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Abstract

Experimental economics employs laboratory and field experiments to
characterize human behavior subject to economic constraints as well
as to characterize economic behavior subject to human constraints.
Despite a diversity of opinions, experimental economists adhere to a
common set of research principles and methodologies that have devel-
oped over the years and distinguish this set of methodologies from
experimental methodologies established in other disciplines. In recent
years, the methodology of experimental economics has entered main-
stream marketing research and has grown increasingly popular. This
review presents an outline of the fundamental methodology of economic
experiments as implemented in marketing research, gives examples of
recent marketing experiments that adhere to the tenets of experimental
economics, and organizes the marketing research employing experimen-
tal economics methodology into distinct topics, with additional detail
on theory and applications.

E. Haruvy. Ezperimental Economics in Marketing. Foundations and Trends® in
Marketing, vol. 9, no. 4, pp. 267-336, 2014.
Copyright © 2016 E. Haruvy.

DOI: 10.1561/1700000045.
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1

Background

1.1 Introduction

Experimental economics is a methodological field consisting of a set of
methodologies, practices, and principles. At the heart of experimental
economics is the empirical investigation of economic behavior involving
human subjects in a controlled environment. Experimental economics
as a methodological approach is not the only experimental approach
to studying human behavior. As such, it is sometimes confused with
other approaches in marketing that may involve human subjects or the
study of human behavior.

The field of experimental economics has evolved greatly in the last
three decades, including the evolution of a symbiotic relationship with
behavioral economics, the emergence of many new streams of research
within experimental economics, the incorporation of experimental eco-
nomics methodology in various fields and disciplines within and out-
side economics, and the emergence of field experiments as an important
approach in experimental economics.

As experimental economics methods grow in prominence in mar-
keting research, marketing researchers increasingly evolve experimental
economics further, adding marketing flavors and theories, introducing

3
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new problems, discussing new ways of looking at old problems, and
bringing in complementary experimental practices from consumer
research. As a researcher, I am in awe of the richness of problems,
viewpoints, and flavors of experimental economics in marketing. How-
ever, it can be difficult to narrowly or precisely define experimental
economics in marketing, given that different prominent researchers
have very different viewpoints and backgrounds. In preparation for this
work, I discussed some of the defining characteristics of the field with
some of the leading researchers in the field, and received feedback that
consisted of strongly held opinions that were sometimes contradictory
regarding the scope of experimental economics in marketing, what can
be considered legitimate experimental economics research in market-
ing, and what the key methodological conventions are. Examples of
points of disagreements include the role of behavioral economics in
experimental economics, whether each of the methodological tenets I
list in this work is indeed an essential aspect of experimental economics
in marketing, and even whether some of the works I list indeed fall in
the realm of experimental economics.

However, despite the many viewpoints, it is safe to say that mar-
keting researchers employing experimental economics methods agree on
what experimental economics is not: It is not behavioral economics and
it is not experimental consumer research — although it benefits greatly
from both. Therefore, the first goal of this manuscript is to establish
some broad distinctions.

Goal 1: Distinguish experimental economics from other fields in
the broadest possible terms.

Section 1.2 addresses Goal 1. The target reader for Section 1.2
is the uninitiated reader who wants to get an idea of the broad
distinction between fields, so the discussion in Section 1.2 is inten-
tionally simplistic rather than a formal authoritative set of guide-
lines.

In experimental economics, as in every methodology, there are
conventions, rules, and principles — which I refer to as tenets.
If T had to list only two, they would be (1) incentivized decisions,
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and (2) no deception. However, there are many other tenets, and
Section 1.3 lists as many as possible, in order to address Goal 2.

Goal 2: Provide the basic methodological tenets of experimental
economics.

Next, it is important for readers to understand differences
between classes of experiments within experimental economics.
Individual decision making tasks are very different from games
in both focus and method. Likewise, market experiments have
a different set of issues compared to other kinds of games. This
third goal is addressed in Section 1.4.

Goal 3: Delineate classes of experiments within experimental
economics.

