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Abstract

The following thesis presents three distinct experiments focusing on social distance. We
first examine experimentally whether individuals’ decision to delegate is a function of
social distance. Using a principal-agent setup we offer the principals the option to either
decide themselves how much money to share with a recipient or hire an agent to make
the decision on their behalf. By varying the social distance between principals and
recipients we provide new evidence that shows low social distance makes principals less
likely to delegate, ceteris paribus. Additionally, we find that even when principals decide
to delegate, low social distance makes them more pro-social and thus, delegation is not

used as a means to shift the blame for selfish behaviour.

The second experiment examines the potential motives explaining why people delegate
less as social distance decreases. Our focus is on two motives: direct altruistic motives
and expectation of future reciprocal favours. To study the effect of directed altruism,
we vary the social distance between principal and agent while keeping the anonymity
between them. To observe the role of expected reciprocity we vary anonymity between
friends. Our results suggest that, for a given sharing decision, it is directed altruism
that drives the decrease in principals’ delegation decision when social distance is closer
between principal and recipient. We do not find expected reciprocity to play a role
in principals’ delegation decisions, however, we do find this motive to drive principals’

choice of a pro-social agent.

The final experiment examines the role of culture on individuals’ performance and will-
ingness to compete. Subjects take part in a summation task with either a competitive
payment incentive or a fixed payment incentive. To observe the role of closeness in
culture, we invite Chinese subjects who are from a collectivist culture and British sub-
jects who are from an individualistic culture. We find that subjects from the Chinese
culture perform better in both competitive and non-competitive tasks compared to sub-
jects from the British culture. We do not find a difference between Chinese and British

subject tournament entry decisions.
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Chapter 1

Introduction

1.1 General Introduction

For years behavioural economics has highlighted the role social distance plays in deter-
mining individuals’ decisions. Social distance is known as emotional proximity induced
by a situation where people are expected to act in favour of those with a higher degree
of social kinship (Bogardus, 1928). In economic interactions, people usually have some
kind of information about each other (Cobo-Reyes and Jiménez, 2012) and they tend
to care about others as much as they care about themselves (Fehr and Schmidt (1999);
Charness and Rabin (2002); Bolton and Ockenfels (2000)). Individuals are known to
act more favourably toward others with closer social distance from them such as their
friends (Tajfel et al., 1971). Social distance plays a major role in determining economic
decisions and it is typically determined by nationality, occupation, race, etc. (Charness

and Gneezy, 2008).

In this thesis, I study social distance variation under two different decision-making
themes. The first theme investigates individuals’ delegation decisions in a principal-agent
setting. In particular, I focus on principals’ delegation decisions when the social distance
between a principal and a recipient varies. With this theme, I find that principals are
less likely to delegate their decisions to an agent and this is driven by altruistic motives.
I contribute to this field of research by examining social distance variation and the role

it plays on individuals’ delegation decisions and their choice of agent.

The second theme focuses on performance and competitiveness, where individuals are
asked to solve problems in a summation task with either a competitive or a non-
competitive payment scheme. I also study social distance within individualist and

collectivist cultures and how they determine performance and willingness to compete



within two different cultural groups. With this theme, I find that social distance and
the closeness that people feel towards others in their society differs across cultures and
this can play an important role in determining performance. I find that in a collectivist
society such as China, individuals not only feel closer to each other but also perform

better regardless of the monetary incentives.

In the second chapter of my thesis, I study how social distance variation can influence
individuals’ delegation decisions. Delegation is known to confer efficiency, meaning that
the principal may hire an agent because the agent is better informed or has a lower
opportunity cost of time. However, delegation may in some cases occur for reasons
unrelated to efficiency. Individuals may delegate decisions because they do not want
to be responsible for a selfish outcome of an action and they want to shift the blame
(Bartling and Fischbacher, 2012). In a leading study, Hamman et al. (2010) show that

actions taken through delegation are in fact less pro-social than actions taken directly.

Inspired by Hamman et al. (2010), I use a modified dictator game in a principal-agent
setup. In this experiment, principals are offered a fixed endowment and they are asked
to decide how much they are willing to allocate to the recipient. The agents on the
other hand are asked to propose how much they would share with the recipient if they
are chosen by the principals to make the final allocation. Principals are then presented
with the agents’ proposals and will need to decide either to share with the recipient their
initial offer or hire one of the agents to make the decision on their behalf. It is noted that
the agents’ proposals are non-binding, meaning that the agents can offer the recipient
any amount if they are chosen by the principal, regardless of their initial proposal to the

principal.

The experiment is conducted in three treatments. In the first treatment which we refer to
as the Stranger to Stranger (S-S) treatment, we invite subjects to the lab randomly. We
then pair subjects together randomly and assign them a role. In the second treatment,
we invite subjects to the lab and ask each subject to bring along a friend. The friend
they bring can be a housemate, a classmate, or any friend that they know and interact
with regularly. When subjects arrive at the lab, we pair each subject with the friend
they brought with them to the lab. This treatment is referred to as the Friend to Friend
(F-F) treatment. We also run a third treatment where we invite subjects to the lab
and ask them to bring a friend, but we do not pair subjects with their friends. This
treatment is referred to as the Friend to Stranger (F-S) treatment. These variations
in treatments will show us the effect that social distance has on individuals’ delegation

decisions.



Delegation is often used as a moral wiggle room, where principals can take selfish actions
and not get blamed for the outcome. We find that this may not be the case when
the social distance between principals and recipients decreases. Our findings from this
experiment show that principals share more generous offers with their friends compared
to strangers. This finding is in line with Hoffman et al. (1996), Charness and Gneezy
(2008) and Branas-Garza et al. (2010), showing that with a closer social distance between
subjects, generosity increases. Principals are also less likely to delegate their decisions
to an agent when they are paired with their friends. We also observe that conditional
on delegation, principals are more likely to hire a more pro-social agent when they are
paired with their friends. These results may conjecture that when there is a close social

distance between individuals, delegation cannot be used as a moral wiggle room.

In chapter three we extend the analysis of the second chapter and study the pro-social
motives driving principals’ sharing and delegation decisions when the social distance
between a principal and recipient varies. In the second chapter, we showed that vari-
ation in social distance induces pro-sociality which leads to more generous offers and
less delegation from the principals. Using a principals-agent set up we identify these
mechanisms and explain the decrease in principals’ delegation decisions when principals
are interacting with their friends. In particular, we follow Leider et al. (2010) and focus

on two motives: directed altruism and expectation of future reciprocal favours.

Directed altruism is people’s preference for the well-being of their friends and those
with closer social distance to them. By varying the social distance between principal
and recipient we can identify the role of directed altruism. For this, we pair principals
with both a stranger and their friends and we examine how principals’ sharing and
delegation decisions differ for their friends compared to strangers. If directed altruism
is driving principals’ decisions, we expect principals to share more and delegate less
when they are paired with their friends compared to a stranger when the principal is

anonymous to the recipient.

On the other hand, expected reciprocity is a pro-social motive where principals act more
pro-social towards their friends mainly because they expect reciprocation from them in
the future. Since future reciprocation requires principals to have a history of interaction
with the recipient that may continue, we compare principals’ anonymous decisions with
their non-anonymous decisions when they are paired with their friends. If expectations
of future reciprocal favours play a role in principals’ sharing and delegation decisions, we
expect principals to share more with their friends and delegate less in the non-anonymous

treatment compared to the anonymous treatment.

4



For this experiment, we have three roles: principals, recipients, and agents. We offer
the principals a fixed endowment and ask them to decide how much they would like to
share with the recipients. Simultaneously we ask the agents to decide how much they
would share with the recipient if they are chosen by the principal to make the decision
on their behalf. A principal is then presented with the agents’ proposal and will need to
decide either to share their initial offer or choose one of the agents to make a decision on
their behalf. The agents’ proposals are non-binding which means that if they are chosen
by the principal, they can share any amount with the recipient. This can be the same

or different from their initial offer.

We invite subjects to the lab and ask them to bring a friend along with them. We
assign each individual in a pair either the role of a principal or the recipient. One pair
in each session will have the role of agent. The principals are asked to make multiple
decisions in this experiment. Every principal makes decisions for both their friends and
a stranger in the room. For each pair, the principal also makes both an anonymous
and a non-anonymous decision. If decisions are anonymous, the recipient is not told
who (i.e., their friend or a stranger) made the corresponding decision for them. On
the other hand, if decisions are non-anonymous, then the recipient is informed about
the principals’ relation to them and the final decision. To observe the role of directed
altruism we study principals’ anonymous decisions when they are paired with their
friends and their anonymous decisions when they are paired with strangers. To observe
the role of expected reciprocity we study principals’ anonymous and anon-anonymous

decisions for their friends.

Our results from this chapter suggest that the increase in principals’ sharing is driven
by both directed altruism and expected reciprocity. However, principals’ delegation
decisions are only driven by directed altruism. We do not find evidence for expected
reciprocity as a pro-social motive driving principals’ delegation decisions. Although
principals’ delegation decision is not determined by the expectation of future recipro-
cal favours, principals’ choice of agent is significantly determined by this motive. If
principals do delegate their decisions, their choice of a pro-social agent is significantly
determined by expected reciprocity. We do not find directed altruism to play a role in

principals’ decisions after delegation.

To the best of our knowledge, this chapter provides the first results, distinguishing the
role of directed altruism and expected reciprocity as pro-social motives driving delegation
decisions. Given that delegation is an important part of business interactions, studying
the motives behind this decision is particularly important for policy-makers. Studies

such as this will help micro-finance better direct their resources by identifying cultures



as altruistic based or reciprocity based.

The fourth chapter provides evidence on how closeness within a culture can affect per-
formance and willingness to compete under different compensation schemes. Culture is
known to drive two important attitudes in the workplace: performance and competi-
tion (Booth et al., 2018). These two attitudes can be incentivised by different payment
schemes. Recent studies suggest that culture significantly affects behaviour (Gneezy
et al., 2009). Carlsson et al. (2020) and Zhang (2019) confirm that cultural differences
lead to a gender gap in performance and competition. In this chapter, we study how
people perform and compete in cultural groups where people feel closer to each other
compared to cultural groups where people feel distant from each other. Studies on vari-
ous cultures show that, unlike in individualistic cultures, in collectivist cultures, people
feel closer to each other and are more likely to behave more pro-social (Cameron et al.,
2015). They also explain that, in a collectivist culture, under a competitive and non-
competitive payment scheme, women perform equally or as good as men. They show
that performance in a competitive payment condition is significantly better compared
to a fixed payment condition. These studies also show that in individualistic cultures
we expect to see more competition. Here we study differences under two performance

payment schemes and cultural groups’ preferred payment scheme.

We invite subjects either of a Chinese nationality or a British nationality and we conduct
single nationality sessions meaning that everyone within a session was from the same
nationality. Inspired by Niederle and Vesterlund (2007) we design an experiment where
subjects are paired in a group with another person and are asked to solve summation
problems under either a piece-rate payment scheme or a tournament payment scheme.
In the piece-rate payment, scheme subjects are paid a fixed amount for every correct
response. In this case subject’s payment depends on their performance and ability. In
the tournament payment scheme subjects are paid only if they solve more problems
compared to their paired partner in the group. In this case subject’s payment depends
on not just their performance and ability but also their paired partner. Using these tasks,
we elicit subjects’ productivity. We then ask subjects about their preferred compensation
scheme. Subjects are asked to choose either the piece rate or the tournament for the
payment method of their final task. We elicit subjects’ preference for competition in this
task. In the end, we ask subjects to indicate their belief about their rank in their pair,

their level of risk aversion and how close they felt to another person of their nationality.

Our results are surprising. We show that the Chinese subjects perform better than the
British subjects in both the piece rate and the tournament task. We explain that this is

due to the institutional reforms which encouraged gender equality since the communist



regime in China. We show that the better performance from the Chinese subjects is
mainly driven by Chinese women. We explain that closeness in collectivist group and
better math test scores from Chinese women can explain the difference in performance.
We also show that there is no competition difference between the Chinese subject and
the British subject. Our result is robust for a given level of confidence, the difference in

performance and risk aversion.



Chapter 2

Shifting the blame: Does social

distance matter?

2.1 Introduction

Delegation is a ubiquitous tool, commonly used in economic activities and business inter-
actions. Every day, people make or encounter decisions that not only affect themselves
but also affect others. These decisions range from choosing a restaurant to firms decid-
ing to relocate. Despite preferences for control and decision autonomy, people still do
opt for delegation as a way of maintaining efficiency or avoiding taking the blame for a
self-interested decision' (Charness et al. (2012); Hausfeld et al. (2020)).

Delegation can take on various forms. People can use other decision making processes
like random number generators, coin flips or a die to avoid the burden of a decision
(Blount (1995); de Melo et al. (2016); Kirchkamp and Strobel (2019))%. In a standard
principal-agent setting, principals delegate their decisions to agents because the agents
are either better skilled, better informed or have lower opportunity costs (Fershtman and
Gneezy, 2001). In this case, delegation is assumed to be efficiency-driven. A recent line
of study introduced by Hamman et al. (2010) shows that efficiency may not always drive
delegation decisions. Principals may hire agents to take on self-interested decisions that
the principals are reluctant to take on themselves. In this case, delegation is used as a
way to avoid punishment (Coffman, 2011) or shift the blame (Bartling and Fischbacher,

2012) of a self-interested action.

!Delegation has also been explored in previous studies as a way for people to retain control and
authority over their decisions (Fehr et al., 2013); (Owens et al., 2014).
2In this case they do not shift the blame (Steffel et al., 2016).



In this paper, we study the role of delegation as a blame shifting device. Given that
many social interactions and workplace relationships are characterised by social distance,
we create a principal-agent setup while varying the social distance and observe, the value
of keeping control over decisions. People communicate and interact with each other on
a daily basis and through this interaction, they develop a sense of closeness. Given
the rapidly changing nature of interactions, from in-person interactions to remotely
conducted interactions, we recognise the importance of social distance, and we analyse
individuals’ delegation decisions when it affects friends compared to when it affects
strangers. We ask the question, are people more or less willing to delegate their decisions

when social distance varies?

To answer this question, we conduct an experiment, with a principal-agent setup. We
build on the work by Hamman et al. (2010) and design a one-shot dictator game where
we vary the social distance between principals and recipients while giving the principals
the option to delegate their decisions to anonymous agents®. In this layout, principals
first decide how much to share with a paired recipient. Once the decision is made the
principals are offered the opportunity to delegate their decision to an agent. Prior to
making their delegation decisions, the principals receive a non-binding message from the
agents, announcing the amount they intend to share with the recipient on their behalf.
The agents’ non-binding proposals provide a moral wiggle room for the principals to deny
any information about the agents’ real intention®. The principals observe both agents’
proposals and are asked to either stick with their initial sharing decision or delegate
the decision to one of the two agents in the room. With this set up we can observe if

delegation decisions are social distance dependent.

To observe the effect of social distance on delegation decisions, we exogenously vary
the social relationship between principals and recipients. Depending on the treatment,
principals are either paired with a friend or with a stranger as the recipient. The friends
are individuals who have a previously established history of social interaction with the
principals and the strangers are individuals with no previous history of social interaction
with the principals. With this design, we examine the behaviour of real groups and their

decisions when interacting with their friends in a natural situation.

Existing literature on laboratory experiments shows that real group manipulation and
interaction with real friends during experiments is successful in varying the social dis-
tance between individuals (Reuben and van Winden (2008); Leider et al. (2009) Leider

3Using anonymous agents allows us to make sure principals’ delegation decisions are not dependent
on principals and agents’ social distance.

* A moral wiggle room is referred to as situational excuses where people find it morally ok to behave
self-interestedly (Dana et al., 2007).



et al. (2010); Gachter et al. (2019)). With this in mind, we establish our three treat-
ments. We refer to the first treatment as the friends to friends treatment (F-F) where we
minimise the social distance and pair the principals with their friends. For the baseline
treatment we maximise the social distance between principals and recipients by pairing
the principals with a randomly matched stranger (S-S treatment). We also run a friends
to stranger treatment (F-S) where we invite principals to the lab with their friends, but
we do not pair them in one group. With this treatment, we control for decisions made
in the presence of friends and we determine if delegation decisions are social distance

dependent.

Although our treatment manipulation is commonly used in previous literature, we still
need to evaluate the social distance differences among participants. To do this, we
employ a well-established technique, known as the ‘Inclusion of the Other in the Self’
(IOS) scale introduced by Aron et al. (1992). This scale is presented in seven overlapping
circles, which represent the relationship between two individuals. Gachter et al. (2015)
and Gachter et al. (2019) use the IOS scale to determine the closeness between individuals
in their experiment. In our study, we use the same setting and ask participants to
state how close they feel to their friends or a stranger depending on the treatment.
Participants in the F-F treatment and the F-S treatment score their friends closer while
they score the strangers more distant. This result confirms the success of our social

distance manipulation.

Our findings from this experiment show that, as the social distance between the principal
and the recipient decrease, principals’ offers become more generous. This is in line with
Hoffman et al. (1994) and Hoffman et al. (1996), where they conduct a dictator game
with both a double-blind and a single-blind treatment®. They find that in a single-blind
dictator game offers are more pro-social than offers in a double-blind dictator game.
Bohnet and Frey (1999) and Charness and Gneezy (2008) also show that dictators offer
more to the recipients when anonymity between them is removed. Our findings from this
study confirms the main message that as the social distance between dictators and the
recipient decreases, dictators, become more generous towards the recipient®. We also
find that the recipients’ expectations about principals’ shared offers also change with
social distance. As the social distance between the principal and recipient reduces, the
recipients’ expectations about principals’ shared offers to them increase. This finding

is also observed in previous literature (Rankin, 2006). Our main finding focuses on

°In the double-blind treatment, both the dictator and the recipient have no information regarding
each other, while in the single-blind treatment the dictator has information about the recipient.

60ur results are in line with Hoffman et al. (1994) and Charness and Gneezy (2008), however the
results from Dufwenberg and Muren (2006) provide an exception for these results.

10



principals’ delegation behaviour, where we show that principals are less likely to delegate
their decisions when the social distance between them and the recipient decreases ceteris
paribus. Conditional on delegation, principals are also more likely to delegate their
decisions to more pro-social agents when paired with their friend as the recipient. These
results suggest that, when social distance is reduced, delegation is probably not the best
tool to shift the blame, since in this case, the promotion of pro-social behaviour can lead

to less exploitation of the moral wiggle room.

Overall, our paper contributes to research on delegation and the literature on social
distance. Currently, there are few experimental studies focusing on delegation decisions
and the effect of social distance. Studies on delegation decisions such as (Hamman et al.
(2010); Bartling and Fischbacher (2012); Coffman (2011)) take place in an anonymous
setting where the principal, recipient and agent are strangers. These studies indicate
that, in an anonymous setting, principals delegate their decisions to agents to avoid
punishment and shift the blame for a self-interested action. They also find that when
delegation occurs, the principals almost always hire the less pro-social agent. Our re-
sults are in line with these findings, highlighting that when social distance is reduced,
principals hire the more generous agent. In this case, the agent chosen is always more
pro-social compared to the other agent but always less pro-social than the principals
themselves. These findings are also in line with the "Moral wiggle room” literature,
where individuals use situational excuses to behave self-interestedly (Dana et al. (2007);
Larson and Capra (2009)). Hiring agents to take on a decision on behalf of the princi-
pals creates an excuse for the principals to behave in a selfish manner and deny having
any knowledge of the immoral decision made. The existence of agents with non-binding

proposals provide a moral wiggle room for the principals to exploit.

Our results contribute to the experimental literature on individual and strategic decision
making. One main approach for varying the degree of social distance among individuals
is friendship. The role of friendship has been studied extensively in trust games (Glaeser
et al., 2000), dictator games (Leider et al. (2009); Leider et al. (2010)) and minimum ef-
fort games (Gachter et al. (2019); Chierchia and Coricelli (2020)) showing that friendship
induces more pro-social behaviour between people. Hence, we can say that friendship
among individuals, minimises social distance and creates a close social tie which can
lead to more pro-social decisions. Social distance has been shown to be a key aspect
that shapes how strategic interaction environments are perceived’. For example, social

distance is an important determinant of individuals’ choices in simple 2x2 games such

"A large literature in economics has demonstrated that context matters a great deal both in terms of
individual and strategic decision-making (Tversky and Kahneman (1981); Croson and Gneezy (2009)).
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as the prisoner’s dilemma (Charness et al., 2007a), reciprocal decisions in the lost-wallet
game (Charness et al., 2007b), contribution behaviour in simultaneous and sequential
public good games (Eckel and Grossman (2005); Croson and Shang (2008); Drouvelis
and Nosenzo (2013)), and tastes for competition (Cornaglia et al., 2019), among others.

Here, we establish a causal link between social distance and delegation behaviour.

The remainder of this paper is organized as follows. Section 2 describes the experimental
design, treatments, and procedure. In section 3 we introduce our behavioural hypotheses
about the expected treatment effects. Section 4 presents the results of the study. We

conclude our study in section 5.

2.2 Experimental Design

2.2.1 Framework

In this experiment, we use a modified one-shot dictator game similar to Hamman et al.
(2010) to examine the impact of social distance on delegation®. We use a principal-agent
setting with a between-subject design, where principals are offered the opportunity to
delegate decisions to agents or take on the decision themselves. In particular, there are

three roles assigned in the experiment: principals, recipients and agents®.

Participants in the role of principals are offered £8.00 as an initial endowment and they
are asked to decide how much they are willing to share with their paired recipient in
increments of £0.10. The recipient has no option but to accept the principal’s offer. In
an incentivised setting, the recipients are also asked to specify how much they expect
to receive from their matched principal. If recipients guess the amount shared with
them by the principals correctly, they receive £0.40. If their guess deviated by £1.00
in either direction from the principal’s allocation, they receive £0.20. They will receive
no additional payment if otherwise. At the beginning of the experiment, participants in

the role of principals and recipients made decisions in both, the role of principal and the

8The advantage of a one-shot game is that it eliminates confounding effects that might come from
repeated interaction, allowing us to focus on the pure effects of social distance on delegation behaviour.
In contrast, in a repeated game, there is always the possibility that subjects think the other subject’s
future behaviour may be influenced by their own current behaviour. In addition, it could be that a
repeated game design may itself affect the social relationship among subjects, even if interactions are
anonymous. To rule out these possibilities, we implemented a one-shot protocol in our experiment.

91n the instructions, we refer to the principal as ”Participant A”, the recipient as "Participant B”
and the agent as "Participant C”.
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role of recipient!?. The final role assigned to them is determined randomly at the end

of the experiment and they are paid based on the decision they made in that role.

While principals decide how much to share with the recipient, the agents are asked
to state how much they are willing to share with the recipient, if they are chosen to
decide on behalf of the principal. Each session consists of two randomly selected agents,

1''. Participants in

where they both have to decide how much to propose to the principa
the role of agents remain in the same role for the entire experiment and they are paid
based on the decisions they make in this role. The agents’ proposals are non-binding,
which means, if chosen, the agents can offer any amounts to the recipients regardless
of the proposal they made. The non-binding proposals provide the principal with the
opportunity to deny having any knowledge of the agent’s final allocation and hence deny

any responsibility for the final allocation made to the recipient.

Once agents make their decisions, their proposals will be presented to each principal
along with the principals’ initial allocation. Principals observe both the proposals from
the agents and their own initial allocation and are asked to choose either to stick with
their initial allocation or delegate the decision to one of the two agents. If principals
decide not to delegate their decision, the recipient will receive the principals’ initial
allocation. However, if principals decide to delegate their decision to one of the agents,
the recipient will receive any amount the chosen agent decides to send to the recipient
from the principals’ endowment. This can be the same or different from their initial

proposal.

At the end of the experiment, participants receive their earnings, depending on their
role and their decisions. Principals’ earnings are their initial endowment minus the
amount they share with a recipient. The amount shared with the recipient depends on
the principals’ decision to delegate. If principals decide not to delegate, the amount
they share with the recipient is their own initial allocation. However, if principals decide
to delegate their decision, the amount they share with a recipient is the amount their

chosen agent offered to the recipient on their behalf.

Tpi = W — TRi(T;, T4, Del) (2.1)

10We use a strategy method where principals also take on the role of recipients. Although, Roth
(1995) suggests that people thinking about every information set could affect behaviour, Brandts and
Charness (2000) suggest that the behaviour induced in a strategy method is no different from the direct
method. This also maximised our number of observations.

HWe use two agents because we want to keep the role of agent random and since participants come
to the lab in pairs (in the friends’ treatment) we can assign a pair the role of agent. This will create
more incentive for the agent, and it will remove the possibility of an agent having a monopoly power
where she is the only supplier. Having two agents also allows us to observe whether principals select
the more pro-social or the less pro-social agent depending on their social distance.
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In equation (2.1), the principals’ earning is 7p;, the principals’ initial endowment is w
and the amount shared with the recipient is mg; which depends on the principals’ initial
allocation (z;), the agent’s final offer (z4) and the principals’ delegation decision (Del).
Principals’ delegation decision is binary where it takes the value 1 if principals decide
to delegate their decision to an agent and 0 if they decide not to delegate their decision

to an agent.

Recipients’ earnings are the amount shared with them by the principal. This can be
either the initial amount the principal decides to share with the recipients, or it can be

the amount offered to them by the agent on behalf of the principal.
mri = (1 — Del)x; + (Del)x 4 (2.2)

In equation (2.2), the recipients’ earnings are shown as 7g;, where the principals’ initial
sharing is x;, the amount the agent offers on behalf of the principal is x4 and principals’
delegation decision is (Del) = {0,1}.

The agents’ earnings are independent of principals’ allocation and are calculated de-
pending on the number of principals that choose them in the session. In their paper,
Hamman et al. (2010) structure the agents’ payoff with a £5.00 starting capital. The
agents received or lose additional payment in each round based on how many principals
choose them. This payoff function creates a set-up in which agents, face a fixed cost
of providing a service £0.60, zero marginal cost, and a constant marginal revenue of
£0.30. The agents are paid based on their cumulated payment from each round. Since
our experiment is a one-shot game, we modify the agents’ payment for one round where
the agents starting capital is £5.00 and they face a fixed cost of providing service £0.60
and a constant marginal revenue of £0.30. Hence the agent’s starting capital will take
in to account their fixed cost for one round. The agents receive a fixed income of £4.4
and they can earn more depending on the number of principals who decide to choose

them. Agents’ earnings were based on the following payoff function:

In equation (2.3), np; represents the number of principals that delegate their decision to
an agent. This payoff function, recognised by Hamman et al. (2010), generates a setting
where agents face a constant marginal revenue of 0.30 which can increase their total
income. Agents’ earnings are independent of any allocation decision principals make.

One main advantage of this set-up is that it avoids directly rewarding the agent for
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behaving in a way that maximises principals’ payoft.

Once the participants make their final decision they are asked to state their level of

closeness toward the recipient'?. At the end of the experiment, participants observe
their earnings and are asked to fill out a questionnaire. Once everyone has filled out the

questionnaire they were paid in private and in cash.

2.2.2 Treatments

Our experiment consists of three treatments where we vary the social distance between
the principal and recipient while observing the principals’ delegation decisions. To ob-
serve decisions when social distance varies, we exogenously manipulate the relationship
between principals and recipients by inviting them as groups of friends. We ask partic-

3

ipants to bring with them a friend to the lab, who they know '*. By varying how we

pair principals with their friends we manipulate the social distance between them.

The second treatment is referred to as the Friends to Friends treatment (F-F treatment),
where the principal and recipient have a prior history of social interactions with each
other. In the Friends to Friends (F-F) treatment, we pair principals with their friends
as the recipient, upon their arrival at the lab. With this treatment, we can understand
whether bringing a friend to the lab and interacting with them matters. This treatment
also allows us to observe principals’ decisions when the social distance between them

and the recipient is minimised.

We compare decisions in the F-F treatment with our baseline treatment. The baseline
treatment of the experiment is referred to as the Stranger to Stranger treatment (S-S
treatment). In this treatment principals and recipients are strangers with no known
prior social relationship. Principals in this treatment are invited randomly out of our
student pool and are matched with recipients who are also randomly invited to the lab.
Both the principal and the recipient have no information about their paired partner in
the experiment. The social distance between principals and recipients are maximized in

this treatment.

To control for possible prior connections between principal and recipient in the S-S

treatment we conduct a second manipulation. We invite participants to the lab and ask

12Tf we had asked subjects to report their IOS scale ratings at the beginning of the experiment, this
would have likely generated priming effects which would, in turn, contaminate behavioural outcomes.
Although, Gachter et al. (2019) report evidence that prior play of the game has no detectable impact
on subsequent measurement of closeness, we opted to elicit closeness ratings after game play.

13 Appendix A.1 provides the invitation email we sent to subjects.
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each participant to bring with them a friend to the lab. We refer to this treatment as
the Friends to Stranger treatment (F-S treatment) and although we invite participants
to the lab as friends, we do not pair them during the experiment. In this treatment,
principals are paired with a random recipient in the session who is not the friend they
brought to the lab. In this case, the principals do not have any known prior history
with their paired recipient. The principal in this case has no information regarding
their recipient and all they know is that they will not be paired with their friend. With
this treatment we can also understand whether bringing a friend to the lab but not

interacting with them matters.

By observing principals’ decisions in these treatments, we can observe the role of so-
cial distance on principals’ delegation decisions. Since our experiment only focuses on
principals’” decisions, we keep the relationship between agents and the other participants
(principals and recipients) constant in all treatments. The agents’ identity is unknown
to the principal, the recipient and to the other agent, and the agents also have no

information about the other participants in the room.

2.2.3 Measuring Closeness

In the final part of our experiment, we assess the impact of exogenously minimising the
social distance between principals and their paired recipients. We make use of a tool
known as the Inclusion of Others in the Self (IOS) scale which measures the strength
of relationships between pairs of individuals and summarizes their social relationships.
The I0S scale has been widely used in psychology and economics and it was introduced
first by Aron et al. (1992) 5. The scale consists of seven overlapping circles where one
circle represents the individual itself and the other represents the other pair. The depth

of overlap among the circles represents the level of closeness between individuals.

