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Course Outline:This course covers the elements of using laboratory market to investigate 
behavioral theories and propositions with economics applications. We will start 
with some fundamental principles of designing market experiments and work 
through demonstrations using some very simple decision and market settings. From 
there we will move on to discuss more complex settings that have been 
investigated in the laboratory.There are two texts for this course and one highly recommended addition to 
your library. Depending on your research topic you may also need access to texts 
on micro theory, game theory, collective decision making, negotiation, and so 
on. In addition, I will assign articles that you will need to find in the 
library. My list is by no means exhaustive ? there are extensive bibliographies 
in the texts and I can provide you with additional readings in your area of 
interest. .../2The major component (70%) of your grade will be a term paper. You will be 
required to select a problem to be investigated, design an experiment, and 
conduct a pilot study to collect data. I am working on funding to provide you 
with a small budget (likely $300) for subject fees. You will write a paper 
based on your research and present the paper to the class. The remainder of your 
grade will be based on a mid-term exam (20%) and your participation in the 
class. I. Introduction to Experimental Markets: rationale (why use 
experiments)Roth, A.E., "Introduction and Overview," in A.E. Roth (ed.)
Laboratory Experimentation in Economics: Six points of view, Cambridge 
University Press, 1987.Holt, C., "Economic Science: An Experimental Approach for 
Teaching and Research," Southern Economic Journal, 2003, pp 755 ? 771. 
This was the 2002 SEA Presidential Address.II. Methodology of Experimental EconomicsIIa. The Experimental Method in Economics ? precepts of design, where and how 
to conduct experimentsF&S Chapters 1 ? 3. D&H - Chapter 1Smith, V.L., "Experimental Economics: Induced Value Theory," American 
Economic Review, 1976, vol 66, no 2, pp 274-279. MUST READSmith, V.L., "Microeconomic Systems as an Experimental Science," American 
Economic Review, 1982, vol 72, pp 923-955. Read this for the basic precepts 
of market experiments. MUST READSmith, V.L, "Method in Experiment: Rhetoric and Reality," 
Experimental Economics, 2002, vol 5, pp 91- 110.Ortmann, A. and R. Hertwig, "The Costs of Deception: Evidence 
from Psychology," Experimental Economics, 2002, vol 5, pp 111 ? 132. Eckel, C. and R. Wilson, 2006, "Internet Cautions: 
Experimental games with internet partners," Experimental Economics, vol 
9, pp 53-66.Harrison, G. and J. List, 2004, "Field Experiments," 
Journal of Economic Literature, vol XLII, pp 1009-1055.IIb. Recent Methodological Debates ? payoff dominance and "house money 
effects"Harrison, G.W., "Theory and Misbehavior of First-Price Auctions," American 
Economic Review, 1989, vol 79, pp 749-762.A discussion of this topic in the American Economic Review December 
1992 pages 1374 - 1443. It is a very worthwhile read. .../3Smith, V.L. and J. Walker, "Monetary Rewards and Decision Cost in 
Experimental Economics," Economic Inquiry, 1993, pp 245-261. Very 
important paper.Irwin, Julie, Gary McClelland, Michael McKee, William Schulze, and Elizabeth 
Norden, "Payoff Dominance vs. Cognitive Transparency in Decision Making," 
Economic Inquiry, 1998, vol 36, pp 272-285.Camerer, C. and R. Hogarth, "The Effects of Financial Incentives in 
Experiments: ?," Journal of Risk and Uncertainty, 1999, vol 19, pp 7 ? 
