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Online Advertising Reaches the Elderly: Evidence from a Field Experiment on
Yahoo!

Randal Lewis

David Reiley
University of Arizona

Abstract:

Billions of dollars are spent annually on advertising; however, little is known about
the efficacy of the ads delivered, particularly online. We investigated the effectiveness
of brand advertising for a nationwide retailer by harnessing new technologies for
tracking both sales and ads at the individual level—the “holy grail” of advertising. By
joining individual-level Yahoo! ad view data with the retailer's sales database for
1,577,256 existing customers, we explore the impact of advertising while focusing on
its varying effects on different age groups. This controlled advertising experiment
allows us to circumvent major estimation hurdles typically encountered in advertising
research: we find statistically and economically significant differences in the impact
of online brand advertising on offline sales for the elderly and little or no effect for
younger age groups.
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Controlling versus supporting actions in virtual world principal-agents
interactions

Andreas Nicklisch, Tobias Salz
Max Planck Institute

Abstract:

In a field study conducted in the online computer game World of Warcraft, we
analyze effort provision in principal-agent interactions. Agents are paid upfront
(unaware that they participate in an experiment) and asked to conduct a real-effort
task. The unique characteristic of the virtual world allows us to measure agents’
abilities to perform the task. We compare the influence of controlling the agents
(monitoring whether agents are at the work place) with the effect of supporting
actions (increasing agents' ability) for effort provision. The results show that the
variance of effort provision is substantially reduced by both means. However, agents
with high initial ability respond differently to controlling and supporting actions than
agents with low initial ability.
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Inter-Generational Games with Dynamic Externalities

Katerina Sherstyuk, Nori Tarui, Majah-Leah Ravago, Tatsuyoshi Saijo
University of Hawaii

Abstract:

We report on laboratory experiments on games with dynamic externalities where the
current actions of each player affect not only their present payoffs, but also the group
payoff opportunities of the game that will be played by the future generations. The
motivating example is the climate change problem, where the countries’ actions today
may affect the global welfare opportunities in the future. We investigate experimental
outcomes and subject behavior in such dynamic externality games and compare them
with alternative cooperative and non-cooperative benchmarks. Special attention is
paid to the role the inter-generational caring, information about future consequences
of current actions, access to history, and inter-generational advice.
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How does strategic thinking develop with age? Experimental
normal-form games with children and adults

Simon Czermak
University of Innsbruck

Francesco Feri
University of Innsbruck

Daniela Rutzler
University of Innsbruck

Matthias Sutter
University of Innsbruck and University of Gothenburg

Abstract:

We study in an experiment the strategic behavior of 12 year olds, 16 year olds, and
university students in their early 20ies in a series of 18 normal-form games that were
first used by Costa- Gomes et al. (2001 Econometrica). The 18 games have various
patterns of iterated dominance and unique pure-strategy equilibria. Decision makers
have to indicate for each single game their own strategy choice, their first-order
beliefs about their opponent’s choice, and their second-order beliefs about the
opponent’s first order belief.

A total of 148 subjects has participated in the experiment. We find no significant
differences in the depth of strategic thinking between 12 year olds and 16 year olds.
However, both age groups (henceforth pooled as “children”) show strong differences
in comparison to university students in their early 20ies (henceforth called “adults™).
First of all, children are more optimistic in the sense that they are much more likely
than adults to expect the highest possible payoff — given their actual decisions and
their first-order beliefs. We do not find any significant differences between children
and adults in the frequency of equilibrium expectations, however adults significantly
more often than children expect pareto improving game results. While there doesn’t
exist significant differences in the consistency of adults and children’s decisions
(when we analyse strategy choices and first order beliefs), adults expect consistent
decisions from their opponent players significantly more often than children do.

We show in a maximum likelihood error-rate analysis that the majority of children as
well as adults can be classified as naive player types (who play best response to
beliefs that assign equal probabilities to its partner’s decision). Nevertheless in the
case of children the estimated share of naive optimistic player types is more than 20
percentage points higher. At the same time the estimated share of players who can be
classified as pessimistic players (players that try to maximize their minimal possible
payoff) is much higher in the case of adults than in the case of children. Interestingly
the estimated share of strategic player types (representing players who integrate their
expected opponent players choice into their own decision) in our maximum error-rate
analysis is almost the same in the case of children and adults.
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We are not aware of any previous study that examines the development of strategic
thinking with age. Our results show that strategic thinking changes with age.
Nevertheless this change does not imply that adults in comparison to children are
better able to think strategically, there rather exists a development in non strategic
play, in particular that younger subjects play more naive optimistically while older
subjects play more naive pessimistically.

JEL-classification: C71, C72, C91

Keywords: Strategic thinking, experiment, individual decision making
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Learning to Solve the Monty Hall Problem With An 100-door Treatment

James Wei Chen, Joseph Tao-yi Wang
National Taiwan University

Abstract:

We consider a modified Monty Hall problem, which separates the “Irrelevant,
therefore invariant” heuristic from true Bayesian updating (while the original one
does not). We conduct laboratory experiments to show how an 100-door variant of
problem helps people learn to play optimally (always switch). Experimental results
show that after playing the 100-door variant, subjects obtain an average switching rate
above 80% in the 3-door problem, higher than any previous work without subject
communication and/or competition. Moreover, individual subject data show that the
learning process is more likely to be an epiphany rather than a gradual one.

Keywords: Monty Hall, Bayesian problem, learning

JEL classification: C91
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Sleep choice and time-of-day effects on p-beauty contest outcomes

David L. Dickinson, Todd McElroy
Appalachian State University

Abstract:

Subject sleep data is gathered prior to administration of the well-known p-beauty
contest game. Using a validated morningness-eveningness preference measure,
subjects are also randomly matched or mismatched into morning or evening
experiment sessions. Subject responses display significantly lower levels of iterative
reasoning when ‘sleep deprived’ or at non-optimal times-of-day. However, repeated
play shows that sleep loss and non-optimal times-of-day do not affect
learning/adaptation in response to information feedback. Our results apply to
environments where anticipation is important (e.g., coordination games, stock trading,
driving, etc.), with important implications for sleep deprived individuals or those
operating at suboptimal times-of-day (e.g., shift workers).
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Unexpected Utility: Testing The Assumptions on Risk Preferences Using Convex
Budgets

James Andreoni
University of California San Diego

William Harbaugh
University of Oregon

Abstract:

We conduct laboratory experiments on risky choices using convex budgets. The only
assumption is that utility depends on the probability p of a (gain or loss) x, u=u(p,x).
Individuals then choose p and x on a linear budget constraint of the form r?p+r?x=m.
Our methodology allows us to test the the most important assumptions applied to risk
preferences: rationality of choice, the independence axiom, prospect theory,
probability weighting, and constant relative risk aversion. We find, on average, an
unexpectedly strong coherence with standard risk averse expected utility and CRRA
utility functions over gains, prospect-theory risk-loving over losses, but not
probability weighting. Moreover, choices are largely consistent with a rational choice
model of risky choices, especially over gains.
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Children's Preferences over Risky and Delayed Goods

Marco Castillo
George Mason University

Paul Ferraro
Georgia State University

Jeff Jordan
University of Georgia

Ragan Petrie
George Mason University

Abstract:

We investigate the time and risk preferences of 8th grade kids. We find important
heterogeneity in patience, concavity of preferences and probability weighting
functions. Without controlling for risk, boys are more impatient than girls and black
children are more impatient than white children, with black boys standing out as the
most impatient. Joint estimation of time and risk preference reveal the same ordering,
with reduced levels. Black children are the most pessimistic and overweight low
payoff events and underweight high payoff events.

Keywords: time preference, risk preferences, kids
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The Heir and the Spare: Exploring the Relationship between Birth Order, Risk
Preferences, and Risky Behavior

Erica Morgan
University of South Carolina

Abstract:

Previous research has shown that younger siblings have a greater propensity to
engage in certain risky activities, including smoking and sexual intercourse, at
younger ages compared to their older siblings. One possible explanation for this
finding is that risk preferences differ systematically between subjects of different birth
orders. This could be the result of differences in parenting techniques between
siblings. Parents may maximize their utility by diversifying their “investment
portfolio” with some children who are more cautious and others who are more willing
to take risks. Funding from the National Science Foundation allowed me to conduct a
series of laboratory experiments with 399 students at the University of South Carolina
during the 2008-2009 academic year. Using the laboratory-elicited measure of risk
aversion introduced by Holt and Laury (2002), I find that oldest siblings demonstrate
slightly higher levels of risk aversion compared to non-oldest siblings. No birth order
differences were detectable in terms of participation or age at first initiation of the
four risky activities: smoking, drinking, marijuana usage, and sexual intercourse. This
may be due to sample sizes smaller than were necessary to identify birth order
differences. Unlike the findings presented in Anderson and Mellor (2008), | was
unable to find a correlation between the laboratory-elicited measure of risk aversion
and the propensity to engage in cigarette smoking. There was a correlation between
risk aversion and the probability of having ever had an alcoholic beverage.
References: Anderson, L. and Mellor, J. 2008 “Predicting health behaviors with an
experimental measure of risk preference.” Journal of Health Economics, 27(5), pp.
1260-74. Holt, C. and Laury, S. 2002 “Risk aversion and incentive effects.” American
Economic Review, 92(5) pp. 1644-55
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Similarity Judgments in Games

Jonathan W. Leland
Universita degli Studi di Trento

Abstract:

Behavioral economists cut their teeth trying to explain evidence demonstrating
systematic violations of rationality in individual choice. They then moved on to try
and explain failures of the rational model in the context of strategic interactions.
Somewhat paradoxically, efforts in one domain are not related to those in the other.
Choice anomalies have been accommodated by positing less restrictive preference
structures. Anomalies in game theory are accounted for either by positing richer
preferences structures (e.g., introducing other-regarding preferences) or by positing
that agents suffer from limited strategic sophistication and foresight. While there may
not be a single coherent explanation for mis-behaviors reflected in choice and in
games, it seems prudent to check. To this end | examine the implications of a model
of decision making based on similarity judgments designed to explain choice
anomalies for behavior in games. One implication of the model is that choices
between strategies may be sensitive to theoretically inconsequential manipulation of
payoff values just as lottery choices are. A second implication of the model is that
choices agents make may be sensitive to the way to decision problem is posed —
strategic choices may exhibit framing effects just like lottery choices. Experimental
evidence confirming these predictions is presented.
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Testing the Sunk Cost Fallacy in an Auction Experiment

Gary Charness
University of California Santa Barbara

Rod Garratt
University of California Santa Barbara

John L. Hartman
University of California Santa Barbara

Abstract:

We design an auction experiment such that the same subjects experience three
different second-price auction formats: (1) No reserve price and no entry fee; (2)
reserve price; (3) entry fee. The latter two formats are revenue equivalent, assuming
risk-neutral bidders. We hypothesize that while subjects do not have difficulty dealing
with reserve prices, they do have difficulty properly adjusting to entry fees. Our
hypothesis is confirmed in this experiment, especially when subjects are coached as to
the benefits of value bidding. Specifically, many subjects fall for the sunk cost
fallacy, frequently bidding well below their private values after entering an auction
with an entry fee.
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Collusion in Uniform Price Share Auctions: Mechanism Design and
Communication among Bidders

Martin Sefton, Ping Zhang
University of Nottingham

Abstract:

In standard uniform price auctions there is a tacit collusion equilibrium that results in
arbitrarily large underpricing. Kremer and Nyborg (2004) argue that this can be
eliminated by modifying the allocation rule. A uniform allocation rule, where
rationing applies to all winning bids (bids placed either above or at the market price),
eliminates the tacit collusion equilibrium, though another equilibrium that results in
large underpricing can occur when bidders have capacity constraints. They also show
that a hybrid allocation rule eliminates both types of unappealing equilibria and drives
the market price close to the market value. We use laboratory experiments to compare
the impact of alternative allocation rules on revenue in uniform price share auctions.
We examine these three allocation rules in two environments. In one the bidders are
allowed to communicate via a chat box before placing bids and in the other they
communicate through their decisions. Our laboratory experiments provide little
evidence of revenue differences among the three allocation rules. Without the chat
option, market prices appear competitive in all treatments. When bidders are allowed
to chat collusive outcomes predominate under all three allocation rules. When the
group size is enlarged the level of cooperation among bidders decreases and thus the
market price becomes more competitive. But the difference is not significant. We
conclude that the scope to use mechanism design considerations to improve auction
revenue is limited by the communication possibilities available to bidders and the
actual market situation.
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Does Risk Aversion Explain Overbidding?: Feedback in First Price Auctions

Sean Collins, Svetlana Pevnitskaya
Florida State University

Abstract:

We study competing explanations for observed overbidding relative to risk neutral
Nash Equilibrium (RNNE) in first price independent private value auctions. While
many studies attribute overbidding to concave utility functions, this does not explain
the dynamics in bidding strategy observed in experimental auction data. Several
alternative approaches credit overbidding to asymmetry in the dynamic adjustment of
bidding strategy in response to winning or losing an auction. We test for and quantify
the presence of strategy adjustment using laboratory data. A further analysis of
bidding behavior under different feedback conditions confirms that the intensity of
strategy adjustment is sensitive to available information. Additionally, we find that
separately estimated subject's risk parameters are useful predictors of the intensity of
adjustment, suggesting an alternate way that risk aversion may explain overbidding.
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Agent-Based Modeling of Cognitive Double Auction Market Experiments

Shu-Heng Chen, Chung-Ching Tai, Lee-Xieng Yang
National Chengchi University, Taipei

Abstract:

Despite the increasing tendency to make intelligence an explicit control variable
inexperimental economics and to explore its emergent outcomes,agent-based
computational economics, which is normally claimed asthe software counterpart of
experimental economics, has paid almostno attention to this development. On the
contrary, from a pureengineering viewpoint, there is a tendency to make software
agentsas smart as possible, and usually equally smart. This designprinciple, therefore,
obviously contradicts our understanding ofhuman agents. This paper provides an
initial attempt to cloth artificialagents with cognitive capacity and further makes it
heterogeneous among theartificial agents. We consider this effort as the first step to
bring agent-based modelingcloser to the laboratory experiments with human subjects
who, in the normal case, are also heterogeneous in cognitive capability.