If you look up the definition of experimental economics else-
where and what distinguishes it from other experimental fields,
you might find the answer to be that experimental economics is
concerned with economic questions, whereas other fields are con-
cerned with other questions. By that definition, marketers per-
haps should not pursue experimental economics, focusing instead
on experimental consumer research. However, marketers are con-
cerned with economics questions and have important insights
to add to the literature. Some of these insights are in pricing,
auctions, salesforce incentives, channels, matching, and various
behavioral issues. Some of the issues where marketing has had
a particularly major contribution to experimental economics are
highlighted in Section 2. This is not an exhaustive list of issues —
but it is a representative one. This can be summarized as Goal 4.

Goal 4: Highlight important topics in experimental economics
research in marketing.

I realize that I tried to list as many papers as [ could in Section 2
and in some cases, it might read like a long list of abstracts.
However, in various places in Section 2 I pause to reflect on the
methodology. The various authors listed in Section 2 are careful
experimentalists and their works emphasize the methodological
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aspects of experimental economics. Where possible, I try to high-
light some of these practices as examples for best practices. This
is summarized as Goal 5.

Goal 5: Highlight best practices in marketing.

The manuscript throughout attempts to explain why marketers
stand to benefit from understanding the tenets and approaches
of experimental economics in their work, which I list as Goal 6.

Goal 6: Explain the benefits of experimental economics to mar-
keters.

The main benefit to marketers from knowing the methodology of
experimental economics is that it opens up a new world of empir-
ical research possibilities. It allows analytical marketing theorists
to empirically test or demonstrate their theories and propositions
in the environment for which they were meant, without the need
to seek real-world data sets that correspond exactly to the theory.
It allows marketers to design and test mechanisms that may not
yet exist, and therefore have no corresponding real-world data.
It allows behavioral marketing researchers to ask and experimen-
tally test questions that are not restricted to the consumer — by
bringing experiments to the realm of strategic decision makers
and competitive interaction. It allows for the mixing of behav-
ioral insights with game theoretic analysis. It allows for economet-
ric analysis of human behavior that can focus more on strategic
behavior and less on the econometric modeling of the surrounding
environment. It allows for abstraction from contextual cues and
a narrower focus on incentives. In short, experimental economics
as a body of methodology is not superior to existing experimen-
tal methodologies in marketing. It simply opens up an entire new
world of questions that can be investigated in the lab or the field.

1.2 Related disciplines

Both the economics and marketing fields are concerned with the mod-

eling and prediction of outcomes of human behavior. In economics,
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more than in marketing, it is common to reduce complex behaviors
to mathematical representations and then to solve mathematical —
often game theoretical — models to arrive at predictions. Game theory
made its entrance into mainstream economics following the publica-
tion of von Neumann and Morgenstern [1944]. Highly influential in the
acceptance of game theory in economics is the work by (Nobel laure-
ate, 2005) Schelling [1960]. That same influential work by Schelling is
often quoted for: “One cannot, without empirical evidence, deduce what
understandings can be perceived in a non-zero sum game of maneuver
any more than one can prove, by purely formal deduction, that a par-
ticular joke is bound to be funny” [Schelling, 1960, p. 164]. Schelling’s
quote, other than being clever, also points out the contradictory and
conflicted nature of economics experimentation. On the one hand, the
field asserts that a cue-rich environment should be reduced to abstract
mathematical models, but then acknowledges that humans living in
that abstract world might arrive at a solution different from that con-
ceived by the theorist.

Traditional marketing experimentation has many of the same goals
as economics experimentation. In fact, as we will shortly discuss, the
settings and solution concepts investigated by economists have direct
applications in marketing. But marketing also has a long tradition of
experimentation that is deeply wary of over-abstracting the environ-
ment being modeled. In that sense, traditional marketing experimen-
tation and traditional economics experimentation can be described as
having similar goals but contradictory approaches.

In recent years, several trends have brought the two fields closer
together. Within experimental economics, behavioral economics and
field experimentation have come to occupy and influence an increas-
ingly greater share of the field and brought with them greater emphasis
on behavioral motives, increased richness of the environment, concerns
for external validity, and acceptance for population differences. The
marketing field, in turn, has largely embraced economic modeling,
enabling the more traditional economics experimentation to find
reception within marketing. In short, the two fields have increasingly
come together to shed light on important marketing issues.
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Ezperimental economics at its core involves the experimental —
laboratory and field — testing of economic theories using real incen-
tives to test economic models. While it encompasses a large number of
topics, to be discussed in some detail, and works in the field are con-
cerned with human behavior, the common denominator to all works in
experimental economics is adherence to a common set of experimen-
tal conventions. Experimental economics conventions developed over a
period of time — largely the second half of the twentieth century —
and borrow from several disciplines (see historical account in Roth,
1995), but some are identified uniquely with the field of experimental
economics as we know it today — particularly real incentives and the
“no deception” convention (more on that shortly). Some of the tenets
of the field were famously articulated by Smith [1976, 1982] and Plott
[1982], which are often cited for these tenets and the Nobel Prize in
economics was awarded to Smith in 2002 for advancing these tenets.

