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Abstract

We study how upward communicatierirom workers to managersabout individual efforts
affects the effectiveness of gift exchange as araonenforcement device for work teams.
Our findings suggest that the use of such selfssssents can be detrimental to workers’
performance. In the controlled environment of aofakory gift-exchange experiment, our
workers regularly overstate their own contributimnthe joint team output. Misreporting
seems to spread distrust within the team of workasswell as between managers and
workers. This manifests itself in managers beirss lgenerous with workers’ payments, and
in workers being more sensitive to the perceivedikess of their relative wage payments. By
varying the source and degree of information aldividual efforts between treatments, we
see that precise knowledge about workers’ actuakibmtions to the team output is beneficial
for the success of gift-exchange relationships., Yebrkers’ self-assessments can be a

problematic tool to gather this information.

JEL Classification: C92, J33, M52

Keywords communication, gift exchange, incomplete consactciprocity,
performance appraisal, self-assent, work team, laboratory experiment

" We thank Christoph Engel, Armin Falk, Minou Ghaiffaabrizi, Ammar Mahran, Isabel Marcin, and Maithi
Wibral for helpful comments and support. The papto benefited from comments and suggestions by
conference participants at the IMEBE in Castelléd at the ESA conferences in Luxembourg and Newk,Yor
as well as by seminar participants at the Workshmogo-Determination and Employee Participation liiefT at

the Incentive and Behavior Change Workshop in Ardste, at the Spring School in Behavioral and
Experimental Economics in San Diego, at the Maxé&Hanstitute for Research on Collective Goods anB,

and at the Max Planck Institute for Innovation &@ampetition in Munich.

"Max Planck Institute for Innovation and Competitidunich

¢University of Bonn, and Max Planck Institute fordearch on Collective Goods, Bonn, and IZA.



1. Introduction

The organization of work in teams is widespreaadteftral question not only for work teams
is how to incentivize workers to exert effort, iarpcular given the inherent problem of free-
riding in teams (Holmstrom 1982). Theoretical solng to the problem usually build on the
use of complete incentive contracts, either coonditig on each team member’s individual
output (e.g., Prendergast 1999; Lazear 2000), ojoon team output (e.g., Winter 2004;
Goerg et al. 2010). Yet, actual contracts are ety incomplete and leave workers with
discretion over their work effort — especially wheanportant effort dimensions are not
contractible, or only imperfectly observable by tencipal. The gaps left by contractual
incompleteness might be successfully filled by naeiéms aiming at workers’ reciprocal
motivation (e.g., Fehr et al. 2009). In this papez,explore a very prominent mechanism, gift
exchange, when the principal faces a multi-agetups@Abeler et al. 2010; Gachter et al.
2012). Our focus is on the role of information afwheap-talk) communication in this
environment and its impact on the effectivenesgiftfexchange as a contract enforcement

device for work teams.

Since the seminal work by Akerlof (1982) and thdyekab experiments by Fehr et al. (1993,
1997), there has been an ever-growing interesifirexchange in employment relationships.
What has been identified as a central factor facsssful gift exchange is the perceived
fairness and kindness of the principals “gift” (efgalk 2007; Kosfeld and Neckermann 2011,
Kube et al. 2012). In bilateral employer-employemtionships, a common interpretation of
the firm’s kindness is the absolute size of the avpgyment (yet, see Gneezy and List 2006;
Kube et al. 2013; Cohn et al. 2013/forthcoming)r Rork teams, however, the perceived
fairness of wage payments not only depends onlikelate size of the wages. Additionally,
social comparisons play an important role. Whergijug the appropriateness of their own
wage, workers relate it to their peers’ wages (GCetrchl. 2012). If they feel treated less
favorably, work motivation and efforts are redud€lark et al. 2010, Gachter and Thdni
2010, Cohn et al. 2012/forthcoming). This does avdy apply to the case of unequal wage
payments. Dissatisfaction can also arise under vemgrlity, because workers often take
effort differences into account as well; i.e., th@ynsider relative payoffs, including effort
costs, rather than wage differences per se (Movii@&1). This implies that, in multi-agent

environments, even equal wage payments can beitabuand thus detrimental for gift
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exchange (Abeler et al. 2010). In fact, wheneverkexs in a team differ in their performance
and the principal observes only the joint team oytthe power of gift exchange is likely to
be limited.

In this paper, we test whether communication abadividual effort levels is able to alleviate
this common problem. The focus is on upward compeatian that flows from the agents to
the principal. Agents are asked to report their @ffart — which they usually should know —
to the principal. Such self-assessments by the ayapk are frequently used in firms,
typically as part of the evaluation process in genfance appraisals. They might provide a
valuable source of information for the successétidlelishment of gift-exchange relationships
in work teams. If the reported effort levels ardfisiently truthful and the principal sets
individual wages accordingly, such that hard-wogkagents earn more than lazy agents, gift
exchange might prevailOn the other hand, self-assessment in this sstsfilli only cheap-
talk communication. If workers expect the principaltailor wages to the reported effort
levels, there exist monetary incentives to misrepod exaggerate their own effort. In that
case, the principal would be left with the same amiaf information as if he had only
observed the joint team output; making it agaifidift to establish effective gift-exchange
relations with the work team. Maybe even worse pibkential for misreporting might actually

spread distrust within the team, which in turn doog harmful to successful gift exchange.

Whether workers report their effort levels truttyubr exaggerate them — and thus if this
specific form of communication really helps to irape on the power of gift exchange for
work teams or even harms it — is ultimately an eiogl question. Ideally, it would be tested
in identical work environments that only differ ithhe availability of self-assessments.
Furthermore, individual effort levels would need be perfectly observable by the
researchers, but not by the firm (otherwise, repgrof effort levels would not be necessary).
While these requirements are difficult to be metha field, the controlled environment of

