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Cost function of effort (by now a “classic”) s WERV, AALLRE IR, TALFETHLF
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w had to be set in multiples of 5.

D5 &ZH649% fyﬁfi(ezl)zrﬂﬁlm%ééf;&ﬁ!



R #ALY

- Wiv bk, TABINIRNE, RiZik% S EHRE?
c Foif X — B 89E, Dl mizk S VAT RR? (i
Cost function of effort (by now a “classic”) %’?—T— ')f/'i’\z: fl‘lé f\'ﬁfﬂ 5 VA @iﬂ:l/\/ﬁ\ﬁijﬁ 74'10 )

e 01/02|03|04|/05|06(0.7/08|09|1.0
cie) | O 1 2 4 6 8 |10 |12 | 15| 18

Payoffs ¢ 737]‘; Q—/I\T%L;}I“i]‘"/l\ﬁ%@%ﬁ%'% ’f?i')‘l(‘?ﬁﬁfﬁl‘{t\

Workers:  m, =W —c(€) — Cy, YHA A, AT ARFERSHHEE(e=1), #f

e mrvmwe KX AR B 89 AR A8 ) (B TR A BT AT 2 A0) A

- 20 (v-18-c_fix)*N=82*N. N2 s . ik

w had to be set in multiples of 5. SwaAx! A—2RE T, ZLETRIGEX
09 A 248 A o

« LA, TANTREH T EFAKEAT R



MI LR

 Fehr, Kirchsteiger and Riedl (QJE, 1993)

1
TABLE 1T '
THE WAGE-EFFORT RELATION
Average observed Median observed
Wage effort level effort level 2 average observed
30-44 0.17 0.1 effort
45-59 0.18 0.2
6074 0.34 0.4
75-89 0.45 0.4 — estimated effort
90-110 0.52 0.5
Effort levels increase with the wage — reciprocity prevails! R ' ’ ' X '
30 50 70 90 110 130 _
Average effort level: 0.40 wage Data support fair
Average wage: 72 wage-effort

FIGURE 1 h th )
The Wage-Effort Relation ypoinesis.
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Fig. 2 Mean ice cream weight in grams (leff panel) and in grams per euro (right panel) across treatments
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Fig. 3 Sample photos of a durum doner: wrapped in foil (left), wrapped without foil (middle) and
unwrapped (right)
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Fig. 3 Sample photos of a durum doner: wrapped in foil (left), wrapped without foil (middle) and
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Promises in Contract Design

Gary Charness
Ninghua Du
Chun-Lei Yang
Lan Yao

European Economic Review, 2013
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« The optimal ownership should assign the residual right to the party with the most
relationship-specific asset

e Grossman and Hart (1986)
 Hart and Moore (1990)
* Yongmin Chen (2000)

* deviating from one’s own words induces a self-imposed moral burden
 Guilt Aversion: Charness and Dufwenberg (2006)
 Cost-of-Lying: Vanberg (2008)

 The optimal contracting procedure with regard to cheap talk:

»whoever has the residual right to break promise shall install the nonbinding
promise in the contract
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 P_F:The firm proposes the contract; the contract includes w and a
nonbinding effort level e*.

— P_W : The worker proposes the contract; the contract includes
hoth w and a nonbinding e*.
— F: The firm proposes the contract; the contract only includes w.

— W: The worker proposes the contract; the contract only includes
W.




% B i

* One firm and one worker in the market: one of them Is
the proposer and the other one Is the responder.

* Three Stages:

— The proposer proposes a contract which includes a binding
wage offer w, w is from 0 to 100.

— After reading the offer, the responder decides whether to
accept the contract.

« If accept, It enters the next stage.
* If reject, the game ends.

— The worker chooses the effort level e, e 1s from 1 to 10.

44 44
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Earnings
» |If the responder rejects the contract, both earn
35 experimental dollars.
» |f the responder accepts the contract,
— The firm’s earning: 35+ 10*e —w
— The worker’s earning: 35 +w — c(e)
e 1(2|3|4|5|6/|7]|8]9]10
ce) |0|1|3|5]|8|12[16|20|25|30

» Note: the firm’s earning cannot be negative. When
35 + 10*e < w, the firm pays 35 +10*e and the worker
earns 35 + (35+10*e) — c(e)

45
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I
Figure 2: Average Actual Effort with Accepted Offers

He

Ne—es

e e: Worker’s actual effort choice

 es: Worker’s own maximizing effort



* The efficiency (i.e., the chosen effort) is higher when the
worker rather than the firm proposes an effort level.

s

* The distance between the worker’s promised effort and
the actual effort choice is significantly smaller than the
distance between the firm’s requested effort and the actual
effort.

 Provide a concrete example in which nonbinding
promises In the contract discipline the contractor to create
surplus.
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CreditEase reported that only 15% of small firms which apply for bank
loans actually get the loans.

informal networks such as internet peer to peer (P2P) lending have become
important providers of credit in the past decade.

more than 500 micro finance websites and more than 25 billion RMB worth
of internet loans in mainland China.

Several micro finance websites went bankrupt several months after
registering.
allwinsz.cn registered in April 2013 went bankrupt in August 2013, with 100 million RMB
in bad debfts.
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What are the factors for improving the trust of the investors?
What are the factors for improving the trustworthy of borrowers given their promises?

