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Abstract

Several earlier studies show that people exhilgiliative thinking": they consider relative price
differences even when only absolute price diffeesrare relevant. This article examines whether
relative thinking exists when people face mixed pensation schemes that include both fixed
and pay-for-performance components. Such compensachemes are prevalent in many
occupations (e.g., salespeople and managers). iSogby, the ratio between the pay-for-
performance and the fixed compensation does nettadfffort. Two additional experiments show
that neither reciprocity nor financial incentive® dhe reason for the results. The results have

implications for designing incentive schemes im8rand for designing experiments.



1. Introduction

Many experiments conducted over the last threed#escauggest that people often consider
relative price differences even when only absofuiee differences should matter, a behavior
that was recently denoted "relative thinking" (Az2004). The seminal experiment in this
literature is the one reported in Tversky and Kahae (1981). They asked people whether they
were willing to drive 20 minutes in order to savedh a calculator when they were going to buy
a calculator and a jacket. When the calculatorisgpivas $15 and the jacket's price was $125, 68
percent of the subjects were willing to drive, kdten the calculator's price was $125 and the
jacket’s price was $15, only 29 percent were wglio drivel Similar results were later obtained
in a few additional experiments. Mowen and Mowe8@8@d) showed that not only students, but
also business managers, exhibit this behavior. &adrgnd Abdel-Nabi (1993) varied the price of
the second item (the jacket) and obtained simdaults, and Frisch (1993) showed that the effect
holds also when only a calculator is being purciagear (in press) showed that when subjects
can purchase a certain good either in a storedhagntly visit or in a remote store, the minimal
price difference for which they are willing to tedto the remote store is an increasing function
of the price of the good they want to purchaserrexperiment that included 9 different price-
treatments, he found that people behave (on aveaasgéthe value of their time is approximately

proportional to the square root of the good’s price

! To see why such behavior does not fit standard@oic theory, suppose, in line of the experimereallts above,
that one is willing to drive 20 minutes to savedsba certain cheap item, but then refuses to @dvminutes to save
$8 on a more expensive item. This person could niakexact same effort of driving and yet be ridbei$3 if he

made the opposite choices, suggesting that hisvi@ha irrational.



While the studies mentioned above focus on theetdtibetween spending time and finding
a cheaper price of a certain good, recent resestiolvs that a similar behavior exists when
people consider differentiated goods or serviced have a trade-off between the quality
difference and the price difference. In scenariosvhich only the absolute price difference
should matter, people are affected also by théivelarice difference. For example, Azar (2004)
showed that consumers’ willingness to add moneyaftwgh-quality good or service (over the
price of a low-quality substitute good or servicehigher when the good’s price is higher. The
quality difference in his experiments was unrelatedthe good’'s price and therefore the
willingness to add should be independent of thedgoprice. The results were obtained both with
undergraduate students and with economists paatiogp in the 2003 North American Summer
Meetings of the Econometric Society.

The literature discussed above suggests that thexestrong bias of relative thinking when
people compare prices. An interesting question et never explored before is whether people
also exhibit relative thinking when they receivermay rather than spend it. For example, when
one receives a payment for a job he does, and m@ames two possible payments (for example
from two different employers, or the expected paytder low effort versus high effort), do the
relative differences between the payments affextdieicisions, just as relative price differences
do? Intuitively, we can expect to observe a simitatative thinking effect. After all,
compensation for work done is the price of labod & people exhibit relative thinking with
respect to other prices, it seems reasonableltbataiso do so with respect to the price of labor.

One important implication of relative thinking wheeceiving payments is for mixed

compensation schemes that include both a fixed ooemt and a variable component that



depends on performanteSuch compensation schemes are very common in lifealFor
example, salespeople often receive a base salasyappercentage (or another function) of their
sales. Similarly, many workers in the investmemHKiag and consulting industries, as well as
managers at different levels throughout the econosuoeive a base salary plus a performance-
based bonus. In other cases, managers receivarg sald also have options or stocks of their
firm, so their compensation consists of their salalus the return on these options or stocks,
which in turn depends on their performance. Itheréfore of great importance to examine
whether people exhibit relative thinking in the tex of mixed compensation schemes. Better
understanding of this issue, for example, can heips choose the optimal mix of the fixed and
variable components in the compensation schemeslladns of workers.

How does relative thinking relate to mixed compéiosa schemes? Relative thinking
suggests that people consider relative magnitudesldition to absolute magnitudes even when
economic theory implies that only the latter shooidtter. When a person has to choose how
much effort to exert in a certain task, relativenking implies that he considers not only the
absolute amount he can earn by exerting more effattalso the relative increase in his earnings;
that is, he might compare the additional earnige ¢o higher effort) to his base salary (or to his
total compensation). Consequently, a larger baseysmay reduce effort because it makes the
pay-for-performance bonus look smaller. This cavelendramatic effect on the optimal choice of
incentive schemes by firms. Currently, the commoisdem is that increasing the fixed

component of the salary can either have no effeceffort (because it does not depend on

2 Increasing the sensitivity of pay to performaregénerally believed to improve effort and produitgj although
very high reward levels sometimes can have a detah effect on performance (Ariely, Gneezy, Loestein and

Mazar, 2008).



performance), or it may increase effort due to woEkreciprocity or because of efficiency-wage

arguments. Relative thinking suggests that an opposite efifieight also be present, and that if
this effect is strong enough to outweigh the reafiy and efficiency-wage effects (if these are
present), then increasing the fixed payment to exsknight in fact reduce effort.

The rest of the article is organized as followse Hlext section presents the main experiment.
The experiment shows that when people receive edfpayment and a bonus for each task
completed successfully, the relative magnitudehef bonus (compared to the fixed payment)
does not affect their effort. Section 3 presengsstacond experiment, which uses different levels
of a fixed payment but without a pay-for-performaroonus to identify the effect of reciprocity.
The joint analysis of the results from the two expents suggests that people do not exhibit
relative thinking in this context, and thus thag #trong bias of relative thinking does not carry
over from the domain of money paid (prices) to doenain of money received (compensation).
In order to identify whether relative thinking digeears (compared to hypothetical-questions
experiments about price differences) because of difierent context or because of the

introduction of financial incentives, Section 4 ggats another experiment that is almost identical

% The idea is that the worker feels more gratefutimmemployer when he receives a higher salary,auduse he
wants to reciprocate, his effort is an increasimgcfion of his salary (even though the salaryediand does not
depend on performance). There is abundant expetanevidence for such behavior (that is sometimescdbed as
"gift exchange"); for a review of some of this expeental research, see Fehr and Gachter (2000eZyrend List
(2006), however, find in a field experiment thayipg more increases worker effort in the first feaurs on the job,
but not afterwards.

