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This article has multiple objectives. It seeks to identify those assump- 
tions of neoclassical economics which are vindicated by experimental 
tests and those which fail such tests. The author tries to simultaneously 
expose the limitations of neoclassical economics and Islamic econom- 
ics by pointing out that some assumptions of the rational choice model 
fail while others, often ignored by Islamic economists, are proven valid. 
The article also seeks to summarize the results of experimental testing 
about agent behavior under a controlled environment. The author hopes 
that this initiative will encourage Islamic economists to use experimen- 
tal methods as a means for testing their theoretical assumptions. The 
author concludes that human agents are neither as self-regarding as the 
homo economicus model predicts nor are they as other-regarding as the 
model homo Islamicus predicts. 

One of the most persistent debates in the social sciences has concerned 
the definition of man as either homo economicus (economic man) or horn0 
sociologicus (social man). While the former is driven by rationality and 
outcome, the latter is guided by social norms. The former strives to maxi- 
mize self-interests, whereas the latter’s behavior is prescribed by a set of 
rules and standards. The former follows the norm only when it serves self- 
interests, and the latter uses rationality and self-interest maximization only 
when they are within the boundaries set by the norms. 

Research in economics today is predominantly based on the neoclassical 
theory. The primary axioms of the neoclassical theory are those of the homo 
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economicus; that is, individuals act so as to maximize utility, represented 
as a function of income, consumption, wealth, and leisure. In doing so, indi- 
viduals make “rational” and “selfish” decisions. Economists have devel- 
oped elaborate mathematical models using homo economicus to address a 
wide array of issues - from economic growth to monetary policy, firm 
behavior to consumer behavior, international trade to urban planning, and 
marriage to suicide. They even attempted to explain religious inclinations 
and practices with rationality and self-interest maximization (the utility 
function here obviously does not include the expected benefits in the here- 
after). 

A major issue for the study of Islamic economics is whether to utilize the 
existing rich models of neoclassical economics or build new models of eco- 
nomic behavior that captures “Islamic values.” That is, should we simply 
examine how homo economicus would behave in an economy governed by 
Islamic rules or regulations, or should we also change the axioms of homo 
economicus and develop a homo Zslamicus? Unfortunately, the majority of 
academic research in Islamic economics hitherto took a third, easier route. 
Instead of developing formal models of homo Zslurnicus or utilizing the 
existing formal models of homo economicus, they offered informal specu- 
lations of how the Islamic values of individuals would differentiate them 
from homo economicus and how this would ensure that various problems 
of the neoclassical model would not arise in an Islamic economy.’ 

Are the axioms of rationality and selfishness the driving forces of human 
behavior? The question has recently been debated by mainstream econo- 
mists themselves. The debate was prompted by the results that were 
obtained in laboratory economics experiments where subjects were asked 
to make economic decisions. In the last three decades, these experiments 
have revealed that the axioms of rationality and self-interest maximization 
alone are not sufficient to explain subject behavior. In fact, in many cases 
these axioms are violated by the subjects in experiments. As a result, some 
economists have begun to modify the existing economic models in order to 
explain subject behavior in experiments? 

The purpose of this study is twofold: (a) to discuss recent experimental 
tests of the neoclassical theory and identify those behavioral assumptions 
of the theory that perform well and those that perform poorly in experi- 
ments; and (b) to discuss the implications of these experimental results for 
future research on Islamic economics. It is also hoped that this study will 
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encourage Islamic economists to consider the experimental approach as a 
method of testing their behavioral assumptions and theories. 

It will be shown that the results of various experiments have seriously 
challenged some of the behavioral assumptions of neoclassical theory. 
Subjects in experiments often fail to take “rational” actions, and they care 
considerably about “fairness” and “equity” even when doing so is against 
their self-interests. Subjects also tend to be more “cooperative” than the 
theory predicts. These results are observed especially in experimental mar- 
kets where there are a few players, such as in two-person bargaining games 
or public good games with few players. As we move to market experiments 
with a large number of participants, we observe less cooperative and more 
selfish behavior. The experimental results also show that monetary incen- 
tives play a crucial role in determining individual behavior. For any given 
environment, a change in incentives almost always leads to a change in 
behavior in the direction predicted by the theory. Unfortunately, this last 
point is often neglected or downplayed in studies on Islamic economics and 
in their policy recommendations. Players in the models of Islamic eco- 
nomics are somehow immune to any monetary temptations and strictly fol- 
low the “prescribed” strategybehavior regardless of any incentives to fol- 
low a different behavior/strategy. 