laboratory experiments offers the necessary degfeeontrol for establishing causal

! Recent empirical evidence suggests that many peyffer psychological costs from lying (e.g., Gne2005,
Fischbacher and Folimi-Heusi 2013). In our contéhxt implies that at least some workers shoulcaneffrom
strategically misreporting their private informatiand instead report their true effort levels particular if the
principal's wage payments lead to payoff improveisigisee also the related arguments in Charness and
Dufwenberg 2011 for the case of workers revealidgén information about their personal skills).
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relationships between communication and gift-exgeabehavior. We therefore conducted
lab experiments using a gift-exchange game in whigrincipal interacts repeatedly with a
team of two agents. Agents provide costly efforhick is of value to the principal. The
principal receives information about the agentoreflevels and then decides on their wage
payments. The amount and source of informationased between treatments, so that,
depending on the treatment, individual effort i2 nbservable and/or not contractible. In
treatment EAM, the principal can only observe the joint teampatt given by the sum of
individual efforts. This treatment serves as anmese for the basic effectiveness of gift
exchange with work teams if the principal has necjge information about the individual
effort levels. In our second treatmentge84AGE communication is introduced. Both agents
send a message about their individual effort ldgelhe principal. These messages, which
might be truthful or purely cheap talk, are theantmitted to the principal (in addition to the
joint team output, which the principal also obserie TEAM). By comparing actual efforts
and messages, we can check how agents use the caratran and to what extent principals
should rely on these reports. Following this, wa sae to what degree the use of upward
communication helps to improve the effectivenesgitbfexchange as a contract enforcement
device in multi-agent environments with imperfectformation. To reassure that gift
exchange can potentially work if precise informatie available to the principal, treatment
INDIVIDUAL is conducted. Here, the principal has completermétion about the team output
and about each agent’s individual output. The tneat serves as our benchmark for the

maximum efficiency gains that are to be expectethfgift exchange with work teams.

In our data, we find a positive correlation betwedfort and wages in all three treatment
conditions. On average, high efforts are remundratgh higher wages than low efforts,
suggesting the presence of basic gift exchange bitateral basis (that is, without taking
social comparisons into account). However, gifthexge seems to develop its full potential
only if relative payments constantly reflect th&eatiences in effort provision within a work
team, too. In treatmenibIVIDUAL , on average about 84% of the maximum efficiendapga
are realized. This ratio drops to 61% in treatmEmm, where principals can only observe
the joint team output. Strikingly, efficiency gaiase lowest in treatment B8SAGE (44%).
This is particularly notable for two reasons. Fitste amount of available information is
weakly larger in MssAGEthan in EAM, since agents' messages provide reliable infoomati

for the principal (63% of all messages are truthéuld many of the remaining reports only
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depart slightly from the true effort choice). Sedpmprincipals seem to notice this and
condition their wage payments on agents’ messagegshat relative wage payments are
frequently in line with the actual differences fifoet levels.

We interpret the significantly lower performance MESSAGE as an indication that this
specific form of communication constitutes a pansource of distrust, which in turn is
detrimental for establishing successful gift-exadmmelationships. First, the principal’s trust
might be lowered when he detects that workers pasteheir efforts, inducing him to be less
kind to the workers. Indeed, we find that princgpphy different wages when they observe
that the sum of reported efforts do not match thet jteam output. Second, workers might
expect their peers to overstate their efforts. Thight cause them to be more sensitive to
relative wage payments, and to be more likely tcqige the size of wage differences as
unjustified and unkind. In fact, we estimate agenégative effort reactions following unfair
wage payments to be strongest in treatmess dMGE

These observations are particularly interestintigint of the large management literature on
performance appraisals (for a recent contributgm®e Berger et al. 2013 and the references
therein). This literature stresses the need fojestilbe performance evaluations in firms, but
also acknowledges its shortcomings (in particulasds in rating behavior) and potential
detrimental effects on agents’ work motivation. Huglitional use of self-assessments by the
workers is frequently meant to mitigate these proid. It is suggested that agents’
participation in the appraisal process is key wigttbuilding and work motivation (e.g., Mayer
and Davis 1999, Levy and Williams 2004). Our resutomplement this view. They
demonstrate that self-assessments can, at leastcertain extent, be informative for the
principal in environments where workers have sigfidy precise knowledge about their own
efforts. At the same time, they indicate that, iorkvrelationships that are built on notions of
gift exchange, the employment of self-assessmeart$es the risk of inducing distrust and
lowering work morale. Given that self-assessmeatsesa function beyond being a purely
evaluative tool (e.g., Campbell and Lee 1988) rtafective use might thus require foregoing
the opportunity to tie payments to the subjectiverfgrmance evaluations (see also
Prendergast and Topel 1993, who argue more geydlat “suppressing information on

relative performance may enhance overall incen@aesoutput” (p. 356)).
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Our paper also informs the growing literature iore@mics on cheap-talk communication (see
Crawford 1998 for a general survey). Studies i tield usually focus on the beneficial
effects of communication opportunities (e.g., BallR010). With respect to organizations,
however, the evidence is less conclusive. For mtgtapublic messages sent by the principal
can help to mitigate coordination failures amongerdg (Brandts and Cooper 2007).
Similarly, Mohnen and Pokorny (2006) and Rosaz 22&how that the principal’s potentially
untruthful feedback about an agent’s ability orfpenance can also be beneficial to the firm
— although this comes at the cost of reducing tents payoff due to an increase in effort
(which can subsequently be harmful to the firm, Sebald and Walzl 2014). Moreover, the
same kind of cheap-talk feedback from manager tkeve, which increases performance in
the single-agent case, can backfire and hampert gffovision in a dynamic promotion
tournament between agents (Ederer and Fehr 2001).s@dy underlines the potential
drawbacks that might arise from communication, imw it is communication from agents to
principals. To the best of our knowledge, Coopeat hightle (2013) is the only other study
where employees can send cheap-talk messages émitieyer, but it is not concerned with
information transmission in team settings. Whileo@er and Lightle also explore the effect of
communication on gift exchange, their focus isediéht to ours and their conclusion is rather
positive. In their bilateral setup with perfectanination, the principal makes an unconditional
wage payment and the agent then exerts costlyteffaaigents are allowed to send a free-
form text message of any content to the princighedy mainly use it to advice the principal to
set high wages. Principals follow the advice, whsttengthens the gift-exchange relationship
and induces agents to exert effofor this to happen, however, our results sugdest it
might be crucial to have precise information onrageactual effort levels — otherwise,
potentially dishonest messages might easily spdestdust and weaken the effectiveness of

gift exchange as a contract enforcement device.

Finally, the present study ties in with a growingpérical literature in behavioral personnel
economics, which documents the influence of orgdiomal details and incentive systems on
work behavior (see Charness and Kuhn 2011 for enteview). This study complements
the literature by underlining that the structurecommunication layers in organizations can

strongly impact workers' performance — even in saglere, according to economic models

2 See also Corgnet and Hernan-Gonzalez (2013), s@uelated task for studying situations whenecjpals
do not follow agents’ advice.



with standard preference assumptions, one wouldexpect communication to make a
difference. As such, our study is closely relatedtite widespread debate on the optimal
degree of transparency in organizations, in pddircwith respect to pay secrecy (Charness
and Kuhn 2007, Cabrales and Charness 2011, Grefredr 2011, Nosenzo 2013, Lount and
Wilk 2014, Ockenfels et al. forthcoming). Furthemaoour results add an important piece to
the picture of the effectiveness of gift exchangeamplex, multi-agent employment relations
(Maximiano et al. 2007, Bartling and von Siemen$220Gachter et al. 2012, 2013, Gose and
Sadrieh 2014). While it seems to be generally pbsgo establish successful gift-exchange
relationships, the necessary prerequisites of pa@dairness, kindness, and trust might turn
out as fragile concepts that are apparently suddepto small and seemingly irrelevant
changes in the work environment. This implies thiitexchange is not always a panacea, and
that different environments might require (a comalion of) different approaches, like
tournaments (e.g., Bandiera et al. 2013), incemiase(e.g., Burks et al. 2009), or work goals
(e.g., Goerg and Kube 2012).