* The efficiency-wage argument says that when a eroréceives a higher salary, he becomes more affdasing
his job (because the loss caused by losing thafpobobtaining another job becomes higher), angfber he exerts

more effort on the job in order to reduce the ttskt he will be fired.



to the first, but uses hypothetical questions withfinancial incentives. Relative thinking is not
detected there either, suggesting that the diffecentext, and not the introduction of financial

incentives, is what eliminated relative thinkinglire first experiment. The last section concludes.

2. Experiment 1: Mixed Compensation Schemes — Thadentive Condition

2.1. Experimental design

The main purpose of the experiment was to testhenah the context of task performance
with mixed compensation schemes the bias of reathinking exists. In order to create a
decision problem in which the prediction of econothieory differs from that of relative thinking
in a testable manner, the experiment involved adfipayment and a variable payment. The
variable payment was identical in all treatmenteaeh correct answer increased the subject's
earnings by 0.15 Shekels (1 Shekel was about $it.28e time the experiment was run). The
fixed payment, however, differed in the two treattse After subjects agreed to participate in the
experiment, the amount of the fixed payment wasloarly assigned: in the low-fee treatment,
the subject received a participation fee of 5 Slsekehile in the high-fee treatment he received

15 ShekelS. In hypothetical questions about consumer decisiansatio of 1:3 in the price

® The range of possible fixed payments is limitedeveral reasons. A very low payment might creasentment
and uncooperativeness of the subject. A paymenthtgb might create an effect of willingness to staythe
experiment longer because of reciprocity issues t{he discussion below). In addition, research shthat very
high reward levels have unexpected effects on hehésee for example Ariely, Gneezy, Loewensteid Mazar,
2008). The values of 5 and 15 Shekels were chaséimas they are in the reasonable range givenrtiethe subject
had to spend in the experiment, and yet they craaignificant difference in the treatment in refatterms — one

payment being three times higher than the othee.Ugual salary for students at the time was ar@dn8hekels per



treatments is sufficient to produce a stark diffieee that is highly statistically significant in
responses (see for example Azar, 2004).

Because economic theory suggests that only in@sthat depend on effort should affect the
choice of effort, it follows that there should be difference in effort in the two treatments. If
relative thinking carries over from the domain afcps to the domain of payments for task
performance, however, it suggests that the relatiagnitude of incentives also plays a role in
the choice of effort. When relative magnitudesals® considered, the same payment per correct
answer seems larger when it is compared to a aniedegl payment. This implies that subjects
should make more effort in the low-fee treatment.

If the amounts involved were huge, economic themyld make a similar prediction because
of wealth effects: when participation fee is higttex subject becomes richer, his marginal utility
from money decreases, and therefore he makes fgss 8ut with the negligible amounts
involved (the difference in the participation feetween the low-fee and high-fee treatments is
slightly more than $2), it seems safe to assumewbalth effects can be ignored. Moreover, as
we will see later, the results in fact indicatet thabjects did not exert more effort in the low-fee
treatment, and in addition, Part C of the experinm@ovides additional evidence that wealth
effects do not seem to be an issue here.

One potential confounding factor in the experimemild be reciprocity. Many studies show

that people want to reciprocate and are willingp&y a price to do so (for a review of some of

hour, and the students were recruited on campugartitipated in the experiment on the spot (thieymbt have to
come to a different place).

® For example, in the WTA version and the EconorneBiciety sample in Azar (2004), a ratio of 1:3piices

yielded one-tailed t-test p-values of 0.002 or $enah three different consumer decision probledespite the small

number of observations in this sample and versi@rir{ the high-price treatment and 13 in the loveg@treatment).



this literature, see Fehr and Gachter, 2000). Aestitwho receives a higher participation fee
might feel more willing to reciprocate, and if henks that the experimenter wants him to stay as
much as possible in the experiment, this can leathare effort in the high-fee treatment (in
opposite direction to the possible effect of refatthinking). In order to avoid this potential
confounding effect, two measures were taken.

The first measure was telling the subject sevemakg, both in the consent form and in the
instructions of Part B of the experiment (see Amper), that he can solve as many questions as
he wants, he can quit anytime, and he is allowddmeolve the questions in Part B at all. This
should eliminate the potential subject's belieft ttiee experimenter wants him to stay in the
experiment as much as possible and therefore tidnghg longer is a way to reciprocate.

The second measure was adding Part A at the begimfithe experiment. In this part, the
subject was asked to answer four questions abauugaconsumer decision problems. The
participation fee of 5 or 15 Shekels was descriaged payment for answering this part of the
experiment. Consequently, after answering Part Bjesiis presumably felt that they completed
the task for which they were paid (answering tHfese questions) and therefore they did not feel
obligated to solve questions in Part B just in otdereciprocate and "pay with their time" for the
participation fee.

In Part B the subjects were given the opporturatysalve up to 40 questions, where each
correct answer increased their earnings by 0.1%keieln order to give relative thinking its best
chance, the earnings in all the parts of the erpant (Parts A, B, and the lottery in Part C if
chosen) were paid together at the end. In additiom,earnings in Part B were described as a
bonus in percentage of the amount earned in P&seA Appendix A). It seems that if relative

thinking exists in the context of task performaniteshould be stronger under these conditions



than if each part was paid separately and the mgsrin Part B were described as 0.15 Shekels
for each correct answér.

The purpose of the questions was to measure efiod,therefore they were designed as a
particularly boring task: answering which lettepagrs on a certain page, in a certain line and a
certain location. Each subject was given nine pag#s letters (each subject received the same
letters, but not the actual pages used before loghan subject, to avoid the chance that a
previous subject marked something on the pagesieeThifferent measures of effort were
employed. First, the number of attempted questizras recorded. Second, accuracy is
presumably also positively correlated with effe, the number of correct answers was a second
measure, which takes also accuracy into account.

Finally, the research assistants also marked (witllee subject paying attention to it) the
time in which they gave the subject parts A andwBi¢h were stapled together; the detailed
description of the experimental procedure appaa’sppendix A) and the time in which these
parts were returned, thus allowing to compute time tthe subject spent answering these two
parts together. Because we are interested in foet @ Part B, this measure is a little noisy
because it includes also the time it took the suli@ answer part A. The variation in the time
spent on Part A, however, is much smaller tharvér&tion in time dedicated to Part B, because
in Part A every subject answered the same questish#ge in Part B some subjects did not
answer any question while others solved up to 4tjpns. Consequently, the amount of noise

incorporated in this measure is not very large. iQimly, the three measures of effort are highly

" Paying for Part A immediately when it is finishadd then paying separately for Part B will redue donnection
between the two parts and therefore the chancdstlibasubject will think about the payment for PBrtin

comparison to the payment in Part A, thus encongplgiss a behavior of relative thinking.



correlated; yet, looking at three different measypeovides some additional robustness to the
results.