The main conclusion of this paper is that while some of the behavioral 
assumptions of neoclassical theory need to be modified, its assumptions 
regarding incentives should be taken more seriously by researchers in 
Islamic economics. It would be a mistake to assume that homo Zslumicus 
(Islamic man) is immune to any temptations created by monetary incen- 
tives to break the norms or to act selfishly against the interests of the soci- 
ety. As we have witnessed with a number of norms/rulings in recent years, 
such as the rulings on interest-bearing mortgage loans, option trading, for- 
ward contracts, and insurance, monetary incentives induce Muslims to 
search for excuses, exemptions, or new interpretations of norms and rulings 
to justify their behavior. More importantly, the Qur’an and Sunnah specify 
a set of rules of conduct for social and economic interactions and call for 
the state to implement these rules and punish those who violate them. The 
state is even asked to enforce the zakah payments on each wealthy individ- 
ual and to penalize those who evade them. Obviously, if norms were 
enough to ensure the desired behavior in an Islamic society, there would not 
be a need to prescribe any punishments, and zakah payments would be left 
to the individual’s conscience. 
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The purpose of this article is not to offer a critique of the research on 
Islamic economics. Neither is it to evaluate how successful an Islamic eco- 
nomic system would be on such macro issues as inflation, unemployment, 
income distribution, or growth. Rather, the purpose is purely practical; it is 
to utilize the recent experimental studies to provide some guidance and evi- 
dence on human behavior, thus on the micro foundations of a tenable eco- 
nomic model. 

The next section, “Experimental Methodology,” briefly describes the 
experimental methodology and its advantages. The section “What Do 
Experiments Tell Us about Human Behavior?” reports some of the major 
findings of laboratory experiments that are relevant for researchers in 
Islamic economics. The section “A Discussion of the Results” discusses the 
implications of these experimental findings for future research. 

Ex pe r i rn e n t a I Met hodalagy 

Brief Description 
The purpose of economic theories is to explain the activities of individu- 

als and markets. Economists have developed massive and mathematically 
sophisticated theoretical models of agents and markets, but the testing of 
these models has lagged behind the theory. Typically, the theory has been 
tested using field data, data from “natural” markets. The evaluation of a 
theory or policy by using laboratory experiments is a recent de~elopment.~ 
Despite this late start, experimental methods have become increasingly 
widespread in the last twenty years. 

The first step in testing a theory in an experimental lab is to construct the 
environment for the theory. Suppose we want to test if the competitive mar- 
ket price takes place at the intersection of supply and demand functions. We 
establish a market by dividing the subjects into two groups, buyers and sell- 
ers, and assigning a unit cost to each seller and a unit value to each buyer. 
The seller’s earning from each unit sold will be the difference between the 
selling price and the seller’s cost of the unit, while the buyer’s earning from 
each unit purchased will be the difference between the buyer’s value of the 
unit and the purchase price. Since we assign the cost and value figures to 
the sellers and buyers, we know exactly what the supply and demand in the 
market are. By allowing the buyers and sellers to trade with each other, we 
observe whether or not the transaction prices are at the intersection of the 
demand and supply. We can also test how transaction prices differ across 
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different trading rules, such as sealed-bid auctions, and double oral auc- 
tions. 

Once the environment is carefully designed and theoretical predictions 
are ascertained, the experimenter recruits subjects for the experiment. It is 
important to conduct an unbiased recruitment of the subjects and make it 
clear to the subjects how their cash earnings will depend on the strategies 
they choose during the experiment. If an experiment does not offer the sub- 
jects performance-based rewards, then the subjects may not have any 
incentive to pay attention to their strategies, and the results of such an 
experiment will be questionable. 

After the experiment is conducted, the data from the experiment is ana- 
lyzed using the appropriate statistical techniques. If necessary, further ses- 
sions are run to replicate the data or to test the implications of a change in 
the market environment. 