42. Bonner, S., R. Hastie, G. Sprinkle, and S.M. Young, "A Review of the Effects 
of Financial Incentives on Performance in Laboratory Tasks: Implications for 
Management Accounting," J. of Management Accounting Research, 2000, pp 19 
? 64. Clark, J., 2002, "House Money Effects in Public Goods Experiments," 
Experimental Economics, vol 5, pp 223-231Ackert, L., Charaput, N., Church, B., and Deaves, R, 2006, "An experimental 
examination of the house money effect in a multi-period setting," 
Experimental Economics, vol 9, pp 5 ? 16.Thaler, R. and E. Johnson, 1990, "Gambling with the House Money and Trying to 
Break Even: The Effects of Prior Outcomes on Risky Choice," Management 
Science, vol 36, pp 643 ? 660. IIc. A Brief Introduction to Statistical Inference as Applied to 
      ExperimentsD&H chapter 9Roth, A. "Let?s Keep the Con Out of Experimental Economics,"
Empirical Economics, Sept, 1994Note: in the early days it was sufficient to examine the data using simple 
(often non-parametric) tests. The argument was that the experiment design 
supplied the necessary orthogonality and so sophisticated econometric techniques 
were unnecessary. In addition, sample sizes used to be very small. Today, sample 
sizes are expected to be larger and use of more complex estimation techniques 
are expected. This is not a course in econometrics but you will see from some of 
the more recent papers that an understanding of current tools such as panel 
estimation techniques, count models, and limited dependent variable estimation 
is a requirement for experimental economists.IId. Your SubjectsNote: The precepts of experimental economics include the prohibition on 
misinforming subjects. In most cases, your project will require review and 
approval by a committee set up to protect human subjects from physical and 
psychological harm. Issues to be resolved include the choice of subject pools, 
where to run experiments, experienced or not subjects, and so on.Ball, S. and P-A Cech, 1996, "Subject Pool Choice and Treatment Effects in 
Economic Laboratory Research," in M. Isaac (ed), Research in Experimental 
Economics, no 6, pp 239-292..../4Dyer, D., J. Kagel, and D. Levin, 1989, "A Comparison of Naïve and 
Experienced Bidders in Common Value Auctions: A Laboratory Analysis," 
Economic Journal, vol 99, pp 108-115 III. Individual and Group Choice under Certainty and 
UncertaintyGeneralD&H Chapter 8 and Chapter 2 (sections 2.1 ? 2.4)Machina, M., "Choice Under Uncertainty: Problems Solved and Unsolved," 
Journal ofEconomic Perspectives, 1987, Vol 1, No 1, pp 121-154. A 
must read.Camerer, C., "Individual Decision Making," Chapter 8 in J. Kagel and A. RothThaler, R., "The Psychology of Choice and the Assumptions of Economics," in 
A.E. Roth (ed.) Laboratory Experimentation in Economics, 1987.Grether, D.M. and C.R. Plott, Economic Theory of Choice and the Preference 
Reversal Phenomenon," American Economic Review, 1979, vol 69, pp 623-638.Tversky, A., P. Slovic, and D. Kahneman, "The Causes of Preference Reversal," 
1990, American Economic Review, vol 80, pp 204-217.Complex SettingsElliott, Steven and Michael McKee, "Collective Risk Decisions in the Presence 
of Many Risks," Kyklos, 1995, vol 48, no 4, pp 541-554, Ganderton, P., D. Brookshire, Michael McKee, Steven Stewart, and Hale 
Thurston, "Buying Insurance for Disaster-type Risks: Experimental Evidence," 
Journal of Risk and Uncertainty, vol 20, no 3, 2000, pp 271-289.WTA vs WTP and Preference ElicitationKnetsch, J.L., "The Endowment Effect and Evidence of Nonreversible 
Indifference Curves," American Economic Review, 1989, vol 79, pp 
1277-1284.Knetsch, J.L. and J.A. Sinden, "Willingness to Pay and Compensation Demanded: 
Experimental evidence of an unexpected disparity in measures of value," 
Quarterly Journal of Economics, 1984, pp 507-521.Haneman, W.M., "Willingness to Pay and Willingness to Accept: How much can 
they differ," American Economic Review, 1991, vol 81, pp 635-647. (theory 
? no experiments)Shogren, J., et al. "Resolving Differences in Willingness to Pay and 
Willingness to Accept," American Economic Review, 1994, vol 84, pp 
255-269. .../5William Neilson, Michael McKee, and Robert Berrens, "Uncertain Values and 
Uncertain Outcomes: WTA Exceeds WTP," Working paper ? on my web page.Taylor, Laura, Michael McKee, Susan Laury, and Ronald Cummings, "Induced 
Value Tests of the Referendum Voting Mechanism," Economics Letters, April 
2001, pp 61-65Vossler, C. and M. McKee, "Induced Value Tests of Elicitation Mechanisms for 
Contingent Valuation Surveys," forthcoming, Environmental and Resource 
Economics (available on-line as of September 1, 2006)Risk Attitude ElicitationBattalio, R., J. Kagel, and K. Jiranyakul, 1990, "Testing 
Between Alternative Models of Choice Under Uncertainty," Journal of Risk and 
Uncertainty, vol 3, pp 25-50.Cox, J. and V. Sadiraj, 2006, "Small- and Large-stakes Risk 
Aversion: Implications for concavity calibration for decision theory," Games 
and Economic behavior, vol 56, pp 45-60.Harrison, G., 1986, "An Experimental Test for Risk Aversion," Economics 
Letters, vol 21, pp 7-11.Holt, C. and S. Laury, 2002, "Risk Aversion and Incentive Effects," 
American Economics Review, vol 92, pp 1644 ? 1655.Kahneman, D. and A. Tversky, 1979, "Prospect Theory: An analysis of decision 
under risk," Econometrica, vol 47, pp 263-291.Levy, M. and H. Levy, 2001, "Testing for Risk Aversion: A stochastic 
dominance approach," Economics Letters, vol 71, pp 233-240. Does Wealth Matter?McKee, M., "Intra-experimental Income Effects and Risk Aversion," 
Economics Letters, 1989, vol 30, pp 109-115.Mozumder, P. and M. McKee, "Does Economic Status Affect Risk Attitudes? 