The design of our artificial agents uses genetic programming. This way of modeling
artificial agents is not new; however, we no longer assume that agents are equally
smart; instead, following the series of experiments which provided evidence of the
importance of heterogeneity insubjects' short-term memory capacity (Devetag and
Warglien, 2003; Cornelissen, Dewitte and Warlop, 2007;Devetag and Warglien,
2008), we manipulate one control parameter of GP so that the agents' "cognitive
capacity” can be "born" differently. The parameter which we manipulate is the
population size.

Genetic programming is a population-based algorithm, which can implement
parallelprocessing. Hence, on the one hand, the size of the population will directly
determine the capability of parallel processing. On the other hand, the human's
working memory capacity is frequently tested based on the number of the cognitive
tasks which humans can simultaneously process (Cappelletti, Guth and Ploner, 2008).
Dual tasks have been used in hundreds of psychological experiments to measure the
attentional demands of different mental activities (Pashler, 1998). Hence, the
population size seems to be an appropriate choice with regard to mimicking the
working memory capacity of human agents. In vein of Casari (2004), a smaller
population size, therefore, corresponds to a smaller working memory capacity,
whereas a larger population size corresponds to a larger working memory capacity.
In this way, a market composed of agents with different working memory capacity is
introduced.

These artificial agents are then placed in the agent-based double auction market in
which all opponents are truth-tellers. The resultant agent-based simulation outcomes
are compared with double auction market experiments with human subjects, who also
play against these naive opponents. In this simple setting, we are interested in



1:30pm - 3:10pm, Session 1

knowing whether cognitive capacity will affect the trading performance of agents,
both human and artificial. We test the null called the intelligence-irrelevancy
hypothesis, i.e., the non-existence of such effect, by using data from both human-
subject experiments and agent-based simulations and using different market structures
(token-value tables). Our limited experimental results show that for those human-
subject experiments in which the null is rejected, the null is also rejected in the
software-agent counterparts, and for those accepted, accepted.

We are now moving further to place the human agents and software agents in a full-
fledged Santa Fe Double Auction Experiments, so that both human agents and
software agents will play against programmed agents sampled from the Santa Fe
Double Auction Tournament (Rust, Miller, and Palmer,1993, 1994).  The
intelligence-irrelevancy hypothesis will then be tested again when opponents can
behave more sophisticated.
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Other-regarding Preferences and Leadership Styles

Martin Kocher
University of Munich

Ganna Pogrebna
Columbia University

Matthias Sutter
University of Innsbruck

Abstract:

We use a laboratory experiment to examine whether and to what extent other-
regarding preferences of team leaders influence their leadership style in choice under
risk. We find that leaders who prefer efficiency or report high levels of selfishness are
more likely to exercise an autocratic leadership style by ignoring preferences of the
other team members. Yet, inequity aversion has no significant impact on leadership
styles. Elected leaders have a higher propensity than exogenously assigned leaders to
use a democratic leadership style by reaching team consensus. Male leaders and

leaders influenced by group membership tend to employ a democratic leadership
style.
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Leadership in a Weak-link Game

Joris Gillet, Edward Cartwrigh, Mark van Vugt
University of Kent

Abstract:

We investigate, experimentally, the effects of leadership in a four player weak-link
game. A weak-link game is a coordination game with multiple Pareto-ranked Nash
equilibria. Because the higher-payoff equilibria involve a degree of strategic
uncertainty groups find it difficult to coordinate on these and generally end up with
lower-paying outcomes. Previous studies have shown that leadership - in the form of
one player acting before the rest of the group - can lead to increased cooperation in
collective action problems. But whereas in, for instance, a public good game
followers contributing to the good after they have seen a leader doing so could, at
least partially, be explained by conditional coordination or positive reciprocity, a
weak-link game is constructed such that this can not really play a role. We are
interested in finding out whether having a leader will nonetheless lead to an increase
in cooperation. A preliminary analysis of the results seems to suggest that groups with
a leader are indeed more efficient than groups without. There doesn't appear to be a
difference between voluntary leaders and leaders that are (randomly) appointed.
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Does fortune favor the prepared mind?

Jason Arentz, Frederic Sautet, Virgil Storr
George Mason University

Abstract:

We conduct a laboratory investigation of the effects of prior knowledge on alertness
to entrepreneurial discovery. Researchers in the field of entrepreneurship have often
avoided the thorny question of the origins of entrepreneurial discovery. Kirzner offers
a solution in his writings in the form of alertness. “There is,” explains Kirzner,
“present in all human action an element which, although crucial to economizing,
maximizing, or efficiency criteria, cannot itself be analyzed in [those] terms.” In other
words, alertness is not a factor of production that is being deployed in the course of
action, but is an uncaused element that is necessary to explain discovery and genuine
change. We aim to test whether specific background knowledge changes the
perception people may have of the opportunities that present themselves in the world
around them, and thus influence how alert they are to unconsidered profits. We find
that providing relevant background, prior knowledge does enhance the probability of
entrepreneurial discovery in our environment.
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Entrepreneurship and the Willingness to Join a Team

David Cooper, Krista Jabs
Florida State University

Abstract:

Entrepreneurs are surprisingly likely to not have any partners. There are obvious
advantages to forming partnerships — greater liquidity, increased gains from
specialization, and the superior decision making associated with groups. Nonetheless,
only a small minority of entrepreneurs (10%, excluding family businesses) have any
partners. A number of possible explanations exist for this puzzling phenomenon,
including an inability to locate suitable partners, fear of moral hazard, over-
confidence, and a preference for not working in groups. We present experimental
evidence designed to determine whether entrepreneurs prefer to work alone or in a
team. Initial analysis of the data suggests the entrepreneurs are MORE willing to join
teams than the control population rather than less.
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Freddy plays Lotto - Field evidence on the law of small numbers

Sigrid Suetens, Claus Jorgensen, Jean-Robert Tyran
University of Copenhagen

Abstract:

Many events in life involve some degree of randomness. Previous research has shown
that people often have biased perceptions about this randomness. In particular, they
tend to expect that the same properties appear in small samples as in large samples
(cf. “law of small numbers”). One consequence is that people mistakenly believe that
random sequences should exhibit systematic reversals (cf. gambler’s fallacy). Another
bias is that people tend to reject randomness when they observe certain patterns. For
example, if a number in a State Lottery is drawn several weeks in a row, people might
reject the randomness of the drawing mechanism and believe that this number is more
likely to be drawn (cf. hot hand fallacy).

We examine the law of small numbers using individual-level data stemming from a
natural experiment with Danish Lotto players. We find that, on average, Lotto players
move more away from than towards numbers drawn in the previous drawing
(gambler’s fallacy) and move more towards than away from numbers on a streak (hot
hand fallacy). The result that the hot hand fallacy arises from the gambler’s fallacy is
in line with recent behavioral theory.
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Endowment Effects in Contests

Curtis R. Price, Roman M. Sheremeta
Purdue University

Abstract:

Contests are competitive games in which players make bids in order to win a prize. It
is well documented that in most contests subjects overbid relative to Nash equilibrium
predictions and thus they incur substantial losses. We design an experiment to test if
the manner that subjects receive the endowment has any bearing on the amount of
overbidding. To do so, we design two distinct treatments: one where subjects are
given a large per-experiment endowment prior to any bidding on the prize, and one
where subjects are given a smaller per-period endowment. Although theoretically the
two treatments are identical, the average amount of overbidding is significantly higher
when subjects are given the large per-experiment endowment than when the
endowment is given per-period. Additionally, we elicit subject’s risk aversion and
non-monetary utility of winning. We find that risk aversion only plays a role in the
decision process when subjects are given per-period endowments and that the non-
monetary utility of winning is an important factor which partially explains
overbidding.
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“He Got Game™ Theory - Optimal Decision Making and the NBA

Justin M. Rao
University of California, San Diego

Abstract:

This paper examines the optimality of the shooting decisions of National Basketball
Association (NBA) players. Two aspects of the shooting decision are examined: the
timing of shots and shot allocation across players. The theoretical standards are tested
using a rich data set of shots taken in the NBA games, collected by watching 60
games and recording the shot conditions. The timing of shots over the course of a
possession is modeled as an optimal stopping problem, which is a natural choice
given the fact that a shot must be taken before the 24 second shot clock expires. The
prediction of a monotonically declining " reservation expected shot value" with time
remaining on the shot clock is borne out in the data. A game theoretic model provides
a mixed strategy equilibrium which predicts that each of the 5 players on the court
offer equal expected point values per shot attempt. The expected shot values are
formulated using the probability of success conditional on difficulty, probability of an
offensive rebound and the potential to be fouled on the shot. The prediction of iso-
expected value finds strong support in the data.
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The Neural Correlates of Other Regarding Behavior

W. Gavin Ekins, Kevin McCabe, Frank Kruger
George Mason University

Abstract:

Peter Richerson and Robert Boyd* have argued that the brain has adapted over
evolutionary time to be influenced by others’ behaviors, but decisions within a social
context often have a larger strategic importance. If humans have evolved to be
influenced by others, they should act on information of others’ behavior without any
other social incentives. In is paper, we conduct a repeated dictator game with three
treatments: show history of low-givers, show history of high-givers and show a blank
history. Moreover, we use fMRI technology to explore the regions of the brain that
may be responsible for processing and applying the behavior of others. We find that
few individuals are significantly affected by the history of others and low-giver
history has a greater effect than high-giver history. We find significant activation in
the middle frontal gyrus when subjects are shown the history of high-givers.

* Not by Genes Alone: How Culture Transformed Human Evolution, 2004;
University of Chicago Press
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Neural Correlates of Strategic and Nonstrategic Uncertainty: Coordination
versus Competition

Robin Chark and Chew Soo Hong
Hong Kong University of Science and Technology

Abstract:

Identically distributed risks arising from different sources of uncertainty may be
valued differently for the same decision maker. This phenomenon, called source
preference, was discussed in Keynes (1921) and more recently in Fox and Tversky (
1995) and axiomatized in Chew and Sagi (2008). We study experimentally source
preference over strategic uncertainty arising from subjects playing certain games.
Sixteen subjects participated in our fMRI experiment. They were asked to make 48
sequential decisions on whether to enter to a game, either matching pennies or
coordination, which could yield a higher but uncertain outcome to receiving a lower
but certain amount. In half of the trials, they play against opponents who made their
own decisions. In the other half, their opponents’ decisions are made explicitly
through a dice.

Subjects generally value the uncertainty arising from the coordination game more
than that from matching pennies. We also found an interaction in their choice pattern.
Subjects chose to play coordination game with the human opponent making conscious
decisions more often than they did against a dice. By contrast, when playing matching
pennies, subjects preferred playing against a dice than to human. We found neural
correlates of preference for distinct behavioral sources, namely, i) insula corresponds
to decision epochs when playing matching pennies in contrast with playing
coordination, ii) insula activation correlates with subjects’ preference for matching
pennies, and iii) activation in putamen correlates positively with subjects’ preference
for the coordination game.
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Individual Differences in Behavior: An fMRI Study on Modified Dictator Games

Brosig, J.
University of Duisburg-Essen

Heinrich, T.
University of Duisburg-Essen

Minte, T.F.
University of Magdeburg

Richter, S.
University of Magdeburg

Schott, B
University of Magdeburg

Weimann, J.
University of Magdeburg

Abstract:

We use functional magnetic resonance imaging to investigate the neural substrate of
cognitive and emotional processes during decision making. In particular, we scanned
volunteers in the role of the dictator as they decided for certain offers within a series
of modified dictator games. Dependent on observed behavioral patterns, different
brain areas related to cognitive (DLPFC, dACC) as well as emotional (Amygdala,
ventral striatum) processes were found to be activated. The observations give deeper
insights into the neural underpinnings of social behavior.
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Is brain activity observable that leads to an evaluation of a probability of 0.5 that
is different from 0.5 in binary lottery choices?