The next section discusses the advantages and limitations of laboratory 
experiments and why the experimental methodology has become so popu- 
lar with researchers in economics and finance. 

Advantages and Lirnitatians af Experimental Methads 
A primary advantage of laboratory experiments is that they allow the 

researcher to have control over the data. The researcher can manipulate lab- 
oratory conditions to induce changes in any of the variables while holding 
the other variables constant. This enables the researcher to evaluate and 
compare alternative theories and policies. If we want to test the implica- 
tions of a change in the demand curve, for instance, we can run a new ses- 
sion where the buyers are assigned a new set of values for the traded good 
and compare the prices in the new session with the prices of the original 
session. Similarly, we can conduct sessions with a different number of sell- 
ers to investigate price formation under different market structures (monop- 
oly, duopoly, oligopoly, etc.). With field data, on the other hand, we often 
observe only the transaction prices in the market without knowing the 
underlying demand and supply curves. Thus, it can become a challenge 
even to estimate the demand and supply curves." Even if econometricians 
manage to clearly identify the effects of desired variables from the rest of 
the factors, they do not have the ability to control the environment in which 
the data was generated. 

Another advantage of the experimental approach is that in cases where 
collection and verification of field data are expensive, it can serve as a less 
costly alternative to generating the desired data. The experimental method 
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also offers more reliable data, because the field data are usually collected 
not by the researcher for scientific purposes, but by businesses and/or gov- 
ernment agents for their own purposes. The experimental data, on the other 
hand, are generated for a specific purpose using the desired set of variables. 

The main advantage of experimental methodology, however, is that its 
data is replicable. Field data are generated from events that occurred at a 
specific time in a specific place. Due to the constantly changing nature of 
these settings, it is very difficult for other researchers to replicate a field 
data set, therefore making it difficult to verify the accuracy of the data and 
the accuracy of the findings. Since laboratory data is generated in con- 
trolled laboratory conditions, it is easier to reproduce the experiment and 
replicate the results. 

In addition to the above advantages, laboratory methodology is some- 
times the only feasible way to test a theory. This happens when data from 
existing markets cannot be collected, because it is impossible to find mar- 
kets that match the assumptions of our theory, or the data is available but 
not in a form that would enable us to differentiate among alternative theo- 
ries. This problem is particularly manifested in individual choice problems 
and game theoretical analysis. These models are either impossible or very 
difficult to evaluate with field data. Such problems, however, can be, and 
frequently have been, tested by laboratory experiments. 

In spite of its advantages, some critics raise concerns about the experi- 
mental approach. One typical criticism is that experiments often use under- 
graduate or MBA students as subjects whereas relevant decision makers in 
the economy are more sophisticated players. This criticism was tested in 
some experiments where the same game was played by a set of undergrad- 
uate students and a set of decision makers such as corporate managems The 
behaviors of the two groups were not sigdicantly different. Furthermore, 
even if this criticism were true, it is a criticism of the choice of subject pools 
in experiments, not the experimental approach itself. 

Another common criticism of the experimental approach is that real-life 
economic environments are much more complex than laboratory environ- 
ments. However, since the laboratory environment is designed to test a the- 
ory, this is a reservation about the theory, not the experimental approach. 
Furthermore, if the theory fails to work in a simple experimental environ- 
ment, then it is less likely to work in a more complicated environment. 

The major limitation of experiments is that some environments are tech- 
nically very difficult to construct. Many macroeconomic policies, for 
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example, rely on intertemporal trade. How do we test if subjects recognize 
that government spending today may create inflation or increase taxes in 
the future, or how do we test if the subjects care about the welfare of future 
generations? Although numerous elegant approaches have been developed, 
we have not been quite successful at testing some of the economic issues in 
laboratory experiments. 

What Do Experiments Tell Us 
about Human Behavior? 

Experimental research has been applied to a large number of areas in eco- 
nomics in the past three decades. It is impossible to offer a detailed discus- 
sion of all the results obtained by the experimenters in this article. Instead, 
I will provide a brief summary of the major experimental results that are 
relevant to our purposes here. 