To avoid the noise that can result from peer presand social influences among subjects
(e.g., subjects continuing to solve questions ag las others do not leave the experiment, and
stopping to solve when most others left), the expent was conducted individually and not in
large group$.This design also allowed to give subjects theiniegs as soon as they finished the
experiment, without having to wait for others, thureating a significant opportunity cost to
solving more questiorfsThe cost of running the experiment individuallysniat it required
many hours of research assistance, since the cbsassistants supervised the subjects during the
experiment.

In order to avoid a situation where almost all saty try to solve everything (or not to solve
anything), the questions were presented in an asang difficulty order (the font size became
smaller and the pages became more congested asilifgxt proceeded in the questions). This
design worked nicely and indeed there was sigmifiteeterogeneity in the number of questions
attempted by different subjects (and therefore sddbe number of correct answers and the time
spent on parts A and B), as reflected in Tablehe Jubjects were recruited on the campuses of

two large Israeli universities, and were mostly engdaduate students in various academic fields.

8 See Falk and Ichino (2006) for an experimentaiclertdocumenting the effects of peer pressure Bk ta
performance.

° If many subjects participate simultaneously witlergone being paid together in the end, there isignificant
opportunity cost to solving more questions, andaict it might be less boring to solve questionstha wait for
others to finish. Such an alternative design tlmeeefindermines the purpose of measuring efforthieynumber of

guestions attempted or answered correctly or byithe dedicated to the task.
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In total 227 subjects participated in this expenimd18 in the low-fee treatment and 109 in the

high-fee treatment (the numbers are unequal be¢eesenent was randomized using a dice).

2.2. Results and discussion
[Insert Tables 1 and 2 about here]

Table 1 presents the distribution of the numberat@mpted questions, correct answers, and
time devoted to Parts A and B. Table 2 reportsntieans, medians and standard deviations for
these three effort variables, as well as the pesbf the t-test for difference in means and the p-
values of the Mann-Whitney test. The tests sugdjest there is no statistically significant
difference in any effort variable between the twaatments.

As mentioned earlier, a potential reason for loeféort of subjects in the high-fee treatment
could be wealth effects together with the concaeityhe utility function. It was explained that
the amounts involved are too small for wealth e@ffdo play a role, and moreover, the results
reveal that there is no significant difference ifo between the two base-fee treatments.
Nevertheless, as a robustness check (and becalassehaad it was not known that there would
be no difference in effort), a fair lottery was @mporated in Part C of the experiment. Subjects
could accept or reject a fair lottery in which thHegd a probability of 1/6 to win 5 Shekels, and a
probability of 5/6 to lose 1 Shekel. Every subjedto has a decreasing marginal utility from
money even for changes of a few Shekels (whichascbndition for wealth effects to be present
in the choice of effort) should reject the lottemen if no transaction costs are involved (rejectio

should be even more common if transaction costt)éRiThe result was that out of 227 subjects,

10 Notice that the reverse is not true: a subject vefjiects the lottery does not necessarily do saus his marginal

utility from money is decreasing for changes oba Shekels. He might reject the lottery but actulaé indifferent

11



202 chose to accept the lottery. This large fractd acceptances provides additional evidence
that wealth effects do not seem to play a rolehi@ decision of subjects about how many
questions to solve.

Finally, in Part D subjects were asked to what mixtiee percentage increase and the absolute
increase in earnings they could gain by solvingemquestions affected their decision when to
stop solving the questions. We can mark the answéne first question by (importance of
percentage increase) and to the second questiarfilmportance of absolute increase) and define
a variable that measures relative thinking on as@ale as follows?

R=[1.25/(p +a)] - 0.125 .

The variableR satisfies several desired properties. It increas@sand decreases g it is
equal to 1 in the extreme case that 9 anda = 1 and equal to O in the other extreme case (when
p =1 anda = 9); and it is equal to 0.5 when=a. Thus,R can be interpreted as a measure of
relative thinking expressed by the subject in thbrakfing part (Part D). If there is a relationship
between what people actually do and how they ing¢rpheir thoughts and actions in the
debriefing part, then we should expect that theatieg effect of high base fee on effort (if it
exists) will be stronger for people with higherwed ofR.

[Insert Table 3 about here]
Table 3 presents the results of several regressigresdependent variable is one of the three

measures of effort: ATTEMPT (the number of quediattempted), CORRECT (the number of

whether to accept it or not, or he might rejedbécause of transaction costs (having to spend timoee in the
experiment).
1 The sample means @f a andR are 4.30, 3.83, and 0.54, and their standard ter& 3.03, 2.99, and 0.20,

respectively.

12



correct answers), and TIME (the time in minutes gbbject spent on parts A and B together).
The independent variables include the dummy vambMALE (equal to 1 for males),
HIGHBASE (equal to 1 in the treatment with the higase fee), and BGU (equal to 1 for
subjects in Ben-Gurion University of the Negev d@hdor subjects in Tel Aviv University).
Additional independent variables are R, which messthe extent of relative thinking reflected
in the debriefing questions as explained above tandnteraction terms.

The results show that with all three dependentdes, the effect of the base fee is small and
statistically insignificant. This implies that thdifference in the relative magnitude of the
payment for each correct answer between the twainkents did not affect the effort subjects
made to solve questions. In addition, the inteoacterm between HIGHBASE and R is positive,
although it is not statistically significant. Nati¢hat if answers to Part D were consistent with
behavior, a higher value of R would reflect moratree thinking, which in turn implies that this
interaction term should be negative (the more inadahinking a subject exhibits, the larger the
negative effect of high base-fee on effort). Thiggests that asking people whether they thought
about absolute or relative differences may be wnmétive in measuring the extent of relative
thinking of different people.

The results are intriguing. As mentioned in theddtiction, many experiments show that
people exhibit strong relative thinking when ansagrypothetical questions about the effort
they would make to find a lower price of a goodythant to purchase, or about their willingness
to pay for two differentiated goods. Surprisinghgwever, we fail to detect here any relative
thinking, despite giving it its best shot by intatyng the payment on Parts A and B and by
stating the bonus per correct answer as a percewofatpe earnings in Part A rather than as an
absolute amount. This seems to suggest that pdophet exhibit relative thinking in the context

of task performance with mixed compensation scherBefore we can be confident in this
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conclusion, however, there are two issues thatldhmeiaddressed: possible reciprocity, and the

introduction of financial incentives. The next taections address these issues.