Experimental Evidence," working paperNote that this topic also overlaps with the "house money effect" argumentIV. Basic Markets ? Posted Offer/Double Auction, Markets as Information 
      Aggregation DevicesD&H chapters 2 and 3Smith, V.L., "An Experimental Study of Competitive Market Behavior," 
Journal of Political Economy, 1962, vol 70, pp 111-137..../6Ketcham, J., V.L. Smith, and A. Williams, "A Comparison of Posted-Offer and 
Double-Auction Pricing Institutions," Review of Economic Studies, 1984, 
vol 51, pp 595-614.Joyce, P., "The Walrasian Tatonnment Mechanism and Information," The RAND 
Journal of Economics, 1984, vol 15, pp 416-425.Mestelman, S. and J.D. Welland, "Inventory Carryover and the Performance of 
Alternative Market Institutions," Southern Economic Journal, 1991, vol 
57, pp 1024-1042.Van Boening, Mark and Nat Wilcox, "Avoidable Cost: Ride the Double Auction 
Roller Coaster," American Economic Review, June 1996, pp 461-477Goode, D. and S. Sunder, 1993, "Allocative Efficiency of Markets with Zero 
Intelligence Traders: Markets as Partial Substitutes for Individual Rationality,
Journal of Political Economy, vol 101, pp 119-37Asset Markets ? price bubbles and crashesSmith, V.L., G. Suchanek, and A. Williams, "Bubbles, Crashes, 
and Endogenous Expectation in Experimental Spot Asset Markets," Econometrica, 
1988, pp 1119 ? 1151.Plott, C. and S. Sunder, 1988, "Rational Expectations and the 
Aggregation of Diverse Information in Laboratory Markets," Econometrica, 
pp 1085 ? 1118.Van Boening, M., A. Williams, and S. LaMaster, "Price Bubbles and Crashes in 
Experimental Call Markets," Economics Letters, 1993, pp 179 ? 185.Sunder, S. "Experimental Asset Markets: A Survey," in Kagel 
and Roth.V. Mechanism Design ? creating incentives for individuals and groupsVickrey, W., "Counterspeculation, Auctions, and Competitive Sealed Tenders," 
1961, J. of Finance, vol 16, pp 8-37.D&H chapter 6 section 5Kunreuther, H., P. Kleindorfer, and P. Knez, "A Compensation Mechanism for 
Siting Noxious Facilities," Journal of Environmental Economics and Management, 
1987, vol 14, pp 371-383.Smith, V.L., "Experiments With Decentralized Mechanisms for Public Good 
Decisions," American Economic Review, 1980, vol 70, pp 584-599.Bagnoli, M. and M. McKee, "Voluntary Contribution Games: Efficient Private 
Provision of Public Goods," Economic Inquiry, 1991, vol 29, no 2., pp 
351-366.Dawes, R.M., J.M. Orbell, R.T. Simmons, and A.J.C. van de Kragt, "Organizing 
Groups for Collective Action," 1986, American Political Science Review, 
vol 80, pp 1171-1185..../7Palfrey, T. and H. Rosenthal, "Participation and the Provision of Discrete 
Public Goods: A Strategic Analysis," Journal of Public Economics, 1984, 
vol 24, pp 171-193.Compensation by Rank Order TournamentsBull, C., A. Schotter, and K. Weigelt, "Tournaments and Piece 
Rates: An experimental study," J. of Political Economy, 1987, pp 1 ? 33.Richard Fullerton, Bruce Linster, Michael McKee, and Stephen Slate, "An 
Experimental Investigation of Research Tournaments," Economic Inquiry, 
vol 37, October 1999, pp 624-636.Richard Fullerton, Bruce Linster, Michael McKee, and Stephen Slate, "Using 
Auctions to Reward Tournament Winners: Theory and Experimental Investigations,"
RAND Journal of Economics, 2002, pp 62-84.D. James and R.M. Isaac, "Asset Markets: How they are 
affected by tournament incentives for individuals," American Economic Review, 
2000, pp 995 ? 1004.Isaac, R.M. and D. James, "Boundaries of Tournament Pricing 
Effects in Asset Markets: Evidence from Experimental Markets, Southern 
Economic Journal, 2003, pp 936 ? 951.  VI. Tests of Some Game Theoretic PredictionsD&H chapter 5 and 2 (section 2.5 on)Coordination GamesSchelling, T. C., 1960. The Strategy of Conflict (Cambridge, MA: 
Harvard University Press).Sefton, M., 1999. "A Model of Behavior in Coordination Game Experiments," 
Experimental Economics, 2, 151-164.Cooper, R. W., DeJong, D. V., Forsythe, R., Ross, T. W., 1990. "Selection 
Criteria in Coordination Games: Some Experimental Results," The American 
Economic Review, 80, 218-233.____________________________________, 1992. "Communication in Coordination 