1. Market Experiments. In experiments with a large number of traders, 
competitive market predictions have been observed in a rich variety of cir- 
cumstances. Even with as few as 5 or 6 buyers and sellers, price converges 
to the competitive equilibrium level. An exception is the games where the 
buyers had to pay a search cost to learn the prices set by the sellers. It is 
common to have the prices in such games of costly information to differ 
from the prices predicted by the theory? 

2. Ultimatum Bargaining Experiments. There is a widespread violation of 
the theory in gamedmarkets that involve a few players. A striking example 
is the ultimatum bargaining game. In this game, two players negotiate over 
the division of a pot of money. One player, say Player 1, proposes to the 
other player, say Player 2, a division of the pot. Player 2 then either accepts 
or rejects Player 1’s offer, and the game ends. If Player 2 accepts Player 1’s 
proposal, then they divide the pot according to the proposal. If Player 2 
rejects Player 1’s proposal, then each player receives zero. The two players 
play this game only once. This game has a unique eq~ilibrium:~ since a 
rejection by Player 2 gives zero amount to each player, Player 2 will accept 
any proposal by Player 1 as long as the proposal gives Player 2 a positive 
amount. Given this “rational” reaction by Player 2, the best strategy for 
Player 1 is to offer Player 2 the smallest possible amount (say a penny) and 
keep the rest of the pot to himself/herself. 

The observed behavior in ultimatum game experiments, however, differs 
from the theoretical prediction profoundly. A typical outcome of such ulti- 
matum game experiments is that Player 1 offers an equal split of the pot and 
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Player 2 accepts. Furthermore, some proposals (those that give Player 2 a 
small portion of the pot) are rejected by Player 2.8 

3. Dictator Game Experiments. The results of the ultimatum game exper- 
iments took many economists by surprise. They began to question whether 
Player 1 was offering a significant portion of the pot to Player 2 because of 
a fear that Player 2 would penalize Player 1 by rejecting Player 1's propos- 
al if it were not a "fair" proposal. To test this, a dictatorship game experi- 
ment was designed whereby Player 2 no lohger had the choice of rejecting 
Player 1's proposal. Thus, the pot would be divided according to Player 1's 
proposal. The unique equilibrium is for Player 1 to keep all the pot to him- 
selfherself and give nothing to Player 2. In experiments conducted by 
Forsythe et al., about 20 percent of the dictators took the whole pot, but the 
remaining $0 percent gave something to Player 2.9 In fact, around 20 per- 
cent of dictators went as far as splitting the pot equally. 

4. Prisoner's Dilemma Experiments. Consider the following prisoner's 
dilemma game where Player A and Player B choose simultanmusly and 
independently between strategies Y and Z. 

Player A 

The first payoff in each cell in Figure 1 is Player A's payoff while the sec- 
ond payoff is Player' Bs payoff. For instance, if Player A chooses Y and 
Player B chooses Z, then Player A earns lo00 points/cents while Player B 
earns 0 points/cents. When players play this game only once (or a finite 
number of times), the unique equilibrium is for both players to choose Y. 
This is due to the fact that it is dominant strategy for each player to play Y; 
a player earns more by playing Y regardless of what he/she expects the 
other player to do. Note that both players would be better off if they both 
choose the strategy Z instead. However, this is not an equilibrium because 
it is better for a player to play Y even when he/she expects the other play- 
er to play Z.l0 

When Cooper et al." ran an experiment with this exact game, however, 
they found a significant amount of cooperative play, i.e., strategy Z. The 
percentage of Z choices in their experiments ranged from 20 percent to 43 
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percent. Another common feature of prisoner’s dilemma experiments is that 
once a cooperative pattern of behavior is established in early rounds, it 
tends to persist. Therefore, the initial rounds can become critical. 

5. Public Good Experiments. Even though the provision of a public good 
(e.g., national defense, fue and police protection, or spraying of swamps 
near a town) is in everyone’s interests, each individual has an incentive to 
“free-ride” on others’ contributions. This leads to underprovision of public 
goods. To test for the free-rider hypothesis, consider the following experi- 
ment. There are 20 subjects, and each subject is given 10 “tokens” which 
he/she can allocate between a private fund and a group fund. Each token 
invested in the private fund earns the contributor $1 while each token 
invested in the group fund earns $0.25 to each member of the group, includ- 
ing the contributor. 