Participants are asked to select a pair of circles that best represents the relationship
between them and the paired participant in the group from their point of view. If par-
ticipants feel completely distant, they will select the first pair of circles (option A) in
Figure 2.1, describes their relationship. On the other hand, if they feel very close to
each other they may choose the completely overlapping circles (option G). Although
this measure is based on individuals’ own perception of closeness, it has two main ad-

vantages. First, it measures relationship closeness without taking into consideration

14Recall that, in all treatments, the number of agents was always equal to two within a given session.
15Gachter et al. (2015) and Gachter et al. (2019) use the IOS scale to determine how social relation-
ships affect coordination in a minimum effort game.
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Figure 2.1: The Inclusion of the Other in the Self (I0S) scale

its determinants and second, it is very simple to implement. Using this scale, we ob-
serve how participants report their level of closeness to the individual in their pair while

manipulating the social distance between them.

Studies on interpersonal relationships suggest that the feeling of closeness is developed
through the frequency of interactions between individuals (Kelley et al., 1983). We
manipulate the social distance between participants by inviting them to the lab as friends
or strangers and pairing them with each other. We run three treatments where we ask
subjects to state their level of closeness with regard to their friends and with regard to a
random stranger in the room!. Participants making decisions in the S-S treatment are
asked to only state their level of closeness with regards to a random person in the room*”.
The I0S scale is answered at the end of the experiment before the participants are paid*®.
By observing the difference in the IOS scale in each treatment, we can conclude whether
the exogenous manipulation of the social distance between the principal and recipient is

successful.

2.2.4 Procedure

We conduct the experiment in May 2018 at the University of Birmingham using z-Tree
software (Fischbacher, 2007). Using the ORSEE software (Greiner, 2015) we recruit a
total of 302 subjects to participate in our experiment. We recruited 114 participants for

the S-S treatment, 110 participants for the F-F treatment and 78 participants for the F-S

16To avoid sequence effects, we randomised (at the individual level) the order in which we ask the
participants to state the IOS scale ratings towards a random stranger and towards their friend in the
lab.

I"The screens participants see in these scenarios are presented in Appendix C.

181f we had asked subjects to report their IOS scale ratings at the beginning of the experiment, this
would have likely generated priming effects which would, in turn, contaminate behavioural outcomes.
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treatment. Before the start of the session, participants received written instructions'®.

The instructions were also read out loud to make sure all subjects understood the decision
procedure and the payoff calculations. On average each session lasted 40 minutes. At
the end of the session, participants were paid in private and in cash. The average earning
for each session (including a show-up fee of £2.50) was £6.66. Before receiving their
payments participants filled out a short questionnaire specifying their gender and other

demographics.

2.3 Hypotheses

The following hypotheses address the impact of social distance on principals’ sharing
decisions and principals’ delegation decisions. Research on principals’ sharing decisions
show that, in a simple dictator game, principals share positive amounts with the recipient
regardless of their social distance (Forsythe et al. (1994); Hoffman et al. (1994)). These
studies also confirm that, as the social distance between principal and recipient decrease,
principals share more generous amounts with the recipient and become more pro-social
with their decisions (Hoffman et al. (1996); Bohnet and Frey (1999); Charness and
Gneezy (2008)). Motivated by this evidence, we replicate the findings from dictator

games literature and social distance literature, and we state our first hypothesis.

« Hypothesis 1. Principals share more with their recipient as the social distance

between them decreases.

o Hypothesis II. Recipients expect more from the principal as the social distance

between them decreases.

With the next hypothesis, we anticipate principals’ delegation decisions when social
distance decreases. Recent research on delegation decisions shows that principals are
more likely to delegate their decisions to less pro-social agents. The delegation decisions
are usually driven by principals’ preference for responsibility avoidance (Coffman (2011);
Bartling and Fischbacher (2012); Oexl and Grossman (2013)). In these cases, principals
delegate their decisions to shift the blame for a selfish decision. Principals may also use
delegation as means to exploit a moral wiggle room. With this, principals find situational
excuses to behave in a self-interested manner and deny any responsibility for the self-
interested action (Dana et al. (2007); Larson and Capra (2009)). Based on Hypothesis

9The instructions are reproduced in Appendix A.2.
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I, although principals can hire agents to take on self-interested decisions, they are also
expected to give more to recipients as the social distance between them decreases. Given
the evidence mentioned, we hypothesise that as the social distance between the principal
and the recipient decreases, principals will be less likely to delegate their decisions to an
agent. The principals will avoid the moral wiggle room and they will be more likely to

take on the decision themselves. We state our third hypothesis below.

o Hypothesis I11. Principals are less likely to delegate their allocation decision to
an agent as the social distance between principals and recipients decreases, ceteris

paribus.

In a final hypothesis, we look at the type of agent chosen for delegation by the principal.
Previous studies on principals’ delegation decisions show that principals always hire
agents that behave less pro-social than the principals themselves (Hamman et al., 2010).
Following the evidence from studies on social distance and pro-sociality, and the evidence
from studies on delegation we outline our final hypothesis. Although delegation leads to
principals hiring less pro-social agents, the decrease in social distance between principal
and recipient will result in principals wanting to act more pro-social. We hypothesise
that, conditional on delegation, principals are more likely to hire more pro-social agents,

as the social distance between the principals and the recipient decreases.

« Hypothesis IV. Conditional on delegating their allocation decision to an agent,
principals are more likely to choose the more pro-social agent as the social distance

between principals and recipients decreases.

2.4 Result

In this section, we discuss the results of our experiment in detail. We start by analysing
the exogenous manipulation of social distance, by looking at subjects’ reported scores
from the IOS scale. We then examine principals’ sharing decisions, recipients’ beliefs
about principals’ sharing decisions and agents’ non-binding proposals to the principals.
We then analyse principals’ delegation decisions and their determinants across treat-
ments and finally, we explore the direction of principals’ delegation decisions across
treatments, by observing whether principals delegate their decisions to a pro-social or

selfish agent.
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2.4.1 Does the exogenous manipulation of the social distance

work?

To answer this question, we provide evidence of our exogenous social distance manipu-
lation. We report scores from the IOS scale recorded on a 7-point scale, with 1 showing
participants feeling completely distant and 7 showing participants feeling completely
close to each other (1= ‘completely distant’, .., 7= ‘completely close’). These scores
portray how close principals felt to recipients who are either their friends or a stranger.
In a random order, we ask participants in the F-S treatment and the F-F treatment
to indicate how close they feel to their friends and a random stranger in the room. In
the S-S treatment, we only ask principals to indicate how close they feel to a random

stranger in the room.
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Figure 2.2: Distribution of principals’ IOS scores across treatment

Figure 2.2 shows the frequency of principals stating their level of closeness to the recip-
ient in each treatment. The graph on the left-hand side shows principals’ closeness to
a random stranger in both the F-S treatment and the F-F treatment. We observe that
the majority of principals choose 1 as their level of closeness showing that they feel com-
pletely distant from a stranger. In the S-S treatment, 40.00% of subjects felt completely
distant to a random stranger in the room. In the F-F treatment 43.75% and in the F-S
treatment, 38.24% of subjects felt completely distant to a stranger. We also see a small
percentage of principals who feel completely close to a stranger. In the S-S treatment,
2.00% of the principals, in the F-S treatment 1.47% of the principals and in the F-F
treatment, 1.04% of the principals stated they feel close to a stranger in the room. The
graph on the right hand-side shows how principals scored their closeness to their friends.
In this case, most of the principals state that they feel completely close to the friend
with whom they came to the lab. We observe that in the F-S treatment 39.71% of the
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principals feel close to their friends while 1.47% of principals felt completely distant. In
the F-F treatment, 33.33% of principals felt close to their friends and 1.04% of principals
felt completely distant to their friends.

Table 2.1: Average scores from the 10S scale across treatments

Average TOS scores towards a random Average 10S scores towards their
stranger friend
S-S F-S F-F S-S F-S F-F

Treatment Treatment Treatment Treatment Treatment Treatment

Mean 223 2.13 2.05 - 5.70 5.70
(1.45) (1.27) (1.23) - (1.36) (1.26)
Obs 100 68 96 - 68 96

Notes: Standard deviations are presented in parentheses. The IOS scores were recorded on a 7-point
scale (1="Completely distant”, ..., 7="Completely close”).

In Table 2.1 we report the average IOS score for each treatment. To analyse principals’
IOS scores in more detail, we test whether there are differences between principals’
average 1OS scores towards their friend and a stranger within each treatment. We use
a Wilcoxon matched-pairs signed-rank test?®. We first look at the difference between
principals’ IOS scores when they are paired with friends and when they are paired with
strangers in the F-S treatment. Our results confirm a statistically significant difference
between the two [0S scores (5.70 vs. 2.13, p < 0.01) in the F-S treatment and in the F-F
treatment (5.70 vs. 2.05, p < 0.01). We can observe that the average score referring to
friends are higher than strangers, indicating that principals rate their closeness to their
friends higher than a stranger. We compare principals’ average 10S scores in the F-S
treatment with the F-F treatment, when principals are paired with their friends, using
a Wilcoxon rank-sum (Mann-Whitney) test. We do not find a statistically significant
difference (F-S treatment vs. F-F treatment: 5.70 vs. 5.70, p = 0.8513), meaning that
regardless of the treatment (who principals are paired with), principals feel closer to
their friends. We also do not find a significant difference between average 10S scores
when principals are paired with strangers (F-S treatment vs. F-F treatment: 2.13 vs.
2.05, p = 0.5925), meaning that regardless of the treatment (who principals are paired
with), principals feel distant to a stranger?'. These results confirm that principals overall

feel closer to their friends, hence the social distance between them is lower than when

20A1l tests reported in the chapter are two-sided.

2I'We also do not find a significant difference in average I0S scores, between S-S treatment and F-S
treatment (Wilcoxon rank-sum (Mann-Whitney) test: 2.23 vs. 2.13, p = 0.9378) and between S-S
treatment and F-F treatment (Wilcoxon rank-sum (Mann-Whitney) test: 2.23 vs. 2.05, p = 0.5010)
when principals are paired with strangers
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they are paired with strangers.

o Result 1. In the F-F treatment and the F-S treatment, principals feel significantly

closer towards their friends compared to strangers.

2.4.2 Do subjects become more pro-social when social distance

between principal and recipient is minimized?
Principals’ Sharing Decisions

In this section, we present our findings from principals’ sharing decisions across treat-
ments. We first illustrate principals’ sharing within each treatment using Figure 2.3.
This figure presents the distribution of principals’ sharing decisions across treatments.
In the S-S treatment, 26% of the principals chose to give nothing to the recipient and
22% decided to share their endowment equally with the recipient. In the F-S treatment,
the corresponding percentage of principals giving nothing is equal to 14.71%, while the
percentage of them sharing half of their endowment is 22.06%. Looking at the F-F treat-
ment, we can see that 61.46% of the principals decided to share half of their endowment

and 13.54% of the principals decided to give nothing.

Principals’ average sharing decision is reported in Table 2.2. Looking at the S-S treat-
ment, we observe that principals share an average of £1.92 out of their £8.00 endowment
with the recipient. In the F-S treatment, principals share an average of £1.87 and in the
F-F treatment principals share an average of £3.03 with the recipient. To evaluate the
difference between principals’ sharing decisions we use a Wilcoxon rank-sum test. Com-
paring the average amount shared in F-F treatment with the average amount shared in
S-S treatment (3.03 vs. 1.92, p < 0.01), we can see that principals share significantly
more with their friends compared to strangers. These results hold when we compare the
average amount share in the F-F treatment with the average amount share in the F-S
treatment (3.03 vs. 1.87, p < 0.01). We do not find a statistically significant difference
between the average amount shared in the F-S treatment and the S-S treatment (1.87 vs.
1.92, p = 0.9088)%2. These results indicate that lower social distance between principals
and recipients leads to more pro-social behaviour. Principals behave more generously
only when they interact with their friends and not when they bring their friends to the
lab (without interacting with them) and this is evident from the non-significant differ-

ence between average principals sharing behaviour in F-S treatment compared to S-S

22With our sample size, we have 80% power to detect effect size on the 5% significance level. Our
results are not a consequence of the small sample size, indicated by ex-ante and ex-post power analyses.
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Figure 2.3: Distribution of principals sharing decisions across treatment

treatment. These results are in line with previous existing literature and support the
first hypothesis stating that lower social distance leads to a more prosocial behaviour by
dictators or in this case principals (e.g., Hoffman et al. (1996); Bohnet and Frey (1999);
Charness and Gneezy (2008)).

Table 2.2: Average principals’ sharing decisions across treatments
S-S F-S F-F
Treatment Treatment Treatment

Mean 1.92 1.87 3.03
(1.66) (1.54) (1.72)
Obs 100 68 96

Notes: Standard deviations are presented in parentheses.

Further, we explore the determinants of principals’ sharing decisions by performing a
Tobit regression where principals’ sharing decisions are restricted between £0.00 and
£8.00. We report the results of the Tobit regression in Table 2.3 where the dependent

variable is the amount principals share with their paired recipient. In Model (1) we in-
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clude two dummy variables which capture the difference in principals’ sharing behaviour
across treatments. The dummy variable F-F treatment takes the value of 1 if principals
made decisions for their friends and else it takes the value of 0. The dummy variable
"F-S treatment” takes the value 1 if principals came to the lab with their friends but
were not paired with them and else it will take the value 0. Our baseline treatment is the
S-S treatment where principals make decisions for random strangers in the room. With
Model (2) we test for the robustness of our regression results in Model (1) by controlling
for gender while including the independent variables from Model (1). This will allow
us to observe any gender effects that may influence principals’ sharing decisions in each

treatments??.

Table 2.3: Determinants of principals’ sharing decisions — Regression results

Dependent variable: Principals’ sharing decision Model (1) Model (2)

F-F treatment 1.293**** 1.275%**
(0.297) (0.293)

F-S treatment 0.0771 0.100
(0.308) (0.309)

Female 0.506*

(0.263)

Constant 1.633%* 1.329%%*
(0.220) (0.280)

sigma

constant 1.973%*** 1.961****
(0.104) (0.104)

N 264 264

Notes: Tobit estimates. Robust standard errors are presented in parentheses.
The variable "F-F treatment” is a dummy variable that takes on the value 1 for
the F-F treatment and 0 otherwise. The variable "F-S treatment” is a dummy
variable that takes on the value 1 for the F-S treatment and 0 otherwise. The
baseline category is the S-S treatment. We also control for gender using the
Female dummy variable where the variable will take the value 1 if subjects are
female and it will take the value 0 if they are male. */Sigma constant is the
estimated standard error of the regression and it is comparable with the estimated
root mean squared error reported in the OLS regression to show how good is the
model.

*p<0.10 ** p <0.05, ** p <0.01, *** p < 0.001.

The regression results in Table 2.3 confirm our results from the non-parametric anal-

2In an ultimatum game Eckel and Grossman (2001) and in a dictator game Engel (2011) show that
women give significantly more compared to men.
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ysis. The F-F treatment dummy variable shows a positive and statistically significant
coefficient. This suggests that principals share significantly more with their friends in
the F-F treatment compared to the strangers in the S-S treatment. We do not find a
statistically significant coefficient for the dummy variable F-S treatment. Controlling
for principals’ gender in Model (2) offers the same results and supports the robustness
of our findings in Model (1). These results suggest that principals offer more generous
shares to their friends compared to strangers. Also, principals’ sharing behaviour de-
pends on their pairing with the recipient. Regardless of whether principals bring their

friends with them or if their friends are just in the room.

o Result 2. Principals share significantly more with the recipient in the F-F treat-

ment compared to both the S-S and F-S treatments.

Recipients’ Expectations from the Principals

We next observe the distribution of recipients’ beliefs about principals’ sharing decisions.
Figure 2.4 shows that in the F-F treatment 8.33% of the recipients believe the principals
will offer them nothing and 57.29% of the recipients believe that the principals will
split their endowment equally. In the F-S treatment, 20.59% of the recipients expect
to receive 0 while 23.53% of them expect to receive half of the principals’ endowment.
We can observe the same pattern from the F-S treatment in the S-S treatment where
20.00% of the recipient believe they will receive nothing from the principals and 25.00%
of the principals believe they will receive an equal split from the principals. We report
recipients’ average beliefs about principals’ sharing decisions across treatments in Table
2.4.

On average, recipients believe principals will share £3.03 of their endowment with them
in the F-F treatment, £1.89 of their endowment in the F-S treatment and £2.18 of their
endowment in the S-S treatment. By performing the Wilcoxon rank-sum test we find a
statistically significant difference between recipients’ expectations in the F-F treatment
and the S-S treatment (3.03 vs. 2.18, p < 0.01). This difference is also observed
when comparing recipients’ beliefs in F-F treatment and their beliefs in F-S treatment
(3.03 vs. 1.89, p < 0.01). We do not find a significant difference between recipients’
expectations in the F-S treatment and their expectations in the S-S treatment (1.89 vs.
2.18, p = 0.3377).

Further, we investigate the determinants of recipients’ beliefs using a Tobit regression.

The dependent variable is recipients’ beliefs about principals’ sharing decisions and the

25



Stranger-Stranger Treatment Friends—Stranger Treatment Friends—Friends Treatment

60
1

Percent
20 30 40
1 1

10
1

o T T T T T T T T T T T T T T T T T T T T T T T T T T T

012345678 012345678 012345¢©67 8
Recipient’s beliefs about the principal’s sharing decisions

Figure 2.4: Distribution of recipients’ beliefs about the principals sharing decisions across
treatment

Table 2.4: Recipients’ average beliefs about the principals sharing decisions across
treatments

S-S F-S F-F
Treatment Treatment Treatment

Mean — 2.18 1.89 3.03
(1.69) (1.54) (1.39)
Obs 100 68 96

Notes: Standard deviations are presented in parentheses.

independent variables are the F-F treatment dummy variable and the F-S treatment
dummy variable. In the F-F treatment, we observe principals’ sharing decisions when
principals are paired with their friends. In the F-S treatment, we observe principals’
sharing decisions for a stranger when principals’ friends are in the room. In the S-S
treatment, we observe principals’ sharing decisions for a stranger. The F-F treatment
dummy variables capture the difference between recipients’ beliefs in the F-F treatment

and the S-S treatment and the F-S treatment dummy variable captures the difference
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between recipients’ beliefs in the F-S treatment compared to the S-S treatment. We
include these two variables in Model (1), and we check the robustness of our results by

including recipients’ gender in Model (2).

Table 2.5: Determinants of Recipients’ beliefs about principals’ sharing decision — Re-
gression results

Dependent variable: Recipients’ beliefs about Model (1) Model (2)
principals sharing decision

F-F treatment 0.961*** 0.954***
(0.255) (0.255)
F-S treatment -0.309 -0.304
(0.306) (0.307)
Female 0148
(0.236)
Constant 2 006+ 1.91 8%
(0.204) (0.255)
sigma
constant 1795**** 1795****
(0.0997) (0.0995)
N 264 264

Notes: Tobit estimates. Robust standard errors are presented in parentheses.
The variable "F-F treatment” is a dummy variable that takes on the value
717 for the F-F treatment and 0 otherwise. The variable "F-S treatment”
is a dummy variable that takes on the value ”1” for the F-S treatment and
0 otherwise. The baseline category is the S-S treatment. We also control for
gender using the Female dummy variable where the variable will take the value
1 if subjects are female and it will take the value 0 if they are male. */Sigma
constant is the estimated standard error of the regression and it is comparable
with the estimated root mean squared error reported in the OLS regression to
show how good is the model.

*p<0.10 ™ p < 0.05, ™ p < 0.01, " p < 0.001.

Our regression results in Table 2.5 confirm our findings from the non-parametric analysis
where recipients believe that on average, principals share more with their friends in the F-
F treatment compared to the S-S treatment. This is observed through the F-F treatment
dummy variable’s positive and statistically significant coefficient in Model (1). We do
not find a significant coeflicient for the F-S treatment dummy variable. Our results

hold in Model (2) where we include the recipients’ gender. These results show that on
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average, recipients expect principals to share more with them as their social distance
24

decreases™.
o Result 3. Recipients expect principals to share higher offers with them in the F-F
treatment compared to both the S-S and F-S treatment.

Social distance and agents’ non-binding proposals to the principals

In this section, we focus on the results from subjects in the role of agents in the exper-
iment. As mentioned, there are two agents in each session, and they offer principals
non-binding proposals. We focus on agents’ non-binding proposals and within a session,
we categorise them into two groups: pro-social agent and selfish agent?. The agent who
offers a more generous proposal to the principal is referred to as the pro-social agent
and the agent who proposes a lower amount to the principal compared to the pro-social
agent is referred to as the selfish agent in the session. In Figure 2.5 we can see the distri-
bution of the pro-social and selfish agents’ proposals to the principals across treatments.
Looking at the pro-social agents’ proposals, we can see that, more agents propose equal
shares of the endowment in the F-F treatment compared to the S-S treatment and F-S
treatment. On the other hand, selfish agents are more likely to propose a less than
equal split of the endowment in all three treatments. In the S-S treatment, 58.00% of
the selfish agents and in the F-S treatment 41.18% of the selfish agents offer nothing to
the principal, while none of the pro-social agents in both treatments offer nothing to the
principal. In the S-S treatment, 14.00% of the pro-social agents offer more than half of
the endowment to the principal, however, the selfish agents always offer less than the
equal split. We do observe that 58.83% of the pro-social agents and 17.65% of the selfish
agents in the F-S treatment offer more than half of the endowment to the principal. In
the F-F treatment, both pro-social agents and selfish agents make more generous offers
to the principal. Although 10.42% of the selfish agents offer nothing, 12.50% of them
offer more than an equal split. Similarly, 10.43% of the pro-social agents offer nothing

while the number of equal offers increases significantly to 75.00% in the F-F treatment.

On average there are differences between pro-social and selfish agents’ proposals in each

treatment. In Table 2.6 pro-social agents proposed £2.66 in the S-S treatment while

24By computing Bonferroni’s adjusted p-values we further strengthen our results to address the hy-
pothesis T (p-value=0.000) and hypothesis IT (p-value=0.000). These suggest that the results reported
here are not the consequence of multiple hypothesis testing.

25We direct our focus to agents’ non-binding proposals because it is the offer that helps the principals
with their delegation decisions. Also, we do not find a significant difference between agents’ non-binding
proposals and their final decisions if they are selected to make a decision on behalf of the principals.
The result for this is presented in Table 2.14 in Appendix B.

28



ger Treatment i ger Treatment Friends~Friends Treatment Stranger-Stranger Treatment Friends-Stranger Treatment Friends~Friends Treatment

70
n
60

L

Percent
30 40 50 60
s A A R
40 50
L

Percent
30

20
L
20
L

10
L
10
L

vvvvvvvvvvvvvvvvvvvvvvvvvvvvvvvvvvvvvvvvvvvvvvvvvvvvvvv

012345678 012345678 012345¢61738 012345678 0123456738 01234561738
Pro-social agents non-binding proposal to the principals Selfish agents non-binding proposal to the principals

Figure 2.5: Distribution of pro-social and selfish agents across treatments

selfish agents proposed £0.53 (£2.66 vs. £0.53, Wilcoxon signed-rank test: p < 0.01).
In the F-S treatment, the pro-social agents propose £4.30 and the selfish agents propose
£1.60 (£4.30 vs. £1.60, Wilcoxon signed-rank test: p < 0.01). On average, pro-
social agents propose £3.14 while the selfish agents propose £2.00 in the F-F treatment
(£3.14 vs. £2.00, Wilcoxon signed-rank test: p < 0.01). In all treatments, we find
significant differences between pro-social and selfish agents’ proposals. We expect both
agents to offer similar proposals, however, we can see that the pro-social agents propose
more to the principals compared to the selfish agents in every treatment. We also
study the agents’ proposals for a given agent type across treatments. In particular, we
study pro-social agents’ proposals in each treatment and selfish agents’ proposals in each
treatment separately. By performing the Wilcoxon rank-sum test we find a statistically
significant difference between pro-social agents’ proposals in the F-S treatment and the
S-S treatment (4.3 vs. 2.66, p < 0.05). We do not find a significant difference between
pro-social agents’ proposals in the S-S treatment and F-F treatments (2.66 vs. 3.14,
p = 0.1864), and their proposals in the F-S treatment and the F-F treatment (4.3 vs.
3.14, p = 0.5127). Looking at selfish agents’ proposals we find a statistically significant
difference between selfish agents’ proposals in the F-F treatment and their proposals in
the S-S treatment (2.00 vs. 0.53, p < 0.01). We do not find a significant difference
between selfish agents’ proposals in the F-S treatment and F-F treatment (1.60 vs. 2.00,
p = 0.4709) and their proposals in the S-S treatment compared to the F-S treatment
(0.53 vs. 1.60, p = 0.1318). Given that the agents’ proposals can increase their payoff
by having more principals choose them, the treatment differences may affect the agents’
proposals. This means that in the F-F treatment when the agents know the principals
are paired with their friends, they might offer more pro-social proposals to the principals

to increase the number of principals that choose them. For the selfish agent, the social
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distance between principal and recipient matters when they are making offers to the
principals, however, this does not matter for the pro-social agent. For the pro-social
agents there is a difference between the offers they make to the principals when they have
their friends in the room and when they do not have them around. We do not observe

any difference in pro-social agents’ offers, between the S-S and the F-F treatment.

Table 2.6: Prosocial and selfish agents’ non-binding proposals to the principals across
treatments

S-S F-S F-F
Treatment Treatment Treatment

Mean pro-social agents’ proposal 2.66 4.3 3.14
(1.29) (2.04) (1.51)

Mean selfish agents’ proposal 0.53 1.60 2.00
(0.80) (1.71) (1.36)

Obs 14 10 14

Notes: Standard deviations are presented in parentheses.

To observe the determinants of both the pro-social agents and the selfish agents, we run
two sets of Tobit regressions. The results for these are presented in Table 2.7. In the
first set of regressions, the dependent variable is the pro-social agents’ proposals. In the
second set of regressions, the dependent variable is the selfish agents’ proposals. We use
the treatment dummy variables as the independent variable in both sets of regressions.
We also include the agents’ gender in Model (2) and Model (4) to check the robustness

of our results.

Regression results presented in Model (1) show a positive and significant coefficient for
the dummy F-S treatment and a positive and non-significant coefficient for the dummy
F-F treatment. Pro-social agents offer significantly more generous amounts in the F-S
treatment compared to S-S treatment. In the F-F treatment, although pro-social agents
offer more generous amounts, this is not statistically significant. These results are robust
when we include the agents’ gender in the model. Looking at Model (3) we observe
the determinants of selfish agents’ proposals. For the selfish agents’ proposals, we see
a positive and statistically significant coefficient for the F-F treatment and a weakly
significant coefficient for the F-S treatment. Selfish agents propose more generous offers
to the principals when the principal is paired with their friend. This confirms that selfish
agents propose more to the principals in the F-F treatment. Our results are robust
when agents’ gender is included in the regressions. These findings suggest that pro-

social agents are not influenced by the social distance between principal and recipient.
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Table 2.7: Determinants of prosocial agent and selfish agent proposals — Regression

results
Dependant variable: Prosocial agent Prosocial agent Selfish agent Selfish agent

proposals proposals proposals proposals
Model (1) Model (2) Model (3) Model (4)
F-F treatmentt 0.389 0.276 2.230%* 2.107**
(0.583) (0.619) (0.672) (0.710)
F-S treatment 1.765** 1.825% 1.535* 1.613*
(0.809) (0.814) (0.897) (0.900)
Female 0.507 0.561
(0.585) (0.671)
Constant 2,657+ 2.440™* -0.361 -0.608
(0.337) (0.437) (0.558) (0.645)
sigma
constant 1.696*** 1.679* 1.776% 1.766%*
(0.295) (0.294) (0.230) (0.227)
N 38 38 38 38

Notes: Tobit estimates. Robust standard errors are presented in parentheses. The variable
"F-F treatment” is a dummy variable that takes on the value 1 for the F-F treatment and 0
otherwise. The variable F-S treatment is a dummy variable that takes on the value 1 for the
F-S treatment and 0 otherwise. The baseline category is the S-S treatment. For demographics
we include gender in our regression.

*p<0.10 ** p < 0.05, *** p < 0.01, *** p < 0.001.

However, selfish agents are influenced by the social distance between principals and

recipients and this is reflected in the agents’ offered proposals to the principals.

o Result 4. Pro-social agents offer more generous proposals to the principals in the
F-S treatment, while selfish agents offer more generous proposals to the principals
in the F-F treatment.

2.4.3 Are principals’ delegation decisions affected by the de-

crease in principal and recipients’ social distance?

In Hypothesis III we predict that principals will delegate less when the social distance
between the principal and the recipient is minimised. We now examine the principals’
delegation decisions across treatments. In the S-S treatment, we observe that 39%, and,
in the F-S treatment 36.76% of principals, delegated to an agent, while in the F-F treat-
ment only 28.13% of the principals delegate their decisions to an agent. By performing

an equality of proportions test, we look for differences in the percentage of principals who
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t26. Table 2.8 presents the proportion of principals who delegated

delegated to an agen
across treatments. Comparing the proportion of principals who delegated in the F-F
treatment with the proportion of principals delegated in the S-S treatment, we do not
find a statistically significant difference (28.13% vs. 39.00%, p = 0.1073). A similar re-
sult is observed, between the proportion of principals delegated in F-S treatment and the
proportion of principals delegated in S-S treatment (36.76% vs. 39.00%, p = 0.7696) and
it extends to the proportion of principals delegated in F-F treatment and the proportion

of principals delegated in F-S treatment (28.13% vs. 36.76%, p = 0.2414)".

Table 2.8: Number of Principles who decided to delegate their decision to an agent.
S-S F-S F-F
Treatment Treatment Treatment

Number of principals who delegated 39 25 27
(39.00%)  (36.76%)  (28.13%)

Number of principals who did not delegate 61 43 69
(61.00%) (63.24%) (71.88%)

Obs 100 68 96

Notes: Percentage of principals delegated and not delegated are presented in parentheses.