In the context of China, we study the effects of two factors, Guanxi (social ties) and
MianZi (face), in the mode of internet p2p lending



Other factors that impact the level of
trust/reciprocity

1. Social Distance between the interaction
parties
» The closeness between interacting parties in a strategic
Interaction
 an important factor that may influence trust and reciprocity .
* need to incorporate it to explain individual decisions
bearing social consequences (Akerlof 1997)
2. Anonymity /Visibility of the decision-maker
* The veil of anonymity
 Responsibility allevation



Our Focus

 To examine the impact of making, keeping and
accepting a promise, where hidden actions are possible.

* Whether and to what extent ex-ante existing social
relationships, and/or the level of anonymity between
the two exchange parties may influence promise-
making/keeping and promise-accepting as well as trust
and reciprocity dynamics.

* We will use a modified version of the trust or
investment game and we label it the "Contractor Game".



Game Set-Up (I)

* We add a pre-play stage in which the trustor
receives a "promise”, a cheap-talk message,
from the recuproca’ror' “If yousend me X, I
promuse to send back Y~."
* it is not possible to send no message at all;
* messages cost nothing for Player B to send;

* messages are nonbinding, i.e. the message does not
force Player B to take any particular action later in
the game; and

* the proposal can either be accepted or rejected by
Player A as further explained below.



Game Set-Up (II)

» After Player A sees Player B's message, he/she
chooses either to send the amount suggested in the
message, i.e. ¥X, OR to send nothing, i.e. exit the
game.

* Before Player A's decision is revealed to Player B,
Player B must commit to a response decision of Y (not
necessarily the same as Y~).

* Note that this is a binding decision.

» However, it will ONLY be revealed to Player A if
Player A does decide to send ¥X as proposed in
Player B's message.



Experimental Treatments

* A two-by-two, Social Distance (C and NonC)
and Anonymity (A and NonA) matrix of the

between-person treatments, in China.

* Inthe A freatments, decisions were ONLY identified by player ID numbers,
which are private information to the participant him/herself.

* Inthe NA treatments, player ID numbers were prominently displayed on a
big card sitting on top of a computer for everyone to see. The ID number of
the matched counterpart was revealed o a subject afterward a round was
completed.

« Inthe C treatments, everyone in a session comes from the same class and
knows each other well.

* In the NC treatments, participants are randomly selected and are not from
the same class.

« Two treatments of testing Anonymity between persons in
New Zealand.



Study Overview

« Undergraduate students at Zhejiang University, China

320 subjects: 80 subjects per treatment, totally 4 treatment.
« Undergraduate students at University of Canterbury, New Zealand
160 subjects: 80 subjects per treatment, totally 2 treatment.
Computerized Game.
Keeping the same role in 10 repeated periods,
Each is gave 20 Yuan/Dollar at the beginning of one period.
Random matching,

one of the ten rounds was randomly chosen for payment
at the end of the session.

The average payment was 41.75 Yuan in RMB, including a 10-
yuan show-up fee in China, and was $34.19 in New Zealand dollars,
Including a $5 show-up fee for the New Zealand subjects



Table 1 Summary Statistics: Means and Standard

0 otherwise)

Errors
Chinese Data New Zealand Data
Stranger- | Stranger- | Classmate- | Classmate | Stranger- | Stranger-
NolD ID NolD -1D NolD ID
(obs. 400) | (obs. (obs. 400) | (obs. 400) | (obs. (obs.
400) 400) 400)
Proposal 14.10 15.65 16.55 16.26 15.49 16.03
Sending X (4.90) (5.02) (5.11) (4.99) (4.82) (4.78)
Proposal 25.20 29.01 31.41 30.53 28.35 28.95
Return Y (9.54) (11.06) (11.32) (10.85) (11.03) | (10.22)
Actural 18.66 26.02 24.98 26.79 14.67 17.38
Return Y (11.98) | (13.20) (15.44) (13.72) (13.95) | (13.37)
Binary 0.44 0.66 0.62 0.70 0.37 0.42
Promise- (0.50) (0.48) (0.49) (0.46) (0.48) (0.49)
Keeping
Binary 0.69 0.76 0.77 0.79 0.54 0.61
Promise- (0.46) (0.43) (0.42) (0.41) (0.50) (0.49)
Acceptance
Actual 9.41 11.99 12.78 12.81 8.43 9.96
Sending (X (7.50) (8.05) (8.28) (7.78) (8.52) (8.79)
If accepted,
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Figure 1: Binary Promise-Keeping
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Table 2: rank-sum test of binary promise-keeping in all
periods of all contracts(by session)

zessm promke Chinese Data New Zealand Data
Stranger- Stranger- | Classmate- Classmate- | Stranger- Stranger-
NolD ID NolD ID NolD ID
(obs.4) (obs.4) (obs.4) (obs.4) (obs.4) (obs.4)
Stranger- 0.0433 0.0814|  0.0209 0.4678| 0.7728
NolD
Chines
Stranger-1D 0.7715 1.0000 0.0294 0.0433
e Data
Classmate- 0.2454 0.0202| 0.0814
NolD
Classmate-ID 0.0209 0.0209
New Stranger-
Zealan NolD 0.4678

d Data




Conclusions

» We find that in our Chinese data set both guanxi
effect and mianzi effect are significant, and these
two experimental factors are substitutes.

* In New Zealand, subjects’ propensity to keep a
promise was much lower than Chinese ones, and the
mianzi effect was not significant.