Games," Quarterly Journal of Economics, 53, 739-771.Van Huyck, J. B., Battalio, R. C., and R. Beil, "Tacit Coordination Games, 
Strategic Uncertainty and Coordination Failure," American Economic Review, 
1990, vol 1, pp 234-248.Van Huyck, J. B., Battalio, R. C., Rankin, F. W., 1997. "On the Origin of 
Convention: Evidence from Coordination Games," Economic Journal, 107, 
576-596.Alm, J. and M. McKee, 2004, "Tax Compliance as a Coordination Game," 
Journal of Economic Behavior and Organization, vol 54, pp 297-312..../8Bargaining Roth, A. and K. Murnighan, "The Role of Information in 
Bargaining: An experimental study," Econometrica, 1982, vol 50, pp 
1123-1142.Roth, A. and F. Schoumaker, "Expectations and Reputation in 
Bargaining: An experimental study," American Economic Review, 1983, vol 
73, pp 362-372.Roth Chapter in Kagel and RothCooter, R., S. Marks, and R. Mnookin, "Bargaining in the 
Shadow of the Law: A testable model of strategic behavior," Journal of Legal 
Studies, 1982, vol 11, pp 225-252.Harrison, G. and M. McKee, "Experimental Evaluation of the Coase Theorem," 
Journal of Law and Economics, 1985, vol 28, pp 653-670.Equilibrium Selection Concepts and Other Rationality InvestigationsVan Huyck, J., J. Cook, R. Battalio, "Selection Dynamics, Asymptotic 
Stability, and Adaptive Behavior," J. Political Economy, 1994, pp 975 ? 
1005.Cherry, T.L., T. Crocker, J. Shogren, "Rationality Spillovers," Journal of 
Environmental Economics and Management, vol 45, 2003, pp 63 ? 84. VII. Policy Experiments -- Regulation, Compliance, etcGrether, D.M. and C.R. Plott, "The Effects of Market Practices in 
Oligopolistic Markets: An experimental examination of the Ethyl Case," 
Economic Inquiry, 1984, vol 22, pp 479-507.Harrison, G. and M. McKee, "Monopoly Behavior, Decentralized Regulation, and 
Contestable Markets: An Experimental Evaluation", The RAND Journal of 
Economics, 1985, pp 51-69.Alm, J., M. McKee, and W. Beck, "Amazing Grace: Tax Amnesties and 
Compliance," National Tax Journal, March, 1990, Vol 63, no 1, pp 
23-38.Alm, J., B. Jackson, and M. McKee, "Institutional Uncertainty and Taxpayer 
Compliance," American Economic Review, September 1992, Vol 72, no 4, pp 
1018-1026.Baker, K. and M. McKee, "Increasingly Contested Property Rights and Trading 
in Environmental Amenities," Land Economics, vol 76, no 3, August 2000, 
pp 333-344. McKee, M. and R. Berrens, "Balancing Army and Endangered Species Concerns: 
Green vs. Green," Environmental Management, 2000, vol 27, no 1, pp 
123-134.    .../9Grade Determination and Final Examination Details:Class Participation10%Midterm Test20%Term Paper70%Schedule of milestones for term paperProgress Report 1: the problem you have selected to study ? due: September 28Progress Report 2: the experimental design ? due: October 19Progress Report 3: the first draft of the paper ? due: November 30Final Version ? due: TBA (To allow for the workload in the core classes, I 
will likely allow final papers to be turned in between Jan 2 ? Jan 10, 2007.)The official grading system will be used.There will be a no final examination. Notes:Students seeking reappraisal of a piece of graded term work (term paper, 
    etc.) should discuss their work with the Instructor within fifteen 
    days of the work being returned to the class. It is the student's responsibility to request academic accommodations. If 
    you are a student with a documented disability who may require academic 
    accommodation and have not registered with the Disability Resource Centre, 
    please contact their office at 220-8237. Students who have not registered 
    with the Disability Resource Centre are not eligible for formal academic 
    accommodation. You are also required to discuss your needs with your 
    instructor no later than fourteen (14) days after the start of this course.Students? Union Vice-President Academic:Shannon O?ConnorPhone: 220-3911E-mail suvpaca@ucalgary.ca Students? Union Faculty Representative (Social Sciences)Teale Phelps-BondaroffPhone: 220-3913 Office: MSC 251E-mail socialscirep@su.ucalgary.ca or clmcdona@ucalgary.ca Society of Undergraduates in Economics (S.U.E.): 
    
www.fp.ucalgary.ca/econSafewalk / Campus Security: 220-5333* * * * *MM/mi
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