2. Experimental Design and Procedures

The experimental design is based on a stylized mofdan employment relationship with

contractual incompleteness, namely a multi-agestensed gift-exchange game (see also
Abeler et al. 2010). The treatments, which will described in detail below, are chosen to
clearly isolate the impact of upward communicatonthe effectiveness of gift exchange as a

contract enforcement device.

Basic Structure  One principal (the employer) interacts witlotagents (the employees)
repeatedly over a finite number of periods. Eaatiopeconsists of two decision stages, i) an

effort stage followed by ii) a wage-setting stage.

At the first stage, both agents decide indepengemt simultaneously on the provision of
their individual efforte; € [enin; emax] = [1; 10]. Every unit of effort produces a payoff of
10 for the principal. Effort is costly for the aggexcept fore,,;,), with the associated cost

functionC(e;) being increasing and convex in effort (cp. Table 1



Individual
Effort Levelg

Cost of Individual
Effort C(a) 0 1 2 4 6 8 10 13 16 20

Table 1: Cost of individual effort.

At the second stage, the principal is informed alblo@ joint team effort, given as the sum of
individual efforts. Depending on the treatmentstis either his only information about
agents’ efforts, or he additionally receives infatian about agents’ (self-reported or actual)
individual effort levels. He then decides on thdiwdual wage payments; € [0; 100] for

the agents, i.e., he can pay equal wages- w,, but he can also discriminate between agents

and sew,; # w,.

At the end of the game, in addition to informatemout individual and team efforts, agents
learn their own and their co-agent’s wage paymantscorresponding payoffs, as well as the
principal’s payoff. Depending on the treatment, phi@cipal is shown his own payoff only, or

he additionally receives information on the payaffthe agents (either their actual payoff, or

their payoff conditional on self-reported effortitgg honest). The payoffs are given by:
Principal’'s payoftf: wp = 10@; + €) —W1 — W

Agenti’s payoff: mi = Ww; — C(g)

Treatments To isolate clearly the influence of communicatiatfl, treatments share the
above game structure. However, the amount of irdtion available to the principals is

varied between treatments:

TreatmeniTEAM: At the wage-setting stage, the principal obseordg the joint team effort.

He receives no information about the agents’ irttliai effort levels.

% Due to the deterministic production function, heese the principal can directly infer from the exre team
efforts of 2 (20) that both agents exerted an iiddial effort of 1 (10). Note that the same woulddhue had
we introduced a noise term to the production fumctas long as principals know the extremes of iddis

efforts and noise. The only way to avoid this isrwy telling principals about the range of feasiétforts, but
this in itself has been shown to pose problemggitirexchange to prevail (Hennig-Schmidt et al. @01By

refraining from introducing a noise term or incoptpl information about feasible effort ranges, wenapt to
avoid confounds between the pure effect of repgnin gift exchange and additional effects of whibése.
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TreatmenMESSAGE Before the beginning of the wage-setting stag#) bhgents can send a
(cheap-talk) message about their own effort lewehe principal. These messages are chosen
simultaneously and independently, knowing actudividual contributions, as well as the
actual team effort. The reported individual effoeiednot coincide with the actual effort, but
has to be feasiblfeAt no point in time are the agents informed aktbetcontent of their co-

agent’'s message, but they know the actual effoeise

Principals at stage two are again informed abcaijdmt team effort, but additionally receive
agents’ messages about thportedindividual efforts.

TreatmentNDIVIDUAL : At the wage-setting stage, the principal obsetliegoint team effort
and each agentactual effort.

Procedure  We used a between-subject design, with subjectgglr@ndomly assigned to
treatment conditions. The general procedure wasdhee for all treatments. Upon arriving at
the lab, subjects were seated in private cubidhegructions were distributed and read out
aloud to create common knowledge about the garnetste and payoffsIn order to ensure
that all participants had understood the basic gatmeture, comprehension questions could
be posed in private, and participants had to anseetrol questions. The game only started

after everyone had answered the control questiomsatly.

At the beginning of the game, participants weredcemly assigned to the roles of agents or
principals and randomly matched in groups of tl{oe® principal and two agents). Roles and

groups remained constant over all twelve perfodsthe end of the experiment, participants

* The reported individual effort has to be chosea iieasible way, i.e., it cannot be larger thantéizn effort
minus the minimal individual effort of the co-agemhus, as discussed in the previous footnotegméreffort
combinations (both agents choosing an actual effatt or both choosing 10) rule out misreporting.

® The experiment was conducted in a labor-markenifig, but loaded words were avoided (that is, veerdit

use words like “shirking”, “team”, “lie”, etc.). Tehoriginal instructions are in German.

® With the partner design and the repeated gametstayave focused on a natural employment enviroripien
which principals and agents interact repeatedly teains work together over some periods. In such an
environment, agents within the teams typically krtbwe ability of their co-agents (in this case,aents have
the same ability and are aware of it). Furtherntbey get to know the other team members’ behasorell as
their principal’'s behavior over time and may addeir own behavior accordingly. Similarly, the mipals may
learn gradually about the team behavior and — ddipgnon the treatment — about (some aspects of) the
individual agents’ behavior.



conducted a test to assess their general riskiggtiiDohmen et al. 2011) and answered a

general socio-economic questionnaire. Subjects therepaid in private and left the lab.

All experiments were run at the BonnEconLab at theversity of Bonn, Germany. The
experimental software was z-Tree (Fischbacher 2081 participants were randomly
recruited from a pool of approximately 7000 sulgagsing the recruitment software ORSEE
(Greiner 2004Y. Subjects were only allowed to participate once. &ach of the treatments,
we conducted two sessions with 24 participants €eckotal 144 participants). Due to the
partner design, a matched group of one principdltamm agents constituted one independent

observation, leaving us at the group level withridiependent observations per treatment.