These statistical analyses do not control for factors that may affect principals’ delegation
behaviour. Hence, we perform regression analyses which allow us to control for factors
affecting principals’ delegation decisions. Our focus here is on the treatment dummy
variables and principals’ initial sharing decision. In this regression, we include principals’
binary decision to delegate as the dependent variable and both of our treatment variables
and principals’ sharing decision as the independent variable. By including principals
sharing decisions, we show how much principals’ delegation decisions are driven by their

social distance, given their initial sharing decisions?®.

26The specific test statistic is Z = (p1 — p2)/Spc, where p; is the proportion of zero choices in sub
0.5
sample 7. Spc is an estimate of the standard error of (p; — p2), Spc = {(1 —pe) [(N%) + (N%)} } . pe

is an estimate of population proportion under the null hypothesis of equal proportions, pc = (p1 Ny +
p2N2)/(N1 + Na), where N; is the total number of all choices in sub sample .

2"In these tests the null hypothesis is that there is no difference in the proportion of principals
delegated across treatments.

28Civen that principals’ delegation decision is driven by their initial sharing and the amount both
agents propose to them, we control for not only the principals’ initial sharing decision but also both pro-
social and selfish agents’ non-binding proposals. Since the agents’ non-binding proposals are separate
decisions, we do not include them in this regression however we do run a separate regression controlling
for the selfish and pro-social agents’ non-binding proposals and the difference between principals’ sharing
decisions while taking into consideration principals’ social distance to their paired recipients. The results
for these are presented in Table 2.16 and Table 2.17 of Appendix.B.2. and they are in line with our
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Table 2.9 reports the results of three Probit regression models with marginal effects
where the dependent variable is a binary variable being equal to 1 if a principal decides
to delegate their decision to an agent and 0 otherwise. The independent variables in-
cluded in the first model are the two treatment dummy variables: F-F treatment and
F-S treatment. These dummy variables allow us to observe how principals’ delegation
decisions vary with social distance. We also include principals’ initial sharing decisions
in Model (2) while observing the treatment dummy variables. Principals make their
delegation decisions knowing their initial sharing and the social distance between them-
selves and their recipients. In Model (3), we also include principals’ gender to check for

the robustness of our results.

Table 2.9: Determinants of principals’ delegation decision — Regression results

Dependent variable: Principals delegation decision Model (1) Model (2) Model (3)

F-F treatment -0.108* -0.171%%  -0.172%*
(0.0655) (0.0633) (0.0631)

F-S treatment -0.0213 -0.0193 -0.0185
(0.0723) (0.0703) (0.0705)
Principals’ Sharing Decision 0.0601***  0.0594****
(0.0162) (0.0163)

gender 0.0258
(0.0586)

N 264 264 264

Notes: Probit estimates marginal effects reported in percentage points. Robust standard errors
are presented in parentheses. The variable F-F treatment is a dummy variable that takes on the
value 1 for the F-F treatment and 0 otherwise. The variable F-S treatment is a dummy variable
that takes on the value 1 for the F-S treatment and 0 otherwise. The baseline category is the S-S
treatment. For demographics, we include gender in our regression.

*p<0.10 ** p <0.05, *** p <0.01, *** p < 0.001.

These results capture the determinants of principals’ delegation decisions. In line with
our non-parametric analysis, we observe weakly significant results for both F-F treat-
ment and no significant effect for the F-S treatment in Model (1). The results in this
model suggest that variation in social distance weakly affects principals’ delegation de-
cisions. However, these results change when we include principals’ sharing decisions to
the regression. In Model (2) we not only include the treatment dummy variables but
also include principals’ sharing decisions. We observe a negative and statistically sig-
nificant coefficient for the F-F treatment dummy variable. We do not find a significant

coefficient for the F-S treatment dummy variable. We also observe a positive and signif-

findings in Table 2.9.
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icant coefficient for principals’ sharing decisions. These results suggest that, for a given
sharing decision, principals are 17 percent less likely to delegate when they are paired
with their friends. Although principals have the option to delegate their decisions to
an agent when they are paired with their friends, they are less likely to do so. This is
because principals generally share more generous amounts with their friends meaning
that, they behave more pro-socially and refrain from acting in a selfish manner. We also
find a statistically significant coefficient for principals’ sharing decisions which indicates
that principals are more likely to delegate when they share more with their recipients.
Model (3) mirrors our results from Model (2) while controlling for principals’ gender as

a demographic?. This provides evidence in favour of the third hypothesis of our study.

o Result 5. Principals are less likely to delegate their decision to an agent in the
F-F treatment compared to the S-S and the F-S treatment.

2.4.4 What type of agents do the principals delegate to?

Our findings from the previous section show that principals delegate less when they
are paired with their friends compared to when they are paired with a stranger. In
this section, we further analyse principals’ delegation decisions, by observing the type
of agent chosen by the principals in each treatment. The details in Table 2.10 present
principals’ average sharing before and after delegation across treatments. In the first
row, we report the average amount principals share with the recipient before delegation.
This is basically principals’ initial sharing for subjects who delegated their decision to
an agent. In the second row, we report the average amount agents proposed to the
principals which lead to principals deciding to delegate their decisions®. In the S-S
treatment principals who delegate initially offer the recipients an average of £2.34, while
the agents offer an average of £0.90 to the principals (2.34 vs. 0.90, p < 0.01). In the
F-F treatment, principals offer an average of £3.46 before delegation and agents propose
an average of £2.93 to the principals (3.46 vs. 2.93, p < 0.05). For the F-S treatment,
we see a similar pattern where principals offer an average of £2.44 before delegation and

agents propose an average of £1.80 to the principals (2.44 vs. 1.80 p < 0.05).

29In Appendix.B. we run a probit regression observing principals’ delegation decisions when con-
trolling for the agents’ proposals. In Table 2.16 we include both treatment dummy variables while
controlling for principals’ sharing decisions and both agents’ proposals. We do not find the agents’
proposals to significantly affect principals’ delegation decisions in Table 2.16. We also run a separate
regression in Table 2.17, where instead of the agents’ proposals we include the difference between the
principals’ initial allocation and the agents’ proposals. The difference between principals sharing and
the agents’ proposals shows how much agents deviated from principals’ initial sharing which may have
resulted in principals not choosing them. Our results are robust in both these regressions.

30This only includes subjects who delegated their decisions to an agent.

34



Table 2.10: Average principals’ sharing decisions before and after delegation across treat-
ments

S-S treatment F-S treatment F-F treatment

Average initial allocation of 2.34 2.44 3.46
principals who delegated (1.69) (1.37) (1.42)
Average agent proposal 0.90 1.80 2.93
chosen by principals (1.10) (2.08) (1.36)
Obs 39 25 27

Notes: Standard deviations are presented in parentheses.

With this table, we can distinguish two main points. First, we see that in all treatments
principals initially offer more to the recipient before delegation. This suggests principals
initially share more generous offers with the recipients. They use delegation as a way to
exploit the moral wiggle room and act selfish, for their own gain. This result is in line

with existing literature (Hamman et al., 2010).

Second, we observe that, before delegation principals offer significantly more to the
recipients in the F-F treatment compared to the S-S treatment (2.34 vs. 3.46, p < 0.01).
The average amount agents proposed to the principals who delegated their decisions
follows the same pattern (2.93 vs. 0.90, p < 0.01). Comparing principals’ offers in the
F-F treatment with the offers in F-S treatment (3.46 vs. 2.44, p < 0.01) and comparing
agents’ proposals to the principal in the F-F treatment and the F-S treatment (2.93
vs. 1.80, p < 0.01) present a statistically significant result. We also do not find a
significant difference comparing principals’ initial offers (2.44 vs. 2.34, p = 0.8389) and
agents’ proposals to the principals (1.80 vs. 0.90, p = 0.1121), in F-S treatment and S-S
treatment. These results show that principals offer more to their recipients when they
are paired with their friends compared to when they are paired with strangers, when
they make the decision themselves and when they decide to delegate. Principals not

only offer more but also, if they delegate, they select the more pro-social agent.

To formally test which agent’s offer they select from across treatments, we use a Probit
regression with marginal effects. We focus on principals who decided to delegate their
decisions to agents (N = 91) and we display our results in Table 2.11. For the independent
variables, we use the treatment dummy variables (F-F treatment and F-S treatment) to
observe the role of social distance and we control for principals’ initial sharing decisions.
These intendant variables are identical to the regression models in Table 2.9. As a

dependent variable, we include the principals’ delegation to the pro-social agent, which
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is a binary variable and takes the value 1 if the principal chooses the pro-social agent

for delegation and 0 otherwise.

Table 2.11: Determinants of principal’s delegation to pro-social agent — Regression re-
sults

Dependent variable: Principals delegation to Model (1) Model (2) Model (3)
pro-social agent

F-F treatment 0.430**** 0.245* 0.251*
(0.117) (0.111) (0.110)

F-S treatment -0.111 -0.108 -0.0859
(0.117) (0.0947) (0.101)
Principals Sharing Decision 0.149***  0.148™
(0.0225) (0.0232)

gender 0.0529
(0.0883)

N 91 91 91

Notes: Probit estimates marginal effects reported in percentage points. Robust standard
errors are presented in parentheses. The variable F-F treatment is a dummy variable that
takes on the value 1 for the F-F treatment and 0 otherwise. The variable F-S treatment
is a dummy variable that takes on the value 1 for the F-S treatment and 0 otherwise.
The baseline category is the S-S treatment. For demographics, we include gender to our
regression.

*p<0.10 ** p < 0.05, *** p <0.01, *** p < 0.001.

The principals who decided to delegate, are more likely to hire a pro-social agent to
make decisions when they are paired with their friends. This suggests that delegation to
pro-social agents are driven by social distance. In Model (1) we see that principals who
decided to delegate are 43 percent more likely to hire pro-social agents when they are
paired with their friends compared to when they are paired with a stranger. These results
are robust when we control for principals sharing decisions in Model (2) and Model (3).
We see a positive and statistically significant coefficient for principals’ sharing decisions
which indicates that principals are 15 percent more likely to delegate their decision
to a pro-social agent if principals sharing increases by one unit. This is positive and
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statistically significant at the 5% level®'. We confirm the robustness of our results by

31In Appendix.B.2. we run a probit regression observing principals’ delegation decision to a pro-social
agent when controlling for the agent’s proposals. In Table 2.18 we include both treatment dummy
variables while controlling for principals sharing decisions and both agents’ proposals. We find that
principals delegate to a more pro-social agent when they are paired with their friends. However, the
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including principals’ gender to the final model32.
o Result 6. Conditional on delegation, principals are more likely to choose the more
pro-social agent for delegation in the F-F treatment compared to the S-S and F-S

treatment.

2.5 Conclusion

Our study contributes to the existing literature on delegation, where individuals delegate
decisions to exploit the moral wiggle room and shift the blame of a self-interested action.
We build on the Hamman et al. (2010) work and create a principal-agent setting where
social distance between principals and recipients varies. To vary the social distance, we
manipulate the level of closeness between principal and recipient by inviting them to
bring a friend with them. In this case, subjects will be paired in groups where they have
a history of interaction. We then provide the principals with the option to either make

allocation decisions themselves or hire agents to make decisions on their behalf.

We find that close social interactions play an important role in shaping individuals’
interactive behaviour. Minimising the social distance between individuals, may reduce
emotional distance (Batson et al., 1997) and create a sense of closeness (Gachter et al.,
2019), which leads to more pro-social decisions. In our case, the decrease in social dis-
tance between principal and recipient leads to more generous offers from the principals.
We also observe higher expectations from the recipients. The novel finding of our study
shows the significant role of social distance in the presence of a moral wiggle room. We
observe that principals are less likely to delegate their decisions to agents when social
distance between them and the recipient is minimised. From this finding, one might
conjecture that delegation cannot be used as a moral wiggle room when individuals are
at a close social distance to each other. However, observing delegation decisions in more
detail, when social distance is minimised shows that if principals do delegate their de-

cisions, they are more likely to hire a more pro-social agent to decide on their behalf.

higher the pro-social agents’ proposals are, the less likely it is that they will be selected for delegation by
the principal. We also run a separate regression in table 2.19 where instead of the agents’ proposals we
include the difference between the principals’ initial allocation and the agents’ proposals. The difference
between principals sharing and the agents’ proposals shows how much agents deviated from principals’
initial sharing which may have led to principals not choosing them. We find that the higher the difference
between principals’ initial sharing and the pro-social agents’ non-binding proposals, the more likely that
principals will hire the pro-social agents. Our results are robust in both these regressions.

320ur results are not a consequence of multiple hypothesis testing. Given Bonferroni’s adjusted p-
values, we can address hypothesis III (p-value=0.251) and hypothesis IV (p-value=0.000) and further
strengthen our results.
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In other words, when delegating, principals hire agents who offer less than their initial
allocation but offer more than the other agent. In this case, delegation may be used as
a credit seeking device (Steffel et al., 2016) where principals take credit for a decision
that is considered moderately pro-social while maintaining self-interested preferences.
Principals in this case are exploiting the moral wiggle room while not feeling responsible

for the decision made.

While our results illustrate the role of social distance in delegation, they also highlight
an important limitation. Although these decisions clearly show the effect of minimizing
social distance on principals sharing and delegation behaviour, they cannot provide a
clear explanation for principals’ pro-social behaviour. We cannot distinguish if this result
is due to preference-based altruism (Andreoni, 1990) or if this is the result of preferences
over payoff distributions (Fehr and Schmidt, 1999); (Charness and Rabin, 2002). Further
study on this will shed light on the main mechanism behind this behaviour and it will
provide a better understanding of decisions in an interactive environment when there is

the option to delegate.

These results have interesting implications for shaping workplace interactions and principal-
agent relationships. In a workplace environment, principals are more generous towards
recipients when they have an existing social relationship, and this does not change even
in the presence of a moral wiggle room. Constant communication and engagement in the
workplace create a closer social relationship between individuals and lead to principals
behaving more altruistically towards others. Principals will be less likely to take on
self-serving actions, even when they know that they will not be blamed or punished for
it. Even in situations where principals prefer delegation, they hire agents that behave
more pro-social compared to others. These results suggest that, in an interactive envi-
ronment, delegation is probably not the most efficient way to implement self-interested

decisions.
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2.6 Appendix

2.6.1 Appendix A. Experimental Material

Appendix A contains the invitation letters sent to the subjects (Appendix A.1) and
the general instructions used in the experiment (Appendix A.2). Differences across

treatments are indicated in square brackets.

A.1 Invitation letters

[Invitation Letter for the Stranger-Stranger Treatment]

Hello #fname# #lname#!

You are invited to participate in an experiment in our laboratory.

The sessions are scheduled for the following times:

#sessionlist#

If you want to participate, you can register by clicking on the following link:

#link#

(If you cannot click on the link, copy it to the clipboard by selecting it, right-click and

choosing "Copy”, and then paste it into the address line in your browser by right clicking

there and choosing "Paste”).

In order to participate, you have to be registered for the session. Please arrive 5 minutes

before the scheduled time and bring an ID card with you.

Please note: people that sign up to a session and do not turn up cause us problems;
sign up to a session only if you are sure you can attend it. We hope to see you soon in

one of our sessions.

Best regards, the BEEL team

39



[Invitation letter for the Friends-Friends Treatment and the
Friends-Stranger Treatment]

Hello #fname# #lname#!

You are invited to participate in an experiment in our laboratory. We would like to

invite YOU plus ONE of your friends to take part in our coming experiment.

IMPORTANT INFORMATION

To participate in this experiment, YOU are required to bring ONE other person who

knows you. Your friend needs to
1...be someone you know (e.g. a friend, a housemate, someone on your course etc.).

2...be someone who knows you (e.g. a friend, a housemate, someone on your course

etc.).

3...be able to attend the session you have signed up for.

The sessions are scheduled for the following times:
#sessionlist#

Both you and your friend can only participate in ONE of the above sessions. If YOU
plus your FRIEND would like to participate, please click on the link below to sign up
to the session of your choice. After signing up, reply to this e-mail to communicate the
full name of your FRIEND who will participate (Your friend does not need to sign up,

but you must ensure that s/he attends the session with you).

#link#
(If you cannot click on the link, copy it to the clipboard by selecting it, right-click and

choosing "Copy”, and then paste it into the address line in your browser by right clicking

there and choosing "Paste”.)

In order to participate, you have to be registered for the session. Please arrive 5 minutes

before the scheduled time and bring an ID card with you.

Please note: people that sign up to a session and do not turn up cause us problems; sign
up to a session only if you are sure you can attend it and that YOU are able to bring
ONE friend as well. If you sign up please make sure YOU and your FRIEND do attend.

We hope to see you soon in one of our sessions.

Best regards,The BEEL team
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A.2 Instructions

General Instructions

Welcome! You are about to take part in a decision-making experiment. This experiment
is run by the “Birmingham Experimental Economics Laboratory” and has been financed
by various research foundations. Just for showing up you have already earned £2.50.
You can earn additional money depending on the decisions made by you and other

participants. It is therefore very important that you read these instructions with care.

It is important that you remain silent and do not look at other peoples work. If you have
any questions, or need assistance of any kind, please raise your hand and an experimenter
will come to you. If you talk, laugh, exclaim out loud, etc., you will be asked to leave

and you will not be paid. We expect and appreciate your following of these rules.

We will first jointly go over the instructions. After we have read the instructions, you
will have time to ask clarifying questions. We would like to stress that any choices you
make in this experiment are entirely anonymous. Please do not touch the computer or

its mouse until you are instructed to do so. Thank you.

Role Description in the Experiment

During the experiment, participants will be assigned the role of either Participant A,
Participant B or Participant C. In total, there are 18 participants in the room: 8 of
them will be Participant As, 8 of them will be Participant B’s and 2 of them will be
Participant Cs.

[FRIENDS-FRIENDS TREATMENT: If you are assigned the role of Participant A or

Participant B you will be in a group with your friend (whom you came to the lab with).]

[FRIENDS-STRANGER TREATMENT: If you are assigned the role of Participant A
or Participant B you will be in a group with a random person in the room who is not

your friend.]

[STRANGER - STRANGER TREATMENT: If you are assigned the role of Participant

A or Participant B you will be in a group with a random person in the room.]

You will remain in the same group for the entire experiment. At the beginning of the
experiment you will be asked to make decisions considering both roles, Participant A and
Participant B. Your final role will be determined randomly at the end of the experiment.

If you are assigned the role Participant C, you will not be paired with anyone and you
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will be asked to make decisions on behalf of Participant A. You will remain in the same
role for the entire experiment and you will be paid based on the decisions you make in

this role.
Decision Making

Participant A will be endowed with £8.00 and will be asked to make an allocation
decision between him/herself and Participant B. In particular, Participant A will be
asked to indicate how much of the £8.00 s/he would like to give to Participant B (using
amounts up to one decimal point). Any remaining amount (out of the £8 endowment)
will be kept by Participant A. Participant B has no option but to accept Participant A’s

decision during the experiment.

If you are assigned the role of Participant C, you will either be Participant C1 or Par-
ticipant C2. You will be asked to propose an allocation to Participant A. You will
have to state how much of Participant A’s £8.00 you would allocate to Participant B
(using amounts up to one decimal point). Following your proposal, Participant A will
be informed of the proposed allocation presented by each of the two Participants Cs.
Participant A has then to decide either to send his own allocation as the final allocation
to Participant B or choose one of the two Participant Cs to make the final allocation on
his/her behalf. Participant C will then need to make the final allocation to Participant
B on behalf of Participant A. If either of Participant Cs are chosen to make the alloca-
tion decision they will be able to send any amounts from the £8.00 of Participant As
endowment (using amounts up to one decimal point). The amounts they send can be

the same or different from their first proposed allocation.
Payment

As described above, at the end of the experiment, the computer will assign either the
role of Participant A or Participant B at random. Participants deciding under the role

of Participant C will be informed at the beginning of the experiment.

Participant A: If you are assigned the role of Participant A, your earnings will be
your initial endowment minus the amount given to Participant B. The amount given
to Participant B can be either your initial allocation or the final allocation made by

Participant C on your behalf.

Participant B: If you are assigned the role of Participant B, your earnings will be the
amount given to you. The amount given to you can be either Participant A’s initial

allocation or the final allocation made by Participant C on behalf of Participant A.

42



Participant C: If you are assigned the role of Participant C, you are given £5.00
as an initial endowment. You can earn more or less money depending on how many
Participant As choose you to make the final allocation on their behalf. In particular, if
you are not chosen by any Participant A, you will lose £0.60 and your earnings will be
£.4.40. If you are chosen by one Participant A, you will lose £0.30 and your earnings
will be £4.70. If you are chosen by two Participant As, you will not lose anything and
your earnings will be £5.00. If you are chosen by more than two Participant As, you

will receive £0.30 for each Participant A, who chooses you.

At the end of the experiment, the total amount you have earned will privately be paid

to you in cash.

Do you have any questions? Please raise your hand and an experimenter will come to

your desk. Please do not ask any question out loud.
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2.6.2 Appendix B. Additional data analysis

Appendix B provides additional data analysis for this chapter.

B.1. Distribution of agents’ non-binding proposals across treatments

In addition to previous results, we take a deeper look into the agents’ proposals to the
principals. Figure 2.6 presents the distribution of agents’ non-binding proposals where
most of the agents propose higher shares to the principals in the F-F treatment. In this
treatment, 14.29% of the agents propose nothing to the principal while 42.86% of them
proposed an equal split of the principal’s endowment. In the F-S treatment the number
of agent’s proposing nothing to the principal’s increases to 20% and in the S-S treatment
this increases to 28.57%. Compared to the F-F treatment, in the F-S treatment 30%
and in the S-S treatment around 8% of agents propose equal shares of the endowment

to the principals.

Stranger—Stranger Treatment Friends—Stranger Treatment Friends—Friends Treatment
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Agents non—-binding proposals to principals

Figure 2.6: Distribution of Agents’ non-binding proposals to the principals across treat-
ment

The average proposals offered to principals are detailed in Table 2.12. Agents propose
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an average of £2.57 to the principals in the F-F treatment, while in the F-S treatment
and S-S treatment they propose £2.95 and £1.59 to the principals. We perform a
Wilcoxon rank-sum test, to find differences in amounts agents propose to principals
across treatments. Looking at proposals in F-F treatment and proposals in S-S treatment
we find a very weak difference (2.57 vs. 1.59, p = 0.0940), however comparing proposals
in the F-F treatment with F-S treatment (2.57 vs. 2.95, p = 0.9037) and comparing
proposals in F-S treatment with proposals in S-S treatments (2.95 vs. 1.59, p = 0.1098)

we do not find a statistically significant difference.

Table 2.12: Average agents’ non-binding proposals to the principals across treatments
S-S F-S F-F
Treatment Treatment Treatment

Mean  1.59 2.95 2.57
(1.54) (2.36) (1.55)
Obs 14 10 14

Notes: Standard deviations are presented in parentheses.

We further test parametrically whether agents’ proposals differ significantly between
treatments using a Tobit regression. We estimate two models where the dependent
variable is agents’ non-binding proposals to the principal and the independent variables
are the F-F treatment dummy variable and F-S treatment dummy variable. These
variables take the value 1 if agents make their decisions in the corresponding treatment
and else it will take the value 0. We use Model (2) to include demographic variables
in our model and check the robustness of our findings in Model (1). The result of this

regression is presented in Table 13 below.

Based on the above analysis, we state our next finding. The results of Table 2.13
show that both dummy variables have a coefficient that is statistically not significant
at conventional levels. This is confirmed in Model (2) of the table when controlling for
participants’ demographics. Across treatments, we do not find significance in terms of

how many agents propose the principals.

o On average, agents’ proposals to the principals do not significantly differ across

treatments.
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Table 2.13: Agents non-binding proposals to the principals — Regression results.

Dependent Variable: Agents non-binding proposal Model (1) Model (2)

F-F treatment 1.211 1.007
(0.754) (0.758)
F-S treatment 1.613 1.730
(1.080) (1.084)
Female 0.923
(0.720)
Constant 1.205** 0.801
(0.589) (0.722)
sigma
constant 2.169**** 2.137*
(0.392) (0.399)
N 38 38

Notes: Tobit estimates. Robust standard errors are presented in parentheses. The
variable F-F treatment is a dummy variable which takes on the value 1 for the F-F
treatment and 0 otherwise. The variable F-S treatment is a dummy variable which
takes on the value 1 for the F-S treatment and 0 otherwise. The baseline category
is the S-S treatment. For demographics we include gender to our regression.
*p<0.10 ** p < 0.05, *** p < 0.01, " p < 0.001.

Table 2.14: Average Agents non-binding proposals and Agents final offer across treat-
ments

Agents Non-Binding Proposals Agents final Offer Wilcoxon

(before delegation) (after delegation) rank-sum test
S-S treatment 1.59 2.52 p < 0.05
(1.54) (1.36)
F-S treatment 2.95 1.36 p=0.1934
(2.36) (1.75)
F-F treatment 2.597 3.39 p = 0.5035
(1.55) (1.61)

Notes:Standard deviations are presented in parentheses.
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B.2. Additional regressions for principals delegation decisions across treat-

ments

Table 2.15: Determinants of principals delegation decision — Regression results

Dependent variable: Principals delegation decision Model (1) Model (2) Model (3)

F-F treatment -0.300  -0.504**  -0.506"
(0.187)  (0.199)  (0.199)
0.0588  -0.0553  -0.0529

F-S treatment
(0.201) (0.203) (0.203)

0.171**  0.169****

Principals Sharing Decision
(0.0491) (0.0494)

Female 0.0735
(0.167)
Constant -0.279*  -0.618***  -0.658"***
(0.127) (0.163) (0.189)
N 264 264 264

Notes: Probit estimates. Robust standard errors are presented in parentheses. The variable F-F
treatment is a dummy variable which takes on the value 1 for the F-F treatment and 0 otherwise.
The variable F-S treatment is a dummy variable which takes on the value 1 for the F-S treatment
and 0 otherwise. The baseline category is the S-S treatment. For demographics we include gender

to our regression.
*p<0.10 ** p <0.05, ** p <0.01, *** p < 0.001.
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Table 2.16: Determinants of principal’s delegation decision when controlling for princi-
pals sharing decisions and agents non-binding proposals — Regression results
Dependent variable:

Principals delegation decision Model (1)  Model (2) Model (3) Model (4)

F-F treatment -0.300 -0.504** -0.391* -0.393*
(0.187) (0.199) (0.228) (0.228)

F-S treatment -0.0588 -0.0553 0.114 0.114
(0.201) (0.203) (0.218) (0.218)
Principals Sharing Decision 0.171%* 0177 0.176"**
(0.0491) (0.0491) (0.0495)

Pro-social agent proposal -0.0871 -0.0862
(0.0647) (0.0649)

Selfish agent proposal -0.0436 -0.0437
(0.0812) (0.0812)

Female 0.0610
(0.168)

Constant -0.279*  -0.618"** -0.383* -0.418*
(0.127) (0.163) (0.225) (0.246)

N 264 264 264 264

Notes: Probit estimates. Robust standard errors are presented in parentheses. The
variable F-F treatment is a dummy variable which takes on the value 1 for the F-F
treatment and 0 otherwise. The variable F-S treatment is a dummy variable which
takes on the value 1 for the F-S treatment and 0 otherwise. The baseline category is
the S-S treatment. For demographics we include gender to our regression.

*p<0.10 ** p < 0.05, ** p < 0.01, *** p < 0.001.
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Table 2.17: Determinants of principal’s delegation decision when controlling for the
difference between principals sharing decisions and agents non-binding proposals — Re-
gression results

Dependent variable:

Principals delegation decision Model (1) Model (2) Model (3) Model (4)
F-F treatment -0.504** -0.334* -0.391* -0.393*
(0.199) (0.199) (0.228) (0.228)
F-S treatment -0.0553 0.145 0.114 0.114
(0.203)  (0.210)  (0218)  (0.218)
Principals Sharing Decision 0.171%** 0.0467 0.0458
(0.0491) (0.0912)  (0.0915)
Difference between principals 0.0949 0.0871 0.0862
sharing and pro-social agents proposal (0.0632) (0.0647) (0.0649)
Difference between principals 0.0670 0.0436 0.0437
sharing and selfish agents proposal (0.0666) (0.0812) (0.0812)
Female 0.0610
(0.168)
Constant -0.618***  -0.319* -0.383* -0.418*
(0.163) (0.186) (0.225) (0.246)
N 264 264 264 264

Notes: Probit estimates. Robust standard errors are presented in parentheses. The variable F-F
treatment is a dummy variable which takes on the value 1 for the F-F treatment and 0 otherwise.
The variable F-S treatment is a dummy variable which takes on the value 1 for the F-S treatment
and 0 otherwise. The baseline category is the S-S treatment. For demographics we include gender
to our regression.

*p<0.10 ** p < 0.05, *** p < 0.01, *** p < 0.001.
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B.3. Additional regressions for principals delegation to pro-social agent

across treatments

Table 2.18: Determinants of principal’s delegation to pro-social agent — Regression re-
sults

Dependent variable: Principals delegation Model (1) Model (2) Model (3)
to pro-social agent

F-F treatment 1.148**** 0.915* 0.942**
(0.336) (0.401) (0.401)
F-S treatment -0.339 -0.443 -0.353
(0.357) (0.376) (0.402)
Principals Sharing Decision 0.629™**  0.628"***
(0.132) (0.133)
Female 0.225
(0.377)
Constant -0.502*  -2.270%*  -2.444**
(0.211) (0.466) (0.559)
N 91 91 91

Notes: Probit estimates. Robust standard errors are presented in parentheses. The
variable F-F treatment is a dummy variable which takes on the value 1 for the F-F
treatment and 0 otherwise. The variable F-S treatment is a dummy variable which
takes on the value 1 for the F-S treatment and 0 otherwise. The baseline category is
the S-S treatment. For demographics we include gender to our regression.