3. Experiment 2: Testing for Reciprocity

3.1. Experimental design

As was briefly discussed in the previous sectiare ooncern in the experiment was that it
might yield an effect of reciprocity. If subjectslieve that the experimenter wants them to stay
as long as possible in the experiment, it is pdsdibat they will stay longer and solve more
questions when they are paid more. This createsffact that is in the opposite direction to
relative thinking. The experiment tried to overcothe reciprocity issue by adding part A, so that
when they get to part B subjects can feel that teyady did what was expected of them and
reciprocated for the participation fee they recdivi@ addition, subjects were told that they can
solve as many questions as they like in part B @rdquit anytime, even without solving any
question, to convey to them that the experimergenat expecting them to stay as much as
possible in the experiment.

If the results showed evidence of relative thinkiitgwould not be crucial to determine
whether the measures taken to eliminate reciprogdyked or not, because reciprocity causes
subjects to make more effort when paid the hightippation fee whereas relative thinking
results in more effort under the low participatiee treatment. So evidence for relative thinking
in Experiment 1 captures the lower bound for thiadevel of relative thinking, because it is

the net effect of relative thinking and the possitpposite effect of reciprocity.
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The absence of evidence for relative thinking makies interpretation of the results
somewhat difficult. One possibility is that subgcéxhibit neither relative thinking nor
reciprocity. Another possibility is that both relat thinking and reciprocity are present, but
cancel out each other. Therefore, it seems helpfdesign another experiment that will allow us
to distinguish between these two interpretations.

One alternative is to conduct an experiment thduces even further the possibility of
reciprocity. The problem is that to do this onedse® separate more between the payment of the
participation fee and the pay-for-performance congmb. For example, by having the subjects
participate in an experiment with a fixed partitcipa fee (that differs between the two
treatments) on one day, and come to an experimigmtanpay-for-performance payment (and no
fixed payment) on the next day. The problem is sumth separation, while reducing reciprocity,
also reduces the chance that subjects will exindhdtive thinking. To give relative thinking a
chance, the fixed payment and the pay-for-perfoonagmayment should be relatively close in
time and context, but such closeness also makgsaeity more likely.

Consequently, another approach was taken to adthres®ciprocity issue. The experiment
was re-run with the same two levels of participatiees, but without any pay-for-performance
component. Subjects solved Part A as before, afthrh B they were given the same questions
as before but without any bonus for solving thenec&ise there is no pay-for-performance
component here, the issue of relative thinking bjeutts viewing the pay-for-performance
component as more substantial when the participdée is lower — is irrelevant. However, the
possibility of reciprocity still exists in the sameay as in the original experiment. If subjects
want to reciprocate for the participation fee thegeive and therefore solve more questions when

the participation fee is higher, we should obséing also in this experiment.
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After the subjects returned Parts A and B theyiveckPart C in which they were asked
several questions, one of which asks them diréxily many questions they would have solved if
they had received a different payment (5 Shekdlsey received 15 and vice versa). Appendix B
presents additional details about the instructinriee experiment. Experiment 2 was run with 99
subjects in the same universities as in Experimde(@en-Gurion University of the Negev and

Tel Aviv University), who were randomly assignedotee of the two participation fee treatments.

3.2. Results and discussion

[Insert Table 4 about here]

The results of Experiment 2 show no significanfetégnce between the two participation fee
treatments in all three effort variables: attemptpdestions, correct answers, and the time
dedicated to Parts A and B. Table 4 reports thensyegaedians and standard deviations for these
three variables, as well as the p-values of tlesttfor difference in means and the p-values of the
Mann-Whitney test. The tests suggest that theristatistically significant difference in any
effort variable between the two treatments. Thiplies that the different participation fee did not
trigger a behavior of reciprocity according to whigubjects who received a higher participation
fee made more effort to solve questions in Parlt Bollows that in Experiment 1, the correct
interpretation of the results is that subjects sheither relative thinking nor reciprocity.

[Insert Table 5 about here]

Further support for this conclusion is obtainedagressions of the effort measures. Let us
denote the pay-for-performance experiment by a dynwariable PFP, which equals 1 in
Experiment 1 and equals 0 in Experiment 2. Theethnelependent variables that capture the

treatment effects in the regressions are HIGHBABEP, and the interaction of the two

16



variables, HIGHBASE*PFP. The coefficient of HIGHBESmeasures the effect of the

participation fee treatment that is unrelated te tjuestion whether the pay-for-performance
component exists or not; that is, HHGHBASE captuhespossible effect of reciprocity. Table 5

shows that this coefficient is never statisticaliynificant.

The coefficient of PFP captures the impact of agdirbonus for each correct answer, apart
from the impact that is related also to HIGHBASEot Murprisingly, this coefficient is always
positive, large, and statistically significant: whsubjects are paid a bonus for correct answers
they solve more questions than when they are oaig their fixed participation fee. The data
show that in Experiment 1 subjects attempted omamee22.7 questions (the first and third
quartiles being 10 and 40) and solved correctlyasarage 20.1 questions (the first and third
quartiles being 9 and 33). In Experiment 2 subjatismpted on average 12.5 questions (the first
and third quartiles being 6 and 16) and solvedextly on average 10.5 questions (the first and
third quartiles being 5 and 13). Thus, on one handhjects solved a significant number of
questions even when no bonus was offered for demgOn the other hand, the bonus did
increase significantly the number of questionsnaptied (by 82%) and solved correctly (by
91%).

The coefficient of the interaction effect, HHGHBASHE-P, captures the effect of jointly being
paid a bonus for correct answers and of being énhilgh participation fee treatment. This joint
effect is the possible impact of relative thinkingrelative thinking exists, it should result in a
negative coefficient of HIGHBASE, but only in thexad-compensation scheme, i.e., when PFP
is equal to 1. The coefficient of HIGHBASE alreatdkes away the effect of reciprocity, and
thus the interaction term HIGHBASE*PFP captures ribe effect of relative thinking. Table 5
shows that this interaction term has a negativdfic@nt — the direction predicted by relative

thinking — but that this coefficient is never st#itially significant. Thus, the regressions also
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support the same conclusion that Table 4 suggesgteccombination of Experiments 1 and 2 do
not provide evidence for either relative thinkingreciprocity.

