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Series Introduction
........................................

Durable contributions to economic thought that focus purely on methodology are
few and far between. Absent substantive progress, methodological reﬂections are
widely seen as fruitless, while the methodological importance of successful research
is seen as self-evident. Yet as the chapters written for this book attest, there are
increasing signs of methodological ferment within the profession. We see this as long
overdue, and for that reason we are editing a series of handbooks in a deliberate
effort at raising methodological awareness. We believe that the next few decades
will produce important advances in social scientiﬁc methodology. Improvements
in our professional knowledge base and in the technology that is available to us
have radically expanded potential avenues of research. By engaging in a collective
discussion of the newly feasible options, we will improve our ability to exercise and
explore the most fruitful among them. While we will surely start out on a wide
variety of different research paths, a new consensus will form far more rapidly if we
appreciate the motives of those forging these distinct routes.
While the direct goal of these handbooks is to engage with current researchers as
they contemplate new research opportunities, we aim also to reach some who have
yet to set out on their research journeys. Moreover, we hope that the books will be of
interest to researchers in disciplines other than economics. We view the expansion
of research technology as opening the door to the formation of research teams that
cross traditional ﬁeld boundaries. We are conﬁdent enough in the value of our
intellectual traditions to believe that a well-thought-through and fully articulated
“economic” methodology would serve as the best center point for such endeavors.
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Volume Introduction
..........................................

Background
....................................................................................................

The timing of this series was inﬂuenced by an almost unprecedented burst of interest
in issues of economic methodology. The publication that did most to provoke this
interest was that of Gul and Pesendorfer that opens this volume. Observing and
experiencing the intense intellectual passions that their work unleashed on its release
in working paper form, we invited key players to a conference at NYU in August
2006. Preliminary papers were outlined by participants, and dialog was opened.
This volume contains the ﬁnal papers as completed over the ensuing months. To
our delight, many of the chapters in this volume are best seen as opening gambits
in a larger game that will be played out in the leading journals in economics and
related disciplines in the coming years.
The issues at stake in this methodological dialog are foundational. What are the
goals of economic analysis, and what methods will best serve the achievement of
these goals? Prominent researchers have recently been developing models that rely
heavily on psychological intuitions. They have sometimes sought support for these
models based on data that have not previously been subjected to economic analysis,
relating to such variables as eye ﬁxations and responses to questions concerning
subjective states. Taking the next step, in 2005 Camerer, Loewenstein, and Prelec
cast neuroscientiﬁc data as likely to induce a revolution in economic methodology.1
Gul and Pesendorfer made strong counterclaims, and this volume presents many
different points of view on the issues raised in the course of the ensuing debate.

Setting the Stage
....................................................................................................

While other social sciences may take pride in their methodological diversity, most
economists perceive our long-standing methodological unity as a source of depth
and power. This opens the door to debate concerning how best to incorporate new
measurement technologies of potential importance to our understanding of choice
behavior. On the one hand, there must be room for exploration. On the other
hand, there is great value to continued coherence of approach. It is this trade-off
that provides the backdrop for the debate detailed in the ﬁrst two sections of this
volume.

xvi

volume introduction

Part I contains the chapter by Gul and Pesendorfer (henceforth GP), which
stresses the value of maintaining various limits on the domain and range of economics. GP make three broad assertions concerning the appropriate limits to be
placed on positive and normative economics that may be crudely paraphrased as
follows.
•

•

•

Assertion : Positive Economics and Choice Data. Positive economics
concerns only choices. If different theories make the same predictions
concerning choices, they are economically identical, whereas if they make
different predictions, choice data can in principle be used to differentiate
among them. Since economic models concern only choices, psychological
intuitions and nonchoice data can be used only to provide background
inspiration, and cannot be used to accept or reject these models. Interest in
psychology extends only insofar as it has implications for choices.
Assertion : Positive Economics and Choice Theory. Economists should
strive to fully characterize the implications of their theories for standard
choice data. As much as possible, these models should characterize agents as
making choices that maximize some ﬁxed objective function.
Assertion : Normative Economics. The traditional normative economic
question concerning how to design policies to forward some deﬁnition of
the good inappropriately treats economics as social therapy. The only
signiﬁcant role of normative economics should be to highlight interesting
questions for positive economics, such as how best to model the forces
accounting for apparent failures of Pareto optimality. Given that normative
economics is designed only to suggest new approaches to positive
economics, it too must be centered around theories of choice.