Marcus Heldmann, Ralf Morgenstern, Thomas Miinte, Bodo Vogt
Otto-von-Guericke University Magdeburg

Abstract:

This paper focuses on the problem of probability weighing in the evaluation of
lotteries. According to Prospect Theory a probability of 0.5 has a weight of smaller
than 0.5. We conduct an EEG experiment in which we compare the results of the
evaluation of binary lotteries by certainty equivalents with the results of the bisection
method. The bisection methods give the amount of money that corresponds to the
midpoint of the utilities of the two payoffs in a binary lottery as it has been shown
previously. In this method probabilities are not evaluated. We analyze the EEG data
focused on whether a probability is evaluated or not. Our data show differences
between the two methods connected with the attention towards sure monetary
payoffs, but they do not show brain activity connected with a devaluation of the
probability of 0.5.
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Maintaining efficiency while integrating entrants from lower-performing
environments: An experimental study

Tim Salmon
Florida State University

Roberto Weber
Carnegie Mellon University

Abstract:

Efficient growth often requires the integration of individuals from lower-performing
groups or firms into higher-performing ones. Previous evidence suggests that such
integration may be difficult without facilitating interventions or restrictions. We
explore, using a laboratory experiment, the effectiveness of two regularly-employed
entry restrictions: entry quotas and entry exams. We use a coordination game with
Pareto-ranked equilibria, in which we allow an efficiently-coordinated group and an
inefficiently-coordinated one to arise endogenously. We then allow individuals to
move from the low-performing group to the better one. We vary whether such
movement is unrestricted, is limited to one entrant per period, or is subject to passing
an entry exam. We find both kinds of restrictions improve the efficiency of
integrating entrants, but that entry exams are more effective than entry quotas.
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How large looms the ghost of the past? Estimating the effect of precedent in
coordination games

Omar Al-Ubaydli
George Mason University

Abstract:

Accurately evaluating the effect of precedent is important for understanding how
societies may get locked-in to using inefficient technologies or conventions.
Coordination experiments in the literature claim to establish the importance of
precedent by observing the persistence of inferior equilibria. This inference is
potentially invalid because the experiments do not induce the precedent using
randomized control. While precedent is still significant, part of its observed strength
may be due to unobserved heterogeneity in risk attitudes. This paper demonstrates the
heterogeneity and correctly implements randomized control to expose the over-
estimation of the importance of precedent.
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Behavioral spillover in multiple games

Jenna Bednar, Yan Chen, Tracy Xiao Liu, Scott Page
University of Michigan

Abstract:

We present laboratory experiments that produce behavioral spillovers across strategic
contexts. When subjects play two distinct games simultaneously with different
opponents, behavior is highly context dependent. When games are paired in
ensembles, play differs from the isolated controls. Behavior is also influenced by
which other game composes the ensemble. These results suggest that people do not
treat each strategic situation in isolation but instead develop heuristics that they apply
across games. Our findings imply that the effect of a particular institution on behavior
depends upon the full institutional context, leading to disparate performance of
identical institutions in different cultures.

Keywords: multiple games, behavioral spillover, experiment

JEL Classification: C72, C91, D03
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Does Playing Against An Error Prone Opponent Influence Learning

C. Nicholas McKinney
Rhodes College

John B. Van Huyck
Texas A&M University

Abstract:

When learning to play a game well, does it help to play against an opponent who
makes the same sort of mistakes one tends to make or is it better to play against a
procedurally rational algorithm, which never makes mistakes? A procedurally rational
algorithm in a two outcome perfect information game without chance moves is
unforgiving; if one makes a mistake, one never gets another chance to win. An error
prone opponent may miss one's mistakes and give one multiple chances to find a way
to win. This paper is an experimental examination of subject performance in the
game of Nim, a strictly competitive extensive form game of perfect information
without chance moves. It addresses two questions: (i) Do people learn to recognize
winning positions over time?; (ii) If they do, does playing against other error prone
humans rather than a procedurally rational algorithm influence learning? We examine
learning and find evidence that subject performance improves more when playing
against a human opponent than against the procedurally rational algorithm. We also
find that subjects appear to recognize certain heuristics that improve their overall
performance.
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Experiments on Procrastination and Willpower

Nicholas Burger
RAND

Gary Charness
University of California-Santa Barbara

John Lynham
University of Hawaii

Abstract:

The issues of self-control, procrastination, and willpower have been the focus of a
number of recent theoretical models. We conducted two experimental studies to
investigate patterns in how people complete a task of significant duration and how
willpower depletion affects behavior, providing some of the first data under financial
incentives in these areas. In the first study, cumulative weekly ‘quotas’ (over a five-
week period) designed to keep people from falling too far behind in the overall task
did not prove helpful, as completion rates were 50% higher in the treatment without
weekly quotas. Perhaps surprisingly, we found no evidence in the aggregate data
(although there was considerable heterogeneity) of an increasing profile of the
number of hours spent at the task over time, in contrast with at least the spirit of
quasi-hyperbolic models. As we found strong evidence of intra-week cycles
suggesting the possibility of willpower depletion and replenishment, our second study
isolates the effect of direct willpower depletion (via the Stroop test) on the first day of
a two-day period. We found that depleting willpower did indeed lead to less work
(and poorer quality) on the first day, but that this intervention surprisingly led to a
higher completion rate overall. This behavior is consistent with models in which
seemingly related activities are linked due to cognitive load, as well as the Bénabou
and Tirole self-signaling model of willpower.
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Temptation at Work: A Field Experiment on Willpower and Productivity

Alessandro Bucciol
University of Amsterdam

Daniel Houser
George Mason University

Marco Piovesan
University of Copenhagen

Abstract:

Temptations are a largely unavoidable part of today’s life. Resisting them is usually
seen as a virtuous behavior. Recent research in social psychology, however, suggests
that using willpower to delay gratification can detrimentally impact performance on
immediately subsequent tasks. Using standard economic theory, we develop a model
connecting willpower to productivity. When delaying gratification is difficult, the
model predicts exposure to a tempting good detrimentally impacts productivity, while
when delaying gratification is easy, exposure to temptation can lead to productivity
gains. We then test the predictions of this theory using data from a field experiment
with children between the ages of 6 and 13. The advantage to using children over
these ages is that a lengthy psychology literature has established that younger children
have difficulty delaying gratification, while after age 10 or so children become skilled
at doing so. Our results suggest that a prohibited temptation affects work productivity
in a way consistent with theory: it is negative for the youngest children (aged under 8)
and positive for the oldest (aged above 10). We also observe a significantly different
impact by gender. It thus seems that prohibiting a temptation need not eliminate its
impact on productivity, a result of importance to anyone interested in designing
policies to promote efficiency. Keywords: willpower; children; temptation;
productivity; field experiment.
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Measuring Self-Control and Sophistication: An Experimental Approach

George Ng
University of California, Irvine

Abstract:

This paper discusses normative preferences and different models and settings of self-
control problems in the literature. | propose an original experimental design to
develop a new way to measure self-control and sophistication. Additionally, I use
these measures to investigate the relationships between the magnitude of a self-
control problem, the awareness of that self-control problem, and other behavioral and
demographic factors.

Tags: Self-control, Behavioral, Temptation, Sophistication
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Do spouses cooperate and why?

Francois Cochard
Universite de Franche-Comte, France

Helene Couprie
Toulouse School of Economics, France

Astrid Hopfensitz
Toulouse School of Economics, France

Abstract:

The objective of this experiment is to build a model predicting cooperation among
spouses based on demographic variables, efficiency concerns and psychological
variables of couple’s satisfaction. Strategic interactions in pairwise social dilemmas
have been extensively studied in experimental economics and psychology. Partners in
such experiments are usually participants that meet for the first time in the
experimental environment. Cooperation is usually observed even among unknown
strangers, however it is most likely that interacting with a partner that is personally
known will induce a variety of additional effects. Interactions with friends and family
are always repeated, thus concerns for reputation and reciprocity might increase
cooperation levels. For people we know well, we might further be better able to
predict their behaviors in a game, therefore reducing the strategic uncertainty in a
social dilemma. Finally, friends and family are most likely more strongly weighted
than strangers in a utility function including also others preferences. Taken together
we would therefore expect more cooperation and coordination between partners that
know each other, and more particularly between spouses. However it is unclear which
specific factors and motivations might favorise cooperation. We are only aware of one
study, by Iversen, Jackson, Kebede, Munro and Verschoor (2006), dealing with
spouses’ behaviour in a social dilemma game. They find that couples in rural Uganda,
fail to achieve the efficient outcome in a variant of a public good game. Peters, Unur,
Clark and Schulze (2004) study the behaviour of family members in a public good
game. They find higher contributions within the family than with strangers.
Specifically we exposed 100 couples from the urban area of Toulouse to a series of
prisoner dilemmas type games. Many economic studies have already investigated the
willingness to cooperate in anonymous non-repeated interactions. Even though the
precise mechanisms behind such cooperation are still not fully understood, a number
of potentially demographic and psychological variables have been discussed. Among
others risk aversion might play a role when taking 'social' risk, and 'other regarding
preferences’ might influence the degree of cooperation. We therefore in addition to a
number of demographic characteristics about each couple (number of years living
together, number of children, education, household income), also discuss the impact
of individual risk aversion, concerns for efficiency (through a dictator-allocation task
that enables us to discriminate between concerns for equality and concerns for
maximizing joint income) and the degree of psychological 'harmony' in the couple on
cooperation.
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Cooperation with Uncertain Endowments

Jan Schikora, Johannes Maier
University of Munich

Abstract:

In most real world situations where cooperation such as contribution towards a public
good modelled with the Voluntary Contribution Mechanism could be relevant,
subjects might have heterogeneous levels of endowment and might not know the
endowment levels of their group partners. We investigate the effects of uncertainty of
a player concerning the endowment levels of her group partners (and therefore about
the sum and distribution of endowments available in a group) on dynamic
contribution behaviour in a repeated public-good-game. In order to quantify and
explain this effect we use an experiment consisting of two parts. Throughout we
consider 2 endowment levels (high endowed subjects (H-types) and low endowed
subjects (L-types)) and groups of 3 players. In the first stage all subjects state their
contributions conditional not only on their group partners' contribution levels but also
on their group partners' types. This is done with strategy tables for each of 3 possible
endowment-level combinations of group partners (LL, LH and HH). In the second
stage subjects play the public-good-game for 10 rounds with the same group partners.
In the control treatment subjects know their partners' types while under uncertainty
they only know that H and L-types occur in equal numbers. As stated in previous
studies we find no significant effect of uncertainty in the aggregated data. But when
we split our observations in H and L-types we find that H-types contribute at least as
much under uncertainty whereas L-types contribute substantially less. This effect is
even more pronounced in pure groups. The negative treatment effect is doubled for L-
types and there is a strictly positive effect for H-types. By using a combination of
information on stated conditional contributions from the 1st part of the experiment
and stated individual beliefs about the underlying group structure from each round of
the 2nd part we show that part of the treatment effect is due to false beliefs about the
true group structure combined with a strong tendency to condition contribution
behaviour on group partners' endowment levels. L-types systematically overestimate
the number of H-types in their groups leading to lower contributions. This kicks off
an irreversible cycle of decreasing contributions in their groups. For H-types the
opposite is observed. The effect is stronger for L-types because of their reluctance to
update beliefs over time. The behavioural pattern, which we call strategic over-
contribution and identify by simulating contribution paths, explains the remaining
difference in behaviour of L-types between treatments. This behaviour is consistent
with the findings of previous studies showing that subjects contribute more to a PG in
earlier periods of a repeated game (controlled for beliefs) than in a static version of
the same game. We find this pattern in all types and treatments with the exception of
L-types under uncertainty. We show that this is due to risk aversion over beliefs and
fear of anticipation of mimicking behaviour.
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Coordination or Collusion? Communication in Output Sharing Partnerships

Neil Buckley
York University

Stuart Mestelman
McMaster University

R.Andrew Muller
McMaster University

Stephan Schott
Carlton University

Jingjing Zhang
McMaster University

Abstract:

In an earlier experiment we have shown that output-sharing can overcome the
“tragedy of the commons” as long as individuals share their output in groups of
optimal size. Sharing in groups induces free-riding, while individual extraction from a
common pool (CPR) causes overharvesting. By choosing the right output-sharing
group size we can therefore create an incentive to harvest efficiently. In this paper we
evaluate our group-sharing mechanism in an environment in which CPR users can
communicate with others, that are either in their output-sharing group or in a
communication group (like a community) that is not necessarily linked to the output-
sharing group. We implement a modified 2x2 design in a controlled laboratory
experiment with within-group communication versus no communication defining one
dimension, and random linked group assignment versus fixed linked group
assignment defining the other. In these linked group assignment treatments, members
in communication groups are placed into output sharing groups in each round. A not-
linked group assignment treatment is added to the design in which the communication
group membership is fixed across all of the rounds of a session, but the output-sharing
group membership changes after each round. <p> When there is no communication,
we find that group assignment (as strangers versus partners) makes no significant
difference in the aggregate appropriation effort and relative rents realized from the
common pool. The latter conform closely to the socially optimal Nash predictions.
When communication is allowed, we expect an increase in aggregate effort. We
conjecture a smaller increase when communication groups and output-sharing groups
are not linked relative to the random linked and fixed linked group assignment
treatments. We also expect to observe a group assignment effect during early rounds
of the session. Content analysis of group communication will be implemented to get
insights into the dynamics of the group decision process.
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Remittances and the Problem of Control: A Field Experiment Among Migrants
from EIl Salvador

Nava Ashraf
Harvard Business School

Diego Aycinena
Universidad Francisco Marroquin

Claudia Martinez
University of Michigan

Dean Yang
University of Michigan

Abstract:

While remittance flows to developing countries are very large in magnitude, it is
unknown whether migrants desire more control over the uses to which remittances are
put. This research uses a randomized field experiment to investigate the importance of
migrant control over the use of remittances. In partnership with a large Salvadoran
bank, we offered US-based migrants from El Salvador the opportunity to channel
remittances into savings accounts in their home country. Migrants were randomly
allocated varying amounts of control over El Salvador-based savings. The results
provide evidence that migrants seek to control savings accumulation by remittance
recipients back home. When migrants have the option of greater control over El
Salvador-based savings accounts, they are more likely to open such accounts and
accumulate more savings in them. The effect is large in magnitude: from a base of
roughly $400, savings more than double when migrants have the option of full control
over accounts, compared to roughly zero savings growth in the control group. Other
results suggest that migrants use enhanced control to improve their bargaining power
over the savings behavior of recipients, rather than saving autonomously in their own
accounts.