Though historical accounts by Roth (1995) and others trace the
origins of experimental economics to Bernoulli [1738] and a histori-
cal account from Camerer and Lowenstein [2004] traces the origins of
behavioral economics to Adam Smith [1759] loss aversion in particu-
lar, though altruism can be traced as well to the same source), the
field of experimental economics as we know it today and the subset of
behavioral economics that involves economics experimentation are rel-
atively recent. The seeds may have been planted in the eighteenth cen-
tury but rigorous economic experiments were not published until the
1950s (see review in Roth, 1995). Unified principles and conventions
emerged roughly in the late 1970s and early 1980s. Experimental eco-
nomics began to formalize problem definitions and games, constructs,
tenets, and conventions roughly in the late 1970s and early 1980s. The
Economic Science Association — the primary association for exper-
imental economics, with Vernon Smith as its first president — was
founded in 1986. The first three textbooks/handbooks in the field with
“experimental economics” in the title were published in the early to
mid 1990s [Davis and Holt, 1993, Friedman and Sunder, 1994, Kagel,
1995]. The first issue of Experimental Economics, the first field journal
in experimental economics, was published in 1998. The field came to
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the spotlight in 2002 with the Nobel Prize being awarded to one of its
pioneers — Vernon Smith — and again in 2012 with the Nobel Prize
awarded to then ESA president — Alvin Roth.

In order to highlight the use and usefulness of experimental eco-
nomics in marketing, it is important to state some distinctions between
three related fields — experimental economics, behavioral economics,
and experimental consumer behavior research.

Behavioral economics is concerned with incorporating or blending
psychological foundations into economic theory in order to improve
the descriptive, explanatory, and predictive power of economic models.
Behavioral economic principles may benefit from experimental method-
ology but can validated or demonstrated in other ways as well, such as
from secondary data. The most celebrated work in the behavioral eco-
nomics field is the work by Kahneman and Tversky (1979). Kahneman
and Tversky explored how judgment under uncertainty departs from
mainstream economic rationality (Kahneman and Tversky, 1972, 1973,
Tversky and Kahneman, 1971, 1973, 1974, 1982) and are best known
for Prospect Theory which addresses judgment and decision making
under risk and uncertainty, including weighting functions, heuristics,
biases, and framing effects. While experiments are helpful in show-
ing behavioral patterns, behavioral economics as a discipline is not
purely or even primarily experimental. Behavioral economics work can
be largely theoretical (e.g., Fudenberg, 1998; Goeree and Holt, 2004;
Goeree, Anderson and Holt, 1998, Bolton and Ockenfels, 2000; Rabin,
1993). Behavioral economics can employ experimental procedures that
are not incentivized (Kahneman and Tversky, 1979), or they can be
empirical with nonexperimental data (Goldfarb and Yang, 2009; Gold-
farb and Xiao, 2011). The focus is on the psychological and behavioral
principles themselves and on incorporating them within economic mod-
els — not on a single unified experimental or empirical methodology
to test them.

While behavioral economics is a distinct field from experimental
economics, behavioral economics principles — particularly motives,
utilities and biases — are today an integral part of experimental
economics and the two fields have a strong symbiotic relationship.
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Economics experiments are increasingly expected to address behav-
ioral principles even if these are not the main focus of a particular
investigation. And behavioral economists have increasingly embraced
the methodology of experimental economics in empirical investiga-
tions. Many experimental economists identify themselves as behavioral
economists, and so within the experimental economics community the
distinction is not always critical as long as the experimental conventions
of the field are respected.