If each player invests all of hisher 10 tokens in the group fund, then each 
player e m  $50 (20 10 $0.25). Note, however, that when everybody else 
contributes all of their tokens to the group fund, then a player can earn even 
more by switching all of hisher tokens to the private fund and free-ride on 
others’ contributions to the group account. Such a strategy would eam 
him/her $57.50 (19 10 $0.25 = $47.50 from the group fund plus 10 $1 
= $10 from the private fund). Since each player has such an incentive to 
free ride, the unique equilibrium of this game is where no tokens are con- 
tributed to the group fund, all tokens are invested in the private fund, and 
each player ends up earning $10 only.12 

Numerous variations of the free-rider problem have been tested in exper- 
iments. Contrary to the theoretical prediction that players would contribute 
zero tokens to the group fund, almost every experiment found positive lev- 
els of contributions (even as high as 80 percent of the total tokens) to the 
group fund.13 

6. Bilateral Trade and Coordination Experiments. In a recent experiment, 
Yavas, Mceli, and Sirmans14 assigned each subject the role of buyer or 
seller and paired each buyer with a seller. The buyer and the seller in each 
pair then negotiated the price of a unit through computers. If the negotia- 
tions resulted in an agreement, then the seller‘s earning from each unit sold 
would be the difference between the negotiated price and hisher cost of the 
unit while the buyer’s earning from each unit purchased would be the dif- 
ference between hisher value of the unit and the negotiated price. If the two 
sides failed to reach an agreement, then they would each eam zero. The 
seller’s cost of the unit and the buyer’s value of the unit were randomly 
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drawn by the computer. Each seller knew hisher cost but did not know the 
buyer’s value. Similarly, each buyer knew hisher value but did not know 
the seller’s cost; however, all the subjects were informed that the seller’s 
cost could be any integer between 601 and 700 and the buyer’s value could 
be any integer between 75 1 and 850. That is, each subject’s cost/value was 
private information drawn from a publicly known distribution. Note that 
since the lowest possible value for the buyer was greater than the highest 
possible cost for the seller, there was always a positive gain to reach an 
agreement. 

Although an agreement was in the interests of both sides in each pair, we 
observed many disagreements. On. average, 10 percent of negotiations 
failed to reach an agreement. The disagreement rate was as high as 50 per- 
cent in some of the sessions. Disagreements were due to the fact that each 
side tried to obtain a bigger part of the surplus. They could have split the 
surplus equally, but they did not know what the surplus was (because a 
buyer/seller did not know the exact cost/value of the sellerbuyer that 
he/she was matched with) and they had no incentives to believe any 
attempts by the other player to reveal hisher value/cost. 

The source of inefficiency (disagreement) in the above game is the 
asymmetric information that players have about their values and costs. 
Another potential source of inefficiency is the riskiness of the strategy lead- 
ing to the efficient outcome. The following coordination game used in 
Cooper et al. and Sefton and Yavas15 illustrates such a case. 

Figure 2. Payoff Matrix for the Cootdination Game 

Player A 

There are two equilibria in this game:16 one where both players choose Y 
and the other where both players choose Z (see Figure 2). Obviously, the 
(Z,Z) equilibrium Pareto dominates the (Y,Y) equilibrium, i.e., (Z,Z) is pre- 
ferred by both players. However, most subjects (as high as 100 percent of 
them in some experimental sessions) choose strategy Y. The reason is sim- 
ple: Y is a safer strategy than Z. Playing Y ensures a payoff of 960 while 
the payoff from Z will be either 0 or 1200 depending on the choice of the 
other player. 
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A Discussion of the Results 
As will be seen, factors other than rationality and self-interest maximiza- 

tion are important determinants of subjects’ behavior in experiments. 
1. Market experiments report that competitive market predictions are 

commonly observed. Prices generally take place around the intersection of 
supply and demand. It is also found that information structure plays a crit- 
ical role. Players are less likely to play the predicted strategies when they 
have to incur a cost to obtain price information and process that informa- 
tion to update their expectations of price distribution in the market. 

