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Can you conduct Economic Experiments?

I Economics. . .cannot perform the controlled
experiments of chemists or biologists because [it]
cannot easily control other important factors.
(Samuelson and Nordhaus, [1985], p. 8)

I Simply finding that two variables are correlated is rarely
enough to conclude that a change in one variable causes
another. This results is due to the nature of economic
data: rarely can we run a controlled experiment that
allows a simple correlation analysis to uncover causality.
(Wooldridge, [2002], p. 3)

I It’s not like macro-economists can run scientific
experiments. If you want to understand, say, inflation
you can’t randomly assign half of Americans to live in a
world with low inflation and have the other half live in
an identical world except with high inflation. (David
Kestenbaum, Planet Money Podcast, April 19, 2013)
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Can you conduct Economic Experiments? Yes.
I Vernon Smith, 2002 Nobel Prize in Economics
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Can you conduct Economic Experiments? Yes.

I Elinor Ostrom, 2009 Nobel Prize in Economics
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Can you conduct Economic Experiments? Yes.

I Alvin Roth, 2012 Nobel Prize in Economics
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What are Economic Experiments?

I Method for gathering data.
I Assign people randomly to different treatments.
I Observe their behavior.
I Test for statistical differences in behavior across
treatments.

I If all elements kept constant except the treatment, then
any observed difference in behavior is clearly due to the
treatment.
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Examples of Experiments: Lab Experiments

I Demonstration that supply and demand theory works.
I Test auction designs for assigning spectrum licenses and
pollution emission permit trading.

I Examine regulatory policies governing price disclosure
policies of shipping companies.

I Test mechanisms for eliciting charitable contributions.
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Examples of Experiments: Field Experiments

I RAND health insurance experiment.
I Examining different methods for fundraising.
I Examine different policies for teaching and training
effectiveness.

I Examining the effectiveness of water management
regimes in developing countries.

I Measure degree and nature of discrimination in
employment policies, price negotiation etc. . .
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Causality

I Important for policy work to identify causal
relationships.

I Often diffi cult with naturally occurring data.
I Example from Croson and Shang (2006) which
documents a fund-raising experiment done for a public
radio station.
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Does telling potential contributors about
contributions of others increase donations?

I Theoretically the answer is ambiguous.
I Empirically how do you determine the answer?
I Need data using different scripts. But how?

I Find two different stations using different scripts? No.
I Use one script in Fall fundraising campaign and one in
Spring? No.

I Use different scripts for different hours in the day? No.
I Have operators flip a coin each time they pick up a line
to determine which script to use? Yes.

I In order to clearly identify causality, assignment to
treatment must be random.

I They find a positive impact on contributions though
only for new members, not renewing ones.
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Internal Validity of Experimental Results

I If a causal result is found in an experiment can we
conclude that it is valid for the test case?

I Yes.
I Well, yes so long as experiment was conducted correctly.

I Possible reasons for failure.
I Failed randomization. (Subject attrition)
I Hawthorne Effect: Individuals respond differently when
they know they are in an experiment (psychological and
strategic origins).



Designing
Randomized
Experiments

Tim Salmon and
Danila Serra

Introduction
What are Economic
Experiments?
Examples of
Experiments

Benefits of
Experiments
Causality
Evaluate Novel Policy
Designs
Better Design of
Policy Interventions

Conclusion

External Validity of Experimental Results
I If we have found a result in an experiment on one
population or a subset of a bigger population do we
know for certain it will apply to other populations or the
rest of a population?

I No.
I “Past performance does not guarantee future results.”

I Is there a difference in this issue between identifying a
result on experimental data versus naturally occurring
data?

I No.

I Confidence in the transferability of a result depends on
a few key things.

1. Clear identification of a causal relationship.
2. Careful understanding of the theoretical nature of that
relationship.

3. Similarity between the test and target situations.
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Evaluate Novel Policy Designs

I How to evaluate the impact of a policy or a program on
an outcome of interest?

I Example: Would a program offering cash transfers to
poor parents conditional on their children regularly
attending school be effective in increasing children’s
attendance and performance?

I Alternative 1: Implement the program and compare
enrollment, attendance and test scores of program
children before and after => Evaluation problems.

I Alternative 2: Randomly select “program”
communities and “control” communities and compare
outcomes of interest across the two groups => Costly
and risky.

I Alternative 3: Pilot the program in a subsample of
communities, randomly divided into program and
control, and scale up the program only if it generates
target outcomes => Preferred.
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Evaluate Novel Policy Designs
I Random selection of a subset of agents (schools,
communities, towns, offi ces, households, individuals)
that will receive the intervention (“treatment”group)
and a subset that will not receive the program
(“control” group), so that on average recipient and non
recipient have the same characteristics.
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Evaluate Novel Policy Designs
I Question: How do you get teachers to come to school?

I Study by Duflo, Hanna and Ryan (forthcoming) in
Rajasthan, India, in 113 NGO-run schools

I Field Experiment: In 57 randomly selected “program
schools”, use of photographs at the beginning and end
of the school day; wages as a function of days at school

I Result: Fall in teacher absence (random visits) from
40% to 20%, and improvement in student performance
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Evaluate Novel Policy Designs

I Question: How can we reduce borrowing for
predictable expenses and improve savings patterns?

I Study by Karlan, McConnell, Mullainathan and Zinman
(2012) in Bolivia, Peru and the Philippines, in
collaboration with one bank in each country

I Field Experiments: Existing bank clients randomly
assigned to receive a monthly reminder of their chosen
savings plan or goal via text message.

I Results: 6% increase in savings balances. Most
effective messages are those that increase the salience
of the benefits of saving, by mentioning a specific
savings goals or incentives for saving
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Evaluate Novel Policy Designs

I Question: How effective is citizen monitoring as
compared to top-down monitoring in reducing
corruption in the construction of a public road?

I Study by Olken (2007) in 608 Indonesian villages
I Field Experiment:

I “Audit” villages
I “Invitation”villages
I “Invitation plus comment forms”villages

I Results: The audits reduced corruption in the form of
missing expenses by 8.5 percentage points (from 27.7
percentage points to 19.2 percentage points). No
effects of citizen monitoring.
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Understanding Behavioral Mechanisms
I What if a policy intervention fails to generate the
expected results? Why does it fail?

I What if an intervention that was successful in a
country/society fails somewhere else?

I Why do people not behave the way we expect them to
behave?

I Examples:
I Citizen participation in the monitoring of public offi cials
I Citizen participation in holding teachers accountable
I Adoption of fertilizers by farmers in Sub-Saharan Africa
I (In)effectiveness of financial literacy programs

I Laboratory experiments can be used as a diagnostic tool
I to understand why and how interventions work or do
not work

I to better design policy interventions
I to pre-test an intervention before bringing it to the field
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Understanding Behavioral Mechanisms
I Example of diagnosis before the design of policy
interventions:

I Current project in the health sector in Kenya
I Do health professionals respond to patient reporting
systems? Are patients willing to report professionals?

I How to design reporting systems that maximize
patients’use and professionals’responsiveness?
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Better Policy Design
I Example of diagnosis before the design of policy
interventions: lab experiments with health professionals
and patients in Kenya

I Examples of pre-testing possible interventions
I Competition in corruption.
I Fundraising.
I Auctions.
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Conclusion

I Economic Experiments are not only possible but useful
and effective in identifying causal effects.

I Experiments can be used to evaluate new programs for
which data doesn’t exist in a low risk, cost-effective
manner.

I Experiments can be used to understand why some
programs work better than others in a given
environment.

I Experiments can be used to design more effective
programs.
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