*p<0.10 ** p < 0.05, ™ p < 0.01, *** p < 0.001.
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Table 2.19: Determinants of principal’s delegation to pro-social agent when controlling
for agents non-binding proposals — Regression results

Dependent variable: Principals delegation
to pro-social agent Model (1) Model (2) Model (3) Model (4)

F-F treatment 1.148%** 0.915* 1.151% 1.155%*
(0.336) (0.401) (0.434) (0.433)

F-S treatment -0.339 -0.443 0.194 0.208
(0.357) (0.376) (0.431) (0.451)

Principals Sharing Decision 0.629*  0.766™*  0.764**
(0.132) (0.144) (0.148)

Pro-social agent proposal -0.435*** -0.432**
(0.166) (0.170)

Selfish agent proposal 0.214 0.212
(0.161) (0.164)
Female 0.0409
(0.411)
Constant -0.502**  -2.270"**  -1.806™**  -1.839***
(0.211) (0.466) (0.522) (0.591)
N 91 91 91 91

Notes: Probit estimates. Robust standard errors are presented in parentheses. The variable F-F
treatment is a dummy variable which takes on the value 1 for the F-F treatment and 0 otherwise.
The variable F-S treatment is a dummy variable which takes on the value 1 for the F-S treatment
and 0 otherwise. The baseline category is the S-S treatment. For demographics we include gender to
our regression.

*p<0.10 ¥ p <0.05, *** p <0.01, *** p <0.001.
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Table 2.20: Determinants of principal’s delegation to pro-social agent when controlling
the difference between principals sharing decisions and agents non-binding proposals —

Regression results

Dependent variable: Principals delegation

to pro-social agent Model (1) Model (2) Model (3) Model (4)
F-F treatment 0.915** 1.663*** 1.151* 1.155%*
(0.401)  (0.381)  (0.434)  (0.433)
F-S treatment -0.443 0.498 0.194 0.208
(0.376)  (0.390)  (0.431)  (0.451)
Principals Sharing Decision 0.629*** 0.545*** 0.545™*
(0.132) (0.204)  (0.204)
Difference between principals 0.518** 0.435*** 0.432**
sharing and pro-social agents proposal (0.205) (0.166) (0.170)
Difference between principals 0.0263 -0.214 -0.212
sharing and selfish agents proposal (0.132) (0.161) (0.164)
Female 0.0409
(0.411)
Constant -2.2707**  -0.833™*  -1.806""*  -1.839***
(0.466)  (0.306)  (0.522)  (0.501)
N 91 91 91 91

Notes: Probit estimates. Robust standard errors are presented in parentheses. The variable F-F
treatment is a dummy variable which takes on the value 1 for the F-F treatment and 0 otherwise.
The variable F-S treatment is a dummy variable which takes on the value 1 for the F-S treatment
and 0 otherwise. The baseline category is the S-S treatment. For demographics we include gender to

our regression.

*p<0.10 ** p < 0.05, ™ p < 0.01, **** p < 0.001.
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2.6.3 Appendix C. Experiment Screen-shots

Welcome screen

Period

1 outof 1

Welcome

Welcome to today's experiment!

Please press start if you have read and understood the instructions.

Once everyone in the room has done so, the experiment will begin.

Principals Sharing Decision

Period

1 outof 1

Suppose you are assigned the role of Participant A.

Your endowment is £ 8.0.

How much would you like to give to Participant B in your group (using amounts up to one decimal point)?
(Note that your allocation must be a number between 0 and 8.0 inclusive.)

£

Help
‘When you are ready, please press the “Submit-button.
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Recipients expectation about Principals Sharing Decision

Period

1 outof 1

Suppose you are assigned the role of Participant B.

Participant A's endowment is £ 8.0.

How much do you expect Participant A to allocate to you if you are assigned the role of Participant B in your group (using amounts up to one decimal point)?
(Note that your estimate must be a number between 0 and 8.0 inclusive.)

£

If the final role assigned to you is Participant B and you have guessed Participant As allocation to you correctly, you will receive an additional £0.40. If your guess deviates by one pound from the final allocation sent to you, then you will receive an
additional £0.20. Otherwise you will receive nothing.

Help
When you are ready, please press the “Submit-outton.

Agents Proposals to the principals

Period
1 outof 1
You are assigned the role of Pa
How much of Participant A's £8.0 endowment do you want to allocate to Participant B on behalf of Participant A (using amounts up to one decimal point)?
(Note that your allocation must be a number between 0 and 8.0 inclusive.)
£

Participant A will be informed of the allocation decision you make. Your eamnings in this iment depend on how many Participant As choose you to make the final allocation to Participant B.

Help

When you are ready, please press the “Submit-button
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Agents beliefs about number of principals who choose them

Period

1 outof 1

You are assigned the role of Participant C.

In total there are 5 Participant As in this experiment .

How many Participant As do you expect to choose you to make the final allocation to Participant B?

(Note that your guess must be a number between 0 and 5 inclusive.)

(——

If you guess the number of Participant As who have chosen you to make the final allocation to Participant B correctly, you will receive an additional £0.40. If your guess deviates by one from the actual number of Participant As who have chosen you
then you will receive an additional £0.20. Otherwise you will receive nothing.

- Help
When you are ready, please press the "Submit-button.

Principals Delegation Decision

Period

1 outof 1

Suppose you are assigned the role of Participant A.

Participant C1 and Participant C2 have proposed an allocation to you.
Do you want to send your own allocation to Participant B or choose one of the two Participant Cs to make the final allocation on your behalf?

Amount of Allocation Given to Participant B

Your Own Allocation 00
Participant C1 Proposed Allocation 00
Participant C2 Proposed Allocation 00

Please make your decision by selecting one of the following options:

|

95



Agents Decisions once they are chosen to delegate

Period

1 outof 1

You are assigned the role of Participant C.

You have been chosen by 5 Participant As.
Your proposed allocation was £ 0.0
How much would you like to allocate to Participant B on behalf of Participant A as your final allocation?
(Note that your allocation must be a number between 0 and 8.0 inclusive.)

£ I

Help
When you are ready, please press the “Continus™buton.

Agents Screen if they are not chosen by the principals

Period

1 outof 1

You are assigned the role of Participant C.

You have been chosen by 0 Participants.
You will not be making a decision in this stage. Please press the Continue button to move to the next stage.

Help
‘When you are ready, please press the “Continus™buton.
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IOS for a random stranger

Period

1 outof 1

Please look at the circle diagram provided on your screen.

A ‘ ‘ B. “ G “
. .' £ i which of these pairs of circles best represent your connection witha_
o E F random person in the room (who is not your friend) before this experiment. By

the approp! letter below please indicate to what extent you and this
person are connected.

eu o1h

G.

IOS for a Friend

Period

1 outof 1

Please look at the circle diagram provided on your screen.

A . ‘ B. “ C “
P

Consider which of these pairs of circles best represent your connection with

D. E. F. your friend before this il B ing the app! iate letter below

y e P
please indicate to what extent you and this person are connected.

CA €B €C €D CE CF €6

ell 0|h

G.

I
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Payoff

Period

1 outof 1

Remaining ime [sec} 2999

Feedback and Final Earnings

You are assigned the role of: Eaticoantal
Your Eamings is: A0
Your Final Earnings (Earnings+Show up fee) is: E

‘When you are ready, please press the “Finish™buton.
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Chapter 3

Social distance and delegation:

altruism or expected reciprocity?

3.1 Introduction

Recent studies on delegation suggest that a principal-agent relationship might in some
cases serve a function unrelated to efficiency. For example, principals might hire agents,
not because they are better or more efficient at a task, but because they just do not
want to be considered responsible for the outcome. In these cases, principals hire agents
to either, shift the blame for a selfish action (Bartling and Fischbacher (2012); Coffman
(2011); Choy et al. (2016)) or, to avoid responsibility and punishment for the said action
(Oex!l and Grossman (2013); Drugov et al. (2014); Steffel et al. (2016)). Actions that
principals take through agents are less pro-social than actions taken directly, hence
principals hire agents to take on a self-interested action that the principals are reluctant
to take on themselves (Hamman et al., 2010). In the previous chapter, we show that
principals not only share more generous offers with their friends compared to strangers,
but they are also less likely to delegate their decisions. If principals do delegate their
decisions when they are paired with their friends, they are more likely to hire a more pro-
social agent to decide on their behalf. In this chapter, we build on the findings from our
previous chapter, where pro-social motives induced by variation in social distance and
variation in anonymity drive principals’ delegation decisions. In particular, we answer

the question; which pro-social motives drive principals’ delegation decisions.

Economists have identified two main mechanisms that can explain pro-social behaviour.
These two mechanisms are selfless altruism which is identified through people’s altruistic

feelings towards others and expectation of future reciprocal favours which is identified
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through variations in the anonymity of the decision maker (Leider et al., 2009). Selfless
altruism is the preference for the well-being of others, and it consists of two parts,
baseline altruism and directed altruism. Baseline altruism refers to people’s preference
for the well-being of strangers while directed altruism refers to people’s preference for

the well-being of their friends, family or those with closer social distance to them®.

Reciprocity is known to significantly increase sharing (Leider et al., 2010) and it is
known to significantly diminish in the presence of a moral wiggle room (Regner, 2018).
Reciprocity can take the form of expectation of future favours, which refers to people’s
preference for the well-being of others only when they expect that it will be reciprocated
in the future. In this case, a decision maker may act more pro-social towards a recipient
only because she/he expects the recipient to behave more pro-social towards her/him in
the future. The role of expected reciprocity is presented through removing anonymity
and the increase in pro-social behaviour, driven by the information available about the
decision maker (Rankin, 2006)?. By varying social distance and anonymity of decision
makers, we focus on distinguishing between directed altruism and expectations for future

reciprocal favours.

To distinguish the role of directed altruism we compare principals’ decisions for their
friends with principals’ decisions for strangers in the anonymous treatment. Leider et al.
(2010) discuss that principals share positive amounts with strangers, however, they share
even more with their friends. The extra amount principals share with their friends com-
pared to strangers is referred to as the strength of directed altruism. To observe directed
altruism, we control for the anonymity of decisions. In the anonymous treatment, the
recipient does not receive information about the principal. Hence, studying principals’
decisions for their friends and strangers, in the anonymous, treatment will allow us to

only observe decision differences motivated by directed altruism.

To observe the role of expected reciprocity, we compare principals’ anonymous and
non-anonymous decisions when they are paired with their friends. When decisions are
anonymous it means that the recipient will not receive information about the principal.
However, when decisions are non-anonymous it means that the recipient will receive
information about the principal. The expectation of future reciprocal favours only makes

sense if there is the possibility of future interactions. Principals will not have any

'f a principals’ decision is motivated by baseline altruism (warm glow) then the amount share with
a friend would be equal to the amount shared with strangers because they found utility in the giving
itself. However, the literature on social distance suggests that this is not the case and people give
more to those that are close to them (Charness and Gneezy, 2008). We refer to the motive driving the
principals to care more for their friend compared to a stranger as directed altruism.

2There are also studies that show, less is given when anonymity is manipulated (Dufwenberg and
Muren, 2006).
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expectation from a stranger since they do not know that specific stranger and they will
never interact with them. However, principals have expectations from their friends,
family, and people they know because they have the opportunity to interact with them
in the future. By studying the difference in principals’ anonymous and non-anonymous
decisions for their friends, we can observe if, the recipient’s knowing the principal’s
identity will affect the principal’s decision (Leider et al. (2010); Leider et al. (2009)).

For this experiment, we use a principal-agent setup where subjects take part in a mod-
ified dictator game (Forsythe et al., 1994) with a within-subject design. Subjects are
randomly assigned to either the role of principal, recipient, or agent. Those in the role of
principals are offered a fixed endowment and are asked to decide how much of their en-
dowment they would like to share with the recipient. Once principals make their sharing
decisions, they are given the opportunity to delegate their decision to an agent. Prior
to making their delegation decisions, principals receive non-binding proposals from the
agents. Principals will see the agents’ proposals and their initial sharing decision and
will have to decide either to share with the recipient their initial offer or hire an agent
to make an offer on their behalf. The agents’ proposals are non-binding, meaning that
if an agent is chosen by the principal, they have the opportunity to share any amount

with the recipient regardless of their proposal.

We invite participants to the lab with their friends. To manipulate the social distance
between principal and recipient, we either pair principals with their friends or we pair

3. We also manipulate the anonymity of principals

them with a stranger in the room
by either revealing the principals’ identity to the recipient or by keeping the principals’
identity hidden. Principals make anonymous and non-anonymous decisions for both their
friends and a stranger. To observe the role of directed altruism we compare anonymous
decisions for friends with anonymous decisions for strangers. We distinguish the role of
expected reciprocity by comparing non-anonymous decisions with anonymous decisions
made for friends. Principals make decisions in four different treatments in a random
order. Principals make multiple decisions and only one decision is randomly selected for

payment at the end of the experiment®.

We confirm our findings from the previous chapter in which principals are more generous

towards their friends and are likely to share more with them, while they are less likely

3 A stranger in the room is not the principals’ friend but someone else’s friend. Our results from the
previous experiment suggests that principals treat other principal’s friends in the room as they would
treat a stranger.

4Principals delegation decision is not communicated to the recipient. In the non-anonymous treat-
ment, recipients only receive information about the principal (i.e., if they were a friend or a stranger)
and the amount offered to them at the end.
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to delegate their decisions to agents when they know it will affect their friends. Our
findings from this chapter show that the increase in principals’ generosity is driven
by both principals’ directed altruism for their friend and their expectation of future
reciprocal favours. The decrease in principals’ likelihood of delegation, is only driven
by directed altruism when we control for principals’ initial sharing. Principals are less
likely to delegate their decisions when they are paired with their friends controlling
for principals’ initial offers. We do not find principals’ expected reciprocity to play
a significant role in determining principals’ delegation decisions. Although principals’
delegation decision is not determined by the expectation of future reciprocal favours,
principals’ choice of agent is significantly determined by this motive. When principals’
anonymity is removed, they are more likely to choose a more pro-social agent than a
less pro-social agent to decide on their behalf for their friend. We do not find directed

altruism to play a significant role in principals’ choice of agent.

Most experimental studies prefer to maintain the anonymity between subjects and to
keep control over the social environment (Roth, 1995) and contain the influence of the
society (Hoffman et al., 1994). If decisions are completely anonymous, they will be
driven by self-interested motives (Franzen and Pointner, 2012). However, if anonymity
is reduced, decisions are more pro-social and generous (Rankin, 2006). The reduction in
anonymity created a closer social distance between the decision maker and the recipient.
Studies on social distance suggest that people are more likely to act more pro-social when
they interact with their friends compared to when they interact with strangers (Buchan
et al., 2006); (Charness and Gneezy, 2008). This pro-social behaviour can be due to
preference-based altruism (Andreoni, 1990), or preference over others’ earnings (Bolton
and Ockenfels (2000); Charness and Rabin (2002); Fehr and Schmidt (1999)). This
paper builds on the rich experimental literature on social distance. We study two main
pro-social motives that are induced through social distance variation in the presence of
a moral wiggle room. In particular, we distinguish between the decisions motivated by

altruism and decisions motivated by expectations.

To the best of our knowledge, this chapter is the first to study the role of social distance
on delegation and to distinguish between directed altruism and expected reciprocity.
Given that delegation is an important part of business interactions, studying the mo-
tives behind these decisions, and distinguishing between these mechanisms driving it is
particularly important for policy makers. For example, delegating monitoring and other
services in crowdfunded microfinance can be affected by the social ties in the society. In
cultures where the social ties are either reciprocity-based or altruism-based, delegation

to microfinance institutions may not be as attractive. This will help businesses identify
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their social cultures and it can lead to an efficient distribution of resources and help
identify areas in need of interventions. Our study helps economists identify and explain
behaviour, based on the social relationship between groups and communities when a

moral wiggle room is present.

The rest of the paper is organized as follows. Section 2 provides the framework and
treatments of the experimental design. In Section 3 we present our hypotheses, and we
summarize our empirical results on directed altruism and expected reciprocity in Section

4. In Section 5 we provide a discussion and conclusion for our results.

3.2 Experimental Design

In this section, we explain in detail our experimental design. In a principal-agent set-
ting, we employ a series of modified dictator games using a within-subject design, to
determine the role of directed altruism and expected reciprocity on principals sharing

and delegation decisions.

3.2.1 Framework

There are three main roles in the experiment: the principal, the recipient, and the agents.
Subjects are all randomly assigned a role. If subjects are assigned the role of principals,
they are paired in a group with a recipient. Fach principal is endowed with £8.00 and
is asked to decide how much she/he is willing to share with the recipient in their group
(in increments of £0.10). In this case, the recipient has no option but to accept the

principals offer?.

While principals decide how much to offer to the recipient, the agents are asked to
state how much they would share with the recipient if they were hired by the principals
to make the allocation decision. The agents’ proposals are non-binding, meaning that
if an agent is chosen, she/he can offer any amount to the recipient on behalf of the
principals. This amount can be different or the same as their initial proposal. The
non-binding proposals provide the principal with a moral wiggle room where they have
the opportunity to deny having any knowledge of the agents’ final allocation and hence

deny any responsibility for the final allocation made to the recipient.

5During the experiment the recipients are asked to specify, in an incentivised setting, how much they
are expecting to receive from their matched principal. If recipients guess the amount shared with them
by the principals correctly, they receive £0.40. If their guess deviated by £1.00 in either direction from
the allocation decision, they received an additional £0.20. They will receive no additional payment if
otherwise.
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Each session consists of two randomly selected agents where each agent offers a proposal
to the principals. Once both agents have made their decisions, their proposals are
presented to the principals along with the principals’ initial offer. The principals are then
asked to decide whether to send their initial allocation to the recipient or delegate the
decision to one of the two agents. If the principals decide not to delegate their decision,
then the amount shared with the recipient will be principals’ initial offer. However, if
a principal decides to delegate its decision to an agent, then the amount shared with
the recipient will be the agents’ final offer. This can be the same or different from the

agents’ initial proposal.

As previously mentioned, the principals offer to the recipient depends on the social
distance SD = {0, 1} between principals and the recipient and the anonymity of their
decision NA = {0,1}. Principals make offers to both their friends and a stranger. If
Principals and recipients are friends, then SD = 1 and if they are strangers SD = 0.
Principal’s also make both, anonymous and non-anonymous decisions. If principals’
identity (i.e., if they are friends to the recipient or strangers) is revealed to the recipient
then NA = 1 otherwise NA = 0. Principals’ offers to the recipients are presented in

equation (3.1).

z;=aZ +vSD+ v NA+¢ (3.1)

In this equation SD represents the principals’ social distance to the recipient, NA
represents the level of anonymity between principal and recipient and Z is the principal’s

demographic information.

The agents’ offers to the principals will also depend on social distance, anonymity, and
demographics. Since the agents are strangers who will remain anonymous for the entire
experiment, their anonymity NA = 0 and their social distance to the recipient is SD = 0.

The agents’ proposed offer to the recipient is presented in equation (3.2).

T = aZ + €; (32)

The agent’s offer depends solely on their demographic characteristics Z. Both principals
and recipients do not receive any information about the agents’ identity and the agents

do not receive any information about the principals’ and recipients’ identity.
Recipients’ payoff, on the other hand, is determined by the amount principals initially
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share with them and the principals’ decision to delegate.

Tri = (1 — Del)x; + (Del)x 4 (3.3)

In equation (3.3) z; is the amount principals initially offer to the recipient and x4 is
the agents’ final decision offered to the recipient®. The amount finally shared with the
recipient also depends on the principal’s delegation decision Del = {0,1}. If principals
decide not to delegate their decision to an agent Del = 0, the recipient will receive the
principals’ initial sharing decision for their payoff. However, if principals do decide to
delegate their decision to an agent Del = 1, the recipient will receive the agent’s final

offer as their payoff.

TR = x; + Del(—v;SD — v, NA) (3.4)

We replace equation (3.1) and equation (3.2) in equation (3.3). We show that the
recipients’ payoff is determined by principals’ social distance to the recipient or their
level of anonymity. If principals and recipients are strangers and their decisions are

anonymous, then the recipients’ payoff is the principals’ initial offer to the recipient.

if SD=0 and NA=0 = 7g =u

On the other hand, if the principal and the recipient are friends and their decisions are
anonymous then the recipients’ payoff is determined by the principals’ initial sharing

and principals directed altruism to the recipient.

if SD=1 and NA=0 = 7g; =x;+ Del(—y)

If the principal and the recipient are strangers and their decisions are not anonymous,
then the recipients’ payoff is determined by the principals’ initial sharing and principals’

expected reciprocity which is induced by anonymity to the recipient.

if SD=0 and NA=1 = 7g;=x;+ Del(—v,)

However, if principals and recipients are friends and their decisions are not anonymous,

then the recipients’ payoff is determined by principals’ initial sharing, principals’ directed

6As mentioned by Hamman et al. (2010) agents have little incentive to deceive principals. Hence,
we assume there is no difference between agent proposals and their final offers to the principal.
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altruism to the recipient and their expected reciprocity. In this case:

if SD=1 and NA=1 = mpg =x;+ Del(—y; — V)

Principals’ payoffs are principals’ initial endowment minus recipients’ payoff from the

game.

Tp; — W — TR; (35)

Although principals’ and the recipients’ earnings depend on the amount shared with the
recipient, the agents’ earnings are independent of principals’ offers. The agents’ earnings
are calculated depending on the number of principals that choose an agent”. The agents
receive a fixed income of £4.40 and they can earn more depending on the number of
principals who decide to choose them. Agents’ earnings are based on the following payoff

function:

Tai = 4.4+ 0.30np; (3.6)

In equation (3.6) np; represents the number of principals that delegated their decision
to a specific agent. This function generates a setting where agents start with an initial
capital of £4.40 and marginal revenue of 0.30. One main advantage of this payoft
function is that it avoids directly rewarding agents for maximizing principals’ payoff.
This also suggests that to increase their earnings, the agents must have more than two
principals hire them. The agents break even when only two principals decide to hire

them.

3.2.2 Treatment

To capture the main explanations for principals’ pro-social behaviour, we consider treat-
ment variation along two dimensions: variation in the social distance and variation in
anonymity of decisions. Variation in the social distance reveals the role of directed

altruism and variation in anonymity reveals the expectation of future reciprocal favours.

In their paper, Hamman et al. (2010) structure the agents’ payoff with a £5.00 starting capital and
the payoff function of m4; = 0.6 + 0.30n p;. With their payoff function agents receive or lose additional
payment in each round based on how many principals choose them. This payoff function creates a
set-up in which agents face a fixed cost of providing service of £0.60, zero marginal cost, and a constant
marginal revenue of £0.30. Since our experiment is a one-shot game for each scenario the subject’s
fixed cost is subtracted from the agent’s initial capital. Hence, the agents receive a fixed income of £4.4
and they can earn more depending on the number of principals who decide to choose them.
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We invite subjects to the lab with their friends and ask them to make allocation and
delegation decisions for both their friend and a random stranger in the room. The
friend principals bring to the lab has to be someone they know (friend, housemate,
classmate,...). When arriving at the lab, each participant and their friend are assigned
either the role of principal or recipient®. By studying social distance variation, we reveal
to the principal if they are paired with their friend or a stranger, but we do not reveal this
information to the recipient. Keeping the principal anonymous will allow the principal’s
decisions to be only motivated by directed altruism. We use variation in social distance

to understand the role directed altruism plays in principals’ decisions.

During the experiment, principals make allocation and delegation decisions for both
their friend and a stranger anonymously and non-anonymously. By varying anonymity,
we vary how much information is revealed to the recipients regarding the principal at
the end of the experiment. If the principal’s decisions are anonymous, recipients do not
receive information regarding the principal (i.e., they would not know if the principal
is their friend or a stranger). However, if the principal’s decisions are non-anonymous,
the recipients do receive information about the principals’ role and if she/he was their
friend or a stranger. We use variation in anonymity to understand the role expected

reciprocity plays in principals’ decisions.

Principals make anonymous and non-anonymous decisions for both their friends and a
stranger. The principal is anonymous to the recipient if the recipient does not receive
relevant information about the principal. This means that the recipient does not know if
the principal is their friend or a stranger. When principals are paired with a stranger and
the principal is anonymous to the recipient, they are making decisions in the Stranger-
Anonymous (SA) treatment. On the other hand, when principals are paired with their
friends and the principal is anonymous to the recipient, they are making decisions in
the Friends-Anonymous (FA) treatment. Depending on the principals’ paired partner, if
one of these treatments is randomly selected for payment, then the recipient will not be

informed that the principal making this decision was their friend or a stranger to them.

When principals are non-anonymous to the recipient it means that the recipient does
know if the principal is their friend or a stranger. The principal is not anonymous to the
recipient if the recipient receives relevant information about the principal. If principals
are paired with a stranger and the principal is not anonymous to the recipient, they are
making decisions in the Stranger-Non-Anonymous (SNA) treatment. On the other hand,

when principals are paired with their friends and the principal, is not anonymous to the

80ne pair will randomly be assigned the role of agents. All roles remain constant throughout the
experiment.
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recipient, they are making decisions in the Friends-Non-Anonymous (FNA) treatment. If
one of these non-anonymous treatments is randomly selected for payment, the recipient

will be informed that the principal making this decision was a stranger or their friend.

Principals make decisions in four treatments and one decision is randomly selected for
payment at the end of the experiment. At the end of the experiment, subjects are asked
to respond to a short questionnaire. Once all subjects have submitted their responses

they will be paid in private and in cash.

3.2.3 Measuring Closeness

After the main experiment, we also check the robustness of our treatment manipulation.
As mentioned, we vary the social distance between participants by asking them to bring
a friend with them to the lab. To make sure that this social distance manipulation is
effective we ask participants to state how close they feel to the recipient. To do so, we
use a handy measurement technique introduced by (Aron et al., 1992) known as the
Inclusion of the Other in Self (IOS) scale. This scale is highly intuitive, it is simple and
easy to implement and it is able to track important dimensions of a relationship closeness

(Gachter et al., 2017). Hence it is a perfect tool for summarizing bilateral relationships.

Figure 3.1 presents an image of the IOS scale. The Inclusion of the Others in Self or IOS
scale is measured with 7 different overlapping circles. One circle represents the partici-
pant themselves and the other represents their paired participant. The more participants
are connected, the more overlapped these circles. Participants are asked to state which
of these circles best represents their closeness with their paired partner. If participants
feel close to their partner, then we expect them to select more overlapped circles. On
the other hand, if participants are paired with strangers, we expect them to select the
more distanced circles. We use this tool and replicate the IOS scale measurement that
we use in Chapter two. We ask participants to state their level of closeness to their

paired partner.

To complement our results, we also follow Cialdini et al. (1997) measure of closeness.
Presented in Figure 3.2, Cialdini et al. (1997) introduce a measurement scale known as
the WE scale which they use to understand how close subjects felt towards their friends.
They ask participants to state, to what extent before the experiment would they have
used the term, WE to characterize you and your friend. This is a 7-point scale where 1
means the participants did not refer to themselves and their friend as we and 7 means
the participants used the term we very much to characterise themselves and their friend.

If participants feel close to their friends, we expect them to choose a higher amount on
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Figure 3.1: IOS scale measures

On a scale from 1{Not at all} to 7 (Very much so), please select the appropriate number below to indicate to what extent, before this experiment, you would have used the term “"WE" to characterize you and your
friend.

0 1 z 3 < 5 6 T
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Figure 3.2: WE scale measures

the WE scale. Using both the IOS scale and the WE scale we define a slightly better

measure known as the Oneness scale.

The oneness scale is the average of the I0OS scale and the WE scale which provides the
sense of interconnection and merge among participants. This scale is confirmed to be
slightly better compared to the IOS scale alone (Gachter et al. (2015); Gachter et al.
(2017)), hence we add the WE scale to have a better understanding of the connection

between principals and their friends.

3.3 Hypotheses

In this section, we study the role of social distance on delegation decisions by exploring
two main motives: directed altruism and expectation of future reciprocal favours. These
motives provide an explanation for principals sharing decisions when social distance
varies (Leider et al. (2010); Leider et al. (2009)). We investigate whether these motives
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can also explain why principals delegate less when interacting with a friend than a

stranger.

We first look at the role of directed altruism on principals’ delegation decisions. Prin-
cipals’ altruistic behaviour consists of two parts: baseline altruism which refers to how
altruistic an individual is towards a random stranger and the directed altruism which
refers to how altruistic an individual is towards their friends. This categorisation of
altruistic behaviour suggests that, if principals share more with their friends compared

to a stranger, the increase in sharing is due to directed altruism.

In the second chapter, we discussed principals’ sharing and delegation decisions. We
showed that principals share more with their friends compared to a stranger. This
is in line with (Hoffman et al. (1996); Bohnet and Frey (1999); Charness and Gneezy
(2008)), suggesting that principals are more generous with those who have a closer social
distance to them. In their study, Leider et al. (2010) show that there are two pro-social
motives. One of these motives is directed altruism which drives the increase in generosity
between two friends. Here we follow their structure and separate the role of directed
altruism driving principals sharing decisions when the social distance between principal
and recipient varies. To avoid including other motives in our treatment we focus on
principals’ anonymous decisions for their friends and their anonymous decisions for a

strangers. This will allow us to present our first Hypotheses.

 Hypothesis 1. If directed altruism drives principals sharing decisions, then we
expect to see an increase in principals sharing when principals are paired with
their friends in the anonymous treatment. We expect principals to offer more to
the recipient in the Friends-Anonymous (FA) treatment compared to the Stranger-

Anonymous (SA) treatment.