Part II contains ﬁve chapters that present more or less direct responses to GP,
focusing mainly on assertions 1 and 2. Part III contains chapters that address issues
associated with how to conduct normative welfare analysis within the framework
set by economics and psychology. Part IV contains six chapters that pursue largely
independent themes in relation to the future methodology of positive economics.
While the chapters in Parts III and IV are self-contained, all authors display an
awareness of the larger methodological issues.

Part II: The Debate
....................................................................................................

In the opening chapter of part II, Colin Camerer argues that enhanced understanding of nonchoice data is essential for the development of robust models of choice, in
direct opposition to assertion 1 of GP. Moreover, he exposes the remarkable proliferation of nonstandard data sources open to economists seeking to understand the
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decision-making process. These data include such well-known sources as Mouselab,
but extend far further to include data relating to bodily and neurological functions
and the genetic makeup of the decision maker. Camerer surveys examples in which
these data appear to materially increase our understanding of decision making, and
indicates why he believes this to be merely the tip of the iceberg. He also argues that
economists should be prepared to import into our discipline theoretical constructs
that have provided durable value in the theory and practice of psychology, and that
in so doing we will help to dissolve somewhat arbitrary lines between disciplines.
In Camerer’s view, not only can conventional rational choice theory be enriched
by new psychological constructs, but so can normative economics. He ends his
article with some direct criticisms of the GP chapter, which includes equally blunt
criticisms of some of Camerer’s own work.
Andrew Schotter argues in chapter 3 that analyzing choice data should be seen
as one method of deriving more fundamental economic understanding, rather than
as the main end in and of itself. He sees it as having been placed historically on
such a high pedestal more for technological than for intellectual reasons. As richer
sources of evidence become ever more available, he proposes incorporating them
into our vision as seamlessly as possible. Indeed, Schotter argues that the practicing
economist faced with the limited information content of standard choices does this
anyway as a matter of routine. He also questions the value in practice of much
standard choice data. If framing of options inﬂuences choice and the relevant frame
is not recorded, the attempt to provide a frame-free inference concerning behavior
may be fundamentally ﬂawed. As to the uses to which nonstandard data can be
put, Schotter outlines a recent study in which neuroscientiﬁc fMRI data was used to
produce a hypothesis concerning auction design, which hypothesis was supported
when put to the test.
In chapter 4, Ran Spiegler addresses the second assertion of GP, concerning the
appropriate methods of modeling choice data. While arguing that the axiomatic
methods they highlight can represent only one arrow in the methodological quiver,
Spiegler indicates respect for their role as diagnostic tools. He shows by example that
in the absence of axiomatic exploration, models based on psychological intuition
may have weak or even counterintuitive implications for behavior. Even if one rejects
the view that use of the “revealed preference” method of classical decision theory is
a prerequisite for satisfactory economic theory, it may be of great value in clarifying
behavioral implications of such theories. Despite this, Spiegler argues against the
focus on modeling behavior as reﬂecting constrained optimization. He provides a
vivid example to illustrate his argument that whether or not one views a particular
model of behavior as optimizing depends on how that model is interpreted rather
than on its purely technically characteristics.
As does Spiegler, Ariel Rubinstein and Yuval Salant focus their full attention in
chapter 5 on the second assertion of GP relating to the methods of positive economic
theory. They, too, argue strongly against the implied downgrading of psychological
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intuition as extratheoretical. They also reject any claim that models of constrained
maximization deserve a privileged place in choice theory. Rubinstein and Salant
view all economic models as being at the same time models of the mind, and see
no reason to privilege any such models as ideals. In particular, they argue that
procedural models have just as much claim to our interest as do those based on
constrained optimization.
In chapter 6, Daniel Hausman provides comprehensive arguments against all
three of the assertions of GP. He documents an interpretation of their work as centering on the relevance thesis, relating to the centrality of standard choice data.
He places this thesis in methodological context in relation to the principle of
revealed preference, as originally put forward by Paul Samuelson [1938]2 and Milton
Friedman [1953].3 He examines various justiﬁcations for this thesis and ﬁnds them
wanting on logical grounds. On the normative role of economics, he argues that
while current attempts to ﬁnd alternative welfare criteria can be rightly criticized,
this is not enough to damn the entire project as futile.

Part III: New Directions for
Normative Economics
....................................................................................................