1:30pm - 3:10pm, Session 8

Strategic Substitutes in the Beauty Contest Game

Urs Fischbacher
University of Konstanz

Frédéric Schneider
University of Zurich

Abstract:

Subjects playing a modified Beauty Contest Game exhibiting strategic substitutability
start closer and converge faster to the unique Nash Equilibrium than in a “classic”
Beauty Contest with strategic complementarity. Guesses are less dispersed and less
likely to be inconsistent in the strategic substitutability treatment. We are able to test
different models of boundedly rational decision-making and learning.
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Credible assignments and performance bonuses

Ananish Chaudhuri, Tirnud Paichayontvijit
University of Auckland

Abstract:

It is commonly observed that in finitely repeated laboratory public goods games
contributions start at about 40-60 percent of the social optimum and decay from there
onwards with increasing free-riding. There is controversy regarding the reasons
behind this phenomenon of decay. Andreoni (1988) looked at two possible
explanations behind this phenomenon of decay — “learning” and “strategies”. The
“learning” hypothesis suggests that contributions decay because players do not realize
that free-riding is the dominant strategy of the game but learn so gradually over time
leading to contributions dropping off. The “strategies” hypothesis suggests that some
players may realize that free-riding is the dominant strategy but they do not want to
educate their peers about it and hence the more sophisticated players mimic the others
in the initial stages of the game and then bail out and free-ride towards the end of the
game. But neither Andreoni nor a number of other researchers who replicated this
study later come up with definitive conclusions. In our study we appeal to the idea of
“conditional cooperation” to suggest that in the presence of reciprocal preferences it is
possible to think about the public goods game as a “coordination problem” with high
contributions being an efficient equilibrium and low contributions being an inefficient
equilibrium with others in between. We demonstrate that beliefs held by a player
about the contributions of their peers play a crucial role in determining this player’s
subsequent contributions. The fact that contributions depend more on beliefs about
others’ contributions and not on the availability of signalling opportunities provides
evidence against the strategies hypothesis. Furthermore the fact the contributions do
not decay unless players get to observe the contributions of their peers provides
evidence against introspective learning-by-doing arguments. We argue that it is social
learning about the heterogeneity of types in the population that explains the familiar
pattern of decay.

Keywords: Voluntary contributions mechanism, Beliefs, Conditional, Co-operation,
Learning, Panel Data

JEL Classification: C92, C33, C34
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Facial Expressions of Emotions and Psychological Games

Lusha Zhu, Mahdi Rastad, Ming Hsu, Jesse Spencer-Smith, Roger Koencker
University of Illinois at Urbana-Champaign

Abstract:

In a strategic decision making a player’s emotion will affect the opponent’s behavior.
Therefore the player will have the incentive to express his emotion strategically.
Moreover, if the opponent’s utility depends on the beliefs and emotions of others as
proposed by the literature of “psychological game”, player’s expressed emotions will
influence not only the opponent’s subsequent but the prior behaviors as well. We
studied the strategic use of facial expressions in a multiple stage noisy dictator game,
using the state of the art facial animation software to allow players to create and send
dynamic facial expressions during the game.
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Quantifying Emotions: Functional Data Analysis of Facial Expressions

Mahdi Rastad, Lusha Zhu, Roger Koencker, Jesse Spencer-Smith, Ming Hsu
University of Illinois at Urbana-Champaign

Abstract:

In recent years, effect of emotions on economic behavior has been an interest for the
researchers working in behavioral economics and neuroeconomics. So far, the
empirical literature incorporates communication of emotions either by sending a text
messages or showing static images of the players. What is missing from the current
literature is a way to effectively measure and quantify the emotions in a way that
captures all of the intuitively relevant effects of the emotions on behavior. The goal of
this work is to provide such a framework. In particular, we use state of the art facial
animation software (Poser) to allow players to create and send facial expressions
during a verified version of a dictator game.

Literature on facial expression recognition which is rooted in computer science (and
in particular image processing) uses different classification algorithms to classify
facial expressions mostly based on static images. Very few studies use dynamic
features of the facial expressions for classification or interpretation purposes of the
expressions due to data limitations. Poser however, records facial movements with
high temporal resolution, by decomposing facial movements into the movements of
facial muscle groups (action units) based on facial action coding system (FACS). This
enables us to extract emotional functional behavior from data by means of special
statistical tool, i.e. functional data analysis.
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The Ultimatum Game and Expected Utility Maximization-In View of
Attachment Theory

Shaul Alm
Bar-1lan University

Abstract:

In this paper we import a mainstream psycholgical theory, known as attachment
theory, into economics and show the implications of this theory for economic
behavior by individuals in the ultimatum bargaining game. Attachment theory
examines the psychological tendency to seek proximity to another person, to feel
secure when that person is present, and to feel anxious when that person is absent. An
individual's attachment style can be classified along two-dimensional axes, one
representing attachment "avoidance™ and one representing attachment "anxiety".
Avoidant people generally feel discomfort when being close to others, have trouble
trusting people and distance themselves from intimate or revealing situations.
Anxious people have a fear of abandonment and of not being loved. Utilizing
attachment theory, we evaluate the connection between attachment types and
economic decision making, and find that in an Ultimatum Game both proposers' and
responders’ behavior are affected by their attachment styles, as predicted by the
theory. We believe this theory has implications for economic behavior in different
settings, such as negotiations, in general, and more specifically, may help explain
behavior, and perhaps even anomalies, in other experimental settings.
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Strategic Ignorance: Is it a self disciplining device?

Tara Larson
University of Texas-Dallas

Rachel Croson
University of Pennsylvania

Catherine Eckel
University of Texas-Dallas

Abstract:

Previous experiments have demonstrated that individuals care both about their own
payoffs and about helping others. However, experimental and theoretical work also
suggests that individuals will take (costly) actions in order to avoid situations in
which they can help others, or even their own future selves (Dana et al. 2007, Carrillo
and Mariotti 2000). My thesis involves laboratory experiments which test the model
of Carrillo and Mariotti. Participants in the experiment can acquire (or avoid
acquiring) information which will lead them to act generously toward another or
toward their own future selves at a current personal cost. If the model is validated, it
has important implications for behavior in a number of areas, including self-control
(e.g. quitting smoking), housing choices (e.g. high-risk but attractive areas like
coastlines), and altruistic donations (e.g. finding out information about a cause).

Keywords: Fairness, Experiments, Dictator Games, Strategic Ignorance

JEL Classification Codes: C90, C91, D63, D64
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Altruism and Political Participation

Daniel Houser, Thomas Stratmann
George Mason University

Abstract:

Recently scholars have suggested a link between voting and altruism, and argued that
this could account for established patterns in voting behavior. Altruism affects the
calculus of voting because the benefit term is no longer only the private benefit to the
voter. Rather, this term also includes the benefits that others receive from the electoral
outcome. With the calculus of voting so constructed, altruism becomes an
instrumental explanation for voting which both predicts turnout and strategic voting
(Jankowski 2002). To date there is important indirect evidence that altruism leads to
more turnout (Fowler 2006, Fowler and Kam 2007), but there is no direct evidence
that altruism causes participation. In this paper we offer rigorous experimental
evidence casting doubt on whether altruism accounts for participation in elections.
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An experimental investigation of malapportionment in Bicameral legislatures

Emanuel Ignacio Vespa
New York University

Abstract:

This paper investigates the effects that the overrepresentation of minorities in the
legislative body (malapportionment) has on the allocation of resources in the context
of a distributive model of bicameral legislative bargaining. The experimental design
studies the differential of having the bills starting in the House (the chamber where
there is no malapportionment) or the Senate, the chamber where scarcely populated
states are overrepresented. In accordance with the theoretical model underlying the
experiment (Ansolabehere, Snyder and Ting APSR 2003) the data show that when the
proposal for distributing funds starts in the House there is no advantage for
overrepresented minorities, while such an advantage does exist when the proposal
originates in the Senate. However, this advantage is quantitatively lower than that
predicted by the theory and the reasons for it are twofold. On one hand, senators
representing these minorities partially use their (enhanced) power when they submit a
proposal, in a manner that is consistent with previous experimental and empirical
work on unicameral legislatures. While, on the other hand, senators representing
densely populated states fully use their (diminished) power whenever possible.
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Emergence of Political Parties during Democratic Transitions

Sherzod Abdukadirov
George Mason University

Abstract:

This paper develops a model of party competition in countries transitioning to
democracy. In a departure from the traditional Downsian spatial voting model, this
paper bases its model on the two-sector model of allocation of talent developed by
Murphy, Shleifer and Vishny (1991), in which one of the sectors is rent-seeking.
While rent-seeking may take many forms, this model assumes that it takes place
primarily in government. Thus, taxes are used primarily for personal consumption of
the rent-seekers. The government, then, sets the tax rate in order to maximize its
revenues, parallel to Olson’s stationary bandit.

In the model, agents are assigned to different factions. The faction with the largest
number of rent-seekers becomes the ruling faction. All agents of that faction are
relieved from paying taxes. The factions can be thought of as political groups or
parties. Once in control of the government, they deliver private goods to their
members in the form of protection from bribes. Factions can further use some of the
taxes to produce public goods, which benefit all agents equally. Finally, voters cast
their votes for candidates based on their expected income under each candidate. The
model varies the size and number of factions to explore the impact of
fractionalization. The model further varies inclusiveness of the factions to trace the
emergence and growth of political parties.

The main advantage of this approach is that unlike the Downsian model, this model
does not require parties to have discernable policy positions. Most political parties in
the transitioning countries are used primarily as tools for rent-seeking and rarely
promote a cohesive ideological position. Consequently, this model can better
approximate the party competition in the transitioning countries. The model further
uses agent-based approach in order to trace the emergence of political parties and the
party system.

Tags: ACE, rent-seeking, allocation of talent, emergence of parties, democrac
transitions
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An Experiment on Rationality in Individual vs. Collective Choice

Diego Aycinena
Universidad Francisco Marroquin

Abstract:

Contrary to traditional public choice literature, Wittman (1989, 1995, 2005a, 2005b)
and Caplan (2001b, 2002a, 2005a, 2005b, 2007) argue that voter rational-ignorance is
not nearly as important for efficient democratic outcomes as voter rationality.
However, they disagree on the relative rationality of agents when acting as voters vis-
a-vis when acting as consumers, and consequently on the relative merits of
democratic vs. market outcomes. This paper proposes a novel approach to test in a
controlled environment the rationality of agents when making a collective choice with
low probability of individual decisiveness (i.e. voting) vs. when making a fully
decisive individual choice. In addition to the probability of individual decisiveness,
this paper also examines the impact of cognitive ability, effort, and pro-social
behaviour on the rationality of agents for different types of problems. Initial results
show that rationality is inelastic to probability of decisiveness, and that it is mainly
driven by (a proxy for) cognitive ability.
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The Effects of Budgetary Task Assignments on Subordinate Reports with Ex
Post Audits

Anthony D. Nikias
Texas A&M University

Abstract:

This paper examines, experimentally subordinate reports under budgetary
assignments where subordinates might undertake a costly search task prior to
submitting budgets. Under multiple task assignment one subordinate searches for
projects and submits budgets to superiors, while under single task assignment the two
tasks are assigned to independent subordinates. An additional single task assignment
treatment in which subordinates are only responsible for a reporting task is also
conducted. Superiors can recover the excess of budget reports over the actual cost
through a costly, imperfect audit. Nash equilibria exist only in mixed strategies, which
are identical across settings because equilibria motivate only minimal search effort.
Entitlement theory, however suggests fairness might be lower under when
subordinates are responsible for searching for projects, in addition to when
subordinates are assigned multiple tasks. Subordinates may also manipulate tasks to
avoid audit costs while entitlement theory suggests slack will be proportionate to task
contributions. The results find when the search and budget reporting tasks are
performed by independent subordinates, fairness is lower compared to when
subordinates are not responsible for searching for projects. Marginal support is found
for lower amounts of fairness to compensate subordinates for performing multiple
tasks. Some evidence suggests this result may be due to subordinates’ choosing
actions to strategically to avoid audit costs. In addition, fairness is generally
consistent with task contributions under multiple task assignment, while reports are
more fair when subordinates choose higher search effort when tasks are performed by
independent subordinates.
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Epistemic Conditions and Social Preferences in Trust Games