Our findings from the first chapter also show that if a principal is paired with their
friend, they are less likely to delegate their decision to an agent. Our results also show
that conditional on delegation principals are more likely to delegate their decision to a
pro-social agent when principals are paired with their friends. This suggests that not
only principal’s delegation decision is driven by pro-social motives but so is principals’
choice of agent. Evidence on delegation decisions suggests that principals delegate their
decision to hide behind an agent and exploit the moral wiggle room. If a principal
does delegate, they hire a less prosocial agent to make a decision on their behalf (Dana
et al. (2007); Coffman (2011); Bartling and Fischbacher (2012); Hamman et al. (2010)).
Based on this evidence, we expect less delegation, and conditional on delegation a more

pro-social agent chosen by the principals, when the recipient is their friend.
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Although in the first chapter we observe how variation in social distance affects dele-
gation decisions we do not know what pro-social motive is driving this decision. Here,
we hypothesise that the decrease in principals’ delegation decision is driven by directed
altruism (Leider et al., 2010). To ensure that the effect we observe is solely driven by
directed altruism we study decisions in an anonymous setting. Anonymity will help us
avoid the role of any other motives in play and single out the role of directed altruism.
We highlight directed altruism as an important driver for principals’ sharing decisions

and their delegation decisions when social distance is minimised.

o Hypothesis 2. If directed altruism drives principals’ delegation decisions, then
we expect the likelihood of delegation to be lower when principals are paired with
their friends in the anonymous treatment. We expect principals to delegate their
decisions less to an agent in the Friends-Anonymous (FA) treatment compared to

the Stranger-Anonymous (SA) treatment.

o Hypothesis 3. Conditional on delegation, we expect principals to hire more pro-
social agents when they are paired with their friends, if directed altruism drives
principals’ choice of agent. We expect principals to hire a more pro-social agent
in the Friends-Anonymous (FA) treatment compared to the Stranger-Anonymous
(SA) treatment.

Previous studies suggest that principals share more with recipients when decisions are
not anonymous compared to when they are anonymous (Hoffman et al. (1994); Frohlich
et al. (2001); Franzen and Pointner (2012)). A principal will make higher offers to the
recipient if they know that their decisions will be observed. To understand the role
that observability of decision plays in determining principals’ decisions we now compare
principals’ anonymous and non-anonymous decisions when they are paired with their
friends. We vary how much information is revealed to the recipients regarding the
principal at the end of the experiment. In the anonymous treatment, we do not share
any information about the principal with the recipient. In other words, the recipients do
not know if their paired principal was their friend or a stranger. However, in the non-
anonymous treatment, the recipient is informed of the selected decision for payment.
We refer to the motives induced by removing anonymity as expected reciprocity or
expectation of future reciprocal favours. For reciprocal favours to take effect, there
needs to be a known social tie between the principals and the recipient®. In their

paper, Leider et al. (2009) shows that principals’ decisions can be influenced by the

9If principals and recipients are strangers, the likelihood of reciprocation will be very low.
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expectation of future reciprocal favours. They show that principals are more generous
to their friends when their identity is revealed. If revealing principals’ identity induces
pro-social behaviour, we expect to see an increase in principals’ offers and a decrease in
principals’ delegations decision when principals are paired with their friends. Based on

this we structure our hypotheses.

« Hypothesis 4. If expected reciprocity drives principals’ sharing decisions, then we
expect to see an increase in the principals sharing when their identity is revealed
to their friends. Principals will offer more to their friends in the Fiends-non-

anonymous (FNA) treatment compared to the Fiends-anonymous (FA) treatment.

Our finding from the first chapter showed that in a close social distance when there
is variation in anonymity, principals are less likely to delegate. Leider et al. (2010)
suggest that one motive that can drive this decision is expected reciprocity which is
induced by variation in anonymity. If principals believe that in the future, the recipient
may reciprocate, relative to their decisions, they may change the decision they make
for the recipient when decisions are observed compared to when they are not observed.
Studies on reciprocity and delegation decisions suggest that the moral wiggle room has no
significant effect on reciprocal behaviours (van der Weele et al., 2014). However, in their
paper Regner (2018) shows that reciprocity diminishes in the presence of a moral wiggle
room. They suggest that reciprocation may be an obligation and providing a moral
wiggle room will remove this feeling. We test whether inducing expected reciprocity
would drive the decrease in principals’ delegation decisions. We also study principals’
choice of agent when decisions are anonymous and when they are not anonymous. We
expect principals to delegate less and to choose a more pro-social agent when their
decisions can be observed by the recipient. We expect this to be driven by the expectation

of future reciprocal favours.

« Hypothesis 5. If expected reciprocity drives principals’ delegation decisions, then
we expect to see a decrease in delegation when principals identity is revealed to
their friends. Principals are less likely to delegate their decisions to an agent in
the Fiends-non-anonymous (FNA) treatment compared to the Fiends-anonymous

(FA) treatment.

« Hypothesis 6. If expected reciprocity drives principals’ choice of agent, then we
expect principals to hire a more pro-social agent when their identity is revealed to
their friends. Principals hire a more pro-social agent in the Fiends-non-anonymous

(FNA) treatment compared to the Fiends-anonymous (FA) treatment.

72



3.3.1 Procedure

The experiment was conducted at the University of Birmingham in December 2019,

using SONA recruitment system?!°.

The programming was done with z-Tree software
(Fischbacher, 2007). The experiment consists of 11 sessions with a total of 176 subjects.
At the end of the experiment, each subject was paid based on the decisions they made
in their assigned role. Average earnings (including £2.50 show-up fee) for the principals
were £8.21, for the recipients were £5.30, and for the agents were £7.34. Before the

experiment began, participants received the instructions reproduced in Appendix A.

3.4 Results

In this section, we discuss the results of our experiment. First, we provide a summary
statistic of both principal and agent decisions. We then investigate principals’ sharing
decisions, principals’ delegation decisions and their choice of agent in the presence of pro-
social motives. Our focus is specifically on directed altruism and expected reciprocity
as the two main motives driving principals’ decisions. We provide a detailed analysis
on the role of directed altruism and its effect on principals’ decisions. We also explore
the role of expected reciprocity on principals’ decisions. We conclude by exploring other

motives that may drive principals’ delegation decisions.

3.4.1 Closeness

We first assess our exogenous social distance manipulation. We report scores from
three closeness measurement scales in Figure 3.3. We first report results from the [0S
scale recorded on a 7-point scale, where 1 represents participants feeling distant from
each other and 7 represents participants feeling close toward each other. During the
experiment we ask subjects to state how close they felt towards their friend whom they

came to the lab with and a random stranger in the room.

Using a Wilcoxon matched-pairs signed-rank, we test the equality of matched pairs of
observations and compare principals’ closeness to their friends and the stranger in each
scale. We find a significant difference between subjects’ closeness level to their friend
compared to their closeness level to a stranger (5.44 vs. 1.97; Wilcoxon matched-pairs

signed-rank test: p < 0.01). On average, subjects ranked their closeness to their friends

Ohttps://bham-beadslab.sona-systems.com/

73



Average 10S scale, WE scale and Oneness scale measures
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Figure 3.3: Average 10S scale, WE scale and Oneness scale measures

as 5.44 and their level of closeness towards a stranger as 1.97. Subjects felt close towards

their friends and distant towards a stranger.

Looking at the results from the WE scale and the oneness scale confirms our findings
from the TIOS scale. On average, the subjects’ WE scale is 5.75 and their oneness scale
result is 5.60. We do not find a huge difference between principals’ Oneness scale results
and their WE scale results (5.60 vs. 5.75; Wilcoxon matched-pairs signed rank test:
p < 0.05). We also find a significant difference between principals’ reported I0S scale
results for a stranger and their Oneness scale result (5.60 vs. 1.97; Wilcoxon matched-
pairs signed-rank test: p < 0.01). Our results confirm that our manipulation of social
distance variation has been successful, and principals do feel closer towards their friends

compared to strangers.
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3.4.2 Summary Statistics
Principals Sharing decision

Looking at Figure 3.4 we can see a significant difference between principals sharing when
they are paired with strangers compared to when they are paired with their friends. In
the SA treatment, we see that 28.57% of principals share nothing with the strangers,
while over 20.00% of them share at least half of their endowment with the recipient.
This pattern is also observed in the SNA treatment where 22.00% of the principals
share zero with the strangers and 25.00% of them share half of their endowment. When
paired with their friends in the FA treatment, 45.00% of the principals share half of their
endowment with the recipient while only 13.00% of them share nothing. Looking at the
FNA treatment, we see that 57.14% of the principals share half of their endowment and
only 5.19% of them share nothing with their friends.

Stranger — Anonymous  Stranger — Non Anonymous Friends — Anonymous Friends — Non Anonymous

Percent
20 30 40 50
1 1 1

10

T T T 1T 17T 17T 177 T T T 1T 17T 177177 T T T 1T 17T 71777 T T T 1T 17T 71777
012345678 012345678 012345678 012345678
Principals Sharing Decisions

Figure 3.4: Distribution of principals sharing decisions, by treatment

Table 3.1 presents the principals’ average sharing with the recipient in each treatment.
In the SA treatment, principals share £1.74 with a stranger while in the FA treatment
they share £2.84 with their friends. When decisions are non-anonymous, principals
share an average of £2.17 with strangers in the SNA treatment and an average of £3.36
with their friends in the FNA treatment. On average, principals share more with their

friends compared to strangers. We also observe more generous offers from principals
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when decisions are non-anonymous, and principals are paired with their friends. This
generosity may be induced due to directed altruism or due to expectations of future
reciprocal favours. To distinguish between these motives, we compare decisions made
for friends with decisions made for strangers in the anonymous treatment (SA vs. FA)
and observe the role of directed altruism. We also compare anonymous decisions with
non-anonymous decisions when principals are paired with their friends (FA vs. FNA)

to observe the role of expected reciprocity.

Table 3.1:  Average principals sharing decisions in each treatment.

Mean Obs.
Stranger - Anonymous (SA) L7407
(1.69)
Stranger - Non Anonymous (SNA) 217 17
(1.77)
Friends - Anonymous (FA) 284 77
(2.03)
Friends - Non Anonymous (FNA) 3.36 77
(1.82)

Notes: The standard deviations are reported in parentheses.

Using a Wilcoxon matched-pairs signed rank, we test the equality of matched pairs of
observations and compare principals’ average sharing across treatment. By comparing
FA treatment with SA treatment, we show that, when decisions are anonymous, princi-
pals share significantly more with their friends compared to strangers and this is driven
by directed altruism (1.74 vs. 2.84, Wilcoxon matched-pairs signed rank test: p < 0.01).
We also compare principals’ anonymous and non-anonymous decisions when they are
paired with their friends. Principals share significantly more with their friends in the
FNA treatment compared to the FA treatment (3.36 vs. 2.84, Wilcoxon matched-pairs
signed rank test: p < 0.01)!'. This suggests that expected reciprocity driven by non-

anonymity of decisions can significantly increase principals’ sharing with their friends'2.

1 Our results are not a consequence of small sample size, indicated by ex-ante and ex-post power
analyses. With this sample size, we have 80% power to detect effect size on the 5% significance level.

12We observe a statistically significant difference in principals’ sharing when we compare principals
decisions in the SA treatment with SNA treatment (1.74 vs. 2.17, Wilcoxon matched-pairs signed rank
test: p < 0.01). We also observe a statistically significant difference in principals sharing when we
compare FNA treatment to SNA treatment in the non-anonymous (2.17 vs. 3.36, Wilcoxon matched-
pairs signed rank test: p < 0.01).
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Principals Delegation Decision

Our findings from the previous section suggest that principals share more with their
friends compared to strangers and that they offer their friends more when their anonymity
is removed. In this part, we look at principals’ delegation decisions and how they vary
with social distance and anonymity. Figure 3.5 presents the number of principals who
decided to delegate their decisions to an agent in each treatment. In general, we observe
that principals are less likely to delegate when they are paired with their friends. In
the SA treatment, around 39% of the principals delegate their decisions to an agent. In
the SNA treatment, 45.45% of the principals delegated their decision to an agent. We
do not find a significant difference between the number of principals delegated in SA

treatment and SNA treatment (Wilcoxon matched-pairs signed rank test: p = 0.2513).
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Figure 3.5: Principals Delegation decision, by treatment

When principals are paired with their friends the likelihood of delegation decreases. In
the FA treatment, only 28.57% of the principals delegate their decision to an agent.
We also do not find a significant difference between principals’ delegation in the FA
treatment with principals’ delegation in the SA treatment (Wilcoxon matched-pairs
signed-rank test: p =0.1824). In the FNA treatment, 29.87% of the principals delegate
their decisions to an agent. When principals are paired with their friends and they

are no longer anonymous, they behave more pro-social, and they are also less likely to
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hire agents to take on their decisions. We find no significant difference between princi-
pals delegation in the FNA treatment with principals delegation in the FA (Wilcoxon
matched-pairs signed-rank test: p = 0.8348)"3

In general, we find that principals are less likely to delegate their decisions when their
recipient is a friend. We find that principals hire agents who offer less pro-social pro-
posals when they decide to delegate. This increase in principals’ offers, and decrease
in delegation decisions may be due to conditional and unconditional motives that can
induce pro-social behaviour (Leider et al., 2010). We specifically examine the role of

directed altruism and expectations of future reciprocal favours.

We now provide a detailed analysis to see which driving factor can explain the increase
in principals sharing and delegation decision: directed altruism driven by variation in

social distance or expected reciprocity, driven by variations in anonymity.

3.4.3 Directed altruism

As mentioned, directed altruism is people’s preference for the well-being of their friends
or those with closer social distance to them. In this section, we analyse principals di-
rected altruism when social distance varies. We study principals’ anonymous decisions
in the FA treatment and the SA treatment. This will allow us to have a better under-
standing of directed altruism when the social distance between principal and recipient

varies.

Principals Sharing decision

Our results from the previous section show that principals share more with their friends
compared to strangers. In this section, we explore if this increase in sharing is driven by
directed altruism induced by the closer social distance between principals and recipients.
Using data from the anonymous treatment, we analyse how variation in social distance

can induce altruistic preferences and affect principals’ sharing decisions.

Table 3.2 reports the results from three models, where the dependent variable is the

amount principals share with their matched recipient. Given that principals’ sharing

3We also perform an equality of proportions test where we find a significant difference between the
percentage of principals who delegated in the SNA treatment compared to the FNA treatment (Two-
sample test of proportions: p < 0.05). We do not find a significant difference in the percentage of
principals who delegated their decision to an agent between other treatments.
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decisions are bounded below and above by £0.00 and £8.00, we use a Tobit regres-
sion'*. We exploit the fact that we observe multiple decisions from each principal in the
anonymous treatment and we control for the social distance between principals and re-
cipients by including a dummy variable Friend to the regression. If principals are paired
with their friends as the recipient, this variable takes the value 1 and 0 otherwise. We
use this variable to identify the strength of directed altruism. The estimated coefficient
on the variable Friend is interpreted as directed altruism or the extra amount principals

share with their friends compared to strangers.

Table 3.2: Principals sharing decisions in the anonymous treatment when social distance
varies - regression results.

Dependent variable: Principals Sharing Decisions Model(1) Model(2) Model(3)

Friend 1.392%**  1.387***  1.387***
(0.269) (0.270) (0.270)
Female 0.216
(0.544)
Order of Treatments No Yes Yes
Constant 1.330% 1.628 1.438
(0.284) (1.453) (1.473)
sigma
Constant 2.300% %% 2267 2267
(0.196) (0.192) (0.193)
N 154 154 154

Notes: Tobit estimates. Robust standard errors are presented in parentheses and observations
are clustered at the individual level (adjusted for 77 clusters). The variable Friend is a dummy
variable that takes on the value 1 if principals are paired with their friends and 0 if they are
paired with strangers. Using Order of Treatments, we control for the order in which principals
made their decisions.

*p<0.10 ** p < 0.05, ** p < 0.01, *** p < 0.001.

We first analyse the pure effect of variation in social distance. In Model (1) we only
include the dummy variable indicating principals’ social distance to the recipient. We
observe that if the recipient is a friend, principals share more generous offers with them.
We claim that this increase in generosity is driven by principals’ directed altruism for
their friends. Our regression analysis provides support in favour of Hypothesis 1. In
Model (2) we include the Friends dummy variable while controlling for the order in

which principals made their decisions in each treatment. Since this is an experiment

HSince we observe multiple decisions for each principal in the anonymous treatment we control for
unobserved heterogeneity in the principals’ decisions by including random effects. Our results from the
random effect are very similar to the Tobit estimate that we have included in the paper.

79



with a within-subject design, principals make decisions in four different scenarios. To
avoid order effects, we randomize the order in which the principals see each scenario and
we include the order for them in the regression. This will clarify if the order in which
principals made their decisions had any significant effect on principals’ sharing deci-
sions. Our results from Model (2) confirm the robustness of the results from Model (1).
In Model (3) we also control for principals’ gender. These results imply that directed
altruism driven by variations in the social distance can significantly drive the increase
in principals sharing when decisions are anonymous. Principals’ generosity towards a
recipient is predicted by the social distance between principals and recipients and prin-
cipals’ generosity towards a stranger. We vary the social distance between principal and
recipient and compare principals’ generosity towards a friend with generosity towards a
stranger. Any change in generosity is considered as directed altruism driving principals’
decisions. These results show that a one unit increase in generosity towards a stranger
is associated with a 1.39 unit increase in generosity towards a friend. Meaning that
pairing principals with their friends can induce altruism and lead to a £1.39 increase in
principals’ offers to their friends. This result is in line with the findings from Leider et al.

(2009) and highlights the clear role of directed altruism on principals’ sharing decisions.

e Result 1: When paired with their friends, directed altruism drives the increase

in principals’ generosity.

Principals Delegation decision

We further explore whether the decrease in principals’ delegation decisions, is driven by
directed altruism, when they are paired with their friends. We focus on principals’ dele-
gation decisions in the anonymous treatment while varying the social distance between
principals and recipients. Given that closer social distance induces altruistic prefer-
ences, we minimise the social distance between principals and recipients to see if there
is a change in principals’ decision to delegate. If principals’ delegation decisions are
significantly different we can claim that directed altruism drives principals’ decision to

delegate.

We use a Probit regression with marginal effects, where principals’ delegation decision
is our dependent variable and it takes the value 1 if principals delegated their decisions
to an agent and 0 otherwise. As a dependent variable, we include the dummy variable
Friend to our model. This is used to control for the role of social distance, and it takes

the value 1 if principals are paired with their friends and 0 if they are paired with
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Table 3.3:  Principals’ delegation decisions in the anonymous treatment when social
distance varies - Marginal Effects.

Dependent variable: Principals Delegation Decisions Model(1) Model(2) Model(3)

Friend -0.103 -0.194* -0.195**
(0.0762) (0.0758) (0.0752)
Principals Sharing decision 0.0783****  0.0797****
(0.0159) (0.0164)
Female -0.0267
(0.0735)
Order of Treatments No No Yes
N 154 154 154

Notes: This table presents Probit regression results with marginal effects reported in percentage
points. Robust standard errors are presented in parentheses and observations are clustered at the
individual level (adjusted for 77 clusters). The variable Friend is a dummy variable that takes
on the value 1 if principals are paired with their friends and 0 if they are paired with strangers.
Using Order of Treatments, we control for the order in which principals made their decisions.
*p<0.10 ¥ p < 0.05, *** p < 0.01, *** p < 0.001.

a stranger. The estimated coefficient on the dummy variable Friend is interpreted as
the likelihood of delegation if directed altruism is induced. We control for principals’
sharing decisions by including the principals’ initial sharing to the regression. Using
this regression, we can confirm if principals’ delegation decisions are driven by directed

altruism when social distance is minimised.

Table 3.3 reports the result of three models'. In Model (1) we include only the dummy
variable Friends. In this case, we see that being paired with friends decreases delegation
by 10 percentage points but this is not statistically significant. In Model (2) of the
regression we not only include the Friend dummy variable, but we also control for prin-
cipals’ initial sharing decisions. Principals decide on their delegation given the initial
amount they decide to share with the recipient. Including principals sharing decisions
will allow us to observe principals’ delegation decisions for a given amount shared with
the recipient. We confirm that, for a given offer, principals are less likely to delegate
when they are paired with their friends. The results from this model suggest that being
paired with friends significantly decreases the likelihood of delegation by 19 percent-
age points. The results from Model (3) suggest that our findings from Model (2) are

15We replicate our results from the first chapter where we look at principals’ delegation decisions
when the social distance between principals and recipients and their anonymity are removed. In this
case, both altruism and expected reciprocity are in play. Our results are in line with our findings in the
first chapter. We find that observability of decisions by the recipient can decrease principals’ delegation
to agents when principals are paired with their friends as the recipient. This result is presented in
Appendix B.1.
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robust when we control for gender and the order in which principals responded to the

treatments.

These results suggest that the decrease in principals delegation decisions is driven by
directed altruism induced through a decrease in social distance when we control for

principals’ sharing decisions'®

e Result 2: When paired with their friends, directed altruism drives the decrease

in principals’ likelihood of delegation ceteris paribus.

Principals’ Choice of Agent

We now examine if principals directed altruism drives their choice of agent. We previ-
ously showed that, when controlling for shared decisions, principals’ delegation decision
is driven by directed altruism. Here we want to know if directed altruism also drives
the type of agent that is chosen by the principals. Motivated by directed altruism, are

principals hiring a more pro-social agent when they delegate?

Using a probit regression with marginal effects we study if directed altruism, induced by
variation in social distance, drives principals’ choice of agent. To do this we introduce
our dependent variable as the principals’ delegation to a pro-social agent. If principals
do delegate to a pro-social agent, the dependent variable will take the value 1 and if
they delegate to a selfish agent it takes the value 0. We include the dummy variable
Friend in the regression to observe the role of directed altruism driven by variation
in social distance. The variable Friend takes the value 1 if principals are paired with
their friends and it takes the value 0 if they are paired with a stranger. Given that
principals’ delegation decision is significantly determined by principals sharing decisions,
we also include principals sharing decisions to our model. In the end, we also control

for principals’ gender and the order in which principals took part in the treatments.

Our results from this regression are presented in Table 3.4. In Model (1) we look at
the sole effect of directed altruism. We include the Friend dummy variable and we do
not observe a significant coefficient. Results from this model suggest that the principal’s
choice of agent is not significantly determined by directed altruism induced through
variation in social distance. In Model (2) we control for principals sharing decisions

while including Friend dummy variables in the model. We do not find a significant

16To check for the robustness of our results we also run a regression where we control for both selfish
and pro-social agents’ non-binding proposals while taking into consideration principals’ social distance
to their paired recipient. The result of this regression is presented in Appendix.B.2.
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Table 3.4:  Principals’ delegation to a pro-social agent in the anonymous treatment
when social distance varies - Marginal Effects.

Dependent variable: Principals delegation to a  Model(1) Model(2) Model(3)
pro-social agent

Friend 0.187 0.0812 0.0710
(0.126) (0.138) (0.135)
Principals Sharing decision 0.0696*  0.0739**
(0.0362)  (0.0308)

Female 0.140
(0.124)

Order of Treatments No No Yes

N 52 52 52

Notes: This table presents Probit regression results with marginal effects reported in
percentage points. Robust standard errors are presented in parentheses and observations
are clustered at the individual level (adjusted for 77 clusters). The variable Friend is a
dummy variable that takes on the value 1 if principals are paired with their friends and 0
if they are paired with strangers. Using Order of Treatments, we control for the order in
which principals made their decisions.

*p<0.10 ** p < 0.05, ™ p <0.01, ™ p < 0.001.

coefficient even when controlling for principals sharing decisions. These results suggest
that principals’ choice of agent is not determined by directed altruism, meaning that
the principal’s likelihood of choosing a pro-social agent is not determined by principals’
social distance to the recipient. Our results are robust when we also control for principals’

gender and the order in which principals made their decisions'”.

* Result 3: Conditional on delegation, principals’ choice of pro-social agent is not

driven by directed altruism.

3.4.4 Expected reciprocity

We now examine principals’ decisions when they interact with their friends non-anonymously.
By using principals’ anonymous decisions when they are paired with their friends and
comparing them to their non-anonymous decisions when they are paired with their

friends we can distinguish the role of expected reciprocity. By studying principals’ de-

"By computing Bonferroni’s adjusted p-values for hypothesis 1 (p-value=0.0004), hypothesis 2 (p-
value=0.1750) and hypothesis 3 (p-value=0.1802) we further strengthen our findings.
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cisions in the FA treatment and comparing them with their decisions in the FNA treat-
ment we can observe if expected reciprocity plays a role in driving principals’ pro-social

decision.

Principals Sharing decision

We now examine if principals sharing decisions are driven by their expectations of any
future reciprocal favours. If principals know that their decisions are observed by their
friends, they might behave more pro-social since they expect their friends to reciprocate
their actions in the future. We use principals sharing decisions for their friends as the
dependent variable and as the independent variable, we include the dummy variable
Non-Anonymous. The non-anonymous variable takes the value of 1 if principals decide

in a non-anonymous condition and 0 otherwise.

Table 3.5: Principals sharing decisions for their friends when anonymity between the
principal and the recipient varies - regression results.

Dependent variable:Principals Sharing Decisions Model(1) Model(2) Model(3)

Non-Anonymous 0.620"**  0.618***  0.615***
(0.175) (0.175) (0.176)
Female -0.382
(0.558)
Order of Treatments No Yes Yes
Constant 2.730%"**  4.324***  4.658***
(0.270) (1.469) (1.598)
sigma
Constant 2.186™**  2.102****  2.094****
(0.239) (0.233) (0.223)
N 154 154 154

Notes: Tobit estimates. Robust standard errors are presented in parentheses and obser-
vations are clustered at the individual level (adjusted for 77 clusters). The variable Non-
Anonymous is a dummy variable that takes on the value 1 if principals made decisions in the
non-anonymous treatment and 0 if they made decisions in the anonymous treatment. Using
Order of Treatments, we control for the order in which principals made their decisions.
*p<0.10 ** p < 0.05, " p < 0.01, *** p < 0.001.

Table 3.5 reports the results of a Tobit regression where principals’ sharing decisions for
their friends is the dependent variable and it is bounded below and above by £0.00 and
£8.00. The estimated coefficient for non-anonymous is interpreted as the extra amount

principals share with their friends under non-anonymity compared to the anonymous
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condition. Model (1) shows a significant coefficient for non-anonymous decisions, sug-
gesting that the increase in principals’ sharing decisions is positively and significantly
driven by the expectation of future reciprocal favours. If principals’ decisions for their
friends are non-anonymous, then principals’ sharing will increase to 62%. Our results in
Model (1) are robust when we control for treatment order in Model (2). The result from
Model (3) confirms our previous findings when controlling for principals’ gender. From
this section, we can conclude that principals share 62% more with their friend’s when
decisions are non-anonymous compared to when they are anonymous. This suggests that
the role of expected reciprocity determines principals’ sharing decisions when principals
are paired with their friends. Our results are in line with Leider et al. (2009) confirming

that generosity increases when the anonymity of decisions is removed.

e Result 4: Expected reciprocity drives the increase in principals sharing deci-
sions when principals are paired with their friends and their decisions are non-

anonyiious.

Principals Delegation decision

Here we investigate the role of expected reciprocity as a motive for the decrease in princi-
pals’ delegation decisions. We vary the observability of decisions between principals and
their friends when principals have the option to delegate. This will allow us to distin-
guish if principals delegate less because they expect reciprocation in the future. Friends
may behave more pro-social towards their friends because they expect their friends to
reciprocate their generosity later and hence if decisions are not anonymous, they may
behave more pro-social towards them. People do not expect anything from strangers
since they may never see or interact with them again. By varying the anonymity of

decisions among friends, we observe the role of expected reciprocity.

Table 3.6 presents a probit regression with marginal effects where the dependent variable
is principals’ delegation decision and takes the value 1 if principals decided to delegate
their decision to an agent and 0 otherwise. To investigate the role of expected reciprocity
we include a dummy variable non-anonymous to our regression. This dummy variable
takes the value 1 if principals’ decisions are observed by the recipient and it takes the
value 0 if principals’ decisions are not observed by the recipient. If principals’ delegation
is driven by expected reciprocity, we expect a significant coefficient for the dummy
variable non-anonymous. We also control for principals’ sharing decisions to have a

better understanding of expected reciprocity induced by non-anonymous decisions. In

85



Table 3.6: Principals’ delegation decisions for their friends when anonymity between
the principal and the recipient varies - Marginal Effects.

Dependent variable: Principals Delegation Decisions  Model(1) Model(2) Model(3)

Non-Anonymous 0.0130  -0.00489 -0.00434
(0.0627)  (0.0630)  (0.0637)
Principals Sharing Decision 0.0440**  0.0476*
(0.0192)  (0.0194)
Female 0.0100
(0.0887)
Order of Treatments No No Yes
N 154 154 154

Notes: This table presents Probit regression results with marginal effects reported in percentage
points. Robust standard errors are presented in parentheses and observations are clustered at
the individual level (adjusted for 77 clusters). The variable Non-Anonymous is a dummy variable
that takes on the value 1 if principals made decisions in the non-anonymous treatment and 0 if
they made decisions in the anonymous treatment. Using Order of Treatments, we control for the
order in which principals made their decisions.

*p<0.10 ** p < 0.05, *** p<0.01, **** p < 0.001.

the end we also control for principals’ demographics and the order in which they make

their decisions.

Results from Model (1) suggest that expected reciprocity does not significantly deter-
mine principals’ delegation decisions. We observe a small and positive but not statisti-
cally significant coefficient for the non-anonymous dummy variable. This suggests that
principals are more likely to delegate their decisions to agents when their decisions are
observed by their friends. We then control for principals’ sharing decisions while ob-
serving the anonymity of decisions in Model (2). The coefficient for observability of
decisions by recipients becomes negative but is still very small and not significant. Our
results from these two models are robust when we control for principals’ gender and
the order in which principals made their decisions In Model (3). These results suggest
the principals’ delegation decisions are not driven by expected reciprocity induced by

removing anonymity of decisions between principals and their friends.!®

o Result 5: Expected reciprocity does not drive the decrease in principals’ delega-

tion decisions.

18To check for the robustness of our results we also run a regression where we control for both selfish
and pro-social agents’ non-binding proposals while taking into consideration principals’ anonymity level
for their friends. The result of this regression is presented in Appendix.B.3.
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Principals’ Choice of Agent

To better understand principals’ choice of agent we analyse the type of agent principals
choose when decisions are not anonymous. In the previous section, we showed that
principals’ delegation decision is not driven by expected reciprocity, meaning that it
does not matter if decisions are anonymous or not anonymous because principals are
not likely to delegate their decision in either of the scenarios. However, we still observe
a few principals who do delegate their decisions. In this section, we aim to understand
if expected reciprocity can explain the type of agent chosen by the principals when the

anonymity of decisions varies between principals and their friends.