The standard interpretation is that normative economics is the study of how best to
make policy decisions for an individual or a group whose motivations are known
to the policy maker. The assertions of GP rejects this interpretation as outside the
economic canon. They argue against viewing those involved in the policy process as
having distinctive normative goals. By contrast, chapters in part III are written by
those who see the development of new forms of normative economics as among the
most intellectually exciting challenges facing those who are interested in economics
and psychology.
Douglas Bernheim and Antonio Rangel in chapter 7 ask how the history of
individual choices can be used as the basis for normative economics in situations in
which these individual choices reveal apparent inconsistencies. A paradigm example
involves an individual who changes choice based on a seemingly irrelevant change
in the method of framing a given decision. They are particularly concerned with a
policy maker who has deep respect for private choice and for consumer sovereignty.
They extend the standard concepts of Pareto optimality and consumer and producer surplus to cover the case of inconsistent choices by extracting all coherent
information from choice, leaving indeterminacy only in areas in which inconsistencies have arisen. They consider possible choice-based methods of adjudication
in the presence of such indeterminacy, as well as the possibility of relying on additional nonchoice sources of evidence for adjudication. They are currently engaged
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in research to further clarify the interplay among logic, evidence, and normative
principles in an overarching framework.
The psychologically astute socially motivated policy maker’s choice problem
is greatly simpliﬁed if certain of the decisions can be identiﬁed as mistakes, and
downgraded appropriately. In chapter 8, Botond Köszegi and Matthew Rabin ask
how one might go about identifying mistakes while relying to the maximum extent
possible on data from actual choices. Observing mistake-ridden behavior need not
be a bar to understanding the preferences of a decision maker whose mistakes are
systematic. They provide a clear motivating example illustrating how to separate
preferences from beliefs in the case of a decision maker subject to the gambler’s
fallacy. Köszegi and Rabin suggest that similar methods may be applicable when
beliefs incorporate systematic errors in the prediction of future behavior. Important
examples in this regard involve decision makers who hold the false belief that they
will in the future have more self-control, and those who inappropriately believe that
future preferences will be close to current preferences.
George Loewenstein and Emily Haisley present in chapter 9 a robust defense
of normative research based on the principles of economics and psychology. They
detail the many applied domains in which economics and psychology are beginning
to affect policy, and argue that applications of this form are set to increase exponentially. In fact, Loewenstein and Haisley argue that the challenges that economics
and psychology raise call for giving more rather than less attention to questions of
policy design. They outline policy proposals that are already identiﬁed with normative behavioral economics, and specify the overarching criteria that gave rise
to these proposals. Not all such criteria involve selecting what the decision maker
would have chosen if suitably informed. Loewenstein and Haisley argue that there
are times when the policy maker would do better to simply override what is seen as
systematically ﬂawed decision making rather than trying to incorporate these ﬂaws
into the policy system.

Part IV: New Directions for
Positive Economics
....................................................................................................