Each session lasted for about 110 minutes. Payafs converted into Euros at an exchange
rate of 0.02 EUR per point. On average, participaarned 16.34 EUR (including an initial
show-up fee of 200 points, the earnings from atiqus of the experiment, and potential

earnings from the risk-attitude assessment).

3. Behavioral Predictions

Under the standard assumptions of rational andcealtfered money-maximizing players,
subgame-perfect equilibrium predictions do not delpen our treatment conditions. In the
one-shot game, principals will choose the lowesgev@aymentw; = 0 for both agents,
because any strictly positive wage payment woultlice the principals’ monetary payoff.
Anticipating this, agents will exert the minimundinidual efforte; = e,,;, = 1, since costs
of effort provision are increasing ie and agents’ monetary payoff thus decreases. in
Playing the game repeatedly over a finite numbegpasfods € = 12 in our case), the game
unravels from the last period. Thus, the uniquegauoke-perfect equilibrium is that the
principal pays zero wages and each agent choogesnthimum individual effort in all
periods. The equilibrium prediction for rationaldaself-centered money-maximizing players
is not affected by the treatment differences, iteholds regardless of whether the principal

’ Apart from previous experience with gift-exchanggeriments, we defined no exclusion criterion. lmr o
sample, the average age is32.We have 67% female participants. 91% are unddugte students from
various fields, the two largest groups being Ecoiesr21%) and Law students (20%).
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only knows the joint team effort EAm), receives non-verifiable “cheap talk” messagesuab

agents’ individual efforts (MSSAGE, or observes each agent’s actual efforb(ViDUAL ).

Note that, in equilibrium, large efficiency gainsedorgone. Given the parameters that we
implemented, the marginal product of effort proetsexceeds its marginal cost for all levels
of effort. Thus, if we define efficiency simply #se sum of monetary payoffs, efficiency is
highest if both agents exert the maximum amounteffért (e; = ¢; = 10). However,
theoretical models that derive the correspondiregligtion of both agents exerting full effort
would need to alter assumptions about rationalitgdopt a richer set of preferences that are
not exclusively built on strictly monotone transfations of the individual’'s monetary

payoffs.

These alternative models would also introduce thesibility of our treatment manipulations
altering the predictions. In particular, the aduhi&al information in treatments ddsAaGeand
INDIVIDUAL can make a difference for players’ behavior if tleeg not purely self-centered
money maximizers, but instead act reciprocally @ihis something that is frequently
observed in gift-exchange experiments). To see wbgsider that the perceived fairness of
the players’ actions is a key element in succesgftiexchange relationships. In multi-agent
environments, this implies that agents’ payoffs dhée follow a general equity principle
(Abeler et al. 2010, Gachter et al. 2012). The tyquiinciple prescribes that, within a work
team, equal efforts should be rewarded with eqaghyents, and agents with high efforts
should earn more than agents with low eff8rt§herefore, even equal wage payments can be
inequitable whenever workers differ in their perf@nce.

The latter situation easily arises in treatmeBiM, because the principal observes only the
team output, but lacks information about individudforts. Hence, he might frequently
violate the equity principle, which disturbs thé&-gixchange relationship and has detrimental
effects on agents’ work motivation. By contrast, treatment NDIVIDUAL the principal
observes team output and individual outputs, algwiim to tailor workers’ pay to individual

efforts. By following the equity principle, workér&irness considerations are fulfilled and

® Formally,m; = m; iff e; = ¢;, andm; > m; iff e; > ¢; .
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gift exchange can flourish. The upward communicatio treatment MSSAGE could also
potentially enable principals to set wages that iardine with the equity principle. A
necessary prerequisite in B¥SAGE however, is that agents’ reported effort levels a
sufficiently truthful. Otherwise, tailoring paymento pure cheap-talk messages would result
in violations of the equity principle, hamperingtastablishment of successful gift-exchange

relationships.

One might hypothesize that self-assessments dfieienfly sincere for at least three reasons.
First, recent research on honesty and deceptiowtler domains demonstrates that a
substantial fraction of agents reveal a preferdacéruth-telling, because, e.g., agents incur
psychological costs of lying, are guilt-averse awé social-image concerns (Gneezy 2005,
Charness and Dufwenberg 2006, Sanchez-Pages asdt¥ @007, Fischbacher and Folimi-
Heusi 2013). Second, if agents suffer strongly freiolations of the equity principle,
insincere reports are weakly dominated by the exgsato report the actual effort truthfully;
provided that the principal’'s wage-setting takes $elf-assessments into account such that
payments adhere to the equity principle. Thirdruthful reports and subsequent adherence to
the equity principle induces successful gift-exgemelationships, efficiency is increased
and, consequently, agents’ monetary payoffs pakytincrease as well (given that the
principal allocates corresponding shares of thiieffcy gains to the agents). On the other
hand, truthful reporting also constitutes a cooj@naproblem for the agents. If, ceteris
paribus, an agent’s payoff increases in his redoeféort level, agents might be tempted to
overstate their own effort for monetary reasonsweler, principals in our setting can
compare the sum of the reported individual efforith the actual team output; misreporting
in the team would be detected and principal’s wsajéng could potentially react to it.

Summing up, no treatment effects are to be expeotetbr standard predictions. In the
presence of reciprocal players, previous experimsunggest that efficiency should be higher
in INDIVIDUAL than in TEAM. The upward communication in treatmeneE®d3AGE which is
novel and the focus of our paper, yields the paéeid increase efficiency in comparison to
treatment EAM. This, however, requires messages to be suffigieénithful. Otherwise, the
principal again only knows the joint team outputdamould be back in the situation of

treatment EAM.
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4. Results

In the following, we first present results on treant differences in effort provision and
efficiency. As will be seen, efficiency is lowest treatment MSSAGE To better understand
this finding, we subsequently study reporting bédtaby looking at the role of self-
assessments as a potential source of i) additiof@mation as well as ii) distrust among
players. Therefore, we compare effort-wage relatigrs across treatments to show how gift
exchange is affected by the amount and the soudragfaymation about individual efforts.
Moreover, we explore principals’ generosity in treant MESSAGEIn more detail, focusing
especially on differences between periods withwitdout misreporting. This also allows us
to check whether principals’ wage payment pattgrevide incentives for the agents to

misreport their effort.

Effort Choices, Efficiency, and Profit

The agents’ willingness to exert effort is lowerthie principal is only informed about total
team output rather than about actual individuabregf In treatment 8am, agents exert an
average effort of 6.1. In treatmeniDiVIDUAL , the average effort of 8.4 is significantly higher
(Wilcoxon rank sum tesp=.004).° Can non-binding, non-verifiable messages on inidiai
efforts reinstall agents’ work morale and enhanifeiency? A look at effort provision in
treatment MSSAGEshows that it cannot: the average effort of 4.digmificantly lower than
in INDIVIDUAL and even substantially lower than ireAM (INDIVIDUAL VS. MESSAGE

p<.0001; TEAM vs. MESSAGE p=.046, both Wilcoxon rank sum tests).