Table 3.7: Principals’ delegation decisions for their friends when anonymity between
principal and recipient varies - Marginal Effects.

Dependent variable: Principals Delegation Decisions Model(1) Model(2) Model(3)

Non-Anonymous 0.228**  0.244**  0.287****
(0.0883)  (0.0892)  (0.0839)
Principals Sharing Decision 0.0503 0.0762*
(0.0362)  (0.0350)
Female 0.0488
(0.150)
Order of Treatments No No Yes
N 45 45 45

Notes: This table presents Probit regression results with marginal effects reported in percentage
points. Robust standard errors are presented in parentheses and observations are clustered at
the individual level (adjusted for 77 clusters). The variable Non-Anonymous is a dummy variable
that takes on the value 1 if principals made decisions in the non-anonymous treatment and 0 if
they made decisions in the anonymous treatment. Using Order of Treatments, we control for the
order in which principals made their decisions.

*p<0.10 ** p < 0.05, ™ p < 0.01, *** p < 0.001.

Using a probit regression with marginal effects we study if the expected reciprocity
drives principals’ choice of agent. Our dependant variable is binary, and it takes the
value 1 when principals delegate to the pro-social agent and 0 otherwise. As an indepen-
dent variable, we include the dummy variable non-anonymous that shows variation in
anonymity of principals’ decisions when they are paired with their friends. If principals’
decisions are observed by their friends, the independent variable will take the value 1
and it will take the value 0 if decisions are not observable. Given that principals’ delega-
tion decision is significantly determined by principals sharing decisions, we also include

principals’ sharing decisions in our model. In the end, we also control for principals’
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gender and the order in which principals took part in the treatments. The result for this

is presented in Table 3.7.

In Model (1) we study the sole effect of variation in anonymity. The coefficient for non-
anonymous variables is positive and statistically significant which suggests that being not
anonymous to your friends will increase the likelihood of choosing a more pro-social agent
by 22 percentage points. This suggests that expected reciprocity significantly drives
principals’ choice of agent. Principals’ delegation decision is significantly determined
by the amount principals share with their friends. In Model (2) we also control for
principals’ sharing decisions. Our results are robust when we control for principals’
initial sharing. In Model (3) we also control for other factors such as principals’ gender
and the order of treatments they participated. We confirm our results to be robust when
controlling for principals’ gender and the order in which principals made their decisions.
These results suggest that principals’ choice of agent is positively and significantly driven

by principals’ expectation of future reciprocal favours!?.

o Result 6: Principals’ choice of pro-social agent is driven by expected reciprocity.

3.5 Guilt Aversion

In previous sections, we provided evidence on the effect of pro-social motives driving
principals’ sharing and principals’ delegation decisions. As mentioned before, in our
experiment principals are invited to the lab with their friends. Prior to attending the
experiment, principals and their friends may have formed an agreement on their earnings.
They may have decided on how much each party should earn beforehand, and this may
affect their decisions. If principals do not follow their agreement with their friends, they
might feel bad or guilty. Hence their sharing decisions and delegation decisions may

vary if principals are guilt averse?°.

Guilt aversion is defined as the utility individuals lose when they believe they have not
met others’ expectations (Charness and Dufwenberg (2006); Ellingsen et al. (2010)).

Using principals’™ beliefs on what they think the recipients would expect from them and

YFor hypothesis 4 (p-value=0.0965), hypothesis 5 (p-value=0.8605) and hypothesis 6 (p-
value=0.0853) we compute Bonferroni’s adjusted p-values which suggest that the results reported here
are not a consequence of multiple hypothesis testing.

20In the final questionnaire, we ask participants to state if they made an agreement with their friends
prior to the experiment. We run a regression where we control for principals’ prior agreements that
may have taken place before and after the experiment. The Probit estimates for this are presented in
Appendix B.6 and Appendix B.7.
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comparing it with the amount they share we are able to have a measure of guilt aversion.
We define guilt aversion as the difference between what principals initially share with
the recipient and the amount principals believe the recipients are expecting from them.
If principals and their friends have reached an agreement before the experiment, then
a guilt-averse principal will share what they think their friends expect from them. For
a guilt averse principal, the difference between principals sharing and principals’ belief
of recipients’ expectation is zero or positive. During the experiment, the principals
are asked to specify, in an incentivised setting, how much they think the recipients are
expecting from them. If principals guess the amount, they think recipients expect from
them correctly, they receive £0.40. If their guess deviated by £1.00 in either direction
from the allocation decision, they received an additional £0.20. They will receive no

additional payment if otherwise.

We do not find guilt aversion to affect principals’ motives in determining principals’

2L Principals’ sharing decision is determined by both

sharing and delegation decision
directed altruism and expected reciprocity for a given level of guilt aversion. Principals
are more generous with the recipient when they are more guilt averse. Principals’ del-
egation decision is determined by only directed altruism when controlling for the level
of guilt aversion and principals shared offer. We find that expected reciprocity does not
determine principals’ delegation decisions even when we control for principals’ sharing

and their level of guilt aversion.

e Result 7: Controlling for guilt aversion does not affect the explanatory power
of directed altruism and expected reciprocity in driving principals’ delegation be-

haviour.

3.6 Conclusion

Delegation is an important part of economic and business interactions. It is therefore
of crucial importance to understand the behavioural motives that drive delegation deci-
sions. Recent studies suggest that people delegate their decisions to avoid the responsi-
bility of a selfish action. In this case, delegation is used as a way to exploit the moral
wiggle room and shift the blame. However, delegation is not considered an efficient tech-
nique to use when the social distance between individuals is low. In a principal-agent

setting, a principal is less likely to delegate their decision to an agent if they are in a

21The results for this are presented in Appendix B.4 and Appendix B.5.
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closer social distance to the recipient. Our paper contributes to this line of research and
investigates the pro-social motives driving the decrease in principals’ delegation deci-
sions. We focus on two motives: directed altruism induced through variation in social
distance between a principal and a recipient, and expectation of future reciprocal favours
induced through variation in anonymity between principal and recipient (Leider et al.
(2009); Leider et al. (2010)).

We find that for a given sharing decision, the principals’ delegation decision is driven
by directed altruism. The closer principals are to the recipient the more altruistic they
feel towards them and the less likely they are to delegate their decisions. We do not
find expected reciprocity to play a significant role in principals’ delegation decisions.
However, principals’ choice of agent is significantly determined by principals’ expectation
of future reciprocal favours. If principals do delegate their decisions, they are more likely
to hire a more pro-social agent to make the decision on their behalf. This is because
principals would want to signal their generosity to their friends without making their

delegation decisions conditional on expected reciprocity.

In this study, we show that because of altruistic motives, delegation is not the best way
to exploit the moral wiggle room when social distance is minimised. Although social
distance plays a major role in determining delegation decisions; they do not provide
the full picture. Past research in psychology has demonstrated that emotions are a key
component of individuals’ pro-sociality (Cubitt et al., 2011). Reducing social distance
may trigger such moral emotions and discourage people from delegating their decisions.
Further studies on social emotions are needed to shed light on other motives behind
delegation decisions. Observing the role of self and social image and maybe even social

norms may shed more light on delegation decisions in various social settings.

Overall, delegation has been shown to be a common tool to shift the blame and exploit
the moral wiggle room, however, it is less frequently used when social distance is min-
imised. Altruistic motives induced by lower social distance create a closer bond between
individuals and make delegation a less attractive option. When decisions are delegated,
the blame and responsibility for those decisions shift. In the absence of social distance
variation, principals delegate to not feel direct responsibility for making a selfish deci-
sion. Since principals do not make decisions directly, they feel less responsible toward
the recipient. Lower responsibility may, however, become less salient when the social
relationships of the principals and recipients are more transparent. Given that altruis-
tic motives reduce the likelihood of delegation they may also reduce the likelihood of
responsibility. In this study, we do not investigate the role of responsibility. Whether

altruistic motives induced by lower social distance can increase responsibility towards
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others is a topic that could be explored further in future work.
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3.7 Appendix

3.7.1 Appendix A. Experimental Material

Appendix A contains the invitation letters sent to the subjects (Appendix A.1) and
the general instructions used in the experiment (Appendix A.2). Differences across

treatments are indicated in square brackets.

A.1 Invitation letters

[Invitation Letter]

[Invitation letter for the Friends-Friends Treatment and the
Friends-Stranger Treatment)|

Hello #fname# #lname#!

You are invited to participate in an experiment in our laboratory. We would like to

invite YOU plus ONE of your friends to take part in our coming experiment.

IMPORTANT INFORMATION

To participate in this experiment, YOU are required to bring ONE other person who

knows you. Your friend needs to
1...be someone you know (e.g. a friend, a housemate, someone on your course etc.).

2...be someone who knows you (e.g. a friend, a housemate, someone on your course

etc.).

3...be able to attend the session you have signed up for.

The sessions are scheduled for the following times:
#sessionlist#

Both you and your friend can only participate in ONE of the above sessions. If YOU
plus your FRIEND would like to participate, please click on the link below to sign up
to the session of your choice. After signing up, reply to this e-mail to communicate the
full name of your FRIEND who will participate (Your friend does not need to sign up,

but you must ensure that s/he attends the session with you).
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#link#
(If you cannot click on the link, copy it to the clipboard by selecting it, right-click and
choosing "Copy”, and then paste it into the address line in your browser by right clicking

there and choosing "Paste”.)

In order to participate, you have to be registered for the session. Please arrive 5 minutes

before the scheduled time and bring an ID card with you.

Please note: people that sign up to a session and do not turn up cause us problems; sign
up to a session only if you are sure you can attend it and that YOU are able to bring

ONE friend as well. If you sign up please make sure YOU and your FRIEND do attend.

We hope to see you soon in one of our sessions.

Best regards, The BEADS team
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A.2 Instructions

Instructions

General Instructions

Welcome! You are about to take part in a decision making experiment. This experiment
has been financed by various research foundations. Just for showing up you have already
earned £2.50. You can earn additional money depending on the decisions made by you
and other participants. It is therefore very important that you read these instructions

with care.

It is important that you remain silent and do not look at other people’s work. If you have
any questions, or need assistance of any kind, please raise your hand and an experimenter
will come to you. If you talk, laugh, exclaim out loud, ctc., you will be asked to leave

and you will not be paid. We expect and appreciate your following of these rules.

We will first jointly go over the instructions. After we have read the instructions, you
will have time to ask clarifying questions. Please do not touch the computer or its mouse

until you are instructed to do so. Thank you.

Role Description in the Experiment

During the experiment, participants will be assigned the role of either ‘Participant A’
‘Participant B’ or ‘Participant C’. In total, there are 16 participants in the room: 7 of
them will be Participant As, 7 of them will be Participant B’s and 2 of them will be
Participant Cs. If you are assigned the role of Participant A you will be in a group
with one other person in the room who is assigned the role of Participant B. If you are
assigned the role Participant C, you will not be paired with any one and you will be

asked to make decisions on behalf of Participant A.

You will remain in the same role for the entire experiment and you will be paid based

on the decisions you make in this role.

Decision Making

Participant A will be endowed with £8.00 and will be asked to make an allocation
decision between him/herself and Participant B. In particular, Participant A will be

asked to indicate how much of the £8.00 s/he would like to give to Participant B (using
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amounts up to one decimal point). Any remaining amount (out of the £8 endowment)
will be kept by Participant A. Participant B has no option but to accept Participant A’s

decision during the experiment.

If you are assigned the role of Participant C, you will either be Participant C1 or Par-
ticipant C2. You will be asked to propose an allocation to Participant A. You will
have to state how much of Participant A’s £8.00 you would allocate to Participant B
(using amounts up to one decimal point). Following your proposal, Participant A will
be informed of the proposed allocation presented by each of the two Participants Cs.
Participant A has then to decide either to send his own allocation as the final allocation
to Participant B or choose one of the two Participant Cs to make the final allocation on
his/her behalf. Participant C will then need to make the final allocation to Participant
B on behalf of Participant A. If either of Participant Cs are chosen to make the alloca-
tion decision they will be able to send any amounts from the £8.00 of Participant As
endowment (using amounts up to one decimal point). The amounts they send can be

the same or different from their first proposed allocation.
Scenarios

During the experiment, Participant As will be asked to make allocation decisions in four
different scenarios. Only one of the four scenarios will determine their payment for the
experiment and it will be randomly chosen at the end. Each scenario is equally likely to

be selected. The four scenarios are described below.

Scenario 1: In this scenario, Participant A will be paired with Participant B who is a
random person in the room (who is not their friend). If this scenario is randomly selected
for payment, Participant B WILL NOT receive any information about their relationship

with Participant A.

Scenario 2: In this scenario, Participant A will be paired with Participant B who is
a random person in the room (who is not their friend). If this scenario is randomly
selected for payment, Participant B WILL receive information about their relationship

with Participant A.

Scenario 3: In this scenario, Participant A will be paired with Participant B who is
their friend (whom they came to the lab with). If this scenario is randomly selected for
payment, Participant B WILL NOT receive information about their relationship with

Participant A.

Scenario 4: In this scenario, Participant A will be paired with Participant B who is

their friend (whom they came to the lab with). If this scenario is randomly selected
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for payment, Participant B’s WILL receive information about their relationship with

Participant A.

Participant As will be presented each of these scenarios in a random order.

Payment

As described above, at the end of the experiment, the computer will randomly select
one of the four scenarios and you will be paid based on the outcomes of the randomly

selected scenario. The earnings for each participant are described below.

Participant A: If you are assigned the role of Participant A, your earnings will be

your initial endowment minus the amount given to Participant B. The amount given
to Participant B can be either your initial allocation or the final allocation made by

Participant C on your behalf.

Participant B: If you are assigned the role of Participant B, your earnings will be the

amount given to you. The amount given to you can be either Participant A’s initial

allocation or the final allocation made by Participant C on behalf of Participant A.

Participant C: If you are assigned the role of Participant C, you are given £5.00 as an

initial endowment. You can earn more or less money depending on how many Participant
As choose you to make the final allocation on their behalf. In particular, if you are not
chosen by any Participant A, you will lose £0.60 and your earnings will be £4.40. If you
are chosen by one Participant A, you will lose £0.30 and your earnings will be £4.70. If
you are chosen by two Participant As, you will not lose anything and your earnings will
be £5.00. If you are chosen by more than two Participant As, you will receive £0.30 for

each Participant A, who chooses you.

At the end of the experiment, the total amount you have earned will privately be paid

to you in cash.

Do you have any questions? Please raise your hand and an experimenter will come to

your desk. Please do not ask any question out loud.
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3.7.2 Appendix B. Additional data analysis

Appendix B provides additional data analysis for this chapter.

B.1. Principals delegation decisions in the non-anonymous treatment when

social distance varies - regression results.

Table 3.8: Principals delegation decisions in the non-anonymous treatment when social

distance varies - regression results.

Dependent variable: Principals Delegation Decisions Model(1) Model(2) Model(3)

Friend -0.414*  -0.566™  -0.557**
(0.200) (0.224) (0.228)
Principals Sharing decision 0.124* 0.112*
(0.0598)  (0.0608)
Female -0.112
(0.235)
Order of Treatments No No Yes
Constant -0.114 -0.388** -0.988
(0.144) (0.176) (0.762)
N 154 154 154

Notes: Probit estimates. Robust standard errors are presented in parentheses and observations
are clustered at the individual level (adjusted for 77 clusters). The variable Friend is a dummy
variable which takes on the value 1 if principals are paired with their friends and 0 if they are
paired with strangers. Using Order of Treatments, we control for the order in which principals
made their decisions.

*p<0.10 ™ p < 0.05, *** p<0.01, ™ p < 0.001.
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B.2. Principals delegation decisions and variation in social distance in the
anonymous treatment when controlling for pro-social and selfish agents no-

binding proposals - regression results.

Table 3.9: Principals delegation decisions and variation in social distance in the anony-
mous treatment when controlling for pro-social and selfish agents no-binding proposals
- regression results.

Dependent variable: Principals Delegation Decisions Model(1)  Model(2) Model(3) Model(4) Model(5) Model(6)

Friend -0.286 -0.588"* -0.164 -0.0662 -0.282 -0.272
(0.214) (0.242) (0.234) (0.239) (0.285) (0.280)
Principals Sharing Decision 0.237** 0.236**  0.246***
(0.0560) (0.0551)  (0.0582)
Pro-social Agent Proposal -0.108 -0.0864 -0.0746
(0.107) (0.114) (0.115)
Selfish Agent Proposal -0.153* -0.142 -0.168*
(0.0918)  (0.0976)  (0.0945)
Female -0.0245
(0.221)
Order of Treatments No No No No No Yes
Constant -0.280*  -0.710"**  0.0114 -0.133 -0.348 -1.028
(0.146) (0.178) (0.320) (0.167) (0.342) (0.894)
N 154 154 154 154 154 154

Notes: Probit estimates. Robust standard errors are presented in parentheses and observations are clustered at the individual level
(adjusted for 77 clusters). The variable Friend is a dummy variable which takes on the value 1 if principals arc paired with their
friends and 0 if they are paired with strangers. Using Order of Treatments, we control for the order in which principals made their
decisions.

*p<0.10 % p <0.05, ** p < 0.01, *** p < 0.001.
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B.3. Principals delegation decisions and variation in anonymity for their
friends when controlling for pro-social and selfish agents no-binding proposals

- regression results.

Table 3.10: Principals delegation decisions and variation in anonymity for their friends
when controlling for pro-social and selfish agents no-binding proposals - regression re-
sults.

Dependent variable: Principals Delegation Decisions  Model(1)  Model(2) Model(3) Model(4) Model(5) Model(6)

Non-Anonymous 0.0378 -0.0147 0.0179 0.0673  -0.00100  0.0157
(0.182) (0.190) (0.186) (0.186) (0.199) (0.202)
Principals Sharing Decision 0.132™ 0.129* 0.147*
(0.0604) (0.0605)  (0.0619)

Pro-social Agent Proposal 0.178 0.119 0.172
(0.239) (0.236) (0.243)
Selfish Agent Proposal -0.0438 -0.0350 -0.0663
(0.106) (0.106) (0.100)

Female 0.0311
(0.276)
Constant -0.566™**  -0.967*  -1.248 -0.460 -1.331 -2.589*
(0.152) (0.231) (0.922) (0.292) (1.031) (1.435)

N 154 154 154 154 154 154

Notes: Probit estimates. Robust standard errors are presented in parentheses and observations are clustered at the individual level
(adjusted for 77 clusters). The variable Non-Anonymous is a dummy variable which takes on the value 1 if principals made decisions
in the non-anonymous treatment and 0 if they made decisions in the anonymous treatment. Using Order of Treatments, we control
for the order in which principals made their decisions.

*p < 0.10 ** p < 0.05, % p < 0.01, ** p < 0.001.
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B.4. Principals Shearing decisions when controlling for guilt aversion - re-

gression results

Table 3.11: Principals sharing decisions when controlling for guilt aversion - regression
results.

Dependent variable:Principals Sharing Decisions Model(1) Model(2) Model(3) Model(4)

Friend 1495 1.501%**
(0.271)  (0.275)

Non-Anonymous 0.505***  0.507*~
(0.148) (0.149)

Guilt Aversion 0.788"  0.803***  0.853""  (.848™*
(0.0980)  (0.105)  (0.116)  (0.126)

Female 0.384 0.285
(0.424) (0.457)
Order of Treatments No Yes No Yes
Counstant 1.524***= 1.252 3.049***  3.013**
(0.236) (1.242) (0.236) (1.383)
sigma
Constant 1857 = 1.848****  1.717***  1.706=***
(0.188) (0.189) (0.223) (0.229)
N 154 154 154 154

Notes: Tobit estimates. Robust standard errors are presented in parentheses and observations are
clustered at the individual level (adjusted for 77 clusters). The variable Non-Anonymous is a dummy
variable which takes on the value 1 if principals made decisions in the non-anonymous treatment and 0
if they made decisions in the anonymous treatment. The variable Non-Anonymous is a dummy variable
which takes on the value 1 if principals made decisions in the non-anonymous treatment and 0 if they
made decisions in the anonymous treatment. Using Order of Treatments, we control for the order in
which principals made their decisions.

*p<0.10 ™ p < 0.05, " p < 0.01, ** p < 0.001.
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B.5. Principals delegation decisions when controlling for guilt aversion -

regression results

Table 3.12:  Principals delegation decisions when controlling for guilt aversion - Marginal

Effects.
Dependent variable: Principals Delegation Decisions Model(1)  Model(2) Model(3) Model(4)
Friend -0.0967  -0.186**
(0.0756)  (0.0751)
Non-Anonymous 0.00745  0.00387
(0.0608)  (0.0621)
Guilt Aversion 0.0604** 0.0134 0.0707*  0.0699**
(0.0214)  (0.0281)  (0.0228)  (0.0310)
Principals Sharing decision 0.0733*** 0.0179
(0.0213) (0.0263)
Female -0.0242 0.0545
(0.0746) (0.0899)
Order of Treatments No Yes No Yes
N 154 154 154 154

Notes: This table presents Probit regression results with marginal effects reported in percentage points.
Robust standard errors are presented in parentheses and observations are clustered at the individual level
(adjusted for 77 clusters). The variable Friend is a dummy variable which takes on the value 1 if principals
are paired with their friends and 0 if they are paired with strangers. The variable Non-Anonymous is a dummy
variable which takes on the value 1 if principals made decisions in the non-anonymous treatment and 0 if they
made decisions in the anonymous treatment. Using Order of Treatments, we control for the order in which
principals made their decisions.

*p<0.10 ** p < 0.05, *** p < 0.01, ™** p < 0.001.
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B.6. Principals delegation decisions and variation in social distance in the
anonymous treatment when controlling for principal and recipients prior

agreements - regression results.

Table 3.13:  Principals delegation decisions and variation in social distance in the
anonymous treatment when controlling for principal and recipients prior agreements -
regression results.

Dependent variable: Principals Delegation Decisions Model(1) Model(2) Model(3) Model(4)

Friend -0.284 -0.290 -0.293 -0.622**
(0.218) (0.217) (0.217) (0.244)
Principals Sharing Decision 0.250%**
(0.0580)
Female -0.0509
(0.219)
Share Before experiment -0.354~ -0.116
(0.210) (0.225)
Share After experiment -0.273 -0.0496
(0.211) (0.273)
Share with Friend -0.317 -0.337
(0.203) (0.255)
Order of Treatments No No No Yes
Constant -0.154 -0.126 -0.134 -0.949
(0.170) (0.197) (0.180) (0.788)
N 154 154 154 154

Notes: Probit estimates. Robust standard errors are presented in parentheses and observations are clustered
at the individual level (adjusted for 77 clusters). The variable Friend is a dummy variable which takes on the
value 1 if principals are paired with their friends and 0 if they are paired with strangers. The variable Share
Before Experiment takes the value 1 if principals made an agreement prior to the experiment to share their
earnings and 0 otherwise. The variable Share After Experiment takes the value 1 if participants said they
will share their earnings with others after the experiment and 0 otherwise. The variable Share with Friend
takes the value 1 if participants will share their earnings with their friends in general and 0 otherwise. Using
Order of Treatments, we control for the order in which principals made their decisions.

*p<0.10 ** p < 0.05, ™ p < 0.01, ™ p < 0.001.
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B.7. Principals delegation decisions and variation in anonymity for their

friends when controlling for principal and recipients prior agreements - re-

gression results.

Table 3.14: Principals delegation decisions and variation in anonymity for their friends
when controlling for principal and recipients prior agreements - regression results.

Dependent variable: Principals Delegation Decisions  Model(1) Model(2) Model(3) Model(4)
info 0.0378 0.0404 0.0428  -0.00954
(0.182) (0.184) (0.185) (0.201)
Principals Sharing Decision 0.165*
(0.0671)
Female 0.0196
(0.263)
Share Before Experiment 0.00405 0.253
(0.256) (0.269)
Share After Experiment -0.285 -0.209
(0.244) (0.348)
Share with Friend -0.311 -0.367
(0.242) (0.368)
Order of Treatments No No No Yes
Constant -0.567  -0.410"  -0.430"*  -1.870*
(0.175) (0.203) (0.193) (0.964)
N 154 154 154 154

Notes: Probit estimates. Probit estimates. Robust standard errors are presented in parentheses and ob-
servations are clustered at the individual level (adjusted for 77 clusters). The variable Non-Anonymous is
a dummy variable which takes on the value 1 if principals made decisions in the non-anonymous treatment
and 0 if they made decisions in the anonymous treatment. The variable Share Before Experiment takes the
value 1 if principals made an agreement prior to the experiment to share their earnings and 0 otherwise. The
variable Share After Experiment takes the value 1 if participants said they will share their earnings with
others after the experiment and 0 otherwise. The variable Share with Friend takes the value 1 if participants
will share their earnings with their friends in general and 0 otherwise. Using Order of Treatments, we control

for the order in which principals made their decisions.
*p<0.10 ** p < 0.05, ™ p < 0.01, ™ p < 0.001.
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3.7.3 Appendix C. Experiment Screen-shots

In the screen shots the scenarios refer to each treatment:

Scenario 1: Stranger-Anonymous treatment
Scenario 2: Stranger-Non-Anonymous treatment
Scenario 3: Friends-Anonymous treatment

Scenario 4: Friends-Non-Anonymous treatment

Welcome Screen

1 outof 1

Welcome

Welcome to today's experiment!
Please press start if you have read and understood the instructions.

Once everyone in the room has done so, the experiment will begin.
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Principals Sharing Decision
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Recipients First Order Beliefs
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Agents Non-Binding Proposals
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Recipients Second Order Beliefs
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Principals First Order Beliefs
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Agents First Order Beliefs
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Agents Final Decision
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Inclusion of Others in the Self (10S)

10S for Stranger

Please look at the circle diagram provided on your screen.

B. 2
D. E. F

eII Olh

G.

Consider which of these pairs of circles best represent your connection with a_
random person in the room (who is not your friend) before this experiment. By

the appropriate letter below please indicate to what extent you and this
person are connected.

IOS for Friends

Please look at the circle diagram provided on your screen.

A . ‘ B. “ iC “
. .
D. E. F.

ell OIh

G.

which of these pairs of circles best represent your connection with
your friend before this By the appropriate letter below

p
please indicate to what extent you and this person are connected.
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Payoff Screen
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Chapter 4

Performance, Competition and the

role of Culture

4.1 Introduction

Culture is defined as a set of norms, values and beliefs which is acquired from other
members of the same species through teaching, imitation, and other forms of social
transmission (Boyd and Richerson, 2005) and it is known to play a major role in shap-
ing economic decisions (Alesina and Giuliano, 2015)'. Numerous studies in the past
decades have provided experimental evidence, discussing the role of culture in relation
to various measures of economic behaviour. For example, there is an extensive line
of studies that focus on cultural differences in bargaining behaviour in an ultimatum
game. These studies find significant differences in proposer and responder behaviour
across countries (Roth et al. (1991); Henrich (2000)). There is also a huge literature on
the effect of cultural differences on contributions, in a public good game (Herrmann and
Thoni (2003); Finocchiaro Castro (2008)).

Culture not only shapes decisions but also determines social and individual behaviours
(Leibbrandt et al., 2013). One important behaviour that is affected by culture, is social
distance and closeness towards others within our culture. Extensive studies on cultural
social distance suggest that when people are from the same society they feel closer and
they are more generous and more trusting towards each other (Buchan and Croson
(2004); Ma et al. (2015); Cameron et al. (2015))?. This has been studied in the field

LCulture is known to be resistant to change and can persist over long periods of time (Guiso et al.
(2006); Nunn and Wantchekon (2011); Alesina et al. (2013)).

2Studies on social distance show that people behave more pro-social toward others when the social
distance between them and others is smaller (Hoffman et al. (1996); Charness and Gneezy (2008)).

115



by Etang et al. (2011) where they find that villagers are more generous towards those
from their own village than those from another village in West Cameroon. There is also
an extensive line of literature that focuses on how social distance toward others affects
performance and competitiveness (Cornaglia et al., 2019). Social distance is known as
the degree of closeness between individuals involved in a certain situation (Charness
and Gneezy, 2008). To determine the degree of social distance we measure the level
of closeness between individuals using a tool known as the I0S scale (Gachter et al.,
2015). In this chapter, we build on this line of literature and study how closeness within

a cultural group affects performance under different compensation incentives.

Monetary incentives play an important role in peoples’ performance in the workplace
(Burks et al., 2006). Recent studies on incentivised performance show that in a com-
petitive payment scheme individuals report having higher performance levels and higher
effort levels. They perform significantly better in a competitive condition compared
to a fixed condition (Dohmen and Falk, 2011). Different payment schemes can, not
only impact productivity and accountability (So et al., 2017), but they also significantly
influence attitudes in the workplace (Samnani and Singh, 2014). Although monetary
incentives play an important role in performance, they are not the only contributing
factor. Individual characteristics (Goldfarb and Xiao, 2011), social incentives (Ashraf
and Bandiera, 2018), competitive traits (Fletcher et al., 2008) and culture (Leibbrandt

et al., 2013) are some of the other factors that determine performance.

The goal of this paper is to understand how two culturally diverse groups perform and
compete under various payment schemes. Using the framework introduced by Niederle
and Vesterlund (2007) we conduct laboratory experiments and study individual’s tour-
nament entry decisions and their performance in a competitive and non-competitive
environment. We first pair participants in a group with a random person in the room
where neither pair receives information about their paired partner. Participants are
asked to solve the addition of four randomly chosen two-digit numbers in a piece rate
(fixed payment and non-competitive) and a tournament (winner take all and compet-
itive) payment scheme. Once participants complete these two tasks, they are asked
to select between either a fixed payment option or a competitive payment option for
their final task. Their decision can determine how willing they are to enter a com-
petition. With this setup, participants can obtain relevant experience before making
their payment decision for the final task. With these tasks, we examine how individuals
in a collectivist culture such as Chinese culture compared to an individualistic culture
such as British culture perform when offered a competitive incentive for payment or a

non-competitive incentive for payment (Finocchiaro Castro (2008); Chuah et al. (2007);
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Zhang (2019))3.

