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Forget Invisible Hands.
What About Virtual Hands?
What economists are learning from
cyber-economies.
By Nick DiUlio
Posted Thursday, March 11, 2010 - 4:01pm

Back in 2008, it seemed like only one thing was certain about the government’s Troubled
Asset Relief Program: It was a gamble. A really big one. The economy’s problems were
unprecedented and the potential remedy untested, which meant that economists could do
little more than speculate about how hundreds of billions in bailout money would affect the
country’s overall fiscal health. In a New York Times article from February 2009, Treasury
Secretary Timothy Geithner was quoted as saying of TARP, “We will have to try things we’ve
never tried before.”

But, some economists are beginning to ask, what if such broad economic policies could be
tested first? Not on living, breathing, tax-paying citizens, mind you, but on goblins, wizards,
and intergalactic space pirates.

In a report published last year in New Media & Society, Dmitri Williams and Edward
Castronova suggest that massive, multiplayer, online role-playing games like World of Warcraft
and Second Life are ideal Petri dishes for studying economic behavior and testing economic-
policy theories. Their study found that these games, which are populated by hundreds of
thousands of online players constantly buying and selling goods and services, mirror the real
world in some significant ways. And while it may be a long time before folks like Geithner and
Fed Chairman Ben Bernanke start fashioning their avatars, Williams and Castronova believe
they’ve tapped into something rather remarkable.

“The way I think about virtual worlds is that they are like mazes for rats,” says Castronova, an
economist and associate professor in the department of telecommunications at Indiana State
University-Bloomington, and author of Synthetic Worlds: The Business and Culture of Online

Gaming. “I think we can learn something about the way people think about markets from
studying the virtual world. And it’s a heck of a lot cheaper to do a study in a virtual world
than the actual world.”
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Broadly speaking, this field of study is not brand new. Social scientists have been interested in
the experimental value of online virtual worlds for several years now. Prior research has even
looked at individual economic behaviors in these synthetic societies, but the Williams-
Castronova study is the first to calculate macroeconomic markers such as gross domestic
product (GDP) and inflation in an online setting.

To conduct their survey, Williams and Castronova were granted unprecedented access to 314
million actual transactions from Sony Online Entertainment’s EverQuest II. From that data
(which was collected anonymously to protect privacy) they were able to make their
calculations and draw possible parallels between real and synthetic economies. What they
found was that virtual economies are influenced by many of the same principles and variables
that govern those in the real world. Supply and demand, diminishing returns, risk analysis—it’s
all there.

But most valuably, these games appear to provide economists with something previously
unattainable: good, clean data.

“When the government surveys the population there will always be error,” says Castronova.
“Here, there is no error. The system records every transaction. If I’m in a virtual world and I
buy a virtual loaf of bread, the act of me getting the bread has to be recorded in a database.
That doesn’t happen in the real world.”

In the real world, economists are perpetually plagued by imprecise, “noisy” data, which can
make for some dubious calculations. Take the GDP, for example. Measuring the quarterly
growth of GDP is supposed to tell us, with relative objectivity, the overall health of the U.S.
economy. But this figure is calculated using estimates and approximations. With online, virtual
worlds there are no approximations. What you see is what you get.

That’s why the researchers are so excited by the prospect of using these simulated worlds as
economic laboratories. Since data is recorded automatically and invisibly for entire
populations, one could theoretically manipulate those economies for large-scale experiments.
And the results would be black and white.

Well, sort of.

The concept has its skeptics. Despite the parallels between virtual and real-world economies,
some experts believe that their differences far outweigh their similarities, making comparisons
insubstantial at best, and misleading at worst. For example, players are probably going to take
greater risks in their online worlds than they would in reality, because the consequences of
losing your digital home will always be less significant than the consequences of losing the one
you own in real life.

“Virtual economies such as those that exist in [massive, multiplayer online games] should only
loosely, at best, be used to understand economies and economic decision making,” says
Conrad Sheehan, a former vice president at JPMorgan Chase (JPM) and founder of the debit
network mPayy. “There are so many exogenous variables as to make any real-world parallel
meaningless.”

Sheehan points out, for example, that currency in virtual worlds is of infinite supply and
arbitrarily created “with no marketplace to correct it.” Also, the production of virtual goods
and services is not governed by any real production constraints or capital-allocation choices.

Moreover, skeptics of the Williams-Castronova study are quick to point out that a pool of
game participants is not a random population sample (player demographics skew toward white
men, for example) and therefore not wholly representative of what real people do in the face
of “real” economic choices.

But neither researcher shrinks at these criticisms. Both Williams and Castronova say they
aren’t so naïve as to think virtual worlds are perfect mirrors of real economies. They are
maps.

“Some behaviors are really good maps, and some are not,” says Williams. “We don’t go in
thinking that everyone will respond and act the same way in a fantasy environment as they
would offline. But when it comes to large scale, macro financial indicators, we think it’s a
valuable space for regulators and policymakers.”

In an August 2009 article in the journal Games & Culture, Castronova confronted his skeptics
by going back to the rat maze and Petri dish analogies. The point here isn’t to simulate real
societies, but instead to “learn facts about societies.” There is, he says, a big difference.

“If the objective is to simulate real society, then admittedly virtual worlds are not real
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enough. But the objective is not to simulate real society,” wrote Castronova. “You do not
need—indeed do not want—real societies to do this. Petri dishes and rat mazes are very much
unlike their real world counterparts. That is the point. If they were exactly like the real
world, we could not learn anything from them.”

Williams is also quick to point out that any experimentation performed online would also have
to be undertaken in the real world. “If you don’t do that it’s a leap of faith,” he says.

The researchers say that eventually they want to conduct studies wherein they alter a virtual
world and conduct experiments on its economic behaviors. Of course, they can’t do this with
games already in existence, which means they may eventually end up designing their own
online universes.

“This approach is in its infancy. We haven’t been studying these worlds long enough and our
study is the only one of its kind,” says Williams. “We’re trying to invent a new little area of
science here.”

Nick DiUlio is a New Jersey-based freelance magazine writer and editor. Read his blog at
nickdiulio.com.
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