Anthony Gillies, Mary Rigdon
University of Michigan

Abstract:

It is well-known that subjects in bilateral bargaining experiments often exhibit choice
behavior suggesting there are strong reciprocators in the population. But it is
controversial whether explaining this data requires a social preference model that
invokes genuine strong reciprocity or whether some social preference model built on
other-regarding preferences as a surrogate can explain it. Since the data precedes
theory here, all the social preference models agree on most of it — making direct tests
more di?cult. We report results from a laboratory experiment using a novel method
for testing between the classes of social preference models in the trust game that
manipulates the distribution of payo? information in the game. We ?nd evidence
supporting the strong reciprocity hypothesis.
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Cognitive biases, ambiguity aversion and asset pricing in financial markets

Elena Asparouhova
University of Utah

Peter Bossaerts
Caltech

Jon Eguia
New York University

William Zame
University of California, Los Angeles

Abstract:

We test to what extent financial markets trigger comparative ignorance (Fox and
Tversky (1995)) when interpreting news, and hence, to what extent such markets
instill ambiguity aversion in participants who do not really know how to correctly
update. Our experiments build on variations of the Monty Hall problem, which, when
tested on individuals separately, are well known to generate obstinacy: sub jects often
refuse to acknowledge that they are wrong. Under comparative ignorance, however,
sub jects who are not able to correctly solve Month-Hall-like problems should
become ambiguity averse. In a financial markets context, we posit that such feeling of
comparative ignorance emerges when traders, who do not have the correct solution,
face prices that contradict their beliefs. Previous experiments with financial markets
have shown that ambiguity aversion makes sub jects hold portfolios that are
insensitive to prices; sub jects instead prefer to hold balanced portfolios, and hence,
are not exposed to ambiguity. And because sub jects are price-insensitive, they do not
contribute to price setting. This led us to hy- pothesize that, when faced with Monty-
Hall-like problems, (i) there would be sub jects whose portfolio decisions are
insensitive to prices, (ii) price quality would be inversely related to the proportion of
price-insensitive sub jects, (iii) price-insensitive sub jects tend to choose more
balanced portfolios (correcting for mispricing), and (iv) price-insensitive sub jects
trade less. Our experiments confirm these hypotheses. We do discover, however, the
presence of a minority of price-sensitive sub jects who simply tend to buy more as
prices increase. We interpret the behavior of such sub jects as herding, a hitherto
unsuspected reaction to comparative ignorance. Altogether, our experiments suggest
that cognitive biases may be expressed differently in a financial markets setting than
in traditional single-sub ject experiments.
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Experimental Evidence on Inequality Aversion: Dictators Give to Help the Less
Fortunate

Oleg Korenok, Edward L. Millner, Laura Razzolini
Virginia Commonwealth University

Abstract:

We design an experiment to identify the motivation underlying dictators’ behavior. In
the typical dictator game, the recipient’s payoff is completely determined by the
amount passed. We give an endowment to the recipient as well as the dictator,
breaking the equivalence between the amount passed and the recipient’s payoff. The
majority of dictators behave as if recipients’ payoffs are normal goods. When we
increased recipients’ endowments, dictators decreased the amounts passed. More than
half of dictators are averse to inequality. They passed nothing when endowments were
equalized. We conclude that in the standard dictator game most dictators pass because
the recipients are given no endowments and inequality is at its maximum.
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Equality versus Incentives: An Experiment

Loukas Balafoutas
University of Innsbruck

Martin Kocher
University of Munich

Louis Putterman
Brown University

Matthias Sutter
University of Innsbruck

Abstract:

Organizations and societies often face trade-offs between having strong incentives
and maintaining a degree of equality or provision for the least well off. We study
experimentally simple groups whose members can generate income by contributing to
a group project, and where the proceeds of the project can be divided up in a spectrum
of ways ranging from the perfectly equal to the perfectly proportional to
contributions. While there are complete free-riding incentives under equal division
and no incentive to free-ride with proportionate division, the group project is so
productive that there can be some equality of division without jeopardizing
incentives. Further, our group members have sharply unequal endowments, so that
both self-interest and inequality-aversion motives for favoring a degree of equality
can exist. We implement a 2X2 design, where (1) the inequalities are either randomly
assigned or are due to performance on a quiz, and (2) the division parameter is either
exogenously determined or is determined by majority vote at the beginning of each
period. In each treatment, subjects remain in a fixed group of three and engage in
fifteen rounds of contribution or voting and contribution decisions. We find that
contributions respond to incentives in a continuous manner rather than the
discontinuous manner predicted by theory; that is, there are some contributions, which
increase with the marginal per capita return, in the range of division parameters that
should be associated with complete free riding; and contributions remain partial but
rising even above the threshold at which it is privately rational to contribute the full
endowment regardless of the exact division parameter. Contributions can also
incorporate an effort to influence future voting decisions: we find that low
endowment subjects contribute relatively more when the division parameter promotes
equality, with the aim of preserving the status quo of equal division. Votes on the
distribution system largely follow self-interest, with low endowment subjects favoring
more equal division than those with high endowments. Subjects’ votes also show
sensitivity to the incentive effect of the division parameter, as gauged by the impact of
past changes in that parameter on past contribution decisions. However, there are
some signs of non-selfish elements affecting votes: more low endowment subjects
press for more equal division when endowment differences are random than when



3:30pm - 5:10pm, Session 4

they are performance-based. Also, high endowment subjects are less likely to
respond to lower division parameters by withdrawing effort when endowments are
random than when they are determined by performance.
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Inequality Seeking Punishment

Daniel Houser
George Mason University

Erte Xiao
Carnegie Mellon University

Abstract:

Inequality aversion is a key motivation for punishment, and many prominent studies
suggest people use punishment in order to reduce or eliminate inequality. Punishment
in laboratory games, however, is nearly always designed to promote equality (e.g.,
rejections in standard ultimatum games) and the marginal cost of additional
punishment is typically non-trivially positive. Although this mechanism reflects many
naturally occurring environments, it can also mask preferences over punishment
outcomes. We here report data from a laboratory experiment with dictator games that
suggests, when treated unfairly, people systematically prefer to use punishment to
create advantageous inequality. This result sheds new light on human motives for
punishment, and has important implications for the design of mechanisms to deter
misconduct.
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The Incentive Effects of Inequality and Economic Development

Hyejin Ku
Florida State University

Timothy C. Salmon
Florida State University

Abstract:

Sustained poverty affects many individuals and groups but there are many situations
in which certain groups based upon ethnicity or caste status experience systematic and
sustained poverty. Such persistence of poverty could be derived from a variety of
sources and we hypothesize that one contributing factor is the existence of behavioral
effects of wage inequality on the productivity of individuals who are receiving wages
they perceive to be low and unfair through what can be called a discouragement
effect. We investigate this hypothesis using an economic experiment to allow us to
cleanly vary the nature of wage inequality and to allow us to directly observe several
characteristics of the workers. We find that while in the aggregate, wage inequality
appears to lead to only modest discouragement effects there are specific subgroups of
the population who respond quite strongly to the existence of inequality by reducing
their effort.
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The Effect of Probability Presentation Mode on Elicited Certainty Equivalents

Charles Noussair
Tilburg University

Bodo Vogt
Otto-von-Guericke University

Abstract:

We compare the certainty equivalents generated by under six different modes of
presentation of the probabilities. The range of probabilities considered is from .001 to
.2 of obtaining a win. The framing of probabilities is done in the context of two types
of “urn” presentation, two types of pie diagram, a die roll, and a numerical
description. We find that certainty equivalents depend on the presentation format, and
different formats yield measures that differ by up to a factor of two. Individuals’
decisions, however, are highly correlated across formats. One particular type of pie
diagram yields the lowest degree of probability transformation and the highest
certainty equivalents, as long as probabilities are sufficiently greater than zero. We
obtain robust evidence for the ratio-bias phenomenon.
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An Experimental Study On Persuasion Bias

Jordi Brandts
Institute for Economic Analisis

Ayca Ebru Giritligil
Istanbul Bilgi University

Roberto Weber
Carnegie Mellon University

Abstract:

This study aims to experimentally explore whether individuals are subject to
persuasion bias, a form of information-processing bias that causes people in a
communication network to fail to adjust properly for possible repetitions of received
information. Correctly adjusting for repetition would require individuals to recount
not only the source of all the information that has played a role in forming their
beliefs, but also the source of the information that led to the beliefs of those to whom
they listen, of those who are listened to by those to whom they listen, and so on.
Under persuasion bias, individuals fail to update information without accurately
accounting for which information they receive is new and which is repetition.
Persuasion bias can be viewed as a simple boundedly rational heuristic that provides a
simple and sound explanation for several important phenomena, such as the influence
of propaganda, censorship, marketing, and the importance of airtime.

We consider a setting where four agents wish to estimate an unknown parameter 6.
Agents start with some initial private information on 6, which consists of normally
distributed unbiased estimates of 6. Given their initial noisy signals, agents
communicate for a fixed number of rounds according to an exogenously given social
network, with the common goal of approximating 6.

An immediate implication of persuasion bias is the phenomenon of social influence,
whereby one’s influence on group opinions depends not only on accuracy but also
how well-connected one is in the social network according to which communication
takes place. Hence, in order to detect whether individuals suffer from persuasion bias,
we compare the social influence of each individual on the group decision in two
separate listening structures. In the balanced structure where every agent in the
network has equal number of channels to access and to reveal information, every
agent is expected to have equal weight on the group decision concerning 6. The
unbalanced structure, on the other hand, is designed so that there is at least one agent
who is more influential than the others, i.e. the group decision on 6 is expected to be
biased towards this agent’s initial private information if the agents update information
under persuasion bias.

Our experimental results support the existence of persuasion bias. They also provide
interesting observations concerning the dynamics of beliefs under this bias.
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Subjective confidence measurement: An experimental approach

Muniza Askari, Louis Levy-Garboua
University of Paris | (Pantheon-Sorbonne).

Abstract:

Experiment on subjective probability encoding has been developed and the notion of
calibration has been studied both from the normative as well as the descriptive point
of views. Confidence varies during the experiment and is observed to take a swing-
like movement. Where observed prior confidence is higher, it is re-adjusted with the
arrival of new information, but after initial success its value increases higher than the
prior confidence. Observed behavior is described in the light of Bayesian revision of
probabilities and psychological heuristics of representativeness and availability.

JEL classification: C11, C91.
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Laboratory Analysis of Declarative and English Clock Procedures for Subjective
Probability Elicitation

Li Hao, Daniel Houser
George Mason University

Abstract:

We use laboratory experiments to study a mechanism proposed by Karni (2009) to
elicit subjective probabilities truthfully. In the “declarative” version of his mechanism
a person is provided incentives to reveal her information. Karni points to an English
clock version of this same mechanism and suggests it is theoretically equivalent to the
declarative procedure. We show that the implementations are not theoretically
equivalent, and that the clock is inefficient because it can systematically fail to elicit
desired probabilities. Our laboratory analysis, however, reveals an advantage of the
clock is that those who do not understand the mechanism’s incentives are likely not to
stop the clock, yet will report incorrectly in the declarative procedure. Moreover,
elicitations provided by those who stop the clock are more accurate on average and
significantly less volatile than found in the declarative procedure, and this is true for
both novice and experienced participants. Our results suggest that the practical
advantages of the clock over the declarative procedure may outweigh its theoretical
inefficiency.
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Strategic Sophistication: An Experimental Test

Sotiris Georganas
Ohio State University

P.J.Healy
Ohio State University

Roberto Weber
Carnegie Mellon University

Abstract:

Several recent papers in economics apply simple models of heterogeneous strategic
sophistication to explain deviations from Nash equilibrium play in experimental
games.  While these papers demonstrate that such models provide a good
interpretation of behavior within specific games, little work tests the robustness of
these models across games or the extent to which strategic sophistication is a general
individual characteristic. We report an experiment in which we measure strategic
sophistication across several variants of a normal form game. We also compare
strategic sophistication across unrelated games and with other previously-used tests of
strategic intelligence. We find moderate stability in strategic sophistication across
closely-related games. But we also find very little stability — and even cross-
individual reversals of strategic sophistication — across different kinds of games.
Finally, we find modest support that strategic sophistication in games is related to
other tests of strategic intelligence.
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Games with Confirmed Proposals: Theory and Experiments

Giuseppe Attanasi
Toulouse School of Economics

Aurora Garcia Gallego
Universitat Jaume I, Castellon

GEORGANTZIS, Nikolaos Georgantzis
Universidad de Granada

Aldo Montesano
Bocconi University

Abstract:

Games with confirmed proposals are interactive strategic situations in which at least
one player, in order to give official acceptance of a contract, must confirm his
proposal once known the action chosen by her opponent. We show that, under
standard assumptions, in some specific 2x2 games with confirmed proposals, there is
a unique subgame perfect Nash equilibrium, always leading to the same contract, that
we call confirmed agreement. In these games the equilibrium outcome of the
bargaining process is unique even though the strategy space of each of the two players
and the game itself are infinite. Moreover, we run experiments in the laboratory on a
2x2 static game with confirmed proposals, whose payoffs are derived from the
standard prisoners’ dilemma (PD) game. Our experimental data show that almost all
the pairs in the lab reach the same confirmed agreement, represented by the Pareto-
efficient outcome, although it is not a Nash equilibrium in the standard one-shot PD
game. Our specific bargaining structure seems to lead to cooperation more than the
(almost) infinite repetition of the constituent game does.
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Game or frame? Incentives in modified Dictator Games

Timo Heinrich
University of Duisburg-Essen

Thomas Riechmann
University of Kaiserslautern

JoachimWeimann
University of Magdeburg

Abstract:

We use modified dictator games in which the productivity of taking or giving is
varied. Subjects have to decide which of the different games will be payoff relevant in
the end. We can show that the behavior of dictators does not depend on the
productivity of their gifts, but that their behavior is strongly influenced by the right to
choose the relevant game. If the recipients have the right to choose, the dictators
become more generous.
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An Experimental Reexamination of the Disposition Effect

Philippe Gregoire
Universite Laval

Abstract:

We replicate Weber and Camerer (1998)'s experiment through an assignment given in
an investment management class at Laval University. Students were graded according
to their performance, gains yielding bonus points (up to 3 points) and losses reducing
a student's average (up to 2 points). The investment exercise lasted 14 days, the
students submitting one trade per day. Hence not only did participants have plenty of
time to think before making economic decisions but they could also incur real losses
when making mistakes, a feature usually absent from economic experiments. The
main objective of this assignment was to make students realize that investment
mistakes had real consequences and we compiled and analyzed the data. We find no
disposition effect in bad assets and the disposition coefficient of our sample,
calculated as the difference between the number of sales generating a gain and the
number of sales generating a loss divided by the total number of sales, suggests a
much weaker disposition effect (if any at all) in our sample than in Weber and
Camerer's.