The histogram of individual effort choices on tledt-hand side of Figure 1 illustrates the
striking differences in effort provision acrossatments. In Eam, the maximal effort of 10 is
the modal effort choice (23.4% of all observations) INDIVIDUAL, agents even choose
maximal effort in the majority of all cases (59.4%)pntrarily, high effort is rarely chosen in
treatment MSSAGE (maximal effort in only 7.3% of all cases). The dab effort choice in

MESSAGEIs the minimal effort of 1 (28.4%).

° Unless stated otherwise, all non-parametric testsbased on averages per matching group as independ
observations, and reported p-values are alwaysstded.
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Figure 1: Left: Frequency of individual effort choices. Rigthverage individual effort per
period — the individual effort is aggregated penigukover all matching groups.

The pronounced differences in effort across treatmare driven by different developments
of effort provision over time (compare the rightadaside of Figure 1). In all treatments,
agents start with similar effort levels. Averagéodfin the first period is 6.1 in treatment
TeEAM, 5.9 in NDIVIDUAL, and 5.3 in MSSAGE the differences being not statistically
significant (Wilcoxon rank sum test of first-periadfort; TEAM vs. NDIVIDUAL : p=.7189
TEAM VvS. MESSAGE p=.3065 MESSAGEVS. NDIVIDUAL : p=.5318. In INDIVIDUAL , agents
rapidly increase their efforts and stick to thehhedfort levels until the last period (Spearman
rank correlation coefficient between period andrage effort per matching group per period:
p =.5657, p<.0001). By contrast, efforts in treatments EBBAGE decrease almost
monotonically over timed = -.1687,p=.0193. In TEAM, there is also a weak negative time
trend, albeit mostly due to a pronounced endganfectefp = -.1272, p=.0786 resp.

p =.0031,p=.9670if final period is excluded).

INDIVIDUAL | TEAM MESSAGE
Principals 71.1 56.2 47.1
Agents 33.2 23.5 14.4

Table 2: Average profit per period.
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Given the specific parameters for our productiod emst functions, effort differences directly
translate into efficiency differences. Table 2 suanes that both agents and principals are
best off in treatmentnDIVIDUAL, followed by TEam and the least efficient treatment

MESSAGE!®

Result 1. Compared to a situation where only the joint teautput is observed, the
additional availability of self-assessments doesimprove agents’ performance. On
the contrary, effort provision iIMESSAGE is even worse than in the absence of
information about individual effort§TEAam). Agents provide high efforts only in
INDIVIDUAL , where principals can observe the actual effovele of both agents.

Self-assessments

Why is the performance in B$sAGEsignificantly worse than in the other two treatits@nTo

shed light on this, we first look at agents’ repaytbehavior.

We find that the amount of available informationMiESSAGEIS weakly larger than indawm,
but lower than inNDIVIDUAL . Although the principal cannot verify the self-@ssments, 63%
of all reports coincide with the actual effort levestill, misreporting is a common
phenomenon since 37% of all reports are untrutiMoleover, note that over-reporting as the
most likely source of misreporting is not possifaeall combinations of effort choices, as the
reporting space is restricted to meaningful repdr8onsidering only those cases in which
over-reporting is possible (247 out of 384 insta)ceverall we find reports to be insincere in
the majority of these instances (57.5%). At theividdial level, most agents (64.5%)
misreport at least once when they face a situahahleaves room for over-reporting; 25.8%
always misreport; and only 9.7% of the agents navsreport. Within a work team, the agent

19 Wilcoxon rank sum test comparing average profitgexiod — Individual vs. team: p=.026 (principaisy.032
(agents); Individual vs. Message: p=.008 (princhab=.002 (agents); Team vs. Message: p=.132dpars),
p=.055 (agents).

1 Agents are not allowed to report individual effoebove the joint team output, and they cannotrteqo
individual effort above the maximum individual eff@f ten. Moreover, agents cannot overstate tafort if
they chose the maximum effort of 10, or if the gedat chose the minimum effort of 1 (but in bothesgghey
can understate the effort if they want to). Consedjy, if both agents chooss=10, or if both choosee=1,
reporting is truthful per design.
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with the lower effort is more likely to misrepotian his hard-working co-agent (Pearson’s
chi-squared tesp<.0001).*

Apart from the absolute number of dishonest repatts of interest by how much and in
which direction the insincere reports depart frame truth. When agents lie, they almost
exclusively overstate their own effort (98% of ks are over-reports). However, as can be
seen in Figure 2, misreporting to the maximum expmssible is rather rare. On average,
agents over-report only 31% of the maximum possikaggeration (excluding those
instances where over-reporting is not possible)s Tnght partly be due to people trying to
maintain a positive self-image with regard to hdyeand fairness considerations towards
their coworker, but also the strategic aspect tdl#ishing credibility and reputation towards

the principal might play a role.

Result 2: In general, a substantial fraction of reports odiohe with the actual effort. Still,
when misreporting is possible, the majority of ssi$essments are dishonest. Insincere
reports almost exclusively take the form of ovgreréng, mostly depart only slightly
from the actual effort level, and are more likedybie given by the low-effort agent in the
work team.

Given that agents frequently misreport, and giveat tnisreporting is almost always in the
same direction (overstatements), principals occadliplearn that reports are insincere=or
example, if a principal observes a team effort fahd the sum of reported effort is 14, he
can infer that at least one of the agents overftegahe individual effort. On average, a
principal faces misreporting in 56.25% of all peiso Moreover, in another 24.5% of all
periods, reporting is superfluous, as both agenthe team had chosen either the maximum
or the minimum effort. Hence, a principal receivebable additional information from the

agents in only 19.25% of all periods.

12\When agents exert lower effort than the co-agesy tisreport in 77% of all cases in which overertipg is
possible. Harder-working agents or those who ekertsame effort as their co-agents only misrepo8&7i% of
all possible cases.

13 1t has to be qualified that principals can onlyb&erve” misreporting if they correctly conjectuteatt
underreporting is very unlikely to occur. Furthemmonote that although principals can infer misrépg at the
team level, they are unable to attribute misrepgro a specific agent.
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Figure 2: Empirical Cumulative Distribution — deviations a#ported individual effort from
actual individual effort in percent of the maximower-reporting possible. Only those reports
are included for which overstating was possible.r Fihe ease of interpretation,
understatements are excluded (0.8% of all obsesuatiresp. 2% of all lies).