In marketing, the distinction is more critical. The insights of behav-
ioral economics and their importance have long been recognized in con-
sumer research. Behavioral economics issues such as mental accounting
[Thaler, 1985, Prelec and Loewenstein, 1998|, inter-temporal prefer-
ences and time inconsistencies [Hoch and Loewenstein, 1991, Prelec
and Loewenstein, 1997, Soman, 1998, Ariely and Loewenstein, 2000,
Soman et al., 2005, Kivetz and Keinan, 2006, Lynch and Zauberman,
2006, Shu and Gneezy, 2010], among others, are possibly better known
and accepted in marketing than they are in mainstream economics. In
recent years, behavioral economics insights and models have entered
quantitative marketing (the branch of marketing that adheres closely
to economic modeling of marketing-relevant settings). There are sev-
eral influential review papers that highlight the key behavioral eco-
nomics concepts recently adopted into marketing [Cheema et al., 2005;
Camerer et al., 2006a, 2006b; Goldfarb et al., 2012]. Different review
papers provide variations on the set of topics in behavioral economics
that are influential in marketing. Topics that are currently “trending”
in marketing include hierarchical thinking, also known as level-k think-
ing and cognitive hierarchies [Goldfarb and Yang, 2009; Goldfarb and
Xiao, 2011; Cui and Xiao, 2016], social preferences [Zwick and Weg,
2000, Lim and Ho, 2007, Ho and Zhang, 2008, Cui et al., 2007, Krishna
and Wang, 2012, Orhun, 2015], and learning [Amaldoss and Jain, 2005;
Erev and Haruvy [2010], Golan and Ert [2015]] to name a few.

Experimental economics, on the other hand, has not caught on with
the same enthusiasm as behavioral economics in marketing. There are
certainly published experimental economics works in marketing, to be
reviewed here, and these works are influential, but the methodology
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and philosophy of experimental economics can contradict mainstream
experimental consumer research.

Ezxperimental Consumer Research as a formal discipline is quite a
bit older than experimental economics (notwithstanding the reference
to Bernoulli and Adam Smith). A review article by Kollat et al. [1970]
in the Journal of Marketing Research describes the field in 1970 as
being in “its infancy, dating back less than 50 years” [Kollat et al.,
1970, p. 327], which would make the field quite a bit older than the
earliest documented incentivized economics experiments. The rich
tradition of experimental consumer research fits well with behavioral
economics research, but does not naturally sit with experimental
economics research. In many ways, experimental economics and exper-
imental consumer research too comes from contradictory philosophies.
The former abstracts the decision problem to its bare bones, constructs
decision problems from economic foundations, and ensures that human
decisions are economically incentivized. The latter is concerned with
consumer behavior constructs that are not fundamentally driven by
economic principles, is wary of over-abstraction from relevant cues,
enriches the problem description to the point that the consumer
frame of mind is central, and because the emphasis is on putting the
consumer in the correct frame of mind, incentivizing decisions is not
only often unnecessary — it may even be harmful in that it moves the
respondent away from the desired frame of mind.

Table 1.1 gives a brief, albeit slightly oversimplified representation
of the differences between these three fields. Clearly exceptions can be
found and opinions vary.

1.3 The methodology of experimental economics

A common set of conventions and tenets distinguish experimental eco-
nomics from other experimental disciplines. In recent years, I see exper-
imental economics explained to outsiders primarily along two tenets:
incentives and mo deception. Hertwig and Ortmann [2001] and
Ariely and Norton (2007), for example, emphasize these two tenets
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Table 1.1: Key differences between fields.

Experimental
Behavioral Experimental consumer
Difference economics economics research

Experimental methodology

follows the general

conventions of experimental * Vv

economics — particularly

incentives and no deception

Models being tested are y % J/
necessarily concerned with

behavioral underpinnings

Models being tested are

necessarily grounded in v %

economics

Rich contextual description is

helpful in placing the decision v
maker in the relevant frame of

mind

*Depends on the desired outlet and target audience.

as the key features distinguishing experimental economics from psy-
chology experiments. Katok [2011] likewise identifies incentives and
no-deception as the primary elements for experimental economics in
operations management. Given the attention to these two tenets, they
are listed first in Table 1.2.