Finally, it is also interesting to see what ParbfGhe experiment (see Appendix B) tells us
about reciprocity. As opposed to the rest of theeexnent, which attempts to find out the effect
of reciprocity using a between-subject experim®att C tries to elicit a within-subject measure
of reciprocity by asking the subject directly hovamy fewer or additional questions he would
have solved if he had been paid differently (5 ®feknstead of 15 or vice versa). Of the 99
subjects, 80 marked option A, which means that thewld have solved the same number of
questions even if they had been paid differentlytiieir participation. Of the other 19 subijects,
three exhibited preferences that are in oppositection to reciprocity, i.e., according to their
answers they solve more questions when being psidadler participation fee. Of the remaining
16 subjects whose answers matched the directiaeagbrocity (solving more questions when
being paid more as a participation fee), the exténteciprocity was rather small. Only two
subjects stated that the higher participation feeild/ cause them to solve more than seven
additional questions compared to the lower pawitgn fee. Thus, the results of Part C further
reinforce the conclusion that reciprocity did ntdypan important role in the experiment, from
which it follows that the results in Experiment &ncbe interpreted as showing no relative

thinking.

4. Experiment 3: Mixed Compensation Schemes — Theyidothetical Condition

4.1. Experimental design
By now it is clear that the results of Experimenstiow no evidence of relative thinking.

However, it is not clear whether relative thinkidigappeared here because people do not exhibit
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relative thinking in the context of mixed compeisatschemes, or because of the introduction of
financial incentives? In psychology it is very common and acceptablednduct experiments
that lack financial incentives, but in economicsneoresearchers are skeptic about results that
come from experiments without financial incentiveésSince all the previous studies showing
relative thinking used hypothetical questions, whihe experiment here included financial
incentives, it might be the case that the introiducof financial incentives, and not the different
context, is what eliminated relative thinking hdreorder to determine whether relative thinking
was not detected because of the different contexhe introduction of financial incentives,
another experiment was conducted by replicatingeErgent 1 but without financial incentives
(see Appendix C for more details). Subjects werdugh the same steps as in Experiment 1, but
instead of actually solving the questions for neaney, they were asked hypothetically (after
solving three questions of different difficulty ke to get a feeling of the task) how many
questions they think they would have chosen toesdivthey had received payment for each
correct answer (the payment described was identaahat used in the incentive condition
experiment).

While the incentive condition experiment differorr the previous literature both in its
context (task performance vs. price comparisons) ianproviding financial incentives, in the
hypothetical condition only the context is diffetebecause like the previous literature, this

experiment also lacks financial incentives. Consedly, the results can suggest what eliminates

12rFinancial incentives" here and below should herpreted as incentives that depend on the subjsstformance,
not just a fixed participation fee.

13 Several articles discuss the issue of financieditives and how they affect experimental resaks, for example
Jenkins et al. (1998), Camerer and Hogarth (1998)twig and Ortmann (2001a, 2001b, 2003) and Hamrisnd

List (2004).

19



relative thinking in Experiment 1. If relative thing is detected in the hypothetical condition,
while it was not documented in the incentive canditthis will suggest that providing financial

incentives eliminates the relative thinking bidstelative thinking is not detected here, this will
imply that the different context is what eliminatetative thinking, and that people do not exhibit
relative thinking in the context of task performamath mixed compensation schemes.

The subject pool in the hypothetical condition ekpent was similar to that in the incentive
condition, and consisted of 89 students in the samme universities as before. Appendix C
includes the wording of the experiment in this ddod when it differs from that of the incentive
condition. Three different measures of effort wesed: how many questions the subject believed
he would attempt, how many questions he thoughtddd solve correctly, and how much time
he thought it would take him. Notice that this lastasure is not directly comparable to that in
the incentive condition, because there the timerdsa includes the time spent on answering
Part A, reading the instructions in Part B, andwaasg the questions in Part B, and here the
question refers only to how much time solving tliesiions in Part B would take. This does not
prevent us from using this effort measure, howelvecause the goal is to compare the responses
between the low-fee and high-fee treatments, ardtmaneasure whether subjects correctly

evaluate how much time it will take them to solvestions.

4.2. Results and discussion
[Insert Table 6 about here]
Table 6 presents some summary statistics and sldtsef the t-tests for difference in means
and the Mann-Whitney tests that examine whethettitee effort measures are different between

the low-fee and the high-fee treatments. It is ¢assee that the means are almost identical in the
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two treatments and that none of the tests perforshedvs a statistically significant difference
between the two treatments, indicating that subjexkhibit no relative thinking.
[Insert Table 7 about here]

To check the robustness of this conclusion, thea dedm Experiments 1 and 3 were
combined, and a dummy variable HYPOTHETICAL whichuals 1 in the hypothetical
condition and 0 in the incentive condition was defi’* The regressions that include both the
hypothetical and incentive conditions (Experimefitand 3) are reported in Table 7. The
coefficient of the interaction between HIGHBASE addPOTHETICAL is very close to zero
and is statistically insignificant. If relative ttking existed in task performance, and financial
incentives were the reason it disappeared in theniive condition, this interaction coefficient
should be negative.

Thus, the results in Tables 6 and 7 suggest thgésts in the hypothetical condition did not
exhibit relative thinking. Since this condition kscfinancial incentives and its conclusion of no
relative thinking is similar to the conclusion imetincentive condition, we can infer that what
eliminates relative thinking in these experimentsnpared to the previous literature is the
different context and not the introduction of ficéal incentives.

The statistically significant coefficient of HYPOBATICAL when the dependent variable is
TIME is not surprising, because in the incentivaedibon TIME includes the time it took the
subject to answer Part A, to read the instructafrBart B, and to answer the questions in Part B,

whereas in the hypothetical condition TIME onlyarsfto how much time the subject thought it

4 Because Experiment 2 does not include a pay-fifiopeance component it is irrelevant for the pugmosf this

section and therefore is not included in the ansiyeported here.
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would take him to solve the questions in Part Baedtthan HYPOTHETICAL, none of the
independent variables is statistically significanthe 5% level.

The two conditions also allow us to examine twoeothjuestions about the differences
between the behavior people think they will cho@sel what they actually choose. The
separation between the subjects in the two comditis an advantage: if the same person is first
asked what he thinks he will do (e.g., how manystjoas he will attempt solving) and then
asked to actually do something (e.g., solve ques}jdis response in the first part can influence
what he chooses to do in the second part (for ebaimgpcause he wants to be consistent with
what he said earlier). Consequently, it will notdweprising in such an experiment to find that
what people think they will do is similar to whaiey later do. Here, however, the people who
answer the hypothetical questions are not the ovies actually make choices, so it is less
obvious whether the answers in the two conditiorss going to be similar. Because the
characteristics of the subject pool in the two dtowls are similar, if people are good at
predicting their behavior (at least in contexts ikimto the one in the experiments) then the
answers to the hypothetical questions should bdasino the actual behavior in the incentive
condition.