The chapters in part IV present various agendas and methodologically oriented
manifestos for future research in economics and psychology. The goal of all authors
contributing to this part is to inﬂuence the evolution of positive economics. While
there are important distinctions among the proposals, several propose expanding
the data to be modeled beyond that implicit in assertion 1 of GP, while retaining
some form of discipline on the modeling process.
In chapter 10, Vincent Crawford details a research agenda in which nonchoice
data are modeled alongside data on choices made in various games. The work
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that he outlines involves simultaneously measuring and modeling various types of
search in strategic settings, with a view to understanding choices in a wide class
of games in which lack of experience renders the assumption of equilibrium play
both unreasonable and wildly inaccurate. Crawford shows that data deriving from
the information search may have great predictive power for choices made in the
corresponding games. Hence, highly predictive models that characterize the search
process appear to classify decision makers in an empirically valid manner. The
broader agenda of the research is to classify individuals’ strategic behavior on the
basis of these nonstandard search data, and to use these to predict later choices in a
variety of games.
Douglas Gale in chapter 11 considers models of boundedly rational choice data
generated in an intricate experimental protocol. The research he describes has the
feature that constrained optimization is hypothesized to guide behavior. Speciﬁcally,
it is assumed that the decision maker is endowed with a small number of heuristic
decision-making procedures, and that the margin of choice is not between ﬁnal
options, but rather among these ﬁxed heuristics. Choice data are used not only
to back out preferences per se, but also to infer heuristics, which are treated as
primitives of the model. This body of research elevates psychological intuition to a
higher level than that implied by assertion 2 of GP, according to which psychological
intuition is presumed only to inspire models, rather than to feature in them.
As the above discussion makes clear, there are vibrant research programs in
positive economics that allow for nonchoice data and that directly incorporate psychological constructs. What criteria should be used to judge the success or failure
of such nonstandard research? In chapter 12, Xavier Gabaix and David Laibson
outline a set of modeling principles of universal importance across scientiﬁc disciplines. While the importance of these principles may be agreed by most economists,
Gabaix and Laibson propose a rebalancing of priorities. They argue that speciﬁcity
of predictions and tightness of the model’s ﬁt to the data have traditionally been
downplayed. Economists may have become so used to the low explanatory power of
our models that we artiﬁcially deﬂate such power as a criterion for discriminating
among theories. While sharing common ground on issues such as parsimony, the
Gabaix and Laibson ideals reﬂect an entirely different methodological stance than
do those of Gul and Pesendorfer. In essence, they suggest that methodology is better
deﬁned by acceptance of a universal set of values by which to judge the output of
models than it is by statements concerning the inputs with which the models were
constructed.
What considerations are involved in deciding whether and how to incorporate novel nonstandard sources of data as objects of study? Edward L. Glaeser in
chapter 13 provides some reasons for concern if the ﬁeld opens up too rapidly to new
and unfamiliar forms of data. He outlines several realistic features of the research
process that remain underappreciated. His broad theme is that published research
ﬁndings are self-selected from among a large mass of possible such ﬁndings. Those
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that the author chooses to produce are far from random, yet the mode of selection
is typically ignored in stated interpretations of the published results. The dangers
involved in self-selection of this type are particularly severe in the case of neuroscientiﬁc data, which is unfamiliar to most and subject to many transformations in
the course of empirical analysis.
In chapter 14, Jess Benhabib and Alberto Bisin provide another argument in
favor of exercising discipline as we consider new and unfamiliar sources of data.
They are explicit in rejecting both of the positive assertions of GP. They stress the
importance of allowing psychological elements to guide the development of economic models, and they support the use of neuroscientiﬁc data and process data as
providing valid insights into model performance. Yet they are wary of the unbridled
use of such nonstandard data and propose that theory rather than measurement
needs to take the lead in the expansion process. They argue that nonstandard data
and psychological intuitions are permissible guides to those building economic
models, yet the resulting models should not to be used in an informal or qualitative manner. Rather, rigorous modeling of nonstandard data sets in conjunction
with choice data should be the central concern of the next generation of work in
economics and psychology.
Andrew Caplin shares with Benhabib and Bisin a concern that unstructured
expansions in the data that economists model will yield little by way of economic
insight. He is also concerned with the breakdown in the ability to communicate
across subdisciplines that may result without a common methodology. He places a
particularly high value on ensuring that such communication not only is retained
within economics but also is increasingly shared with other social sciences. With this
goal of increased connectivity in mind, in chapter 15 Caplin proposes a minimalist
methodology as an ideal to guide the next generation of research in economics and
psychology. This methodology requires that axiomatic methods be pursued as the
most unambiguous method of introducing elements of psychology into economic
models. Minimalism places no restrictions either on the data to which such axioms
may apply or on the theoretical concept underlying this axiomatization. Caplin
provides examples of this methodology in action from his joint work with Mark
Dean. In a sense, this proposal brings us full circle, differing from that of Gul
and Pesendorfer only in the willingness to expand the data, and in the deliberate
elevation of axiomatic methods above the principle of constrained optimization.

Concluding Remarks
....................................................................................................

The scholarly contributions in this volume strongly suggest that methodological
debate will vitally inform the future path of economics, and possibly of other social
sciences. Modern technology enables much new data to be generated of possible
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interest to social scientists. How best to use these new data is far from obvious.
Possibilities range all the way from open embrace of all new possibilities to outright
rejection of the unfamiliar. Intermediate positions involve structuring the incorporation of new data to allow for new insights that are broadly communicable. There
are many positions that one might take on how best to provide such structure, as the
chapters in this volume make abundantly clear. These are exciting methodological
times in the social sciences. The underlying questions will not be resolved quickly.
We look forward to tracking methodological progress in future handbooks in this
series.

NOTES

....................................................................................................
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