Wage-Setting and Reciprocity

Although misreporting is common, its impact on tift-exchange relationship need not be
negativeper se Therefore, we now check if and how the principaiage-setting behavior is
affected by the presence of self-assessments. Mareae will test if the common form of
“over-reporting while under-performing”, which wadserved in the previous section, can

(c.p.) be part of a profitable strategy for an dgen

Figure 3 shows average wages for a given individeffdrt. As indicated by the strong
upward slope in all three treatments, a higherreffy on average, reciprocated with higher
wages-* Hence, even in Essaceand in EAM, we see the typical gift-exchange pattern that
has been reported before for many bilateral gitthexge settings.

Result 3: In all three treatments, higher efforts are on agg remunerated with
higher wages.

4 The observation of a positive effort-wage relasioip at the individual level also holds at the tdawel for
the team effort — team compensation relationsteipH(e;) vs. (Wz + wj)] .
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Figure 3: Average individual wage for a given individual eff@ctual efforts).

After having shown that the general gift-exchang#egon is similar in all three treatments, a
closer analysis of the determinants of wage-settavgals that differences in the principals’
information about individual effort lead to sigmiint differences in the way principals reward
the agents’ effort. In order to investigate wagehsg behavior in greater detail, we run fixed
effects regression analyses and test the impacaidofidual effort and team effort separately

for each treatment (compare Models 1 to 3 in T8hle

As expected, due to the lack of information abadividual efforts in treatmentelim, wage-
setting is not significantly influenced by agentedividual effort — the coefficient for
individual efforte, in Model 1 is insignificant and close to zero.t&asl, principals condition
their wages on the only information available: teefficient for the team effod +e;, IS

substantial and significant.
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Dep. Variable EAm INDIVIDUAL  MESSAGE MESSAGE MESSAGE MESSAGE

w;; (Model 1-4);
w, 4w, (Model 5-6) Model 1 Model 2 Model 3 Model 4 Model 5 Model 6
e 0.073 5.845%+* 1.551*
(0.302) (1.037) (0.645)
8.8 2.778*** 0.312 1.431% -0.471 44410 4.070***
(0.304) (0.576) (0.386) (0.323) (0.458) (0.406)
Fit 5.004%*
(0.857)
Dishonesty -6.540%+* -2.823 -11.422%*
(2.001) (3.080) (3.459)
Dishonesty x -3.807***
Fig (0.944)

Dishonesty x 2.371%** 1.051*
(eirter) (0.434) (0.524)
Constant -1.273 -5.736 0.869 2.829**  3.093 5.779

(3.727) (6.388) (2.115) (1.703)  (4.261) (3.499)

R overall 0.680 0.586 0.691 0.690 0.728 0.720

Prob > F 0.000 0.000 0.000 0.000 0.000 0.000
n 384 384 384 384 192 192

Table 3: Fixed effects wage regressions. i8 the coefficient for individual efforg,+e;, the
coefficient for team effort, and:ris the coefficient for reported individual effort.
“Dishonesty” is equal to one in all cases in whithere is misreporting in the matching
group, and zero otherwise. Robust standard erratjsisted for clusters in matching groups
are presented in parentheses. Significance at @8, 5%, and 1% level is denoted by *, **,
and ***, respectively"’

By contrast, principals’ wage-setting in treatm&miviDUAL is significantly determined by
agents’ individual efforts. According to Model 2yegy unit of individual effort increases
individual wages by 5.845. The small and insigmifit coefficiente +e;, indicates that, in this

treatment, wage-setting is not influenced by tlaeneffort per se.

As the regression analysis in Model 3 shows, ppasiin treatment ESSAGESystematically
consider both types of information for their wagg/ment — individual effort and team effort.
Principals conditioning their wages on reports #mefeby rewarding individual effort can

> A Hausman test suggests the use of the fixed teffmodel over the random effects model. Moreovete n
that censoring is not a problem in this settingnlydew wages are set at the lower level (OfAW: 31;
INDIVIDUAL : 25; MESSAGE 24) and no wages at the upper level (100)
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potentially explain the contrast to the wage-sgttirehavior in EAM. Hence, agents’ self-

assessments indeed seem to affect principals’ wetjeg.

Models 4-6 focus on treatmentH¥ISAGE in more detail, in particular on the impact of
(mis)reportsin Model 4, we analyze whether determinants of wegting differ in periods
of truthful reporting from those in periods of n@porting. Therefore, we introduce a
Dishonestydummy that equals 1 in periods in which a princiga confronted with
misreporting in the team. We also interact this cynwith the individual reports;;, as well
as the team effoe +e;;. The results show that, in periods with sincepores, the principals
take agents’ self-assessments into account. Thiéiateet for reported effortr;; (5.004) is
positive and significant, while the small and imsiigant coefficient of joint outpug +e;:
(-0.471) shows that team effort is largely disrelgar However, the principals change their
behavior as soon as they are confronted with des$tomeports. Ceteris paribus, they
remunerate the reported effort levels significamélys in periods with misreporting than in
periods without misreportingDishonesty ri;: -3.807). Instead, when confronted with
insincere reports, the principals condition the @smgn team output. The difference in
principals’ consideration of team effort betweemiqes of truthful and untruthful reporting is
substantial and significanD{shonestyx gt+e;; : 2.371). Every unit of team effort is now
rewarded with 1.9 units of additional wage (-0.472.371). A Wald test for the combination
of team efforte+ej; and the interaction effedDishonestyx e:+e;; shows that these

coefficients are jointly significanp¢ob > y? = .0000).

The results of Model 4, combined with the abovalifigs on agents’ reporting behavior,
provide a potential explanation for the low effitdg in treatment MSSAGE To see why,
consider that the change in estimates caused bshiftefrom exclusively relying on agents’
messages in periods of truthful reporting, to maicbnsidering team effort in periods of
misreporting, implies monetary incentives for mggeing, which in turn constitutes a source
of distrust among agents. In particular the lowfgrening agents have a strong incentive to

over-report, as it provides them with the opportyto free-ride on the other agent’s efftft.