We can see in Table 7 that the coefficient of HYPMETICAL in the regression of
ATTEMPT is negative but not statistically signifita indicating that people slightly
underestimate the number of questions they willesoA closer look at the data, however, reveals
a striking difference in the percentage of peopleowdo not solve any question: in the
hypothetical condition, 18 out of 86 subjects (28)9vho answered that question indicated that
they would not attempt to solve any questions.hi@ incentive condition, only 7 out of 227
subjects (3.1%) did not try to solve any questidmossible reason for this difference may be

that the subjects in the incentive condition wandédeast to get a feeling of what the task
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requires, while the subjects in the hypotheticahdition were asked anyway to solve three
questions first in order to give them a feeling tbé task so that their responses for the
hypothetical questions would be more meaningful.

The coefficient of HYPOTHETICAL in the regressioh GORRECT shows that subjects
were quite accurate in their prediction of how mgngstions they would solve correctly. Notice,
however, that CORRECT is affected both by how mauogstions the subject attempts and by
how accurate he is. To examine accuracy only, we comsider the percentage of questions
solved correctly, CORRECT / ATTEMPT, as a measur@aazuracy. Are people optimistic,
thinking they will make less mistakes than theyualty do? It turns out that this effect is very
small and not statistically significant: averagewacy in the incentive condition is 88.4% and in
the hypothetical condition it is 90.1%, and theghuse of the t-test for difference in means is

0.328.

5. Conclusion

Several previous studies show that when people aemrices of the same good in different
stores or prices of differentiated goods, the netaprice differences affect their decisions even
when economic theory implies that only absoluteegdifferences should matter, a phenomenon
that was recently denoted "relative thinking." Thigicle presents experiments that examine
whether relative thinking also exists in the cohteixtask performance with mixed compensation
schemes that include both a fixed and a pay-faiepmance components. The results show that
the ratio between the pay-for-performance compensand the fixed compensation does not
affect effort. A second experiment is conductedest whether this result indicates no relative

thinking, or opposite effects of relative thinkiagd reciprocity cancelling out each other. The
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results suggest that reciprocity does not playl@ ere, and therefore that the results in the firs
experiment imply that people do not exhibit relatitiinking in this context.

The first experiment included financial incentiveghereas previous studies on relative
thinking used hypothetical questions. This raides question what is the reason that relative
thinking disappears here: is it the different caht@payments received for task performance
instead of price comparisons), or the introductmnfinancial incentives? To address this
guestion, a hypothetical experiment was run. Thigzeement was almost identical to the first
experiment, but instead of making actual decisasut how much time to stay and how many
questions to solve, the subjects were asked hypcalig about these decisions. No relative
thinking was documented in this experiment eitiiéis suggests that in the context of task
performance with mixed compensation schemes theraoi relative thinking, regardless of
whether financial incentives are provided or not.

This is an important finding given that it is thesf examination of relative thinking in this
context, and given the prevalence of mixed compg@rsaschemes in the remuneration of
managers, salespeople, and other workers in vainoustries. It may suggest that firms need not
fear that increasing the fixed payment to workeitsreduce the perceived magnitude of the pay-
for-performance component.

In addition to the implications for worker competiga schemes, the results are also relevant
when designing the incentives in other experimentgarticular, this study shows that varying
the fixed participation fee does not affect thecpared magnitude of the pay-for-performance
component. This suggests that experimenters caoseha participation fee that will bring the
average subject’s earnings to the desired levéthowt worrying that this payment will erode the

impact of incentives provided by the pay-for-penfi@ance component of the experiment.
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Finally, the experiment shows that the behavioraétive thinking, according to which
people consider relative differences in additiorfdoinstead of) absolute differences, is limited
in scope and does not apply in every context. Aigiopeople exhibit strong relative thinking in
the context of comparing prices of goods, they touh not to exhibit relative thinking when

considering amounts of money that they receiveoagpensation.

Appendix A: Experiment 1 (Mixed Compensation Scheme— The Incentive Conditior) *

Procedure First the subject received an informed-consenifto sign. After returning it, the
base-fee treatment was chosen randomly and theculas handed the appropriate version of
Part A and Part B stapled together and the 9 pemetsining the letters on which the questions
in Part B are based. When he returned them, hévegcPart C and Part D stapled together. After
filling Part C, if he was interested, the lottergswconducted. At the end he received his payment

in cash according to the amount he earned in @lp#rts of the experiment together.

Consent form
The purpose of this experiment is to examine varaspects of decision making. In the first part
you will be asked to answer a few short questidhg. second part is optional: you can end it and
return the questionnaire anytime, and you are @lenved not to answer any question in this

part. Afterwards you will be able to participatearottery if you want, and you will be asked to

5 This is a translation of the Hebrew original. Tirackets indicate the numbers used in the low Beséreatment
(the bonus percentage is higher when the bases fesver because the payment for each correct arisvigentical

in both treatments).
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answer two additional short questions. At the eod will receive the amount that you earned in
the experiment in cash.

The questionnaire is anonymous. Participation endakperiment is voluntary and you can leave
the experiment anytime.

Participant's declaration: | agree to participatéhis experiment.

Signature and date:

Part A
Thank you very much for your participation in theeriment. The questions in this part have no
right or wrong answer. Try to imagine yourself ne tsituations described in the questions before
you answer. For your participation in this partlué experiment you will receive 15 [5] Shekels
at the end of the experiment.
[The subject was then given four questions in whiehwas asked to provide matching prices in
various consumer decision problems; the questiomsomitted for the sake of brevity and are

available from the author upon request].

Part B

This part is optional. You can end it and retura ¢fuestionnaire any time, even if you chose not
to answer any question. For your participationhis fpart you can earn an additional bonus. If
you solve all 40 questions in this part correcyigu will get a bonus of 40% [120%] (in relation
to the amount you earned for part A, i.e., you icgeive in total for the two parts 1.4 [2.2] times
the payment for part A). If you solve some of thuestions correctly, you will receive a pro-rated
bonus according to the number of questions youesobrrectly. For example, if you solve 20

questions correctly, you will receive a bonus of@2060%]. As you will see, the questions
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become more and more difficult, so it is recommelnieproceed according to their order, up to
the point in which you decide that you do not wantontinue solving additional questions.
On the following pages different letters are writtén the questions below you are asked to write

which letter appears on a certain page, in a celita, and in a certain location. The location of

the letter in the line is counted from left to righor example, the letter on page 1, line 1, column

3iss.

