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		Abstract

		We test infinitely repeated prisoner's dilemma games with random continuation in the laboratory to capture the effect of strategic risk on co-operation. We propose a criterion building on Harsanyi and Selten's (1988) risk dominance concept and motivate it by three heuristic principles. Our criterion depends on the often disregarded "sucker's payoff" - the payoff of a co-operating player meeting a defector - and results in a critical discount factor delta* strictly larger than delta, the traditional criterion, above which co-operation is supported by Pareto-undominated equilibrium strategies and which has often been used in applications.    

We find that changes in the frequency of subjects' co-operation in the lab are predicted far better by delta* than by the Pareto-dominance criterion reflected in delta. Our experiments, in particular, show that for parameter changes where the two criteria predict co-operation frequency changes in opposite directions, our alternative criterion delta* is the one that predicts correctly. 
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