'8 To point out these lying incentives, it is usefulbpply a sample calculation. Suppose the effoagenti is 4
and the effort of agerjtis 7. Without misreporting, agentvould — according to the estimates — receive aewag
of 17.66 (5.004*4 RReported Effortf] — 0.471*11 Team Effort (erte, 9] + 2.829 Constan)). If he over-
reports by 1 (i.e., claims to have exerted an iddial effort of 5), he would receive a higher waife23.174
(5.004*5 Reported Effort;f] — 0.471*11 Team Effort (gs+e, )] — 6.540 Dishonesty— 3.807*5 Dishonesty x
Reported Effort ] + 2.371*11 Dishonesty x Team Effort(¢e,)] + 2.829 Lonstan). Maximum over-
reporting Reported Effort;; of 10) would even result in a wage of 29.159. Adgewould receive a wage of
20



Furthermore, the high-performing agents have ariagmmcentive for misreporting as well,
namely when they expect the co-worker to oversteeffort. In fact, if there is misreporting
in the team anyway, it is beneficial for both agetatover-report to the maximum amotht.

Result 4: Principals tailor wages to self-assessments inquiiof truthful reporting.
In periods of misreporting, they largely disregatite reported effort levels and
instead focus on actual team output. The observagewayment patterns imply
monetary incentives to over-report — not only fbe tow-performing agent in a
team, but in general for those agents who expectdhworker to misreport his effort
level.

Ultimately, the previous regression analysis alyesufgests a rationale for the breakdown of
gift exchange in treatment 8sSAGE On the one hand, it regularly pays off to lie &ments
who exert lower effort than their co-agents. Thatywhey can free-ride on the other’s effort.
On the other hand, high-performing agents who exjheir co-worker to be dishonest should
lie as well. This situation, with strong payoff emtives to overstate the own effort level,
certainly has the potential to foster distrust aghtme agents in the team. One can imagine

that none of the agents wants to “get the shortoénide stick” for being honest.

A second reason for the failure of establishingcsessful gift-exchange relationships in
treatment MSSAGEcan be found in the general generosity of wageneays. In Model 4, we
observe that misreporting can lead to lower waganeats, depending on the individual
effort level and the sum of effort in the team. lexample, the coefficient fddishonesty
(-6.540) is negative and significant. Models 5 @&éurther investigate whether principals
“punish” the detection of dishonest behavior intidsm, looking at a reduction in team wages
(w; + wj;) rather than individual wages. Model 5 only indsdeam output and dishonesty as
explanatory variables. Again, the coefficient Bishonestyis large and negative (-2.823), but
falls short of being significant in this specifizat. In Model 6, we additionally include the
interaction between team output and dishonesty eieeal under which circumstances

dishonesty is punished. The coefficient diIshonestyis significantly negative (-11.422),

32.676 without any misreporting in the team. If dver-reports by 1, he would receive a reduced wafge
26.765.

" Consider the example from the previous footnagspuming maximum over-reporting by agenin that case,
agentj would only receive a wage of 25.568 (7.108 lesstwithout misreporting in the team). If we now
assume that ageptdecides to misreport completely as well (repoeéfdrt of 10), he would receive 29.159.
This is still less than in a period without any rejgorting in the team, but more than with agen¢porting
truthfully and his co-agemtmisreporting.
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while the interactiorDishonestyx (e; + e;) is positive and significant (1.051). This suggests

that dishonesty leads to strong wage reductionsthai this form of punishment via wage

cuts is applied less intensely to high team eff8tts

Given that agents frequently misreport their efforthe revealed wage-setting behavior
directly translates into less generous wages iatritent MessaGe™® Looking at total wage
payments, principals in BESAGEpay the lowest wages (average of 20.15), follotwedeAm
(33.24). Average wage payments are the highestonvibuaL (48.8). All differences are
significant at the 5% level (Wilcoxon rank sum tdsDIVIDUAL vs. TEAM: p=.0116
INDIVIDUAL VS. MESSAGE p=.0002 TEAM vS. MESSAGE p=.0382.

Result 5: In particular when team effort is low, principalsiqash misreporting by
paying lower wagesOverall, wage payments are least generous in treatm
MESSAGE

Equity Principle

We hypothesized that the perceived kindness of ywageents would be crucial for workers’
motivation to exert high efforts. Parts of the géved kindness also depend on the principals’
ability and willingness to follow an equity prindg In our setting, the principal’s ability to
pay individual wages in accordance with the equptynciple largely depends on the
information about individual effort. Hence, we shibwbserve principals’ wage-setting to
conflict with an equity norm least often inOivIDUAL and most often in treatmenEAm
(remember that agents observe each other’'s efemiswages and can infer equity norm
violations from this information). Due to a limitebut non-negligible, amount of reliable
additional information from the self-assessmentgcpals in MessAGE should be able to
follow the equity norm more often than ireAm, but less often than imbiviDUAL . In fact,

we observe exactly these patterns.

18 Note that a principal always faces the problent Headoes not know whom to punish and would cégtain
often hurt an innocent agent as well — which igliikto yield bigger drawbacks if team efforts arghh This
may be one explanation for the observed diversitpunishment patterns. Still, all findings on wasgsdting
behavior point to general disturbances in trustveet the principal and the team, as well as withework
team.

9 Of course, the differences in absolute wage paynean to some extent be seen as the mirror image o
differences in the effort provision, and thus aéfficcy.
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Dep. Variable

€1- 61 Model 7 Model 8 Model 9
Negative -2.268**  _1,089*** -1.284*

Viol; 1.1 (0.218) (0.346) (0.523)
Negative -0.505 -2.073**
viol;+.; X MESSAGE (0.485) (2.027)
Negative -0.369 1.833
viol;+.q X INDIVIDUAL (0.663) (2.611)
Positive 0.373* 0.579 0.504

Viol; 1.1 (0.215) (0.393) (0.374)
Positive -0.421 -0.370
violi .1 X MESSAGE (0.450) (0.431)
Positive 0.248 -0.167
violi 1 X INDIVIDUAL (0.930) (0.979)
Constant 0.343** 0.320%** 0.934%+*
(0.073) (0.082) (0154)
Period and
Additional Controls None None corresponding
interactions
R? overall 0.121 0.122 0.140
Prob> F 0.000 0.000 0.000
n 1056 1056 1056

Table 4: Fixed effects regressions on effort changes. Negato|..; is equal to one if in t-1
an agent was negatively affected by an equity noafation, Positive vigl.; is equal to one
if in t-1 an agent was positively affected by aruiggnorm violation, Mssaceand
INDIVIDUAL are treatment dummies, period controls are for gem over time (also
contingent on treatment and negative violation)b&xt standard errors adjusted for clusters
in matching groups are presented in parenthesemif8iance at the 10%, 5%, and 1% level
is denoted by *, **, and ***, respectively.