1. Page 1, line 1, location 2:

2. Page 1, line 5, location 6:

40. Page 9, line 31, location 68:

Part C — Lottery (Optional)

You can now patrticipate in the following lotteryoly guess a number between 1 and 6, and we
throw a dice. The participation in the lottery wathst you 1 Shekel (which will be reduced from
your earnings in parts A and B), but if the numypau guessed is equal to the number that will be
on the dice, you will earn 6 Shekels (i.e., togethi¢gh the cost of the lottery, you have in fact a
probability of 5/6 to lose 1 Shekel and a probapitif 1/6 to earn 5 Shekels). If you want to

participate in the lottery, please write the numjmar guess:

Part D
In order to compute the amount you earned, | neezhéck your responses in part B. | will be
grateful if you can answer in the meantime theofelhg questions (they do not have a right or

wrong answer, simply write whatever is valid fouuyo
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Rank on a scale of 1 to 9 (circle the answer yoaosh) to what extent each of the following
reasons affected your decision when to stop soltheggquestions in Part B (1: this reason was
not relevant at all; 9: this reason was my mairsagration).

| compared the time and effort required to sohadbestions to the fact that | could increase my
earnings by 40% [120%] by solving additional quasst 1 2 3 4 56 7 8 9

| compared the time and effort required to sohadbestions to the fact that | could increase my
earnings by 6 Shekels by solving additional questid 2 3 4 56 7 8 9

Please write below additional comments, if you halsout the experiment and the manner in
which you made decisions in it:

[Space provided but omitted here]

Thank you very much for your participation in theperiment!

Appendix B: Experiment 2 (Testing for Reciprocity)

Procedure First the subject received an informed-consenifto sign. After returning it, the
base-fee treatment was chosen randomly and theculas handed the appropriate version of
Part A and Part B stapled together and the 9 pegetaining the letters on which the questions
in Part B are based. When he returned them, héveet®art C:° At the end he received his

payment in cash.

® The lottery was omitted in this experiment to sifypit and because its only purpose in Experiménias to
examine whether behavior in Part B was affected bgncavity of the utility function and wealth effe created by
the different participation fee. In experiment 2stlis irrelevant because the subjects receive ngnpat for

answering the questions in Part B. Because therjoith Experiment 1 was offered only after the sot§ handed out
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Consent form
The purpose of this experiment is to examine varaspects of decision making. In the first part
you will be asked to answer a few short questidhg. second part is optional: you can end it and
return the questionnaire anytime, and you are elemed not to answer any question in this
part. Afterwards you will be asked to answer thadditional short questions. At the end you will
receive the amount that you earned in the expetimesash.

[The rest of the consent form is identical to Expent 1.]

Part A Identical to Experiment 1 (see Appendix A).

Part B
This part is optional. You can end it and retura ¢fuestionnaire any time, even if you chose not
to answer any question. As you will see, the qoastbecome more and more difficult, so it is
recommended to proceed according to their ordeto tipe point in which you decide that you do
not want to continue solving additional questions.

[The rest of this part is identical to Experimer]jt 1

Part C
I will be grateful if you can answer the followirguestions (they do not have a right or wrong

answer, simply write whatever is valid for you):

Parts A and B, taking the lottery out in Experim2rtannot affect the behavior in Part B, whichis part compared

to Experiment 1.
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Do you think that you would have solved a differsatber of questions in part B if the payment
for part A had been 15 Shekels instead of 5 She&isShekels instead of 15 Shekels?” in the
high participation fee treatment] (Circle A, B, ©r if you chose B or C please write the number
of questions that you would have solved less oreinor

A. 1 would have solved the same number of questions

B. I would have solved _ fewer questions

C. I would have solved additional questions

How did you decide when to stop solving the question part B?

[Space provided but omitted here]

Please write below additional comments, if you halsout the experiment and the manner in
which you made decisions in it:

[Space provided but omitted here]

Thank you very much for your participation in theperiment!

Appendix C: Experiment 3 (Mixed Compensation Schenmge— The Hypothetical Condition)

Procedureldentical to Experiment 1 (see Appendix A).

Consent form

The purpose of this experiment is to examine var@spects of decision making. In the first and

second parts you will be asked to answer a fewtshaestions. Afterwards you will be able to
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participate in a lottery if you want, and you wie asked to answer two additional short
questions. At the end you will receive the amobat {/ou earned in the experiment in cash.

[The rest of the consent form is identical to Expent 1.]

Part A Identical to Experiment 1 (see Appendix A).

Part B

On the following pages different letters are writtén the questions below you are asked to write

which letter appears on a certain page, in a celita, and in a certain location. The location of

the letter in the line is counted from left to righor example, the letter on page 1, line 1, column

3iss.

First, you are asked to solve the three questiOn2@ and 30 in order to get a feeling about what
is required in the questions. After you finish thébree questions, please answer the following
questions:

Suppose that you were told the following:

This part is optional. You can end it and retura juestionnaire any time, even if you
chose not to answer any question. For your padiigp in this part you can earn an
additional bonus. If you solve all 40 questionshis part correctly, you will get a bonus
of 40% [120%] (in relation to the amount you earf@dpart A, i.e., you can receive in
total for the two parts 1.4 [2.2] times the paymiemtpart A). If you solve some of the
guestions correctly, you will receive a pro-rateshilis according to the number of
guestions you solve correctly. For example, if golve 20 questions correctly, you will

receive a bonus of 20% [60%]. As you will see, gfuestions become more and more
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difficult, so it is recommended to proceed accagdio their order, up to the point in

which you decide that you do not want to continoigiag additional questions.

How many questions out of the 40 questions belowaiothink you would have tried to solve?

How many of them do you think you would have soleedectly?

How much time do you think it would have taken ywousolve the number of questions you

indicated?

Comment: The description above is hypothetical oplgase do not solve the 40 questions

below.

1. Page 1, line 1, location 2:

2. Page 1, line 5, location 6:

40. Page 9, line 31, location 68:

Part C Identical to Experiment 1 (see Appendix A).

Part D

I will be grateful if you can answer the followirguestions (they do not have a right or wrong
answer, simply write whatever is valid for you):

Rank on a scale of 1 to 9 (circle the answer yoaosh) to what extent each of the following
reasons affected your decision about how many mumssyou would choose to solve in Part B (1:
this reason was not relevant at all; 9: this reagas my main consideration).