Market experiments involve interactions among many players (many 
buyers and sellers). Competition among players in such settings yields the 
predicted equilibrium outcome. However, when the number of players is 
reduced to two or three and the actions of a player have direct consequences 
for the other player(s), i.e., when things get “personal,” then observed 
behavior diverges from the predicted behavi~r.‘~ Below are some examples 
of such outcomes. 

2. Two observations about the ultimatum games raise questions about the 
rationality and selfishness axioms: one is the fact that some of the Player 2 
types were rejecting the offer they received from Player 1 types, and the 
other is the fact that many Player 1 types were offering half of the pot to 
Player 2 types. A rational Player 2 would never reject any positive offer, 
and given this, a rational Player 1 would offer the smallest possible amount 
to Player 2. A plausible explanation for the observed behavior is that play- 
ers care about the ‘yairness” of the outcome. That is, Player 2 is penalizing 
Player 1 (and himself/herself) because he/she does not believe Player 1’s 
proposal is fair. Similarly, Player 1 is offering more than he/she should 
because he/she is afraid of being rejected by Player 2 and/or he/she also 
wants to have a fair division of the pot. 

The result that Player 1 proposes a smaller amount in the dictator game 
than in the ultimatum game indicates that the possibility of rejection by 
Player 2 increases Player 1’s offer. In other words, players become more 
“altruistic” when they have incentives to do so. However, the fear of rejec- 
tion is obviously not the whole story because most proposers in the dicta- 
torship game gave a positive amount to the other players. This behavior 
points to the fact that players can be altruistic and opt for an “equitable” 
distribution even when it is against their self-interests. 

Finally, a further dictator game by Hoffman et all8 suggests that dictator’s 
(Player 1’s) altruism also depends on whether or not the dictator’s offer 
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could be observed by the experimenter. Dictators were less generous when 
their offers could not be observed by the experimenter. In other words, 
players behave more selfishly when they can remain anonymous (this may 
explain, in part, why people living in smaller towns are more cooperative 
and helpful to others than people living in big cities). Thus, the institution- 
al setting and the social pressure have an influence on how altruistic play- 
ers are. 

3 .  prisoner’s dilemma experiments show that subjects tend to be cooper- 
ative even in circumstances where it is against their self-interests. That is, 
subjects do not necessarily play the self-interest maximizing strategy. 

Another observation in prisoner’s dilemma games is reciprocity; subjects 
are kind/cooperative to those who have been kind/cooperative to them in 
earlier rounds of an experiment and strike back at those who have been self- 
ish/uncooperative. As part of this observation, once a cooperative pattern of 
behavior is established in early rounds, it tends to persist in later rounds of 
the experiment. Therefore, the initial rounds can become critical. One ques- 
tion to raise here is what determines the level of cooperation in initial 
rounds. Could, for instance, the religious/ethical values or cultural back- 
ground of the subjects be a deciding factor? 

The rejection of “unfair“ offers in the ultimatum games and the “reci- 
procity” in the prisoner’s dilemma games point to the fact that we some- 
times make choices with our emotions rather than with our reason. Both 
irrational anger and unselfish sympathy occur commonly across all cul- 
tures. 

4. Free riding is observed. Public good experiments indicate that players 
can act serfshly and prefer strategies that maximize their self-interests 
rather than the joint interests of the group. This point needs to be stressed. 
Most Islamic economists would argue that a Muslim would not act against 
the interests of the society to serve hisher self-interests. I personally 
believe that in most cases the behavior of a Muslim would not be signifi- 
cantly different from that of a non-Muslim. In fact, I conducted this same 
public good experiment in a predominantly Muslim class at the 
International Black Sea University in Tbilisi, Georgia, in the spring of 1998 
and obtained even a smaller amount of contribution to the group fund than 
the amounts reported in earlier public good  experiment^.'^ 

5.  Substantial numbers of disagreements in bilateral negotiation games 
indicate that inefficient outcomes arise. Inefficiencies are also observed in 
some coordination games where players opt for the safer strategy even 
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when there is an alternative (but risky) outcome that makes both of them 
better off. 

