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Abstract: When confronting economic models with data, it is usually the case that some critical
variables, such as tastes and productivities, are unobservable. This lecture will cover several
nonparametric methods that can be used to estimate such unobservable variables. The methods make
use of the relationships among the observable and unobservable variables, which are specified in the
models. Once recovered, the unobservable variables can be used to analyze counterfactuals that
depend on their values. As an empirical example, the methods will be used on cross section data to
predict the choices that would be made by a particular individual, characterized by a vector of tastes,
when the set of possible choices of such individual changes. Particular focus will be placed on models
with multidimensional unobservable variables, such as those encountered in models of consumers with
heterogeneous tastes or in equilibrium models of interaction among several heterogeneous agents.
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