Keywords: Behavioral finance, prospect theory, disposition effect, regret theory
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Endogenous Production Technology in A Public Goods Enterprise

Douglas A. Norton, R. Mark Isaac
Florida State University

Abstract:

Historically, not-for-profit organizations were viewed as non-profit organizations; that
is, their unique status derived not only from the absence of shareholders as the
residual claimants on profits but also from a non-traditional objective function, such
as output maximization subject to a zero-profit constraint. New models of non-profits
are emerging, such as the retained earnings maximizing non-profit organization
(REM). Such firms produce and sell goods that are largely private in character. The
non-profit status commits the REM to channel retained earnings into other charitable
organizations or activities. The objective function of such a firm (maximizing retained
earnings) resembles that of the traditional for-profit firm. However, the non-profit
status of the REM enterprise raises issues concerning command and control. The
hypothesis of this research is that in the absence of shareholders it is customers who
exercise control over the non-profit enterprise. Specifically, we believe that crucial
tools for customers to exercise that command and control are transparency and
openness. This hypothesis can be tested in the laboratory. We investigate two types of
transparency.

1) Historical Information: The manager produces operational information in the form
of financial reports to the customers.

2) Outside Option: Disclosure by the appearance of the manager’s personal
credentials admitting a possible outside employment option. The manager’s
preference for employment in the non-profit firm is an indication that her values are
aligned with the customers.
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Threats and Sanctions in a Public Good Experiment

David Masclet
CNRS, CREM

Charles Noussair
Tilburg University

Marie Claire Villeval
University of Lyon

Abstract:

Both detrimental and positive effects of punishment on welfare have been identified
in the literature on public good games. In this paper we investigate the interactions
between non-binding pre-play announcements of threats and sanctioning decisions to
test whether threats of sanctions are sufficient to induce cooperation without imposing
the cost of sanctions on the players. In the Threat treatment, we add to the Baseline
treatment (a standard VCM game with sanctions) a preliminary stage in which
subjects can announce a hypothetical level of punishment for each possible
contribution level of their group members. In the Second-order punishment treatment,
we add to the Threat treatment an additional stage in which each group member can
sanction others after observing a deviation between their announced level of threats
and their actual sanctions. We find that contribution levels are significantly higher
when threats are allowed. Our results also indicate that introducing a second order
punishment reduces cooperation. In total, although the opportunity of threats induces
more cooperation, it fails to improve welfare.

Keywords: Threat, non Binding Announcement, Sanctions, Public good Experiment

JEL Classifications: C92, H41, D62
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Profit-seeking punishment corrupts norm obedience

Erte Xiao
Carnegie Mellon Univerisity

Abstract:

Punishment implemented by authorities plays an important role in enforcing norm
obedience in human society. However, corrupt governments are often associated with
societies that display pervasive norm violation. For example, norm violations are very
common in different social domains in India, where one also finds very high levels of
government corruption. Previous research has focused on the failure of corrupt
enforcers to punish violators. In this paper, by highlighting the expressive function of
punishment, we provide an alternative perspective on the causal relationship between
corrupt authorities who abuse the power to punish for their personal profit, and norm
disobedience within the society they govern. We emphasize that punishment not only
changes the incentives to violate norms but also, and perhaps even more importantly,
expresses disapproval of norm violations and in so doing expresses the social norms it
is designed to enforce. We here provide evidence from laboratory experiments that
corruption detrimentally affects the ability of punishment to express norms. In
particular, if authorities can increase their own earnings by punishing, people no
longer view punishment as communicating a norm violation. The result is that pro-
social norms lose their ability to influence behavior.
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Conditional cooperation, costly monitoring, and participatory forest
management in Ethiopia

Devesh Rustagi
ETH Zurich

Stefanie Engel
ETH Zurich

Michael Kosfeld
University of Frankfurt

Abstract:

Human societies are known to maintain cooperation in domains characterized by
social dilemmas. Common examples include hunting, warfare and management of
common property resources. Explaining this scale of cooperation remains a puzzle in
economic and evolutionary sciences, for neither economic theory based on the
assumption of pure self-regarding preferences nor evolutionary theories based on
selfish motives, such as kin selection, reciprocal altruism and costly signaling appear
to offer credible explanation. Recent laboratory experiments suggest that a positive
share of strong reciprocators, individuals with a predisposition to reward cooperators
and punish non-cooperators, even when it does not confer any economic gains, can
maintain cooperation in large groups of non Kin, in situations devoid of reputation or
repeated interactions. Moreover, subsequent research has shown that in the absence of
frequent invasions, payoff disadvantages that strong reciprocators incur, especially
with respect to the punishment of non-cooperators, decline as their share in a group
increases. Higher share and lower payoff disadvantages implies that weak within-
group payoff biased or conformist evolutionary transmissions can lead to the
emergence of a stable population of strong reciprocators. It is therefore hypothesized
that a higher share of strong reciprocators in a group has a positive effect on group’s
cooperation outcome.

Though laboratory experiments with students provide compelling evidence on the role
of strong reciprocity as a potent force behind cooperation, the story is far from over
and many fundamental questions still remain unanswered. Does a higher share of
strong reciprocators universally predict real world cooperative outcomes across
different cultures? Is strong reciprocity the primary cooperation enhancing force in
the real world settings? What other factors affect cooperative outcomes? Does the
configuration of these factors affect the influence of strong reciprocators on
cooperation? Can cooperation in the real world be sustained even when the share of
strong reciprocators is low or lacking? The existing research cannot answer these
questions because the lab results are exclusively based on experiments with students
from the industrialized west. Experiments with diverse societies report higher
variation in cooperation and punishment behaviour than studies with university
students had found. Moreover, lab experiments are run in tightly controlled
environments. Though this offers an advantage in isolating the effect of strong
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reciprocity on cooperation, it cannot be guaranteed that this effect will work when
other factors postulated to have an effect on cooperation are taken into consideration.
Thus, the importance of strong reciprocity as a viable cooperation enhancing force
depends on the occurrence of its positive effect on real world cooperative outcomes in
different cultures.

Our paper provides strong field evidence on the strong positive effect that strong
reciprocators have on the management of common property forests. We conduct
conditional and unconditional cooperation experiments with 679 members (53 %)
from 49 different forest user groups engaged in participatory management of forests
in Ethiopia. Moreover, we conduct community and household surveys with 496
members (39 %) to obtain information on monitoring as well as structural
determinants hypothesized to influence cooperation. Our findings reveal that 35 %
members behave as strong reciprocators, 11 % as weak reciprocators and 11.5 % as
free riders. We further report that forest user groups vary considerably in their share
of strong reciprocators and that groups comprising higher share of strong
reciprocators enjoy a better forest outcome, even when we control for structural
determinants of cooperation, such as resource, user, market, and kinship. Strong
reciprocity accounts for 12 % variation in the outcome and together with market
access it is the primary cooperation enhancing force. Survey results reveal that strong
reciprocators spent considerable time monitoring their forest and thus use monitoring-
based deterrence as a costly mechanism to achieve a higher forest outcome. Mean
monitoring costs incurred by strong reciprocators is equivalent to four days wage.
Smaller group size (max. 30 members) together with regular meetings ensures that
information spread is fast and that monitoring costs are not substantial. The unique
field settings and experimental set ups allow us to generate this evidence in conditions
where repeated encounters, reputation formation, endogenous group formation, high
migration, and reverse causality have been ruled out.

It is intriguing how and why strong reciprocity got established in some forest user
groups, while free riders dominate other such groups. Since all our study groups
inhabit similar cultural, environmental and economic characteristics, these factors
cannot account for the differences we observe. Theories of cultural evolution and
ethnographic evidence suggest that there are many mechanisms through which this
diversity can be maintained. Successive studies are required to understand better what
mechanisms have led to such differences and other open questions.

Keywords: Strong Reciprocity, Cooperation, Monitoring, Public Goods Game,
Participatory Forest Management, Ethiopia, Evolution
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The Endogenous Nature of Other-Regarding Preferences

John Smith
Rutgers University

Abstract:

Abstract: This paper presents evidence which challenges the view that techniques
which are designed to measure the other-regarding preferences of subjects can always
be accomplished in a nonintrusive manner. We find evidence that such measurements
can influence the preferences which they are designed to measure. Researchers often
measure other-regarding preferences by posing a series of dictator game allocation
decisions; we use a particular technique, Social VValue Orientation (SVO). In our
experiment we vary the order of the SVO measurement and a lager stakes dictator
game. We find that subjects with prosocial preferences act even more prosocially
when the SVO measurement is administered first, whereas those with selfish
preferences are unaffected by the order of the measurement. Additionally, we find
evidence that this difference is driven by the presence of choices involving the size of
surplus. JEL Codes: C91, D64 Keywords: Social Preferences, Social Value
Orientation, Dictator Game Extended Abstract: Ideally, an experimenter measures the
preferences of a subject in order to make predictions regarding behavior. It is
commonly thought that such a measurement could be done in a nonintrusive manner:
that the measurement does not affect the preferences which they are designed to
measure and hence behavior would be identical whether or not the measurement was
made. In this paper, we present evidence which challenges this view. It is known that
many subjects do not simply maximize their own material payoffs. Specifically, it is
often observed that some subjects will sacrifice their own material payoffs so that
other subjects will receive a better material outcome. Researchers often attempt to
infer the nature of these other-regarding preferences by posing a series of allocation
decisions. These decisions entail a choice of an allocation of hypothetical or small
material outcomes distributed between the subject and another subject. A specific
measurement technique, which we use here, is Social Value Orientation (SVO). If
SVO does not affect preferences then the order of the measurement should not matter
to our results. If, however, SVO does affect preferences then the order will matter to
our results. In our experiment we vary the order of the measurement of SVO and a
standard, lager stakes dictator game. While we find that the measure of SVO is
significantly related to behavior in the dictator game, we also find that the mapping
between the measurement of SVO and behavior in the dictator game is related to the
timing of the measurement. Specifically, we find that the subjects, for whom SVO
indicates that they posses prosocial preferences, act even more prosocially when the
SVO measurement is administered first. By contrast, we find that the subjects for
whom the SVO suggests that they posses selfish preferences are unaffected by the
order of the measurement. These results suggest that measuring other-regarding
preferences, through techniques such as SVO, might affect the preferences which they
are designed to measure. To help identify possible causes of the result above, we also
run the identical experiment with the exception that the dictator game is such that the
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relative price of each allocation is 1 to 3 rather than the standard 1 to 1. In other
words, each $0.50 kept by the subject reduces the recipient's payoffs by $1.50. In this
case, we find no significant difference between the prosocials who have SVO
measured before the dictator game and the prosocials who have SVO measured after
the dictator game. This suggests that decisions involving the creation of surplus in the
measurement of SVO are important to the endogenous nature of the other-regarding
preferences of the prosocials.