To identify the differences in performance under different payment schemes we focus
on two groups: Chinese and British. The reason why we selected to study behaviour
within British and Chinese nationals are threefold. First, China is known as a collectivist
culture that is heavily influenced by communist beliefs and Buddhist philosophy. In a
collectivist society, individuals belong to strongly linked groups (Cameron et al. (2015);
Buchan and Croson (2004)). On the other hand, western societies such as Britain
are individualistic cultures and are mostly influenced by capitalism. These societies
are characterised by independence, where the connection between individuals are weak
and everyone is expected to look after themselves (Tafarodi et al. (1999); Petrie and
Merdenyan (2016)). Second, China is still a patriarchal society although it has been
promoting gender equality for a long time (Carlsson et al., 2019). During the 1950s
China went through drastic changes due to the communist reforms which led to long-
lasting changes in education, work and general living habits (Hershatter, 2007). Third,
Britain is an industrial and developed society with a population of 67 million and an
annual per-capita GDP of about 40284.638 US Dollars (USD). While China, although
industrialised, is considered more of a traditional society with a population of about 1.4
Billion and an annual per-capita GDP of about 10500.396 US Dollars (USD) (which is
roughly 26% of that of the UK)?. Given the economic, political, and social differences
between British and Chinese societies, focusing on these two groups, and comparing their
decisions, provides a great understanding of how the two groups differ in their behaviour
when they interact with others from their own group. The results from this study are

also comparable to previous studies relating to both Chinese and British societies®.

In this experiment, we find significant differences in piece rate and tournament perfor-
mance. However, we do not find any differences in tournament entry between British
and Chinese groups. We find that the Chinese subjects perform better in the compet-
itive and non-competitive tasks. Although we do not find differences in piece rate and
tournament performance among the men, we do find that Chinese women perform signif-
icantly better than British women in both competitive and non-competitive tasks. These
results can be explained by Chinese subjects’ educational practices and their greater im-

portance for relationships (Cameron et al., 2015). The Chinese reforms have radically

3Croson and Buchan (1999) and Brandts et al. (2004) and Chuah et al. (2016) also study national
groups such as China, Malaysia, Japan, Korea, US, UK, Netherlands and Spain and their offers in a
trust game. These studies suggest that characteristics such as ethnic background and nationality can
bring about different behaviours.

4Data from the world bank: https://data.worldbank.org/

®Bohnet et al. (2008), Herrmann et al. (2008), and Zhang (2019), focus on Chinese societies while
Chuah et al. (2007), Finocchiaro Castro (2008), and Chuah et al. (2009), focus on British societies.
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changed the lives of the people, specifically women in China. These reforms encouraged
gender equality and have minimised the gender gap in math tasks. Also, subjects from
the Chinese group reported that they feel closer to others in their group compared to
British subjects and hence exerted more effort in the task. Regarding subjects’ decision
to enter a competition, we do not find differences between the British and the Chinese
group. Our results are robust when we control for characteristics such as differences in
ability, lack of confidence and level of risk aversion. We conclude that subjects from the
Chinese culture perform better in competitive and non-competitive tasks compared to
individuals in the British culture. We suggest that this is due to the feeling of closeness
and the educational practices in a Chinese culture . However, their tournament entry
decisions are similar which may be explained by their similar confidence level and risk

aversion.

Our findings add to the current literature on tournament and piece rate performance
and the gender gap in competition. We build on the work of Niederle and Vesterlund
(2007) where they do not find differences in performance and suggest that women are less
likely to put themselves in competitive environments compared to men. Our findings are
closer to Carlsson et al. (2020) who investigates the gender differences in competitiveness
among adult Han Chinese. They find that on average women perform equally well
or better than men in both the non-competitive payment option and the competitive
payment option. They also find that men are substantially more likely to choose to
compete and this cannot be explained by differences in confidence or risk preferences.
We, on the other hand, look at how cultural-based social closeness can affect piece rate
and tournament performance. We find that, individuals from a collectivist group perform
significantly better than those in an individualist group. We show that collectivist
societies feel closer to others in their group and as a result perform better in incentivised
tasks. We do not find a significant difference between British and Chinese individuals’

willingness to compete.

By creating national groups, we also add to the literature on cultural differences in
economic decision making. In their paper, Gneezy et al. (2009) show that women are less
willing to compete in patriarchal societies compared to women in matrilineal societies.
While (Andersen et al., 2013) suggest that this difference in competition is developed
through socialization over time. In our paper, we also suggest that socialisation plays an
important role in determining individuals’ performance and competition. By comparing
behaviour in the Chinese group and British group, we follow Tabellini (2010) and Zhang
(2019) and suggest that due to institutional reforms and interventions in China women

perform much better in mathematical tasks. These reforms have led to changes in social
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norms and hence variations in the gender gap in competition (Booth et al., 2018).

This study also adds to the literature on group identity and social distance in willingness
to compete. People identify better with others who have the same values and beliefs as
them and they tend to favour them more often (Chen and Li (2009); Chen and Chen
(2011)). We contribute to this line of study by examining performance and competition
among individuals from two different groups and pairing people from the same group
together. This may create a sense of group identity among the subjects. We show that
subjects from a more collectivist culture, that feel close to each other, perform better in
both competitive and non-competitive tasks compared to a more individualistic culture.
This adds to studies examining the role of group identity and social distance (Kato and
Shu (2016); Afridi et al. (2015); Cornaglia et al. (2019)).

The remainder of the paper is organised into 4 sections. We outline the experimental
design, procedure, and treatments in section 2. In section 3 we outline our results, and

we conclude our study with comments and remarks in section 5.

4.2 Experimental Design

Using experimental methods, we now investigate the role of cultural differences in indi-
viduals’ willingness to compete, while focusing on two diverse groups: the British group
and the Chinese group. We use three tasks to observe differences in performance and

competition choices between the two groups.

Our design is similar to Niederle and Vesterlund (2007). At the start of the experiment,
subjects are randomly matched into pairs with a random participant in the room. The
pairs remain the same throughout the experiment and subjects make all their decisions
about their paired participant. Subjects are then asked to take part in three different

6. In all the tasks subjects are asked

summation tasks with different payment schemes
to add four randomly selected two-digit numbers and to complete as many of these

summations as possible in three minutes.

Figure 4.1 presents the addition screen from the experiment. Subjects are asked to type
their answer to the summation in a blue box on the screen and press submit. Once they
press submit, a new set of random numbers will appear on the screen. If subjects did not
know the answer to a summation, they were asked to press the submit button without

putting anything as an answer and they would move on to the next problem. During the

6They make decisions in each payment scheme once.
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Piece rate: Number Task
Type your response into the large blue box and confirm with Submit.

Figure 4.1: Summations Screen that participants see in all three tasks

experiment, all subjects were provided with paper and a pen but no other form of help.
The tasks differed in their payment function. A description of the payment is provided

with each task as presented below.

First task (Piece rate): In this task subjects are compensated based on their own perfor-
mance. Subjects were offered three minutes to provide answers to as many summations
as possible. They received £0.60 for each correct answer they provided and this did not
affect their paired subjects’ payoff’. Subjects did not lose or gain anything for empty or

incorrect answers.

Second task (Tournament): In this task subjects were compensated relative to their
paired partners’ performance. Subjects were offered three minutes to provide answers
to as many summations as possible. Each subject’s payoff will depend on the number
of correct answers they and their paired partner provides. If a subject provides more
correct answers to the summations compared to their paired partner then they will
receive £1.20 for each correctly solved problem®. The other subject in the pair will

receive no payment. In case there is a tie between the paired subjects, the winner of

"Due to a programming error our piece rate compensation was either £0.60 or £0.50 in different
sessions. As a result, the tournament compensation was also different in each session. For the tourna-
ment, the compensation was either £1.20 or £1.00. We ran a non-parametric test to see if there are any
significant differences between the two samples. We do not find significant differences in the average
number of correctly solved problems between the compensations in the piece rate task. You can find
the results of these tests in Appendix.B.1.

8Given the programming error in the piece rate compensation, the tournament payoff was also
different in different sessions. The tournament compensation was either £1.00 or £1.20. We do not find
significant differences in the average number of correctly solved problems between the compensations
in both the tournament task. You can find the results of these tests in Appendix.B.1.
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the tournament will be selected randomly®. Subjects did not lose or gain anything for

empty or incorrect answers.

Compensation choice: Before the start of the third task, subjects are asked to decide
whether they would like to be compensated according to the piece rate payment scheme
or the tournament payment scheme. If subjects choose the piece rate payment scheme,
they will be paid based on their own performance regardless of their paired partners
performance. On the other hand, if they choose the tournament payment scheme, they
will be paid based on their own and their other partners’ performance. Note that,
subjects’ compensation choice and performance during the final task will not affect their
paired partners earnings. Subjects in this task selected between a competitive payment
scheme and a fixed payment scheme, where, in the competitive payment scheme their
payoft depends on their partners’ performance in the tournament scheme. Hence, they
compete with their partner only if they choose to enter the competitive task. This is a

good representative of subjects’ willingness to compete.

Third task (Piece rate vs. Tournament): In this task subjects were compensated relative
to their choice of competitive or non-competitive task. Subjects were offered three
minutes to perform a summation task and depending on their compensation choice,
their payments were calculated. If subjects chose piece rate compensation scheme, they
would receive £0.60 for each correct answer they provided!?. If subjects chose the
tournament compensation scheme, they would receive £1.20 for each correctly solved
problem, given they answer more questions correctly compared to their paired partner
in the tournament task''. If they do not provide more correct answers, they will receive
no payments. In case there is a tie, subjects who selected the tournament in the final
task will be winners with 50% chance. Subjects’ compensation choice and performance
during this task does not affect the earnings of their paired partner. If they choose
the non-competitive task their earnings will depend on their performance and if they
choose the competitive option, their earnings will depend on their performance and their

partner’s performance in the tournament task.

Rank Guess: Once subjects finish the third task they would receive feedback on their

9Given that the tournament is a winner take all task, we compare how the Chinese group and the
British group perform when they have to compete with someone from their own group. This task offers
a great opportunity to compare how two different groups with different characteristics compete with
others from their own group.

10Tf in their session the piece rate compensation was £0.50, they would receive £0.50 for every problem
they solve correctly.

17Tf in their session the piece rate compensation was £0.50, they would receive £1.00 for every problem
they solve correctly, only if they solve more problems than their paired partner did in the tournament
task.
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own performance. They do not receive any information regarding their partner’s perfor-
mance. Subjects are then asked to guess their rank in the first task (Piece rate) and the
second task (Tournament), within their pair. For each of the two tasks, subjects were
asked to input either 1, meaning that they were the first in their pair or 2, meaning they
were the second in their pair. They will receive an additional £0.50 for every correct

guess they provide.

At the end of the experiment, one of the three tasks is randomly selected for payment.
Subjects also responded to an extensive set of questions focusing on individuals’ charac-

teristics, personality traits, and political beliefs.

4.2.1 Treatments and Procedure

The experiment was programmed in z-Tree (Fischbacher, 2007) and conducted in the
EXEC Laboratory at the University of York using Hroot (Bock et al., 2014) in November
2019. To observe the role of institutional changes we create a natural setting where we
invite participants from two groups. The participants for this study followed two main
requirements. First, they had to be students at the University of York and second, they

had to carry either a Chinese or British nationality.

To observe the difference between these two groups, we conduct single nationality ses-
sions with either Chinese nationals or British nationals. The British subjects were invited
separately and were paired with each other in groups. The Chinese subjects were also in-
vited separately and paired together in groups. We paired subjects from each nationality
with another subject from the same nationality. This is essential for the experiment and
it will show us if different groups with different cultural settings perform and compete

differently with members of their own group.

We send out invitations highlighting that we are recruiting either only British or only
Chinese nationals for this experiment and we ask all participants to bring with them
their passports or any identifications showing their nationality. We wanted to only focus
on participants who have been raised and educated in one of these countries. This was
important for our experiment because we wanted to make sure participants have been

exposed to the country’s culture long enough.

Once subjects arrive at the lab, they were given instructions on how to proceed with
the experiment. In total, we recruited 78 British subjects and 70 Chinese subjects. Out

of the British subjects, 40 were men and 38 were women, while in the Chinese group,

122



15 were men and 55 were women'2. The experiment lasted about 45 minutes and the
average earnings excluding the showup fee of £2.50 was £6.87. At the end of each

session, subjects were paid according to their total earnings.

4.2.2 Measuring Closeness

In this experiment, we also evaluate everyone’s closeness to others in their respective
cultural group. We use a measure known as the Inclusion of Others in the Self (IOS).
This scale measures the strength in which subjects feel close to another person. The
10S scale was introduced by Aron et al. (1992) and is widely used to determine social
relationships (Gachter et al. (2015); Gachter et al. (2019)). The IOS scale is based on
self-perception of closeness, and it has two major advantages. First, it does not take in
to account the determinants of a relationship and second, it is very simple to use. The

I0S scale diagram is presented in Figure 4.2.
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By selecting the appropriate letter below please indicate to what
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Figure 4.2: Inclusion of Others in the Self (IOS) scale

The TOS scale is a 7-point scale where the degree of overlap between the circles represents
how close subjects feel to each other. With this measure, subjects are presented with 7
overlapping circles where one circle represents themselves and the other circle represents

others. Depending on how much these two circles overlap subjects can indicate their

12We realised that our data was not balanced and we tried to recruit more subjects but we were
unsuccessful in recruiting more Chinese men.
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level of closeness. For example, if the circles are not connected and are distant from each
other this represents that an individual feels completely distant from another. However,
if the two circles are completely overlapped it represents that a subject feels completely

close to others.

To observe the difference between cultures we conduct single nationality sessions with
either Chinese nationals or British nationals. Within each session, we ask subjects to
indicate how close they feel towards a random person in the room. In this case, subjects
will have to indicate how close they feel towards a random person in the room who

shares the same nationality as them.

The results from this measure will allow us to have a picture of closeness in a Chinese
culture compared to British culture. We expect the subjects in the Chinese culture to

feel closer to each other compared to those in the British culture.

4.2.3 Hypotheses

The following hypotheses address the impact of cultural differences on performance,
both in piece rate and tournament, and their impact on the willingness to compete. The
current literature on performance in competition focuses on the gender gap in various
cultures and finds no significant differences in performance in piece rate or tournament
tasks (Niederle and Vesterlund (2011); Balafoutas et al. (2012); Andersen et al. (2013);
Siddique and Vlassopoulos (2020) )'®. Here we attempt to observe performance in
piece rate and in the tournament, between British and Chinese cultures. Motivated
by evidence on the effect of culture and performance in competition we introduce our

hypothesis on subjects’ performance.

Hypothesis I: There is no difference between subjects’ piece rate performance in the

Chinese and British groups.

Hypothesis II: There is no difference between subjects’ tournament performance in

the Chinese and British groups.

We now focus on cultural differences in willingness to enter the competition. The current
literature suggests that different cultures enter competition differently. For example, in
their leading study, Gneezy et al. (2009) argue that in patriarchal societies, women enter
competition less than men while in matrilineal societies women are more competitive.

This suggests that differences in culture can affect our willingness to enter a competitive

13Gneezy et al. (2003) and Vandegrift and Yavas (2009) find a significant gender gap in performance
in tournaments and no gap in piece rate.
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situation. In their paper Zhang (2019) show that institutional reforms during commu-
nism in China has affected the competitiveness of Han Chinese compared to a minority
in China that were exempt from the institutional reforms. They find that these reforms
increase the competitiveness of Han Chinese women compared to other minorities. Insti-
tutional reforms such as this induces variations in social norms, economic, and political
beliefs, and this leads to a gender gap in willingness to compete (Andersen et al. (2013);
Booth et al. (2018); Carlsson et al. (2020)). Given such evidence, we expect the Chinese
nationals who have been influenced by institutional reforms; to enter the competition
more than the British. We now present our hypothesis on subjects’ willingness to com-

pete.

Hypothesis III: Chinese subjects are more willing to enter competition compared to
British Subjects.

4.3 Results

In this section, we first discuss the closeness between individuals within a group by look-
ing at their reported inclusion of others in the self (IOS) measures. We then discuss
whether British and Chinese groups differ in their piece rate and tournament perfor-
mance. In the final part, we examine whether Chinese and British subjects differ in

their preference for performing under piece rate and tournament.

4.3.1 Closeness

We now provide evidence on the interpersonal closeness between subjects within the
British and Chinese groups. Here we report scores from subjects’ IOS scale measure. As
mentioned before, the IOS scale is recorded on a 7-point scale where 1 shows subjects
feeling completely distant from each other and 7 meaning subjects feel completely close

to each other.

Figure 4.3 presents the frequency in which subjects stated their level of closeness to a
random person in the room. Given that, in each session, we only recruited subjects from
one group, the score mentioned is how close a subject felt to a random person from their
cultural group. Here we see that most of the subjects in the British group (39%) felt
completely distant from others in their group. However, only 2% of the British subjects
felt close to a random person in their group. Now we evaluate how close the Chinese

subjects felt toward a random person in their group. We observe that fewer subjects in
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Figure 4.3: Distribution of British and Chines IOS scores

the Chinese group felt completely distant from others in their group. Only 26% of the
Chinese subjects stated they feel completely distant, while around 5% felt completely

close to the other person in their group.

Table 4.1:  Average 1OS scores by gender and cultural group

Average  Std.
Group  Gender IOS scale Dev. Total

British  Female 2.26 1.13 40
British Male 2.23 1.51 38

British All 2.24 1.33 78

Chinese Female 3.16 1.66 55
Chinese  Male 2.66 1.45 15

Chinese All 3.06 1.62 70

Table 4.1 presents the average IOS scores for the Chinese and British groups. On
average, the British subjects felt 2.24 close to a random person in their cultural group
and the Chinese subjects felt 3.06 close to the random person in their culture group.
Using a two-sample Wilcoxon rank-sum (Mann-Whitney) test we find a statistically
significant difference between the British and Chinese groups’ closeness to subjects in

their respective cultural groups (3.06 vs. 2.24, p < 0.01). We can say that the average
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closeness the Chinese feel for their cultural group is significantly higher than the average
closeness the British feel for their cultural group. We are now looking at average 10S
scores within a specific gender. We do not find British men and Chinese men to score
their closeness to others in their respective cultural group differently (2.23 vs. 2.66, p =
0.2054). However, we find a statistically significant difference between the women I0S
score in the Chinese group compared to the British group. We find that Chinese women
feel closer to other Chinese subjects compared to how British women feel about other
British subjects (2.26 vs. 3.16, p < 0.01). Looking at gender differences within a cultural
group, we do not find a significant difference between British men’s and British women’s
I0S scores (2.26 vs. 2.23, p = 0.4782). We also do not find a significant difference
between Chinese men’s and Chinese women'’s I0S scores (3.16 vs. 2.66, p = 0.3353).
These results confirm that the Chinese overall feel closer to other Chinese compared to
the closeness the British feel towards other British subjects and that this closeness is

mainly driven by Chinese women.

Result 1: Chinese subjects feel closer to other Chinese subjects compared to the British

and how close they feel to other British subjects.

Result 2: Chinese women feel closer to other Chinese subjects compared to British

women and how close they feel to other British subjects.

4.3.2 Performance in the Piece Rate and the Tournament

In this section, we first examine British and Chinese subjects’ performance, in the piece
rate and tournament. In the piece rate task, subjects are asked to solve as many summa-
tion problems as possible and for every correct answer, they will be paid a fixed amount.
In the tournament task subjects are asked to solve as many summation problems as
possible and only the person with the most correctly solved problems in the pair will be

paid. The person with the least correct answers in the pair will not receive a payment.

Table 4.2 presents the average performance in piece rate and tournament by gender
and by groups. In the piece rate, the average problems solved is 7.36 for the British
and 8.87 for the Chinese. Using a Two-sample Wilcoxon rank-sum (Mann-Whitney)
test, we can see a significant difference between British and Chinese group average piece
rate performance (Wilcoxon rank-sum test: 7.36 vs. 8.87, p < 0.01). We also observe
a significant difference between British and Chinese women’s piece rate performance
(Wilcoxon rank-sum test: 6.00 vs. 8.56, p < 0.01), however, we do not find significant
differences between British and Chinese men’s performance in the piece rate (Wilcoxon
rank-sum test: 8.65 vs. 10.00, p = 0.1043).
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Table 4.2:  Average Performance in Piece rate and Tournament tasks by gender and
group

Average Average
Group  Gender Piece rate  Tournament Total
performance performance

British  Female 6.00 7.79 38
(2.77) (2.53)

British Male 8.65 9.90 40
(4.09) (4.21)

British All 7.36 8.87 78
(3.73) (3.63)

Chinese Female 8.56 10.43 55
(3.11) (3.65)

Chinese  Male 10.00 11.46 15
(2.98) (3.16)

Chinese All 8.87 10.66 70
(3.12) (3.56)

Notes: Standard deviations are presented in parentheses.

The average tournament performance shows that the British solve an average of 8.87
problems while the Chinese solve an average of 10.66 problems. We again use a Two-
sample Wilcoxon rank-sum (Mann-Whitney) test and find that the Chinese group per-
form significantly better than the British group in the tournament (Wilcoxon rank-sum
test: 8.87 vs. 10.66, p < 0.01). We also find significant differences between British and
Chinese women’s tournament performance (Wilcoxon rank-sum test: 7.79 vs. 10.43,
p < 0.01). We also find weakly significant differences between British and Chinese
men’s performance in the tournament (Wilcoxon rank-sum (Mann-Whitney) test: 9.90
vs. 11.46, p < 0.10)*.

We now look at performance differences between piece rate and tournament. Figure 4.4
presents the number of correctly solved problems in piece rate and tournament across
treatment. On the horizontal axis, we have the number of correctly solved problems in
piece rate and tournament. We have the British and Chinese groups on the vertical axis.
At a first glance, we observe that both British and Chinese groups perform better in the

tournament compared to the piece rate. The increase in performance from the piece rate

141n the British group, 47.50% of men and 52.63% of women won the tournament and in the Chinese
group, 53.33% of men and 49.09% of women were the winners of the tournament task. We do not
see a significant gender difference between tournament winners in both British and Chinese groups.
For the British (Two-sample test of proportions: p = 0.6505) and for the Chinese (Two-sample test of
proportions: p = 0.7708) group.
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to the tournament may also differ by gender. British men vary more in their number
of correctly solved responses compared to Chinese men who show less variation in their
number of correctly solved responses. For British women, we observe less variation in

the number of correctly solved problems compared to Chinese women.
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Figure 4.4: Number of Correctly Solved Problems in Piece Rate and Tournament

On average, the British solve 8.87 problems in the tournament which is an increase
from the average of 7.36 problems in the piece rate (Wilcoxon signed-rank test: 7.36
vs. 8.87, p < 0.01). We also observe the same behaviour from the Chinese group where
they increase their performance from an average of 8.87 in the piece rate to an average
of 10.66 in the tournament (Wilcoxon signed-rank test: 8.87 vs. 10.66, p < 0.01).
Our results show that the Chinese group have a better average performance in both
the tournament and the piece rate compared to the British group. Looking at the
difference in the number of correctly solved problems in the tournament compared to
the piece rate, both British men (8.65 vs. 9.90; p < 0.01), Chinese men (10.00 vs. 11.46;
p < 0.01), British women (6.00 vs. 7.79; p < 0.01) and Chinese women (8.56 vs. 10.43;
p < 0.01) perform better in the tournament compared to the piece rate. Given that the
performance in these tasks are highly correlated (Spearman rank correlations of 0.7742
(p < 0.01) for British and 0.7942 (p < 0.01) for Chinese), the increase in performance
from piece rate to tournament for both cultural groups may be caused by learning or
by the different performance incentives under the tournament (Niederle and Vesterlund,
2007).

The results from this section suggest that the Chinese group perform better in both

piece rate and tournament compared to the British group. The Chinese group, not only
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performs better in the piece rate task but also performs better in the tournament task.
Although the increase in performance from the piece rate to the tournament task can be
explained by competitive incentives the difference between British and Chinese subject’s

performance cannot be explained by incentives.

One explanation for our result can be the Chinese culture itself. Recent evidence show
that the Chinese institutional reforms have radically changed the lives of women in China
(Zhang, 2019). These reforms have encouraged gender equality and have increased the
performance and productivity of women in China. Our results show that the difference
in performance is driven mainly by Chinese women, meaning that it is Chinese women
who perform better in the piece rate and tournament compared to British women. We
do not find performance differences between Chinese and British men. Looking at the
Chinese subject’s interpersonal closeness to other Chinese subjects, we see that Chinese
women feel closer to other Chinese subjects compared to British women and how close
they feel to other British subjects. It is possible that, because Chinese women consider

themselves no different from Chinese men, they feel closer to other Chinese subjects.

The difference between Chinese and British subjects’ performance can also be explained
by the gender gap in math tasks among Chinese nationals. Previous literature on perfor-
mance in math tasks suggests that the gender gap in math disappears in more gender-
equal societies (Guiso et al. (2008); Pope and Sydnor (2010))". Given that China has
been exposed to institutional reforms that enforced a more gender equal rules, Chinese
women may be better prepared for these mathematical tasks (Zhang, 2019). Because of
these gender equal rules, it is possible that the women in our sample have been exposed
to more mathematical tasks and have been educated for these tasks, hence they are

better than the British women in both the tournament and the piece rate.

Result 3: Chinese subjects perform better in both piece rate and tournament compared
to the British subjects.

Result 4: Chinese Women perform better than British Women in both piece rate and
tournament tasks. We do not find a significant difference in piece rate and tournament

performance for men.

Knowing that all subjects first take part in piece rate and tournament tasks, we now

look at participant willingness to enter the tournament.

15These results change when Muslim countries are included in the analysis. In spite of women’s low
status in these countries, there is little or no gender gap in math (Fryer and Levitt, 2010). Given that
the British society is very diverse, and our student sample may be diverse in religion we also control
for this in our study. We do not find religion to have a significant effect on subjects’ performance

16 Additional data analysis is presented in Appendix B.2.
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4.3.3 Tournament entry

Once subjects experience piece rate and tournament payment schemes, they are asked
to select, either to be paid with the piece rate scheme or the tournament scheme for
the final round of the experiment. If a subject chooses the tournament as the final
round payment method, they will win the tournament if they solve more problems
correctly in their final task compared to their other group members in the tournament
task. Selecting the tournament as the payment for the final round depends on both
subjects’ beliefs about their own ability and their other group members’ performance in

the tournament task.
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Figure 4.5: Piece Rate and Tournament entry

Figure 4.5 presents the number of subjects choosing to be paid with a competitive rate
or a non-competitive rate. In this task, which is referred to as the compensation selec-
tion task, 48.72% of the British subjects and 47.14% of the Chinese subjects choose to
enter the tournament. We do not find a significant difference between both British and
Chinese groups’ decision to enter the tournament (Pearson’s chi-squared test: p = 0.848)
17 We do not find significant variations between British men and Chinese men compen-
sation selection decisions (62.50% vs. 60%, Pearson’s chi-squared test: pr = 0.865) or
a significant variations between British women and Chinese women compensation selec-

tion decisions (34.21% vs. 43.64%, Pearson’s chi-squared test: pr = 0.361)'®. We do not

" Two-sample Wilcoxon rank-sum (Mann-Whitney) test: p = 0.8486.

18British men’s and Chinese men’s compensation selection decision (Wilcoxon rank-sum test: p =
0.8663) and British women and Chinese women’s compensation selection decision (Wilcoxon rank-sum
test: p = 0.3639).

131



observe any cultural differences in subjects’ compensation selection decisions, meaning
that there is no significant difference between Chinese and British subjects’ tournament

entry decisions.

Looking at gender differences in tournament entry we find a significant difference be-
tween men and women. In this task, 61.82% of men choose to enter the tournament and
this decreased to 39.78% for women. An analysis of gender differences within a group
shows that, while 62.50% of British men enter the tournament, there are only 34.21%
British women who choose the tournament scheme. The observed gender gap between
the British group is statistically significant (Pearson’s chi-squared test: p < 0.05) mean-
ing that British women enter the tournament less than British men. For the Chinese
group, 60.00% of the men and 43.64% of the women select to enter the tournament but
the gap is not statistically significant (Pearson’s chi-squared test: p = 0.260), suggesting

that there is no gender difference in Chinese subjects tournament entry decisions '%.

Table 4.3: Probit Regression for Tournament entry - Marginal Effects.

Dependent variable: Model(1) Model(2) Model(3)  Model(4) Model(5) Model(6) Model(7) Model(8)
Tournament entry All Sample All Sample All Sample All Sample Male Female Male Female
Chinese -0.0158 0.0551 -0.0250 0.0263 -0.0250 0.0943 0.0252 0.0509
(0.0825) (0.0842) (0.147) (0.138) (0.149) (0.103) (0.135) (0.0926)
Female -0.238"** -0.281** -0.192*
(0.0867) (0.105) (0.103)
Chinese*Female 0.116 0.0262
(0.169) (0.165)
Difference between -0.0347 -0.0529*  -0.0222
Tournament and Piece rate (0.0171) (0.0267)  (0.0215)
Confidence 0.224% 0.258* 0.207
(0.0789) (0.145) (0.0937)
Risk Aversion -0.1047 -0.0895"*  -0.115"**
(0.0204) (0.0298)  (0.0287)
N 148 148 148 148 55 93 55 93

Notes: This table presents Probit regression results with marginal effects reported in percentage points. Robust standard errors are presented
in parentheses. The columns Model(1), Model(2), Model(3) and Model(4) consider the whole sample; whereas, Model(5), Model(6), Model(7)
and Model(8) consider only the sample for Male and Female subjects respectively.

*p<0.10 * p < 0.05, ** p<0.01, *** p <0.001.

