections from topics such as reputation effects, asset markets 

(price bubbles – rational and otherwise), information cascades, individual choice, and many others.
Academic integrity is essential to maintaining an environment that fosters
excellence in teaching, research, and other educational and scholarly
activities.  It is expected that all students at The Ohio State University
have read and understand the University's Code of Student Conduct, and that
all students will complete all academic and scholarly assignments with
fairness and honesty.  Students must recognize that failure to follow the
rules and guidelines established in the University's Code of Student Conduct
and this syllabus may constitute "Academic Misconduct."

The Ohio State University's Code of Student Conduct (Section 3335-23-04)
defines academic misconduct as: "Any activity that tends to compromise the
academic integrity of the University, or subvert the educational process."
Examples of academic misconduct include (but are not limited to) plagiarism,
collusion (unauthorized collaboration), copying the work of another student,
and possession of unauthorized materials during an examination.

Ignorance of the University's Code of Student Conduct is never considered an
"excuse" for academic misconduct, so I recommend that you review the Code of
Student Conduct and, specifically, the sections dealing with academic
misconduct.

If I suspect that a student has committed academic misconduct in this
course, I am obligated by University Rules to report my suspicions to the
Committee on Academic Misconduct.  If COAM determines that you have violated
the University's Code of Student Conduct (i.e., committed academic
misconduct), the sanctions for the misconduct could include a failing grade
in this course and suspension or dismissal from the University.

If you have any questions about the above policy or what constitutes
academic misconduct in this course, please contact me.

Other sources of information on academic misconduct (integrity) to which you
can refer include:

The Committee on Academic Misconduct web pages (oaa.osu.edu/coam/home.html)

Students with Disabilities Contact Information:
 “Any student who feels he/ she may need accommodation based on the impact of a disability should contact the instructor privately to discuss your specific needs.  Please contact the Office for Disability Services at 614/ 292-3307 in 150 Pomerene Hall to coordinate reasonable accommodations for students with documented disabilities.”