3:30pm - 5:10pm, Session 8

Pricing Procedural Fairness

Stephan Tontrup
MPI of Economics, Jena

Dennis Dittrich
Jacobs University

Abstract:

While distributional fairness has been in the prime focus of experimental economics
literature with such prominent games as the dictator or the ultimatum game, issues of
procedural fairness have received little attention so far and to date no standard game
has been established. In our experiment, a participant earns, in a real effort task, an
entitlement to some objectively fixed payoff. The payoff she actually receives,
however, is determined by a neutral third party. As the third party decides under
incomplete information (she is only given one quarter of the results of the tasks the
participant had to solve), the assigned payoff can be lower than the earned
entitlement. In case the assigned payoff is lower than the entitled one, the participant
has the opportunity to appeal against the decision. A rational payoff-maximizing
decision maker should be indifferent between accepting the assigned sure payoff or
filing the appeal that would earn her the payoff she was really entitled to with a fixed
probability. Even though participants in the experiment turned out to be risk-averse,
nearly all subjects filed an objection against their originally assigned payoff. In our
manipulation we make the decision process of the third party transparent, providing
feedback about the sample the third party has seen. This manipulation reduces the
frequency of objections substantially (by 40 percent). In subsequent experiments, we
elicit the willingness to pay for filing an objection by using the strategy method. The
willingness to pay in the control treatment rises up to 1.35 €, with one € being the
price that should make a rational agent indifferent, revealing a strong preference to
actually receive the payoff subjects are entitled to. In the experimental condition, the
transparency of the process brings the WTP down to 74 €-Cent. Also, we find that
subjects are willing to buy the transparency of the decision-making process if given
the opportunity to do so, even though this information will not influence their payoff
at all. Building on previous studies by Tontrup & Gaissmaier, The Comparative
Advantage of Self-Governance we repeated the experiment in China, hypothesizing
that Chinese participants should be insensitive to manipulations of the decision
procedure, solely focusing on the games payoff. Control questions assured that
participants understood the decision-making process as well as their German
counterparts. We tested independently in two locations in China (Chengdu and
Shanghai), as well as in two laboratories in Germany (Bonn and Erfurt), assuming
that the effect would be based on culture, if the same effect size was found in the two
Chinese and in the two German labs, while the Chinese and German results differ
significantly from one another. Chinese subjects did not react to the transparency
manipulation of the procedure at all with the frequency of objections and the WTP for
the appeal being on the same level as the German control (non transparency)
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condition. While in Germany the results in the two laboratories in Erfurt and Bonn
had both been independently significant, we found a zero effect in both Chinese labs.
We conclude that while it is sometimes claimed that basic elements of fairness should
find universal acceptance, our studies suggest that the impact of procedural fairness
depends to a large extent on culture.



3:30pm - 5:10pm, Session 8

Preferences and Beliefs in the Sequential Prisoner’s Dilemma: A Within-Subjects
Analysis

Mariana Blanco
Universidad del Rosario

Dirk Engelmann
RHUL

Alexander K. Koch
University of Aarhus

Hans-Theo Normann
Goethe-Universitat Frankfurt

Abstract:

We analyze behavior in a sequential prisoner's dilemma experiment where subjects
make choices both as first and as second movers. The starting point of our analysis is
that there is a strong correlation of the first and the second mover decisions at the
individual level in the data. When we elicit first-movers' beliefs about the frequency
of second mover cooperation, the correlation of moves prevails even though almost
all subjects best respond to their beliefs, suggesting a bias of beliefs towards players'
own (second move) type. Strikingly, when we inform first movers about the true
distribution of second-mover behavior, players’ own second move still has
explanatory power regarding the first move.



9:00am - 10:00am, Plenary Session

Exploring the Neurobiological Basis of Decision Making under Uncertainty

CHEW Soo Hong
Hong Kong University of Science and Technology & National University of
Singapore

Abstract:

The biological revolution over the past four decades has coincided with the growth of
experimental and behavioral economics with increasing impact on research in the
social sciences. A consilience of the two has led to the emergence of neuroeconomics,
bringing the biological substrates of decision making into economic thinking. We
discuss several studies on the neurobiological basis of decision making under
uncertainty, including the loss-gain differentiation in risk attitude, nonlinear
weighting of probability, and having preference over different sources of uncertainty.
This approach extends the scope of observable behavior in laboratory experiments
beyond revealed choice, opening up new avenues for theoretical modeling in
economics and the social sciences.
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Can Endocrinological Variation Help Explain Preference Differences for
Competitive Environments?

William T. Harbaugh, David Wozniak
University of Oregon

Abstract:

Experiments have shown strong gender differences in competitive behavior and in
preferences for entering competitive tournaments. Empirical work has shown that
differences in testosterone levels in men have impacts on economic outcomes, but
relatively little work has looked at the effect of hormones on competitive behavior
and women’s choices. This question is important because hormonal fluctuations
across the menstrual cycle are large, and because hormonal contraceptives, taken by
over 82% of sexually active American women, produce large changes from the
natural levels and variations of these hormones. In short, many women are now
experimenting with hormones, which may have potentially significant, but poorly
understood economic consequences.

Neuroendocrinology has shown hormonal effects on brain activity; hormones affect
the activation of neural receptors and hormones play a role in serotonin neurotrans-
mission in areas of the brain that have been linked with mood, memory, anxiety and
economic decision making. In men, testosterone levels predict the profitability of
financial traders, and variability in cortisol levels have been linked with the volatility
of transactions for financial traders. Estradiol can increase self-reported power
motivation in females, suggesting that it may affect competitive appetites for females.

Furthermore, it has been shown that oral contraceptives and the menstrual cycle affect
hormone levels, and that these variations affect the degree to which females accept
different levels of social risk.

In this study we ask if different preferences for competitive environments can be
explained by hormonal levels that vary across the menstrual cycle, and whether
women taking hormonal contraceptives have different preferences than those not
taking hormonal contraceptives. We use the induced hormonal variations from
different hormonal contraceptives and from natural hormonal cycles to test whether
behavioral differences among females differ with hormone levels. Female subjects are
randomly scheduled to participate in two experimental sessions, during a high
hormone phase and during a low hormone phase. The experiment is designed to
assess whether competitive preferences differ between the two hormonal extremes of
the menstrual cycle for females. We also determine whether gender differences in
competitive choice and behavior exist during all phases of the female menstrual cycle.
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Do Intentions Matter for Empowerment? Procedural Justice in Simple
Bargaining Games

Dorothea K Herreiner
Loyola Marymount University

Abstract:

Giving an affected person some control in a decision-making process generally
increases the satisfaction with the outcome because participation contributes to
procedural justice. Empowering a receiver in a simple bargaining game by providing
the option to reject a proposal (ultimatum game) instead of imposing a proposal
(dictator game) leads to more equitable outcomes as Shor (2007) shows. Whether
empowerment itself matters, i.e. the fact that the receiver can influence outcomes, or
the implicit recognition by the proposer that the receiver is disadvantaged, i.e. the
intention behind the empowerment, remains an open questions addressed in this
experimental study. Several variants of Shor’s empowerment game (choice between
ultimatum and dictator game) are considered where the choice to empower the
receiver is made by the proposer, randomly, or a third party. Significant differences
emerge between proposals depending on the empowerment of the receiver and in the
frequency with which the receiver is empowered; the intentionality behind the
empowerment decisions, however, does not seem to make a significant difference.

Keywords: procedural justice, bargaining, empowerment, intentions
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Gender, negotiation and culture

Steffen Andersen
Copenhagen Business School

Seda Ertac
University of Chicago

Uri Gneezy
University of California, San Diego
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Sandra Maximiano
University of Chicago

Abstract:

A growing body of survey-based and experimental evidence has pointed out
differences across men and women in negotiation style as well as in the propensity to
negotiate. Women are usually reluctant to negotiate, and tend to be less aggressive
than men during negotiation. This reluctance, in fact, can lead to substantial
reductions in women’s share of the surplus, as in the case of wage negotiations. In this
paper, we study the question of whether gender differences in negotiation are nature-
or nurture-based, using evidence from a series of experiments conducted on the
matrilineal and patriarchal tribes of Northeast India. In the matrilineal society, owners
of property are women, and women are the ones usually engaging in economic
activities such as market participation, which presents a unique opportunity to study
how such a culture would affect how women negotiate. A methodological strength of
our paper comes from our study of the negotiation culture in the region under two
experimental contexts: one is essentially an artefactual field experiment, where we
run an incomplete information alternating-offer bargaining game using subjects from
matriarchal and patriarchal villages. The other context is a natural field experiment,
where subjects are actual sellers who engage in face-to-face and free-form bargaining
over the sale of an actual commodity (tomatoes) at the regional market. Preliminary
results of our bargaining experiment reveal that in the matrilineal society women
obtain a larger share of the bargaining pie than men.
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The Incentive Effects of Affirmative Action in a Real-Effort Tournament

Caterina Calsamiglia
U. Autonoma de Barcelona

Jorg Franke
TU Dortmund

Pedro Rey-Biel
U. Autonoma de Barcelona

Abstract:

We conduct pair-wise tournaments among students from two similar schools that only
differ in how experienced its students are with the task involved. We consider such
difference in experience an exogenous disadvantage for one of the schools and
analyze the incentive effects of: 1) providing information on the difference in
experience, and 2) implementing affirmative action policies aimed at leveling the
playing field. We find that information about the asymmetry in experience does not
worsen performance. Affirmative action policies, if anything, result in improved
performance of both experienced and non-experienced subjects. Finally, subjects
whose ability level classifies them as being on the margin, i.e., those for whom
affirmative action crucially determines whether they win their respective tournament,
are the ones who increase their performance more when affirmative action is
implemented.

Keywords: Affirmative action, tournaments, real effort, experiment, sudoku
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Does Telecommuting Affect Productivity?

E. Glenn Dutcher
Florida State University

Abstract:

Employer’s will likely consider productivity when they are contemplating
implementing telecommuting policies. Conflicting reports exist on the effects
working outside the office has on productivity. This study explores these
controversies using an experimental approach. Experimental methods were used
because of the sterile environment they provide in which to observe behavior.
Demographic and behavioral questionnaires were used to gather individual specific
information and creative and mundane individual tasks were used to mimic two
extreme work climates and provide an accurate measure of productivity. The
mundane task involved typing strings of random characters and the creative task
involved thinking of unusual uses for common objects. Some subjects performed the
experiment in the lab and others participated in the experiment outside the lab.
Subjects were recruited in the same manner for both treatments, used the same online
program and saw the exact same information and setup (except references to
location). Preliminary results of this study indicate that the environment may have
implications on productivity. This suggests that blindly adopting a telecommuting
policy may not lead to increases in productivity.
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Separating Real Incentives and Accountability

Ferdinand Vieider
Université de Lyon

Abstract:

In experimental investigations of the effect of real incentives, accountability—the
implicit or explicit expectation of a decision maker that she may have to justify her
decisions in front of somebody else—is often confounded with the incentives
themselves. This confounding of accountability with incentives makes causal
attributions of any effects found problematic. Also, differential effects of
accountability and incentives may be important for designing optimal principal-agent
relationships, and in general for the design of better institutions. We separate
accountability and incentives, and find different effects. Accountability is found to
reduce preference reversals between frames, for which incentives have no effect.
Incentives on the other hand are found to reduce risk seeking for losses, where
accountability has no effect. In a choice task between simple and compound events,
accountability increases the preference for the normatively superior simple event,
while incentives have a weaker effect going in the opposite direction.
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A Cross-cultural Experimental Study on Wage Inequality and Performance

Xiaolan Yang
Zhejiang University

Hong Liu-Kiel
Clausthal University of Technology,Germany

Abstract:

Some important researches have been done to pursue a cross-cultural comparison of
inequality aversion using three classic game experiments (Ultimatum, Dictator, and
Public Goods). This paper compares the impact of wage inequality on performance
between Chinese and German subjects in a real effort experiment. The results show
that when suffering from advantageous inequality, German subjects improve their
performance much better than Chinese subjects. However, when suffering from
disadvantageous inequality, Chinese subjects improve their performance much better
than German subjects. We use Power Distance Index and Individualism in Geert
Hofstede’s cultural dimensions to explain the difference behaviour in inequality
condition between these two cultures.