To further explore the determinants of tournament entry decisions we run a Probit
regression. In Table 4.3 we report results displaying average marginal effects and robust
standard errors, where the dependant variable takes the value 1 if subjects select to enter
the tournament and 0 if they select to enter the piece rate. As an independent variable,
we include a Chinese dummy variable. If the subjects are from a Chinese group, the
independent variable will take the value 1 and if they are from a British group, it will

take the value 0. To observe the role of gender we include the Female dummy variable

19British men choose to enter tournaments more than British women (Wilcoxon rank-sum test: British
men vs. British women p < 0.05). There is no difference between Chinese men’s and women’s tourna-
ment entry decisions (Wilcoxon rank-sum test: Chinese men vs. Chinese women p = 0.263).
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which takes the value of 1 if the participant identified as a woman and 0 if they identified

as men. We also add the interaction between Chinese and females to the regression.

In Model (1) we investigate cultural group variation within the whole sample. We do
not find a significant difference between British and Chinese subjects’ tournament entry
decisions. Looking at Model (2) we do not observe a significant cultural difference.
However, we do find a significant gender gap in subjects’ tournament entry decisions.
Women are 23 percentage points less likely to enter tournaments. This is in line with
previous experimental literature (Niederle and Vesterlund, 2007). Although women are
less likely to enter tournaments, we do not find the Chinese subject’s tournament entry
decisions to differ significantly from the British Subject. In Model (3) we also present
the interaction terms. We do not find the coefficient for interaction between Chinese
and females to be statistically significant. ITn Model (4) we also control for other factors
that may affect an individual’s tournament entry decisions. We include individuals’

differences in performance, confidence, and risk aversion to the model.

We first control for differences in performance among British and Chinese groups in
tournament entry. Individuals decide on their tournament entry decisions conditional
on their performance. If subjects perform better in the tournament task relative to the
piece rate task, they may be keen to enter the tournament. Here we control for difference
in performance when we observe cultural differences in tournament entry. Our finding
from Model (4) suggests that, for a given difference in performance, there is no cultural
difference in tournament entry. Despite differences in Chinese and British subjects’

performance we do not find a difference in their tournament entry decisions.

Next, we evaluate the role that confidence plays in determining an individual’s tour-
nament entry decisions. As mentioned previously, subject’s tournament entry decision
depends on subject’s beliefs regarding their performance ability with regards to their
paired partner, in the tournament and piece rate tasks. Here we examine if there is
a difference in British and Chinese beliefs regarding their performance ability. After
subjects receive feedback on their performance in their chosen task, they are asked to
guess their performance rank, relative to the other members of their group. If a subject
guessed their rank as 1 it meant that they believed they performed better than the
other person in their group and if they ranked themselves 2 it meant they believed they
performed worse than the other person in their group. They received an extra £0.50 for
their correct guess. We define confidence as subjects guessed rank in the tournament, or
in other words, the individuals who were confident enough in their ability and guessed
that they were the best in their pair when taking part in the tournament task. Confi-

dence is a binary variable that shows the subjects guessed rank in the tournament. If a

133



subject ranked themselves first in the tournament, then that subject is considered con-
fident. This represents participants’ level of confidence in their performance. If subjects
guess their rank in the tournament task as the first in the group, then their confidence
would take the value 1 and otherwise it will take the value 0. Subjects guess their rank
in the tournament after they observe their performance in all tasks. In Models (4) we
also add confidence to the regression. We find a positive and significant coefficient for
the confidence variable but we do not observe tournament entry for Chinese compared

to British to change for a given confidence level?°.

Finally, we assess the role of risk on an individual’s tournament entry decisions. We
use the general Holt and Laury (2002) risk attitude task to determine individuals’ risk
aversion. Once subjects guess their rank in both tournament and piece rate tasks, they
are asked to make a choice between a risky and a safe option. In this task, subjects
respond to 7 questions where they are asked to select between two options where one
option is risky and the other is safe?!. The safe options offer subjects a definitive 100%
chance of a £3.00 payment, whereas the risky option offers them a higher payment
with a 50% chance of payment. The risky payments range from £5.00 to £16.00. The
options for the risk task becomes riskier, meaning that the amount paid with a 50%
chance increases as subjects go to the next choice. Subjects are considered risk-loving
if they switch from the safe option to the risky option earlier. This task has been used
by a large number of studies to measure individual risk preferences (Dohmen and Falk
(2011); Charness et al. (2012)). Subjects began the task by selecting either, the safe
options or the risky option for each of the 7 lottery choices, knowing that one of these
choices would be randomly selected at the end for payment. Subjects can choose either
the safe or the risky option and they can switch between the options as they go through
the choices. The earlier the subjects switch from the safe option to the risky option, the
less risk-averse they are and the more risk loving??. Our results in Model (4) does not

show any significant cultural differences when controlling for risk aversion?3.

20 Additional data analysis is presented in Appendix B.3.

21 A screen shot of the task is attached in Appendix.C.

22Subjects select a risky or a safe option for each of the 7 choice questions. If a subject switches from
the safe option in question 1 to the risky option in question 2, then the dependant variable takes the
value 1. If subjects switch from the safe option in question 2 to the risky option in question 3, then the
dependant variable takes the value 2 and so on. This measure shows that the earlier subjects switch the
more risk loving they are and the later they switch the more risk averse. The subjects who switch are
referred to as the switchers. If subjects switch once we use that to measure their risk aversion. However,
it is possible that subjects switch more than once when going through the risk aversion task questions,
which we refer to as multiple switchers. Subjects who switch multiple times are probably subjects who
either did not understand the task or they are indecisive about their choice. Controlling for switchers
in the regression does not change the British and Chinese groups’ tournament entry decisions. Results
for his is presented in Table 4.8 in Appendix B.4.

23Given that the Chinese subjects are living in the UK it is possible that cultural integration is playing
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We now separate our sample by gender and look at cultural differences within men and
women individually. In Model (5) we only look at tournament entry decisions for British
and Chinese men. We do not find a significant cultural difference in tournament entry
between the British and Chinese men. In Model (6) we focus on the sample of women.
We do not find a difference in British and Chinese women’s tournament entry decisions.
In Model (7) and Model (8), we control for the difference in performance, confidence,
and risk aversion. We do not find the British and Chinese men and women to enter the

tournament differently when controlling for these factors.
Result 5: Chinese and British are equally willing to enter the tournament.
Result 6: Women are less likely to enter the tournament compared to men.

Result 7: Differences in performance, confidence and risk aversion do not determine

British and Chinese subjects tournament entry decision.

4.4 Conclusion

Culture plays an important role in shaping our beliefs, values, and norms. In this paper,
we use experimental methods to understand if different groups with different cultural
settings can affect individuals’ performance and competitiveness. We manipulate cul-
tural differences by inviting subjects to the lab from two socially, economically, and
politically diverse nationalities: Chinese subjects and British subjects. The Chinese are
known as a collectivist culture while the British are considered more individualistic. We
examine how Chines and British subjects’ performance in a competitive (Tournament)
and a non-competitive (Piece rate) task differs, and we explain how this difference can
be explained by different cultural backgrounds. After gaining experience in both tasks,
we ask participants to select one of these schemes for their final task. We offer subjects
the option to select, either to take part in a piece rate or a tournament task and we

observe their tournament entry decisions.

The results of our experiment shed light on the differences in performance, and willing-
ness to compete, among British and Chinese subjects. We find significant performance
differences between the British and the Chinese in both the piece rate task and the tour-
nament task. We find that the Chinese subjects perform significantly better than the
British subjects. Although we do not find differences in performance among men, we do

find that Chinese women perform significantly better than British women. We explain

a role in subjects’ willingness to compete (Cameron et al., 2015).
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that the difference in performance may be due to the Chinese interpersonal closeness to
other Chinese in the group. We discuss that since Chinese women feel closer to other
Chinese, they perform better. We also, explain that the difference in performance may
be because of Chinese women’s better ability in mathematical tasks (Guiso et al. (2008);
Pope and Sydnor (2010)). Given the Chinese exposure to more gender equal rules, the
gender gap in mathematical tasks has been minimised between these subjects, however,
the gender gap still exists among the British subjects. Looking at the willingness to en-
ter a competition, we do not find a difference between the British and Chinese subjects.
Our results are robust when controlling for differences in performance, confidence, and

risk aversion.

The results from previous literature suggest that socialization in different cultures or so-
cieties can effectively change our willingness to compete (Gneezy et al. (2003); Andersen
et al. (2013)). They also show that these differences can lead to gender differences in
competition (see the literature following Niederle and Vesterlund (2007); Zhang (2019);
Booth et al. (2018)). Our results provide different evidence compared to the existing
literature on competitiveness. In this chapter, we show that the British and Chinese
societies do not differ in their willingness to compete. We discuss that although insti-
tutional reforms increase the performance of women in the Chinese society compared to
the British, they do not affect their willingness to enter a competitive situation. Our
result provides an exception in the literature, suggesting that although different group
characteristics can affect performance and even competitiveness, they do not make a

difference across the British and the Chinese society?*.

One main shortcoming of our research is that it lacks individual information on cul-
tural identity and social beliefs. Having more information on individuals’ mathematical
ability and previous education would shed more light on the difference in performance
we observe in this study. Also, adding a third treatment, where we pair British and
Chinese subjects together and observing their competitiveness may provide a better un-
derstanding of the role that groups plays in performance and competition. Collecting
more information on cultural integration, being part of a minority group, individual
characteristics and beliefs may also shed light on some of the behavioural outcomes that
we observe in this study. Our research also opens new avenues for further research of

cultural perception on the competition.

24In Appendix B.5. We present results showing that there is no gender difference in performance in
the Chinese group but in the British group we find women to be less willing to enter the competition.
We also find performance differences between genders in the British group but not the Chinese group.
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4.5 Appendix

4.5.1 Appendix A. Experimental Material

Appendix A contains the invitation letters sent to the subjects (Appendix A.1) and
the general instructions used in the experiment (Appendix A.2). Differences across

treatments are indicated in square brackets.

A.1 Invitation letters

[Invitation Letter]
[Invitation letter for Chinese subjects and British subjects]

Dear #firstname #lastname
We are running an experiment this week.

We need 25 participants in our session. If we have more, the first 25 who arrive will
participate, and any more who arrive in time will be paid the £2.50 show-up fee. There
is a participation fee of £2.50 which will be added to whatever you earn in the experi-
ment. [For Chinese Subjects: Note that in this experiment only Chinese participants are
allowed to participate. For British Subjects: Note that in this experiment only British

participants are allowed to participate.]
You can sign up for one of the following sessions:
#sessions

Each session will last for one hour and fifteen minutes. Please do not book for a session
if you are not sure that you can attend. If you book and do not show up without warning

us in advance, you will not get invitations to experiments in the future.

If you want to participate in one of the sessions, you can register by clicking on the
following #link. If no sessions show up when you click the link it means that all sessions

are full.

The EXEC Laboratory is located in what is called the Computer Training Room/EXEC
Laboratory in the ARRC Building in Alcuin. A map can be found at:

https://www.york.ac.uk/economics/exec/find-us/
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Please make sure that you arrive at the laboratory a few minutes before the start time

of the session. If you turn up before the start time but are not needed, we will pay you
£2.50.

What you will earn in the experiment depends on your decisions. Your payment will be
given immediately after the session has finished. You will be asked to sign a receipt and

then you will be free to leave.

If you have any questions, please feel free to contact us at michalis.drouvelis@york.ac.uk.
We look forward to your participation.

Michalis Drouvelis
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A.2 Instructions

Instructions

General Instructions

Welcome! You are about to take part in a decision-making experiment. This experiment
has been financed by various research institutions. Just for showing up you have already
earned £2.50. You can earn additional money depending on the decisions made by you
and other participants. It is therefore very important that you read these instructions

with care.

It is important that you remain silent and do not look at other people’s work. If you have
any questions, or need assistance of any kind, please raise your hand and an experimenter
will come to you. You may use the provided scrap paper but no phones, calculators, or
other devices. If you use a device, talk, laugh, exclaim out loud, etc., you will be asked to

leave and you will not be paid. We expect and appreciate your following of these rules.

We would like to stress that any choices you make in this experiment are entirely anony-
mous. Please do not touch the computer or its mouse until you are instructed to do so.
If you have any questions at any point, please raise your hand and one of us will come
to your desk to answer your question. Please do not ask any question out loud. Thank

you.

During the experiment, participants will be divided into groups of two. You will therefore
be in a group with one other participant. You will remain paired with the same
participant until the end of the experiment. At no point during the experiment,
nor afterwards will you be informed about the identity of the other participant in your

group and the other participant will never be informed about your identity.

Detailed Information about the Experiment

You will be given 3 minutes to perform the following task during three separate rounds.
The task consists of calculating the sum of four randomly chosen two-digit numbers like

the following examples:
21435+ 48+ 29 = 133. 10+ 72+ 15444 = 141.

You cannot use a calculator to determine these sums; however, you can make use of
the provided paper in your desk in order to do the necessary calculations. You must

submit your answer by pressing the ‘Submit’ button. As soon as you have submitted
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your answer, a new set of two-digit numbers will be provided. You can choose not to
answer a question by clicking the ‘Submit’ button without typing anything as an answer.
In this case, you will be moved to the next problem. To help with time management,

there will be a clock counting down the seconds for the 3 minute duration.

Payment

The method we use to determine your earnings will vary across rounds. Before each
round we will describe in detail how your payment will be determined. Only one of the
three rounds will determine your payment for the experiment and it will be randomly
chosen at the end. FEach round is equally likely to be selected. At the end of the
experiment you will be paid in private and in cash depending on the outcomes of the

randomly selected round.

140



4.5.2 Appendix B. Additional data analysis

In this section we provide additional regression results for this paper.

B.1. Differences between samples with 0.5 piece rate and 0.6 piece rate-non-

parametric test.

Table 4.4: Differences between samples with 0.5 piece rate and 0.6 piece rate-non-
parametric test.

0.5 0.6 Mann-Whitney test

Piece rate Piece rate P-Value

Piece rate performance 8.2 7.96 p=0.9985
(3.93) (3.15)

Tournament performance 9.9 9.55 p=0.6159
(3.73) (3.68)

Tournament entry 0.43 0.53 p=0.2395
(0.50) (0.50)

Piece rate vs. Tournament 11.06 10.28 p=0.2609
performance (3.77) (3.60)

Confidence 0.74 0.60 p=0.0711
(0.44) (0.49)

Risk aversion 3.23 3.13 p=0.7561
(1.69) (1.54)

Notes: Standard deviations are presented in parentheses.
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B.2. Performance in Piece rate and Tournament - Additional regression

results.

Table 4.5: Performance in Piece Rate - regression results.
Dependent variable: Model(1)  Model(2) Model(3) Model(4)
Performance in Piece Rate All Sample All Sample Male Female

Chinese 1.512%** 2.167*** 1.350 2.564****
(0.564) (0.528) (0.998) (0.615)
Female -2.193%**
(0.591)
Constant 7.359% Q.42+ 8.650**** 6
(0.423) (0.558) (0.651) (0.448)
N 148 148 55 93

Notes: OLS estimates. Robust standard errors are presented in parentheses. The columns
Model(1) and Model(2) consider the whole sample; whereas, Model(3) and Model(4) con-
sider only the sample for Male and Female subjects respectively.

*p <0.10 ** p < 0.05, ** p < 0.01, ™ p < 0.001.

Table 4.6: Performance in Tournament - regression results.

Dependent variable: Model(1)  Model(2) Model(3) Model(4)
Performance in Tournament All Sample All Sample Male Female
Chinese 1.785%* 2.294%x* 1.567 2.64 7
(0.591) (0.551) (1.045) (0.641)
Female -1.703**
(0.604)
Constant 8.872% 9.702%  9.900%**  7.789***
(0.411) (0.575) (0.670) (0.409)
N 148 148 55 93

Notes: OLS estimates. Robust standard errors are presented in parentheses. The columns
Model(1) and Model(2) consider the whole sample; whereas, Model(3) and Model(4) con-
sider only the sample for Male and Female subjects respectively.

*p<0.10 ** p <0.05, *** p <0.01, *** p < 0.001.
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B.3. Confidence - Additional regression results

Table 4.7: Confidence (Guessed tournament rank) - Marginal Effects.

Dependent variable: Model(1)  Model(2)  Model(3)  Model(4) Model(5)
Confidence All Sample All Sample All Sample Male Female
Chinese -0.0493 -0.0156 -0.0219 -0.120 0.0275

(0.0773) (0.0816) (0.0798) (0.120) (0.101)
Female -0.119 -0.141*

(0.0843)  (0.0818)

Difference between 0.0413** 0.0550** 0.0338
Tournament and Piece rate (0.0179)  (0.0249)  (0.0245)
N 148 148 148 55 93

Notes: This table presents Probit regression results with marginal effects reported in percentage
points. Robust standard errors are presented in parentheses. The columns Model(1), Model(2) and
Model(3) consider the whole sample; whereas, Model(4) and Model(5) consider only the sample for
Male and Female subjects respectively.

*p < 0.10 ** p < 0.05, ™ p < 0.01, *** p < 0.001.
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B.4. Risk Aversion - Additional regression results

Table 4.8: Difference in Risk aversion when controlling for single and multiple switchers-
regression results.

Dependent variable: Model(1)  Model(2)  Model(3) Model(4) Model(5)
Risk aversion All Sample All Sample All Sample Men Women
Chinese -0.0816 -0.0869 -0.0889 0.452 -0.239
(0.269) (0.273) (0.272) (0.411) (0.346)
Female 0.0180 -0.0257
(0.273) (0.279)
Difference between 0.0915 0.0641 0.0597
Tournament and Piece rate (0.0614) (0.0778)  (0.0778)
Switched Once -1.010 -1.009 -1.058 -2.894** -0.0774
(0.943) (0.946) (0.928)  (1.343)  (1.182)
Switched Multiple -0.272 -0.272 -0.384 -1.819 0.445
(0.963) (0.967) (0.948) (1.342) (1.184)
Constant 4.0297** 4.019%* 3.950%% 54727 3211
(0.928) (0.939) (0.923) (1.351) (1.184)
N 148 148 148 55 93

Notes: OLS estimates. Robust standard errors are presented in parentheses. The columns Model(1)
and Model(2) consider the whole sample; whereas, Model(3) and Model(4) consider only the sample
for Male and Female subjects respectively.

*p<0.10 ** p < 0.05, *** p < 0.01, **** p < 0.001.
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Table 4.9: Probit Regression for Tournament entry - Marginal Effects.

Dependent variable: Model(1)  Model(2)  Model(3)  Model(4)  Model(5) Model(6)
Tournament entry All Sample All Sample All Sample All Sample Male Female
Chinese -0.00853 0.0489 -0.00110 0.0157 -0.00430 0.0710
(0.0765)  (0.0782)  (0.140) (0.141)  (0.138)  (0.0951)
Female -0.213** -0.241* -0.239**
(0.0832)  (0.103) (0.102)
Chinese*Female 0.0739 0.0683
(0.163) (0.165)
Difference hetween -0.0305* -0.0249 -0.0249 -0.0217 -0.0418 -0.0139
Tournament and Piece rate  (0.0177) (0.0174) (0.0174) (0.0173) (0.0279)  (0.0219)
Risk Aversion -0.105™* -0.1027* -0.1027* -0.1027*  -0.0845"*  -0.114**
(0.0231)  (0.0224)  (0.0223)  (0.0227)  (0.0314)  (0.0318)
Switched Once -0.114
(0.163)
Switched Multiple -0.199
(0.186)
N 148 148 148 148 55 93

Notes: This table presents Probit regression results with marginal effects reported in percentage points. Robust
standard errors are presented in parentheses. The columns Model(1), Model(2), Model(3) and Model(4) consider the
whole sample; whercas, Model(5) and Model(6) consider only the sample for Male and Female subjects respectively.

*p<0.10 ** p < 0.05, ** p < 0.01, **** p < 0.001.
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B.5. Gender gap in competition within British and Chinese group - Addi-

tional regression results

Table 4.10: Performance in Piece Rate and Tournament - regression results.
Dependent variable: Performance in = Performance in  Performance in  Performance in

Piece Rate Piece Rate Tournament Tournament
Model(1) Model(2) Model(3) Model(4)
British Chinese British Chinese
Female -2.650* -1.436 -2.111 -1.030
(0.788) (0.863) (0.782) (0.941)
Constant 8.650%** 107+ 9.900**** 11.47%x=
(0.647) (0.753) (0.666) (0.800)
N 78 70 78 70

Notes: OLS estimates. Robust standard errors are presented in parentheses. The columns Model(1) and
Model(2) consider the whole sample; whereas, Model(3) and Model(4) consider only the sample for Male

and Female subjects respectively.
*p<0.10 ** p < 0.05, " p < 0.01, " p < 0.001.

Table 4.11: Tournament entry - regression results.

Dependent variable: Model(1) Model(2) Model(3) Model(4)
Tournament entry British Chinese British Chinese
Female -0.283*** -0.164 -0.184* -0.192
(0.109) (0.144) (0.105) (0.130)
Difference between -0.0657**  0.00651
Tournament and Piece rate (0.0216)  (0.0243)
Confidence 0.214~ 0.219*
(0.110)  (0.113)
Risk Aversion -0.0799**  -0.141**
(0.0266)  (0.0273)
N 78 70 78 70

Notes: This table presents Probit regression results with marginal effects reported
in percentage points. Robust standard errors are presented in parentheses. The
columns Model(1) and Model(2) consider the whole sample; whereas, Model(3) and
Model(4) consider only the sample for Male and Female subjects respectively.
*p<0.10 ™ p < 0.05, ™ p < 0.01, *** p < 0.001.
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4.5.3 Appendix C. Screen shots

In this section we provide screen shots from our experiment.

Welcome Screen

Period

1 outof 1 Remaining time [sec; 29

Welcome to today's experiment!

Please press Continue if you have read and understood the instructions.

Introduction - Piece rate

Round 1 - Piece Rate

If Round 1 is the one randomly selected for payment, then you get £0.60 for each correct answer you provide in this round during the 3
minute time limit. We refer to this payment as the piece rate payment.

At the end of the 3 minutes you will see a screen showing how many correct answers you provided during this round.

Please do not talk or try to communicate with other participants during the experiment. If you have any questions, please raise your hand.
Once everyone has completed Round 1, you will receive new instructions for Round 2.

Are there any questions before we begin?
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Piece rate task

Period

1 outof 1

Remaining tme [sec} 180

Piece rate: Number Task
Type your response into the large blue box and confirm with Submit.

Piece rate result

1 outof 1

Piece rate: Number Task
Your results:

Number of correct answers: o
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Introduction - Tournament

Round 2 - Tournament

For Round 2, you will be placed in a tournament and compete against the other person in your pair in this task. The person with the highest

score ("the winner") in this Round will receive £1.20 for each correct answer provided. The other person of the pair will receive zero payment.
If there are ties, the winner will be randomly determined: with a 50% chance you will receive the tournament winnings and with a 50% chance
the person you are paired with will receive the tournament winnings.

At the end of the 3 minutes you will see a screen showing how many correct answers you provided.

Please do not talk or try to communicate with other participants during the experiment. If you have any questions, please raise your hand.
Once everyone has completed Round 2, you will receive new instructions for Round 3.

Are there any questions before we begin?

Tournament task

Periog

1 outof 1 Remaining time [sec} 179

Tournament: Number Task

Type your response into the large blue box and confirm with Submit.
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Tournament result

1 outof 1 Remaining time [seci 15

Tournament: Number Task
Your results:

Number of correct answers: 0

Continue.

Compensation task

1 outof 1 Remaining tme (sec} 179

Compensation Scheme
Please choose how you would like to be paid for your performance in Round 3:

(] [
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Introduction - Piece rate vs. Tournament

Round 3 Piece rate vs. Tournament

For Round 3, you will be given the opportunity to decide how you would like to be paid for your performance. You can either choose the
individual piece rate pay or enter in a tournament. If Round 3 is the one randomly selected for payment, then your earnings for this round are
determined as follows.

If you choose the piece rate, you receive £0.60 for each correct answer you provided in this Round.

If you choose the tournament, the number of correct answers will be compared to the number of correct answers the other person in your pair
provided in Round 2. If you provide more correct answers in Round 3 than the number of correct answers the other person in your pair
provided in Round 2, then you receive £1.20 per correct answer. You will receive zero payment in this Round if you choose the tournament
and do not provide more correct answers now, than the other person in your pair did in Round 2. If there are ties, the winner will be randomly
determined: with a 50% chance you will receive the tournament winnings and with a 50% chance you will receive zero payment.

At the end of the 3 minutes you will see a screen showing how many correct answers you provided.

Please do not talk or try to communicate with other participants during the experiment. If you have any questions, please raise your hand.

Are there any questions before we begin?

Piece rate vs. Tournament task (Piece rate)

Periog

1 outof 1 Remaining time [sec} 179

Round 3 Piece Rate vs. Tournament : Number Task
You have chosen: Piece rate
Type your response into the large blue box and confirm with Submit.
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Piece rate vs. Tournament task (Tournament)

Periog

1 outof 1

Round 3 Piece Rate vs. Tournament : Number Task
You have chosen: Tournament
Type your response into the large blue box and confirm with Submit.

I

Piece rate vs. Tournament result

Remaining tme [sec} 172

Period

1 outof 1

Round 3 Piece Rate vs. Tournament : Number Task
Your results:

Number of correct answers: o

Continue
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Guessed rank

Rank Guess

You are now asked to guess your rank in your pair in Rounds 1 (piece rate) and 2 (tournament). For each question, choose either the number 1 (meaning that
you were the first in your pair) or 2 (meaning that you were the second in your pair). You will receive extra money for each correct estimate. For every correct
guess, you will receive £0.50 on top of your earnings from the experiment. You will receive this extra amount regardless of which round is randomly determined

for your payment.
rank in your pair in Round 1: Pi na«g\:l
What 60 you thinkis your rankin your pai in Round 2: Tournament? |:|
Risk
Pearod
1 outof 1

LOTIERY TASK

Question 1 (™ 100% chance of 3 GBP or
(" 50% chance of 0 GBP and 50% chance of 5 GBP

Question2 (™ 100% chance of 3 GBF or
(" 50% chance of 0 GBP and 50% chance of 6 GBP

Question3 (™ 100% chance of 3 GBP or
(™ 50% chance of 0 GBP and 50% chance of 7 GBP

Question4 (™ 100% chance of 3 GBP or
(™ 50% chance of 0 GBP and 50% chance of 8 GBP

Question5 (™ 100% chance of 3 GBP or
(" 50% chance of 0 GBP and 50% chance of 10 GBI

Questions (™ 100% chance of 3 GBP or
(" 50% chance of 0 GBP and 50% chance of 12 GBI

Question7 (™ 100% chance of3 GBP or
(" 50% chance of 0 GBP and 50% chance of 16 GBF
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Risk

Period

1 outof 1

LOTTERY TASK OUTCOME

‘The computer selectsd Question 2 atrandom

(5 50% chance of 0 GBP and 50% chance of 6 GBP.

Your eamings from the LOTTERY TASK 600

Inclusion of Others in the Self (I0S)

1 outof 1 ‘ Remaining tme [sec} 30

Please look at the circle diagram provided on your screen.

‘ é ) Consider which of these pairs of circles best represent your
5 = = connection with a random person in the room before this experiment.

By selecting the appropriate letter below please indicate to what
G. @

extent you and this person are connected.
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Payment Screen

1 outof 1

Remaining time [seci 27

History

You performed the following task: Number Task

Tournament"

You chose the following compensation scheme for Round 3:
"Tournament"

Your rank guess for Round 1: Piece rate: "First"

Your rank guess for Round 2: Tournament: "Second"

The following round was randomly chosen for payment: "Round 2:

Final profit
Your profit from the randomly chosen round: 0.00 GBP
Your profit from the rank guess: 0.50 GBP
Your show-up fee: 2.50 GBP
Your lottery task payoff: 6.00 GBP

Your total payoff: 9.00 GBP
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Chapter 5

Conclusion

5.1 Conclusion

Social distance is known to cut across many dimensions. Friendship, gender, nationality
etc., are some of the few characteristics that can minimise the social distance between
individuals and induce pro-sociality. This thesis discusses the role of social distance un-
der two different decision-making themes. The themes include delegation, performance
and competition. In this chapter, we conclude our findings from the previous chapters

and discuss further research avenues motivated by these topics.

In the previous chapters, we provided evidence on how closer social distance induces
pro-sociality in the presence of a moral wiggle. We showed that in a principal-agent
settling principals are less likely to delegate their decisions to an agent when the social
distance between them and the recipient is minimised. We then extract the pro-social
motives driving the decrease in delegation decisions. In particular, we focused on the
role of directed altruism and the expectation of future reciprocal favours. We showed
that conditional on principals’ sharing decisions, it is directed altruism that drives the
decrease in principals’ delegation decisions when they are paired with their friends. We
also show that, although delegation is driven by directed altruism, the choice of agent

on the other hand is driven by the expectation of future reciprocal favours.

These findings shed light on the pro-social motives driving delegation decisions. Our
results suggest that social relationships can drive decisions in the presence of a moral
wiggle room. Further studies on social behaviours are needed to shed light on other
motives behind delegation decisions. Observing the role of self-image, social image and
social norms may provide better explanations for individuals’ delegation decisions. These

results also suggest that people do not like to shift the responsibility for a decision that
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could influence both them and their friends. Delegation is driven by people’s preference
to shift the blame, their responsibility and punishment aversion. Further studies on
principals’ responsibility and the recipients’ blame-shifting would shed more light on

this matter.

The second theme of this thesis looks at a culturally-induced social distance and discusses
how cultures that encourage closeness within their people perform better in tasks. We
compare a collectivist culture such as the Chinese and an individualist culture such as
British and observe their performance in a fixed and a competitive incentivised task. We
discuss that institutional reforms in China have increased the level of closeness between
the people in China and specifically women in China. This increase in closeness has
also increased performance but has no effect on the competitiveness between the two
cultures. This study opens new research avenues on the topic of closeness in cultures
and its effect on performance and competition. Having other treatments, where we pair
British and Chinese subjects together and observing their competitiveness may provide
a better understanding of the role that culture plays in performance and competition.
Also, identifying cultures as altruistic based or reciprocity based would provide more
information on characteristics driving the decisions in that society. Our research also

opens new avenues for further research on cultural perception and competition.
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