Davis and Holt [1993] is the commonly referenced citation for the
no-deception principle (see quote in the table). No-deception is impor-
tant in maintaining a usable subject pool for future experiments, so
that induced value (to be discussed shortly) can be maintained. The
issue is not mentioned in early works as a key principle or building
block for the field. At some point in the 1990s, universities, grants, and
journals began requiring written approval from Human Subjects and
Institutional Review Board committees [Katok, 2011] and deception
emerged as a key concern for economists for the reason listed above.
At that point, deception became one of the big no—nos of the field.
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Table 1.2: Distinguishing tenets of experimental economics.

Principle Explanation Quote
Laboratory and field experiments
Incentives Map actions to money or an “The laboratory becomes a place
object of value that would where real people earn real money
constitute a real incentive for making decisions about

No deception

Reduced
realism

Controlled
environment

Parallelism

abstract claims that just as real
as a share of General Motors”
[Smith, 1976, p. 275].

Never tell participants anything “Most economists are very

untrue or misleading about the concerned about developing and
experiment, its purpose, the maintaining a reputation among
setup, other participants, the the student population for
mapping between actions and honesty in order to ensure that
payment, etc. By extension, subject actions are motivated by
deceptive omissions are frowned  the induced monetary rewards
upon. rather than by

psychological reactions to
suspected manipulation” [Davis
and Holt, 1993, pp. 25-24]

Laboratory experiments

A complex and rich setting “The art of posing questions rests
should be reduced to the simple  on the ability to make the study
and abstract. of simple special cases relevant to

the complex [Plott, 1982, p. 1520]

Every aspect of the experiment “ ..to create a small-scale
should be carefully controlled microeconomic environment in
and measurable. the laboratory where adequate

control can be maintained and
accurate measurement of relevant
variables guaranteed” [Wilde,

1981, p. 138].
Behavioral regularities are “Propositions. . . tested in
assumed to hold in the external laboratory microeconomies also
environment across situations apply to nonlaboratory
with similar conditions. microeconomies where similar

ceteris paribus conditions hold”
[Smith, 1982, p. 936]

(Continued)
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Table 1.2: (Continued)
Principle Explanation Quote
Replicability Data sets, instructions, and “Those familiar with
code are commonly shared, and experimental methods simply will
a nonreplicable result is a not take the results of an
source of scorn. Undergraduate experiment seriously unless it
student subjects are strongly satisfies some basic standards of
preferred for replicability. replicability” [Davis and Holt,
1993]
Anonymity Anonymity between “This procedure eliminates
between participants is the default, with certain variables. .. connected
participants careful attention to proper lab with interpersonal perceptions,
procedures for anonymity. prejudices, incompatibilities, etc.”
There is a developed literature Siegel and Fouraker [1960, pp.
in the field that relaxes 22-23]
anonymity, but in a very
controlled manner [e.g.,
Charness and Gneezy, 2008]
Repetition Give subjects sufficient “Does it [the participant’s

Matching and
contagion

repetition to converge to an
economically meaningful state
(e.g., best response, equilibrium,
coordination, steady state).

The matching of subjects to one
another in repeated interaction
is of critical concern. If subjects
interact with one another
repeatedly, the observations
cannot be treated as
independent unless a
no-contagion matching scheme
is employed.

behavior| survive after the
subjects have had a long time to
familiarize themselves with all
the wrinkles of the unusual
sttuation in which the
experimenter has placed them? If
not, then the erperimenter has
probably done no more than
inadvertently trigger a response
in the subjects ... which bears
only a superficial resemblance to
the problem the subjects are
really facing in the laboratory.
[Binmore, 1994, pp. 184—185]

“The number of independent
observations may be smaller than
it first seems” [Davis and Holt,
1993, p. 528]. The no-contagion
scheme was first proposed by
Cooper et al. (1991)
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Incentives are also discussed often in the literature as a key dis-
tinguishing characteristic and understood by some as somehow ensur-
ing realism and external validity. Quite the opposite — incentives are
important precisely because the traditional environment in laboratory
economics experiments is largely devoid of realism and external validity
in economics experimentation has a different meaning from experimen-
tal consumer research. Nearly all aspects of the environment except
the set of actions, the strategic interaction and the incentives are
stripped away. “Induced value” [Friedman and Sunder, 1994] means
that the value the participants get from their choices in the experiment
is entirely captured by the payoffs. Because the payoffs are nearly the
only thing that remains after stripping away all else, it is important to
actually pay these in cash or goods to have any validity at all.