Key words: Wage Inequality; Fairness; Wage information; Cross-cultural experiment;
Employee incentive

JEL Classification: C91; J31
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Cultural Values and Behavior in Dictator, Ultimatum Bargaining and Trust
Games

Sun-Ki Chai
University of Hawaii

Dolgorsuren Dorj
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Min Sun Kim
University of Hawaii

Ming Liu
University of Illinois at Urbana-Champaign

Katerina Sherstyuk
University of Hawaii

Abstract:

We study the role of culture in people’s behavior in ultimatum bargaining, dictator
and trust games. We use a popular cultural framework from social anthropology that
incorporates two abstract dimensions of culture. The first dimension represents the
extent to which a culture emphasizes positive or negative altruism towards other
individuals. The second dimension represents the extent to which a culture embodies
a reliance on standardized social norms such as reciprocity. In our experiments,
experimental subjects first complete a survey that measures their cultural values and
beliefs along these two dimensions, and then engage in dictator, ultimatum bargaining
and trust games with various anonymous opponents. We study whether people’s
behavior in these games may be predicted using measures of their cultural values.
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An Experimental Analysis of Game Complexity

Marie-Héléne Cloutier
University of Montreal

Guillaume Fréchette
New York University

Abstract:

A choice results from interactions between an individual's cognitive capacities and the
complexity of the task at hand. Task complexity is mainly affected by task
characteristics and has been shown to influence the decision rule used. Consequently,
higher task complexity diminishes the quality of the choice in individual task. In an
analogous manner, one would think that complex games are somehow more difficult
to play optimally. However, to the best of our knowledge, this idea has never been
systematically studied. In this paper, the nature of "~ game complexity" and its relation
to several game characteristics are investigated. Game complexity, through its effect
on behavior, is assumed to be positively correlated with deviations from best
response. The extent of those deviations, and thus the level of complexity, is captured
through several proxies: (i) a normalized measure of deviations in expected payoffs;
(ii) the time to choose; (iii) the parameter of the Logit Quantal Response Equilibrium
(McKelvey and Palfrey, 1995); (iv) the parameter of the Poisson Cognitive Hierarchy
model (Camerer et al, 2002). A two-step estimation procedure is used. Values of the
different proxies are first estimated using experimental data from 119 subjects playing
60 one-shot games specifically chosen to differ from each other in their structural
characteristics. These proxies are each regressed on the variables capturing the
features of the relevant game to determine which of these characteristic has a
significant impact on behavior as measured by our proxies. Preliminary results show
that several factors affect game complexity. The most significant characteristics are
the existence of a Pareto dominated equilibrium, rank-correlation of players'
preferences over actions, the number of opponents, and the number of pure equilibria.
In addition to elucidating what an average individual deems complex in games, this
study contributes to improving the predictive power of the Logit Quantal Response
Equilibrium and Poisson Cognitive Hierarchy models which depend critically on the
knowledge of their respective parameter.
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Dictators Eventually Take It All

Steven Beckman, W. James Smith
University of Colorado

Abstract:

Dictator games are widely interpreted as demonstrating that humans are not strictly
self-regarding and make gifts even in circumstances where reciprocity or punishment
cannot occur. However, these games are routinely run as single shot games and
therefore do not allow the subjects the experience required to shed rules of thumb
adapted to their normal lives. These experiments show that in recurrent situations, the
monopolist as dictator adapts then takes all or nearly all the available surplus and far
from feeling shame is quite happy to do so.
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Why Do People Write Reviews? Altruism and Spite in Ratings.

Jonathan Lafky
University of Pittsburgh

Abstract:

Alongside the tremendous growth of online retail in the last decade has come the
widespread use of centralized consumer-generated ratings.Using a novel experimental
design this paper identifies the motivations that drive consumers to provide such
ratings and examines what distortions those motivations may create in aggregate
product ratings. While previous work has demonstrated the impact of online ratings
on sales, this paper is the first to ask why consumers give any ratings at all.
Consumers may rate out of a desire to punish or reward sellers for low or high quality,
or to help future buyers to make informed purchases. In the field it is impossible to
discern between these motivations. By manipulating payoffs and effectively
“deactivating” either the buyer or seller side of an artificial laboratory market this
paper is able to decompose raters’ behavior into buyer-centric and seller-centric
components. By examining the relative strength of these components in response to
sellers of different qualities it is then possible to isolate each distinct motivation and
show the potential for systematic distortions in online ratings that people use every
day.
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Testing Other-Regarding Preferences in Sociopaths

Ming Hsu, Eric Set, Alexander Slade, Edelyn Verona
University of Illinois at Urbana-Champaign

Abstract:

Studies of other-regarding preferences have found that people are concerned with
equity and total social welfare. People are also motivated by reciprocity, rewarding
kindness or punishing unfair behavior, even at personal loss. We study the degree to
which these dimensions of other-regarding preferences are tied together by running a
range of simple games comparing behavior of a group of individuals who have been
clinically assessed as scoring either high or low on the Hare Psychopathy Checklist-
Revised, a clinical diagnostic tool used to rate a person’s psychopathic or anti-social
tendencies. Our subject pool consists of 40 male subjects, all of whom are former
prison inmates. The experimental group (20 Ss) were those who scored high to very
high on psychopathy (often referred to as sociopathy). Members scoring in the low to
very low range served as a comparison population. Data on past criminal history,
family background, and other test scores were collected for a related study on each
subject.

Due to safety requirements governing any work with these subjects, behavioral data
was collected in one-on-one sessions. Four types of games were used. Subjects
completed twelve rounds of a binary forced-choice dictator game. They were then
allowed to take an unexpected exit possibility (Dana et al.

2006). Subjects also completed a pure distribution game, in which subjects make
choices regarding other players’ payoffs, and a two-person response game as both
proposer and responder (Charness and Rabin 2002). We based payment on their
choice in one round of each game and, for the two-player response game, the
corresponding choice of the previously interviewed subject, including subjects used in
pilot sessions.

We hypothesize that these emotional and social deficiencies will affect other-
regarding preferences in systematic ways. Of particular interest is whether members
of the experimental group are differentially sensitive to concerns for inequity, social
welfare, and reciprocity. Payoff values were set to allow the estimation of these
parameters, similar to that of Charness and Rabin. Finally, we also test for the
presence of “perverse” preferences using a series of catch trials in the experiment.

In addition to testing questions of theoretical interest, our study adds to ongoing
policy discussion regarding the penal system, in which a disproportionate number of
prisoners for violent offenses are diagnosed with psychological deficits similar to our
subjects. By identifying whether or not such people have perverse preferences or are
simply unable to comprehend the intentions or feelings of others, we may contribute
to questions in ethics and criminology, in which such notions may imply differing
degrees of guilt.
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Modeling Social Preferences: A Generalized Model of Inequity Aversion

Hayat Khan
La Trobe University

Abstract:

This paper proposes a simple model of inequity aversion. The model is more general
than its previous counterparts. It parsimoniously explains interior solution in the
dictator game and dynamics of other games. The paper postulates that one’s idea of
equitable distribution is state dependent where state is determined by psychological
and structural parameters. The state could be fair, superior or inferior. When assigned
a fair state, one’s valuation of equity is a fair one, and when assigned a biased-state
(superior or inferior) ones valuation of equity is a biased one. i.e. biasness in state
leads to biasness, not necessarily with the negative connotation, in equity. Individuals
in a fair state have zero equity-bias and split the pie evenly. Those in superior
(inferior) state have positive (negative) equity-bias and value more (less) than fair
distribution as equitable distribution. Given psychological tendencies of an individual,
every experimental design/structure assigns one of the three states to players which
leads to individual specific valuation of equity. Prediction about outcomes across
different experiments and designs can be made through predicting the impact of the
experiment on equity-bias. All aspects of an individual’s behavior, such as altruism,
fairness, reciprocity, self-serving bias, kindness, intentions etc, manifest itself in
equity-bias. The model therefore is all-encompassing. The paper identifies two tests,
the Variety Test (ability of a model to explain outcomes under variety or alternative
scenarios) and the Psychological test (ability of a model to conform to psychological
intuition), that can be used to judge models of other regarding preferences. It is
argued that for a mathematical model to qualify as a social welfare function, it must
simultaneously pass the two tests. It is shown that none of the models proposed to
date passes the two tests simultaneously. The model proposed in this paper does. Key
Words: Experimental Economics, Social Preferences, Other Regarding Preferences,
Inequity aversion.
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A Neuroeconomics Study of Third Party Punishment

ZHONG Songfa, Robin CHARK, CHEW Soo Hong
Hong Kong University of Science and Technology

Abstract:

The neural basis of reciprocal (second party) punishment has been investigated in the
emerging literature on neuroeconomics. This sets the stage for our investigation of the
neural correlates of third party punishment in which the scanned subject decides
whether to make costly decisions to punish what they may see as unfair behavior. We
find that subjects punish more when the unfair offers are made by humans rather than
delegated to computers, and that the level of punishment for unfair behavior is
positively correlated with questionnaire-measured empathy scores. Activations in
bilateral anterior insula as well as bilateral anterior cingulated, both implicated in
previous neuroeconomics studies of empathy, are positively correlated with the
degree of inequity. The activation in bilateral anterior insula is also positively
correlated with the level of punishment. Our finding underscores the role of empathy
in third party punishment, in support of the classical view of moral sentiments.

Tags: fairness, third party punishment, neuroeconomics, fMRI
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Another Hidden Cost of Incentives: The Detrimental Effect on Norm
Enforcement

Andreas Fuster
Harvard & FRB Boston

Stephan Meier
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Abstract:

Monetary incentives are often considered as a way to foster contributions to public
goods in society and firms. This paper investigates experimentally the effect of
monetary incentives in the presence of a norm enforcement mechanism. Norm
enforcement through peer punishment has been shown to be effective in raising
contributions by itself. We test whether and how monetary incentives interact with
punishment and how this in turn affects contributions. Our main findings are that free
riders are punished less harshly in the treatment with incentives, and as a
consequence, average contributions to the public good are no higher than without
incentives. This finding ties to and extends previous research on settings in which
monetary incentives may fail to have the desired effect.
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Breaking the norm: An empirical investigation into the unraveling of good
behavior

Ruth Vargas Hill, Eduardo Maruyama, Angelino Viceisza
International Food Policy Research Institute (IFPRI)

Abstract:

We present results from an artefactual field experiment conducted in rural Peru that
considers how observing deviation from a norm of reciprocity influences an
individual’s decision to reciprocate. Specifically, we consider the behavior of second
movers in a trust game, assessing how their decision to reciprocate is influenced by
the observed behavior of others, and the extent to which their actions can be observed.
In documenting how an external shock to the number of those observed to deviate
from the norm of reciprocity encourages others to deviate, the paper endeavors to
provide some insight into how a norm of reciprocity can develop or unravel when
individuals are learning behavior in a new market institution.
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Can we Trust the trust game? A comprehensive Examination
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Abstract:

Trust is a concept that has attracted significant attention in economic theory and
research within the last two decades: it has been applied in a number of contexts and
has been investigated both as an explanatory and as a dependent variable. In this
paper, we explore the questions of what exactly is measured by the diverse survey-
derived scales and experiments claiming to measure trust, and how these different
measures are related. Using nationally representative data, we test a commonly used
experimental measure of trust for robustness to a number of interferences, finding it to
be mostly unsusceptible to stake size, the extent of strategy space, the use of the
strategy method, and the characteristics of the experimenters. Inspired by criticism of
the widespread trust question used in many surveys, we created a new, improved
survey trust scale consisting of three short statements. We show that the dimension of
this scale is distinct from trust in institutions and trust in known others. Our new scale
is a valid and reliable measure of trust in strangers. The scale is valid in the sense that
it correlates with trusting behaviour in the experiment. Both survey and experimental
measure correlate with related factors such as risk aversion, being an entrepreneur or
a shareholder. Furthermore, we demonstrate that the survey measure's test-retest
reliability (six weeks) is high. The experimental measure of trust is, on the other hand,
not significantly correlated with trust in institutions nor with trust in known others.
We conclude that the experimental measure of trust refers not to trust in a general
sense, but specifically to trust in stranger.
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Trust in anonymous virtual Worlds - An experimental study in Second Life

Sascha Fullbrunn, Katharina Richwien, Abdolkarim Sadrieh
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Abstract:

Virtual communities like Second Life have a strong influence on many people’s
cultural life and represent an economic factor with increasing potential. The question
from an economic point of view is whether social and economic interaction in virtual
life is an image of real action. Therefore, we conduct an experiment in Second Life.
Using the trust game we find evidence for less trust but more reciprocity in
comparison to the results in a First Life treatment and the seminal paper from Berg,
Dickhaut and McCabe (1995).
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How to Place Trust Well: An Experimental Study in the Role of the Source of
Information

Juergen Bracht
University of Aberdeen

Abstract:

The paper reports on experiments designed to determine the effect of the source of
information on the efficiency of information mechanism to provide benefits for
society. We investigate how participants select an intermediary wisely to promote
cooperative behaviour; we also investigate when people trust and when they are
trustworthy. In the first experimental treatment, we replicate a previous finding: When
a reliable authority forwards information about the allocator's past history to the
investor, the information mechanisms work effectively (Bracht and Feltovich (2007)).
That is, trustworthiness of allocators is enforced and trust of investors is built. In the
second treatment, allocators themselves forward information about their own past
history. This treatment is ineffective as allocators tend to deceive investors about
previous opportunistic actions (see Gneezy (2005) on support for this conjecture from
Cheap-Talk Sender-Receiver games). In the third treatment, a third party -- another
randomly selected participant -- forwards information about the allocator's past
history. The third party is paid for participation in the experiment and not according to
the outcome of the game. His role is that of an impartial observer. This is the most
interesting treatment as doing the right thing (telling the truth about opportunistic
behavior) conflicts with promoting society's benefit (lying about opportunism to
encourage investment). | find that the impartial observer tends to tell the truth.
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Trust in V-Commerce: An Experimental Approach

Thomas Chesney, Swee-Hoon Chuah, Robert Hoffmann
University of Nottingham

Abstract:

This paper reports decision-making experiments designed to assess to what extent
trade in virtual environments can reduce the trust deficit commonly associated with
traditional e-commerce compared with 'physical’ trade. Our approach is based on
previous findings that trust is related to the degree of social presence the electronic
interface permits. We compare the behaviour of incentivised subjects in trust games
conducted in physical laboratory, the virtual world Second Life and website settings.
While the web interface is characterised by least trust and trustworthiness of the three,
there is no evidence for lower trust in virtual environments. These results suggest a
role for v-commerce in combining the social presence benefits of physical trading
environments with the information economies of e-commerce.

Tags: Trust, experiment, virtual world, social presence