[The rest of this part is identical to Experimer]jt 1
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Table 1: Distribution of Effort Measures in the Incentive Condition

Attempted questions Correct answers Time in minute

Low fee | Highfee | Lowfee | Highfee| Lowfee| High fee

0-10 25.4% 29.4% 30.5% 33.9% 15.3% 21.1%

11-20 27.1% 27.5% 26.3% 27.5% 34.7% 33.9%

21-30 10.2% 11.0% 11.9% 11.0% 11.0% 19.3%

31-40 37.3% 32.1% 31.4% 27.5% 23.7% 16.5%

41+ 15.3% 9.2%

Total 100% 100% 100% 100% 100% 100%

The table shows the division of subjects in eaehttnent (118 in the low fee, 109 in the high

fee) to the various effort levels.
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Table 2: Treatment Effect in the Incentive Conditian

Attempted questions | Correct answers| Time in minute

Low-fee mean 23.3 20.6 24.6
High-fee mean 221 19.7 22.2
Low-fee median 20 18 20.5
High-fee median 20 18 19
Low-fee standard deviation | 13.8 12.6 13.9
High-fee standard deviation | 13.6 12.5 13.0
p-value of the t-test for 0.533 0.587 0.182

difference in means

p-value of the Mann- 0.591 0.676 0.201

Whitney test

The t-test for difference in means and the Manniéyi test are testing the hypothesis that the
distribution of the relevant variable (mentionedts top of the column) is the same in the low-
fee and high-fee treatments. The p-values showtthsthypothesis cannot be rejected at any

conventional level of significance for any variable

36



Table 3: Regression Results — The Incentive Conditn

Dependent var.| ATTEMPT CORRECT TIME
Independent var.
Constant 23.90° 2251 23.75
(4.29) (3.97) (4.26)
HIGHBASE -0.45 -1.15 -0.43
(5.90) (5.45) (5.86)
R -0.49 -2.32 -2.40
(6.79) (6.28) (6.75)
MALE -2.17 -2.16 1.03
(2.56) (2.37) (2.54)
BGU 1.90 1.22 2.88
(1.91) (1.77) (1.90)
HIGHBASE*R 0.07 2.50 1.86
(9.44) (8.74) (9.38)
HIGHBASE*MALE -2.08 -2.45 -5.21
(3.70) (3.42) (3.68)
N 221 221 221
R® 0.03 0.03 0.04

Standard errors are reported in parentheses. Thbetnwof observations is 221 because 6 subjects
did not answer the questions in part D and theeefme omitted from the regressiohsvels of
statistical significance are denoted by asteriskepresents 5%-level andrepresents 1%-level.
ATTEMPT is the number of attempted questions. CORBRESs the number of correct answers.
TIME is the time in minutes the subject spent omtp# and B together. HIGHBASE is a
dummy variable equal to 1 in the high-fee treatmBnis a measure of relative thinking based on

part D and is explained in more detail in the td4&ile and BGU are dummy variables equal to 1

for males and Ben-Gurion University students, regpely.
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Table 4: Treatment Effect in Experiment 2 (Testingfor Reciprocity)

Attempted questions | Correct answers| Time in minute
Low-fee mean 12.1 9.3 13.0
High-fee mean 12.9 11.3 13.5
Low-fee median 11 8 10
High-fee median 9.5 8.5 10
Low-fee standard deviation | 8.9 6.9 8.7
High-fee standard deviation | 10.6 9.5 10.1
p-value of the t-test for 0.692 0.249 0.795
difference in means
p-value of the Mann- 0.862 0.576 0.635
Whitney test

The t-test for difference in means and the Manniéyi test are testing the hypothesis that the
distribution of the relevant variable (mentionedts top of the column) is the same in the low-
fee and high-fee treatments. The p-values showtthsthypothesis cannot be rejected at any

conventional level of significance for any variable
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Table 5: Regression Results — Experiments 1 and Ddether

Dependentvar. | ATTEMPT CORRECT TIME
Independent var.
Constant 12.86° 10.17 12.21
(2.41) (2.18) (2.37)
HIGHBASE 0.27 1.76 1.51
(2.89) (2.62) (2.84)
PFP 11.47 11.52° 11.68
(2.29) (2.07) (2.25)
MALE -3.80 -3.57 -0.98
(2.01) (1.83) (1.98)
BGU 1.68 1.36 1.97
(1.43) (1.30) (1.41)
HIGHBASE*PFP -1.80 2.71 -2.51
(3.08) (2.79) (3.03)
HIGHBASE*MALE 1.31 0.62 -1.82
(2.82) (2.55) (2.77)
N 326 326 326
R? 0.14 0.16 0.14

Standard errors are reported in parentheses. Lefetsatistical significance are denoted by
asterisks:” represents 5%-level and represents 1%-level. ATTEMPT is the number of
attempted questions. CORRECT is the number of cbemeswers. TIME is the time in minutes
the subject spent on parts A and B together. HIGBBAs a dummy variable equal to 1 in the
high-fee treatment. PFP stands for pay-for-perforeeaand is a dummy variable equal to 1 in
experiment 1 and to O in experiment 2. Male and Bi&&Jdummy variables equal to 1 for males

and Ben-Gurion University students, respectively.
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Table 6: Treatment Effect in the Hypothetical Condtion

Attempted questions | Correct answers| Time in minute

Low-fee mean 20 17.8 14.0
High-fee mean 19.6 17.9 13.6
Low-fee median 20 16.5 17.5
High-fee median 20 13.5 10
Low-fee standard deviation | 16.7 15.3 11.1
High-fee standard deviation | 15.3 14.4 14.1
p-value of the t-test for 0.913 0.980 0.899

difference in means

p-value of the Mann- 0.936 0.846 0.453

Whitney test

The t-test for difference in means and the Manniéyi test are testing the hypothesis that the
distribution of the relevant variable (mentionedts top of the column) is the same in the low-
fee and high-fee treatments. The p-values showtthsthypothesis cannot be rejected at any

conventional level of significance for any variable
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Table 7: Regression Results —

(Experiments 1 and 3)

Incentive and Hypottieal

Conditions Together

Dependentvar. | ATTEMPT CORRECT TIME
Independent var.
Constant 23.31 20.75 23.15°
(2.24) (2.07) (2.07)
HIGHBASE 0.41 1.07 1.07
(2.68) (2.47) (2.48)
HYPOTHETICAL -3.22 -2.73 -10.27
(2.74) (2.53) (2.51)
MALE -2.30 -1.91 -0.34
(2.34) (2.16) (2.16)
BGU 1.96 1.39 2.57
(1.69) (1.56) (1.56)
HIGHBASE* 0.06 0.43 0.86
HYPOTHETICAL (3.71) (3.42) (3.41)
HIGHBASE*MALE -1.99 -2.87 -5.18
(3.25) (3.00) (3.00)
N 313 313 314
R? 0.03 0.03 0.13

Standard errors are reported in parentheses. Lefetsatistical significance are denoted by
asterisks:” represents 5%-level and represents 1%-level. ATTEMPT is the number of
attempted questions. CORRECT is the number of cbemeswers. TIME is the time in minutes
the subject spent on parts A and B together. HIGBBAs a dummy variable equal to 1 in the
high-fee treatment. HYPOTHETICAL is a dummy varmbkelqual to 1 in experiment 3 and to 0 in

experiment 1. Male and BGU are dummy variables letpmal for males and Ben-Gurion

University students, respectively.
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