While incentives and no-deception are indeed very salient features
of the field, they were not originally the most fundamental principles
of the field. One reason these two features have risen to the top of the
list describing experimental economics is that they stand in contrast to
other experimental methodologies where nonincentivized experiments
are acceptable or where to enhance realism, subjects may be told some-
thing that is misleading. Another possible reason for the rise of these
two principles to the top of the list is the emergence of field experiments
as a mainstream methodology within experimental economics. Within
field experiments, these two principles become more salient.

Friedman and Sunder [1994], largely based on the writings of Ver-
non Smith and Charles Plott, identified the following fundamental of
experimental economics methodology: (1) reduced realism, (2) con-
trolled environment, (3) induced-value, (4) and parallelism. These are
listed in Table 1.2. They are as critical as no-deception or giving real
payment, because they are essentially the four cornerstones of abstrac-
tion. They are all different aspects of the need for and implication of
abstraction of a rich problem to its bare bones.

In experimental consumer research, in contrast, there is the general
recognition of a trade-off between two important experimental features:
internal validity and external validity [see Lynch, 1982]. Internal valid-
ity refers to control within the experiment and how confidently one can
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conclude that the change in the dependent variable is produced solely
by the independent variables being observed or manipulated. Ezxternal
validity refers to the extent to which a study’s results can be generalized
and applied to other people or situations. It is generally acknowledged
in experimental consumer research that when measures are taken or
procedures implemented aiming at increasing internal validity, these
measures may also limit the generalizability — external validity— of
the findings.

In the terminology of experimental consumer research, experimen-
tal economics tenets such as reduced realism and parallelism diminish
external validity. Reduced realism says that the environment should be
as abstract as possible and all richness of the environment that does
not pertain directly to the model being tested should be removed. This
severely limits external validity in the marketing sense of the word.
Parallelism largely dismisses external validity as it is understood in
consumer research and replaces it with the Latin ceteris paribus — all-
else-equal. It basically puts the model before reality, which may seem
strange to marketers but is within mainstream economic approach.

Replicability, which I list as a fundamental principle per Davis and
Holt [1993] serves to limit external validity further. Replicability is the
idea that an experimental result should be replicable by others. This
not only requires very abstract instructions that can be transferred
across populations, it also requires some reliance on undergraduate stu-
dent populations as they are largely comparable, demographically and
culturally, across institutions. It also requires careful documentation
and voluntary sharing of procedures, instructions, experimental code,
estimation code, and data. These are good scientific norms which mar-
keting academics and journals have been heavily promoting in recent
years, but are not part of traditional marketing experimentation and
have not yet completely caught on. The marketing researcher entering
the field of economics experimentation should be prepared to adhere
to these norms.

Three additional principles ought to be mentioned. We start with
anonymity. Standard economic experiments places a lot of weight, as
part of the principle of “controlled environment” stated earlier, on
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anonymity. This involves dividers between computer terminals, ensur-
ing that interaction between subjects in the room is computer mediated
[Katok, 2011], that subjects are identified by generic IDs and there is
no identifying participant information in any interaction, and that par-
ticipants do not find out who they were matched with. These are issues
that are scientifically critical in economics publications, and will also
arise in the human subjects approval process described earlier. There
are certainly ways to reduce or increase social distance by revealing
some aspects of an individual’s identity in a way that does not com-
promise anonymity (and without deception). In fact, there is quite a
bit of literature adding some controlled identity features, dating back
to Fershtman and Gneezy [2001] who added identity characteristics
for individuals playing trust games to show discrimination — greater
mistrust — against the Sepharadi ethnicity in Israeli society. How-
ever, adding identifying characteristic such as gender, ethnicity, or race
should be done, to the extent possible, while ensuring anonymity.

Repetition is another common element to economics experimenta-
tion that may be less recognized in marketing. The idea is that an
individual seeking to reach optimal decision in the face of an uncer-
tain or changing environment will need repetition to arrive at optimal
choice, and likewise a group of individuals facing a game or a market
will require repetition to arrive at equilibrium. This feature was noted
as crucial by Binmore [1994] and highlighted by Hertwig and Ortmann
[2001] as one of the key differences between economic experimentation
and other experimental fields.

Lastly, the matching of subjects to one another is of critical concern
due to two reasons: The first is strategic interaction, including strategic
teaching. The second is inference and the ability to treat individuals as
independent observations for the purpose of statistical analysis.

