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Question

There is a lot of cooperation under incomplete contracts. In
particular a lot of Agents (Player 2s) cooperate with their
Principals even though their dominant choice is to abscond.

- E.g., lots of P2s donÕt play equilibrium path in trust games

Why?
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Some Hypotheses for Why P2s Cooperate

Homo Economicus. . . Because all people act so as to maximize
narrow self-interest

Homo Altruans . . . Because some people act so as to maximize a
utility that is weighted by how much they care about
P1s monetary payo!

Homo Reciprocans. . . Because some people act so as to execute
an implicit contract with P1s
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Plausible Deniability

We donÕt look at conditions under which we seemore
cooperation Ñ we want to investigate conditions under which we
seeless

We want to o! er P2splausible deniabilityand see if this diverts
some of the cooperative play

If so then that speaks in favor ofHomo Reciprocanshypothesis
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Roadmap

- Who Knows What About Payo! s

- Design and Procedures

- Hypotheses and Predictions

- Main Result: Some P2s Go For Plausible Deniability

- Payo! Privacy and Elicitation Method
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Who Knows What
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Who Knows What

Models of P2 behavior all take a stand onwho needs to know what
in order for P2 to make a (non-random) choice at the decision
node she controls

Thus they also take a stand on what information is irrelevant to
P2s choice
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Who Knows What

Homo Economicus

P2 must choose betweenR ! (15, 25) andD ! (0, 40)

Suppose sheÕs Homo Economicus

- Then she doesnÕt care about P1Õs possible payo! s

- She only cares that 40> 25

! She doesnÕt need to know anything beyond that to make her
choice and so sheÕll ignore any information beyond that
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Homo Altruans

P2 must choose betweenR ! (15, 25) andD ! (0, 40)
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Who Knows What

Homo Altruans: An Example (Fehr-Schmidt)

P2 must choose betweenR ! (15, 25) andD ! (0, 40) by looking
at the weighted utilities

U2(15, 25) = 25 ! β(25 ! 15) (1)

U2(0, 40) = 40 ! β(40 ! 0) (2)

If P2 is going to act so as to maximize her adjusted utility, then
she has to know both her own payo! possibilities and P1sbut
nothing more
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Who Knows What

Homo Reciprocans

P2 must choose between R ! (15, 25) and D ! (0, 40)

Suppose she’s Homo Reciprocans

- This is an implicit contract

- If it is to have any force she needs to know her own payo! s
and P1s

- But she also must know that P1 knows this — otherwise it’s
just not a contract

! She needs to have some higher-order information about possible
payo! s — without it, she can abscond with plausible deniability
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Design and Procedures

Treatments: Three Levels of Information About Payoffs

Common Payo! s are common information

Asymmetric P2 knows all payo! information, P1 only knows own
payo! , and P2 knows that P1doesnÕt knowthat P2
knows P1Õs payo! s

Private Only own payo! is known

Note that weÕre only manipulating who knows what about possible
payo! s! Asymmetricis the interesting case
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Design and Procedures

Procedures

- Sessions conducted at MichiganÕs ISR

- Subjects play trust game once

- P1s and P2s in di! erent rooms

- Implemented via strategy method
- More on that later
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Design and Procedures

Procedural Di! erence

Only di! erence in instructions is who knows what about payo! s

Private Instructions for P1 hide payo! s for P2 and vice versa

Asymmetric P1 instructions are as inPrivate but . . .
P2 sees full unobscured game treeand sees game
tree and discussion as it appears in P1Õs instructions

Common Normal, full-information instructions read aloud
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Design and Procedures

Too Complicated?

Post-instruction Quiz made sure P1s understood the relevant
distribution of information and asked P2s to predict what P1sÕ
answer would be

Both P1s and P2s got this easily . . . which isnÕt really a surprise
since what makes reality TV interesting Ñ to say nothing of life as
an undergraduate at a large university Ñ is keeping track of who
knows and doesnÕt know what about whom
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Hypotheses, Predictions, Results
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Hypotheses, Predictions, Results

Three Hypotheses About Player Types

The Limit-Case Population is made up Homo Economicus only

The Conservative Population is a mixture of Homo Economicus +
Homo Altruans

Strong Reciprocity Population isn’t exhausted by Homo
Economicus + Homo Altruans
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Hypotheses, Predictions, Results

Predictions: Limit-Case

Assume population is all Homo Economicus

- P2s choose betweenR ! (15, 25) andD ! (0, 40)

- But only need to know that 40> 25

- Everything else is irrelevant

Since treatments only vary information deemed irrelevant to P2:

! Cooperation in all treatments should below

! Cooperation in all treatments should beequal
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Hypotheses, Predictions, Results

Predictions: Conservative

Assume population is Homo Economicus + Homo Altruans

- P2s choose betweenR ! (15, 25) andD ! (0, 40)

- Altruistic P2s donÕt have enough information inPrivate

- Commonand Asymmetriconly di! er in information deemed
irrelevant

! Cooperation inCommon= Cooperation inAsymmetric

! Cooperation inCommon> Cooperation inPrivate
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Hypotheses, Predictions, Results

Predictions: Conservative

Assume population is Homo Economicus + Homo Altruans

- P2s choose betweenR ! (15, 25) andD ! (0, 40)

- Altruistic P2s donÕt have enough information inPrivate
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Hypotheses, Predictions, Results

Predictions: Strong Reciprocity

Assume population is not exhausted by Homo Economicus +
Homo Altruans

- Altruistic P2s still don’t have enough information in Private

- Common and Asymmetric di! er in information relevant to
Homo Reciprocans

- In Asymmetric they can abscond hiding behind the fact that
P1s don’t know that they know what P1 would have earned

! Cooperation in Common > Cooperation in Asymmetric

! Cooperation in Asymmetric > Cooperation in Private
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Hypotheses, Predictions, Results

In Other Words

- We expecthigh Cooperation inCommon

- Cooperation inAsymmetric= Cooperation inCommon?

- The Conservative Hypothesis saysyes but Strong Reciprocity
saysno because some are enticed by plausible deniability to
abscond

- We expectlow Cooperation inPrivate
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Payo! Privacy and Elicitation Method

Two More Treatments

We used the strategy method because we had a hunch we wouldnÕt
see enoughD-play by P1s inPrivate

So we wanted to verify this, seeing if payo! privacy pushes
behavior toward equilibrium in bilateral exchange

- McCabe, Rassenti, & Smith (1998); Deck (2009)

We also wanted to see how elicitation method interacts with the
evidence for Homo Reciprocans

- Casari and Cason (2008)
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Payo! Privacy and Elicitation Method

Common-Game and Private-Game

Common-Game replicates typical results but in Private-Game both
P1s and P2s are much more likely to play on equilibrium path

Comparing Common-Game and Common we see lower rates of
trustworthiness using strategy method (no di! erence for trust)
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Payo! Privacy and Elicitation Method

Main Conclusion

Population isnÕt just Homo Economicus + Homo Altruans

Some cooperators in standard environments will abscond if there is
plausible deniability

ThatÕs Homo Reciprocans
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Thanks!
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