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In combining theory and experiments, we should have two objectives in mind.
The first objective is to confront the theory with some data to see whether the
theory is at all consistent with the behavior exhibited in the laboratory. Clearly,
there is much that can be learned about the theory from the data, quite apart
from any notion of “testing” the theory. We hope to learn whether the theory
is useful in interpreting the data, of course, but we also expect to find out what
extensions of the theory are required to make it compatible with the data.

The second objective is to confront the data with the theory. A theoret-
ical framework is needed for two reasons. First, the data set generated by
experiments can be extremely rich and the behavior predicted by the theory is
sometimes complex and subtle. Any attempt to explain rich datasets in purely
“behavioral” terms would require a large number ad hoc assumptions, which
would render the “explanation” rather uninformative. The second reason is
that, without a theoretical framework, it is impossible to draw general conclu-
sions that go beyond the particular setting of the experiment.

The course will consist of two segments:

I. Risk preferences

Uncertainty is endemic in a wide variety of economic circumstances so models
of decision making under uncertainty play a key role in every field of economics.
The standard model of decisions under uncertainty is based on von Neumann
and Morgenstern (1947) Expected Utility Theory (EUT), so it is natural that
experimentalists should want to test the empirical validity of the Savage (1954)
axioms on which EUT is based. Empirical violations of EUT provoke intriguing
questions about the rationality of individual behavior and, at the same time,



raise criticisms about the status of the Savage axioms as the touchstone of ratio-
nality. These criticisms have resulted in the development of various theoretical
alternatives to EUT, and the investigation of these theories has led to new
empirical regularities in the laboratory. Developing appropriate methods for
appropriately confronting the theory of choice under risk (known probabilities)
and ambiguity (unknown probabilities) with experimental evidence will have
implications in many areas of economic theory and policy.
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I1. Distributional preferences

Distributional preferences shape individual opinions on a range of issues
related to the redistribution of income — examples include social security, un-
employment benefits, and government-sponsored healthcare. These issues are
complex and contentious in part because people promote their competing private
interests, but they also often disagree about what constitutes a just or equitable
outcome, either in general or in particular situations. We therefore cannot un-
derstand public opinion on a number of important policy issues — or evaluate
the extent to which observed policies deviate from optimal ones — without un-
derstanding the individual distributional preferences of the general population.
Yet social scientists have barely begun to scrutinize the sources and nature of
individual-level distributional preferences, and the role of such preferences has
only recently been incorporated into traditional models of public finance (c.f.
Saez and Stantcheva, 2013). A theoretical and empirical analysis of distribu-
tional preferences therefore has implications not just for economic policy but
also for policy in a host of other areas. Economic theory raises intriguing ques-
tions about the rationality of social preferences. Insofar as social preferences
are rational, then the techniques of economic analysis may be brought to bear
on modeling and predicting behavior governed by these preferences.
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