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The theoretical analyses in this project help to explain the commonly observed coexistence of goal
setting and tournament schemes. The empirical results provides empirical evidence that, implementing
goal setting in the tournament can be effective if organizations suffer from sabotage behavior.

This paper investigates the effects of goal setting in the tournament-like

reward scheme where agents have two-dimension activities: productive effort and sabotage activities.
Our theoretical model predicts that goal setting (within an appropriate range) in tournament can
play a positive role: both increase productive effort and decrease sabotage activities. Consistent
with theory, the results from our laboratory experiment confirm the positive effects of goal setting

in tournament. However, contrary to the theory, we find the effect of goal setting diminishes as
the financial incentives (bonus) increases. Financial incentives become dysfunctional when high
goals are implemented. Overall, high goals increase performances more than higher financial
incentives.
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In modern organizations, tournament-like reward schemes where workers compete for
given prizes based on their relative rather than absolute performance, are recognized as an
essential incentive device to motivate effort. In real-world compensation practices, what is
commonly observed for tournament scheme is to implement it jointly with performance goal or
target system (hereafter referred to as goal setting). For example, a salesperson has to meet a pre-
specified sale target so that he can receive, depending on his ranking over the target, variable
bonus payment. The existing explanation for the usage of goal setting in tournament focuses on
its psychological role in response to give-up problem provided that contestants’ abilities are
heterogeneous. Because a worker with relatively low ability may lose motivation due to his lower
winning chance, and thus exerts zero effort. That is, goal setting in tournament is not to provide
incentive for workers. If anything, a pre-specified goal in tournament decreases the winning
chance and, in turn, reduces workers’ incentive to exert effort. Therefore, this strand of literature
is considered as trading off psychological need in maintaining “good horse race” with workers’
incentives in exerting effort.

2. WFEDO BB

One aim of this project is to provide an alternative explanation for the coexistence of
goal setting and tournament schemes that is purely based on incentive ground. As it will be clear
in the literature review (please refer to our working paper for more details; URL of the working
paper is at the end of #ff9C J7{£ section), the lack of considering sabotage is an important
missing piece in the prior research on goal setting in tournament. By applying experimental design
in laboratory, this project also aims to empirically explore how goal setting can play a positive
function in the tournament with sabotage.

3. WrROITIE

In the theoretical part, investigate a simple model with two workers in the same division
of an organization in which workers compete for a monetary reward (M) based on their outputs.
A worker i's output is influenced by two kinds of activities: productive effort (e; = 0) and
sabotage (s; = 0), where productive effort can increase the outputs of the workers, and the
sabotage does not increase workers' outputs but is used to decrease their opponents' outputs
(Lazear 1989). As for the empirical part, we implemented a 2 * 3 factor design controlled
experiments for six treatments: No Goal and Low Prize (NGLP), Low Goal and Low Prize
(LGLP), High Goal and Low Prize (HGLP), No Goal and High Prize (NGHP), Low Goal and
High Prize (LGHP), High Goal and High Prize (HGHP). Model parameters will be chosen such
that the equilibrium choices are interior and the participation condition is met. The experiment
sessions took place at the BizLab of the University of New South Wales. Using ORSEE (Greiner,
2015), we recruited 340 participants in total (56, 60 and 54 for No goal, low goal and high goal
treatments when the winning prize is low; and 54, 56 and 60 for No goal, low goal and high goal
treatments when the winning prize is high). No participant participated in more than one session.
Throughout the sessions, no communication between participants were allowed and all choices
were transmitted through computer terminals in z-Tree (Fischbacher, 2007). The experiment
lasted around 80 minutes on average, and the average earnings were around $27.3 per person
(StdDev $8.6). We implemented a neutral framing for this experiment, because value-laden terms



affects sabotage behaviour (Harbring and Irlenbusch, 2011) Productive effort and sabotage
activity are framed as decision A and B. In each session, participants were randomly assigned to
a computer terminal and given the instructions. At the beginning of each session, participants read
and signed their consent forms. Then the experimenter read aloud instructions to make sure it was
common knowledge that everyone would face the same decision scenarios. The experiment
started immediately when all participants in the same session correctly answered comprehension
questions. Participants were asked to make costly decisions (of both productive effort and
sabotage activity) over 30 rounds. In each round, they were randomly matched to a group of two
participants and the computer randomly drew a number for each participant.

Please also refer to our working paper for more details as downloaded in the weblink
below: https://www.dropbox.com/s/knewzi8enlcadgu/Tang_Zhang 2020.pdf?dI=0

4. WHIERR

In this study, we firstly set up a theoretical model to examine the effect of goal setting
in tournament. On the one hand, setting up an “external” goal reduce employees’ winning
probability. On the other hand, it increases performance because employee need to substitute
productive effort for sabotage to achieve the goal and hence win the prize. We test the theoretical
predictions in the laboratory experiment. we find that implementation of high goals is an efficient
tool to increase organisation performance. High financial incentives (bonus) increase productive
effort at the cost of more sabotage, when goals are not implemented. It also brings dysfunctional
consequences when high goals are implemented. Although employee reduce sabotage behaviour,
they also exert less productive effort when high financial incentives are implemented in the high
goal setting tournaments. That is, the theoretical predictions are partially supported by experiment
results. The potential explanation is that participants tend to give up in the effort choice, or there
may exist trade-off between external incentive (i.e. financial incentive) and intrinsic incentive (i.e.

other-regarding). It is thus important to explore the potential mechanisms in the future research.



The working paper is expected to presented at the Taiwan Economic Research workshop 2020.

Macquarie Graduate School of Management Senior Lecture

(Zhang, Le)