6. The assumption of “rationaP’ behavior has been seriously challenged. 
In experiments involving individual choices (i.e., experiments where the 
strategies of a player do not have any impact on other players’ earnings, 
thereby making altruism, fairness, and equity issues irrelevant), subjects 
repeatedly make inconsistent choices.20 A similar challenge to rationality 
was observed in experiments involving multiple-stage games. In such 
games, a subject makes a choice, then hisher opponent responds, then the 
subject responds to the opponent’s response, and so on. The notion of sub- 
game perfect equilibrium in such games requires that each subject figures 
out what the optimal chain of responses in later stages of the game will be 
to hisher initial strategy and accordingly chooses the optimal initial strate- 
gy. Various experiments have shown that subjects often fail to reason the 
optimal chain of responses, especially as the chain gets longer.21 

7. There has been a very limited investigation of how subjects’ religious, 
national, ethical, or cultural backgrounds affect their behavior. Roth et a1.22 
conducted the same ultimatum bargaining and market experiments in 
Israel, Yugoslavia, USA, and Japan and did not find significant differences 
across these countries. G~t tman?~ on the other hand, found more coopera- 
tive play in prisoner’s dilemma games among the Chinese students than 
among the Israeli and American students. Ben-Ner and P ~ t t e r m a n ~ ~  
observed that subjects with more religious education gave more to the other 
player in dictatorship games. It has been argued by almost every study on 
Islamic economics that a Muslim consumer or firm would put the interests 
of the community above hisher individual intere~ts.2~ Experimental 
methodology offers us a chance to test this and other hypotheses of Islamic 
economists. 

Concluding Remarks 
In addition to the behavior observed in laboratory experiments, there are 

numerous real life observations that shed doubts on the universality of self- 
ishness and rationality postulates of neoclassical theory. We tip waiters in 
restaurants when we are out of town (restaurants that we do not expect to 
visit again in the future), we do not litter in the park even when there is 
nobody around to observe us, we spend the time and effort to vote in elec- 
tions even though a single vote, would not make a difference, and we donate 
to public radio and TV even though the provision of their programs do not 
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hinge on our individual donation. These acts are difficult to reconcile with 
selfishness. 

Credit cards provide us with convenience in shopping. Yet, many people 
refuse to own any credit cards or they cancel their credit cards because they 
cannot refrain from overspending when they own a credit card. Why could 
they not follow the same spending pattern and enjoy the convenience of 
credit cards? Similarly, many people cancel their cable subscription 
because they cannot help watching too much TV when they have cable. 
Why could they not spend the same amount of time watching TV and enjoy 
the benefits of cable? It is a well-known mathematical result that uncon- 
strained optimization yields a better result than a constrained optimization. 
However, the examples of credit cards and cable TV show that this rule is 
violated by (or perhaps it does not apply to) some people, making it diffi- 
cult to reconcile such behavior with rationality. Another example of irra- 
tional behavior is the fact that millions of people start using addictive drugs 
even though it is common knowledge that it will most likely ruin their 
lives.26 

Although the subjects in experiments are more cooperative than the the- 
ory predicts, selfish behavior is also commonly observed in various exper- 
iments. Selfish behavior was pervasive, for instance, in the public good 
experiments and in many of the coordination game experiments. 
Furthermore, the observation that subjects are not as selfish as homo eco- 
nomicus does not mean that norms alone will induce players to be unselfish 
and cooperative. This is true for Muslims as well as for non-Muslim play- 
ers. If norms alone could be sufficient to generate the desired outcome, 
there would be no need for an Islamic criminal law or for the Islamic state 
to enforce the payment of zakah. The Qur’an and Sunnah recognize that 
incentives play a crucial role in our behavior and establish the incen- 
tives/penalties to encourage/discourage certain types of behavior. 
Unfortunately, many of the studies in Islamic economics fail to recognize 
the role of incentives and argue that norms and values would be sufficient 
to obtain the desired outcomes in an Islamic society. 

To summarize, the results of economic experiments show us that human 
beings are neither as selfish and rational as homo economicus nor as coop- 
erative and norm-oriented as homo sociologicus or homo Islamicus. Both 
norms and incentives are important determinants of our behavior. 
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