Principals try to adhere to the equity principleenver possibl& In INDIVIDUAL , principals
know the actual individual efforts and almost al&g@ay wages in accordance with the equity
principle. They violate the equity principle in $ethan 7% of all wage decisions. By contrast,

% In identifying violations of the equity principlat the team level, we consider the following caaes
disadvantageous or negative (advantageous or yeEsitiorm violations: agents either exert a highewér)
individual effort than their co-agents and receilte same or a lower (higher) payoff, or they exleet same
effort as their co-agent and receive a lower (higlpayoff. Accordingly, the norm is fulfilled whea lower
(higher) effort is accompanied by a lower (highgayoff, or when equal efforts lead to equal payoffs
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principals in treatment HAM are, by design, unable to condition their wageisi@ts on
individual performances. Instead, they simply pgya wages in most of the cases (84%).
However, whenever agents differ in their effortistgoes along with inequitable payoffs.
Consequently, principals inERM violate the equity principle much more often (ir#6 of all
cases) than those imoiviDUAL (Wilcoxon rank sum test for the aggregate number of
violations per matching group —EAM VS. INDIVIDUAL : p<.000]). Looking at treatment
MESSAGE the additional information from the reports hekasd the equity principle is
violated less frequently than ireAm: violations are reduced by 32% (Wilcoxon rank dest

— TEAM VS. MESSAGE p=.0237).%

Result 6: When the available information about individualogf$ allows for it,

principals frequently set wages that are line vilie equity principle. Consequently,

equity norm violations occur most often in treatinémeam, less often iIMMESSAGE

and only rarely inNDIVIDUAL .
The regression analyses in Table 4 study the effedisregarding the equity principle on
agents’ effort reactions in the subsequent peribitey reveal that corresponding norm
violations have a detrimental impact on effort. Mb@ captures the general pattern of effort
reactions. Agents who are affected negatively leynttrm violation significantly reduce effort
(-2.268). Agents who are positively affected by tirm violation tend to increase effort
(0.373), albeit not by the same amount by whicmegsuffering from norm violation reduce
their effort. As every advantageous norm violatimn one agent is accompanied by a
disadvantageous norm violation for the co-ageneral a negative impact is revealed. This
general result is in line with previous evidencebeavior after equity norm violations (e.qg.,
Abeler et al. 2010, Loewenstein et al. 1989, Mowi891).

Models 8 and 9 investigate whether the availabiityprivate self-assessments in treatment
MEssAGEiInduces different reactions to norm violationsnthia TEAM and NDIVIDUAL . This
could be because workers InEBSAGE might (rightfully) expect their peers to frequentl
overstate their efforts, causing them to be monsisee to relative wage payments, and to be
more likely to perceive wage differences as unjiestiand unkind® However, it turns out

that the corresponding interaction effects betweestment MssAGEand norm violation are

2L For completeness: the number of equity norm vimfestis significantly lower inNDIVIDUAL than in MESSAGE
(Wilcoxon rank sum tesp<.0001).

22 |n fact, 90% of all equity norm violations inBdsAGeare accompanied by misreporting in the team.

24



only statistically significant if we additionallyoatrol for period effects, and only for negative
norm violations. This can be seen by comparingthedficients fomegative/positive vigl; X
MessaGEbetween Models 8 and?®We observe in Model 9 that agents’ efforts reaotem
strongly to disadvantageous (negative) norm viotetiin treatment ESSAGE(-2.073) than in
the other two treatments. Moreover, the estimaiepdriod controls (not reported in Table 4)
additionally indicate that stronger effort reduagoafter norm violations in BSSAGE occur
particularly in the first periods, and that thefféedences only vanish in later periods.

Result 7: Equity norm violations are detrimental for ageng$fort provision in all
treatmentsHowever, in particular in early periods of the gaméhen confronted
with a disadvantageous norm violation, agentdMassAGEreduce efforts more
strongly than those in treatmenfisAM and INDIVIDUAL .

5. Discussion

Our experiment demonstrates that gift exchangesfreated interactions between principals
and agents working in teams can be establishedhbtit is sensitive to the degree to which
the principal is informed about the agents’ induad efforts. In terms of efficiency, we see
substantial differences across treatments. Fulbrimétion about individual efforts is
accompanied by the most efficient outcomes. If @pals are not informed about agents’
individual effort at all, agents’ willingness toexx high efforts is reduced. Strikingly, adding
the opportunity to increase information via truthfoessages about individual effort levels
hurts performance instead of helping it. Agents tihe MESSAGE treatment perform
substantially worse than those in the other treats€elhis result is not due to reports being
completely uninformative or the principals not ety on these reports at all. Reliable
additional information due to the reporting is lied, but non-negligible. Whenever principals
realize that both reports in the team are truthfiuby systematically take the reports into
account as an additional source of information tfe wage-setting decisions. A positive
consequence of truthful reports and principalsinglyn this additional source of information
is the fact that the frequency of equity norm Miolas is lower in MSSAGEthan in TEAM.
However, such reporting possibilities can also leadnegative effects, which in our

experiment offset and even exceed the positive céspef reporting. It seems that

% Note that negative coefficients for the interactieffect indicate that agents i) reduce effort msirengly
when negatively affected by a norm violation, ahdiécrease effort less strongly when positivefeeted.
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(mis)reporting spreads additional distrust in thim@pal-team setting as indicated by some
patterns revealed in our analysis: less generouxipals (in terms of wage payment);
stronger negative effort reactions after equitynmaiolations; and, ultimately, significantly

reduced effort contributions and therefore redusféidiency.

Concerning potential policy implications, our rasutlearly show that it might be better to
refrain from reports on individual performance,lasg as the accompanied communication
structures cannot effectively prevent the develapnoé distrust among the concerned patrties.
However, the impact of the (lack of) informationoab individual effort and the effect of
reporting on the agents’ work morale most probat#gpends on a number of factors in the
institutional setting that we did not test for ihetpresent experiment: the firm-specific
organizational structure, communication structued production technology. Results for
three different settings were presented here; ttebustness for other settings should be
subject to future research. For instance, one cdlilck of more complex reports and
communication structures than the simple one-wayrnaanication, for example by using
multi-task environments or adding more communicatichannels (e.g., two-way
communication between agents in the team and aipal) or communication among agents).
It might also be interesting to study the impactezm size on the effectiveness of reporting
in such a setting; do more agents in the team etlust, because there are more potential
sources of mistrust, or does team size increass #simce the marginal impact of each
individual report vanishes the larger the team g®@winally, it might be worthwhile to
introduce more complex payment schemes, or to dieckiternative rewards for efforts (in-
kind benefits or symbolic awards), so that prinlgpsan use the information from the self-
assessments to reward the agents along other donsengNot only) these questions call for

further experimental research in this fundamenédd fof interactions in organizations.
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