1.4 Distinctions within experimental economics
Experimental economists traditionally distinguish between three broad

classes of experiments that differ along methodological lines and
research focus: (1) Individual decision making experiments [Camerer,
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1995], (2) games [Ochs, 1995], and (3) markets (Sunder, 1995). The
three have different historical origins [detailed in Roth, 1995, and see
Katok, 2011], different research focus, different methodological consid-
erations, and different applications. Katok [2011] breaks the field into
these three distinctions in a review article for experimental economics
in operations management, and I believe this breakdown is the most
appropriate for marketing as well. To these, I add field experiments, to
be discussed separately.

Individual decision making involves no strategic interaction between
individuals. Therefore, statistically, each individual is a standalone
observation. Typically the purpose of such experiments is to study
human cognition or map preferences. The emphasis in executing these
experiments successfully in accordance with the principles of exper-
imental economics is to make sure participants’ decisions are incen-
tivized, and that the environment is as abstract as possible.

Games. Games are representations of strategic interactions between
decision makers. A game involves four essential elements [Rasmusen,
2006]: a pre-determined number of two or more decision makers, called
players, facing a well-defined action space, well-defined information
structure, and a complete specification of payoffs for each combina-
tion of actions. The payoff of each player depends on his or her own
actions as well as the actions of other players and possibly on chance.
When these four elements are well-defined, the game has one or more
equilibrium solutions which can be used a theoretical benchmark. Iden-
tifying the equilibrium is very important in these settings as well as any
relevant solution concepts. Because equilibrium is a key concept and
because choices might take a while to converge to equilibrium, it is
common to have subjects repeatedly interact with each other to allow
them to reach equilibrium. This interaction helps the convergence to
equilibrium but it introduces a whole host of issues to worry about,
including the possibility of subjects reciprocating or teaching others
playing the game with them to behave in a way that benefits them.
There are often end game effects and backward induction to worry
about as well. Hence, experimental economists running game experi-
ments worry about the matching of subjects to one another over time,
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the contagion between subjects, the number of repetitions, and the
finiteness of the horizon. They also worry about modeling and possibly
eliciting beliefs, as beliefs play a central role in understanding strate-
gic interaction in the game. Under marketing topics, the sections on
pricing (2.1) and salesforce incentives (2.3) include a mix of individual
decisions and games, whereas Section 2.4 on channels pertains largely
to games, because the nature of channels is the interaction between
channel members, although Katok and Pavlov [2013] investigate both
games and individual decisions.

Markets generally involve buyers and sellers making, considering,
and accepting bids. Auctions are often distinguished from markets as
a separate subfield simply because the theoretical content and appli-
cations differ, but fundamentally auctions are a type of market. It is
not uncommon to see a two-sided market referred to a double auc-
tion. Or an auction referred to as a one-sided market. A market will
typically involve a few more than two players interacting, Smith et al.
(1985) had groups of nine players for example. Markets are in essence
games. They involve strategic interaction, well-defined actions, beliefs,
best response to beliefs, equilibrium characterization, etc. Experimen-
tally they share many of the same principles, including repeated inter-
action. The focus, however, is typically on the market as a unit of
analysis including market statistics — market price, volume, efficiency,
etc. Likewise, institutions, mechanisms, and formats [Roth, 2002] are
of primary importance. Section 2.2 on auctions describes examples of
market experiments.

Field experiments. In recent years, field experiments became
increasingly popular and that would in my opinion qualify as a fourth
classification. There are two separate streams in field experimentation.
One advocates taking the abstract environment of the lab and bringing
it to the field to populations more relevant to the problem — such as
professional traders for a market experiment, professional athletes in
problems involving mixed strategy equilibrium, or famers in problems
involving common pool resources. The second stream in field experi-
mentation involves studying the problem directly in the field, with all
its richness and cues. In marketing, I have found that works on field
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experiments refer to the latter. In the marketing topics section, all sub-
sections except Section 2.4 will describe some field experiments. Field
experiments by their very nature involve some sacrifice in control and
do not require induced values. Field experiments are prevalent in mar-
keting and many of the works I describe in this manuscript are field
experiments. In marketing, as in economics, field experimental studies
vary in the degree of control exerted by the researcher.
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