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Article 1 

The Impact of Gifts and Shared Experiences on an  2 

Investor-Manager Relationship 3 

 4 

Abstract: This paper experimentally investigates the relationship between an investor and 5 
a project manager. Project managers choose from a pool of projects, the success probabil- 6 
ities of which are uncertain. Investors can change projects but also have to change project 7 
managers if they want to do so. An additional joint project or a voluntary money transfer 8 
precedes their interaction. We hypothesize that investors favor projects of managers with 9 
whom they share positive experiences at that stage, even though these experiences do not 10 
provide any information about the subsequent project’s success probability. Interaction 11 
through a voluntary transfer plays a clear and significant role in the investors’ decision 12 
making via bonding, whereas the influence of merely sharing a positive or negative expe- 13 
rience proves more complex. 14 

Keywords Investor-manager relationship; experiment; affective ties; investment; gift 15 

JEL classification D01; D91; G00; G41; M12; M51 16 
 17 

1. Introduction 18 

Relationships maRer. This statement appears to be true not only for everyday human 19 
interaction, but also when it comes to business. The experiment presented here is designed 20 
to shed further light on the role of (affective) relationships in one specific context: the in- 21 
teraction between an investor and a project manager, who can either be retained or re- 22 
placed by a new project manager following different experiences shared with that man- 23 
ager, in particular the transfer of a small gift by the manager. 24 

Gifts are a ubiquitous phenomenon, and substantial evidence exists showing that 25 
even small gifts may maRer for the behavior of the receiver. Evidence comes from various 26 
research fields, like social life (Mauss, 1990; Chan & Mogilner, 2017; Chao & Fischer, 2022), 27 
politics (Abbink, 2004; Finan & Schechter, 2012; Leight et al., 2020), and economics 28 
(Wazana, 2000; Fehr et al., 2009).1 Regarding investment – the focus of this paper – most 29 
aRention concerns the experimental study of gift exchange using trust or investment 30 
games (Berg et al., 1995; for a review, see Johnson & Mislin, 2011). In these games an in- 31 
vestor can transfer money to a recipient who in turn can transfer back any share of the 32 
proceeds of the investment. ARention typically focuses on the question of how the behav- 33 
ior of the borrower can be controlled or predicted by the lender. In contrast to the one- 34 
shot experiments often used to avoid complicating repeated game effects, longer-term 35 
personal relationships between investors (lenders) and borrowers form another promi- 36 
nent research area regarding investment. Relationship banking is an important topic in 37 
microeconomics and finance (Boot, 2000) and has aRracted aRention in experimental eco- 38 
nomics (Cochard et al., 2004; Brown & Zehnder, 2007; Cornée et al., 2012; Cornée & 39 

 
1 For more extensive reviews, see: Malmendier & Schmidt (2017), Maréchal & Thöni (2019). 
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Masclet, 2022). Also in this field, the focus is often on strategic aspects that come into play 40 
once an investor-borrower relationship extends through time, like reputation and regula- 41 
tion (Lunawat, 2013; Cornée & Masclet, 2022). Some empirical studies, however, empha- 42 
size a link between connectedness and more affective favoritism, where social proximity, 43 
relationship intensity, and physical contact play a role (Haselmann et al., 2018; Gabbi et 44 
al., 2020; Rehbein & Rother, 2024). More pertinent to this paper, a few studies suggest that 45 
connectedness and favoritism may also maRer in relationships with managers, specifically 46 
regarding the allocation of capital through internal capital markets and managerial ap- 47 
pointments (Kuhnen, 2009; Duchin & Sosyura, 2013).  48 

All these studies are concerned with existing relationships. This paper, in contrast, 49 
focuses on the development of an (affective) relationship between an investor and a pro- 50 
ject manager via the laRer’s transfer of a small gift, and its appointment consequences, 51 
relative to the shared experience of a project outcome.  52 

Although a small gift can have a substantial influence on economic decision making, 53 
this phenomenon appears to be hard to explain, not only from a standard economic point 54 
of view – assuming a rational and selfish “homo economicus” – but also from a non-stand- 55 
ard theoretical viewpoint. This is carefully and clearly shown by Malmendier & Schmidt 56 
(2017), the experimental study that is most closely related to ours. Their experiment fo- 57 
cuses on a decision maker (with a fixed payoff) who has to choose, in the best interest of 58 
a client, between two possible projects (50/50 loReries). Before this choice is made, one of 59 
the two producers can send a small gift. Carefully avoiding potential informational and 60 
incentive confounds, they find that decision makers strongly respond to gifts, even though 61 
they perfectly understand the gift giver’s (self-reported selfish) intention. In trying to ex- 62 
plain their findings they question the prominent existing models of social preferences re- 63 
lating other-regarding behavior to altruism (Andreoni & Miller, 2002), maximin prefer- 64 
ences (Charness & Rabin, 2002), inequality aversion (Fehr & Schmidt, 1999; Bolton & Ock- 65 
enfels, 2000), type-based reciprocity (Levine, 1998) or intention-based reciprocity (Rabin, 66 
1993; Dufwenberg & Kirchsteiger, 2004): “Our evidence suggests that a gift triggers an 67 
obligation to repay, independently of the intentions of the gift giver and the distributional 68 
consequences. It seems to create a bond between gift giver and recipient, in line with a 69 
large anthropological and sociological literature on gifts creating an obligation to recipro- 70 
cate.” (op. cit., p495).2 To capture their findings they propose a simple extension of the 71 
standard (selfish) utility model, where decision maker i aRaches a weight to the payoff of 72 
counterpart j dependent on the difference between j’s intendedly chosen action affecting 73 
i and the action expected by i. Incorporating the expected behavior is seen as the key in- 74 
novation relative to action-based reciprocity models, where the expectation may be re- 75 
lated to past experience (op. cit., p514). 76 

Interestingly, Pan & Xiao (2016) provide experimental evidence suggesting that it 77 
may not be the intended action (which they label as the “pure intention”) that produces 78 
this weight but the gift that is actually received (labeled the “received intention”). In fact, 79 
from a psychological perspective it may be questioned whether an intention is even re- 80 
quired for an actual gift to be influential (for experimental evidence, see Strassmair, 2009). 81 
According to Zhang & Epley (2012) evidence shows that the importance of “It’s the 82 
thought that counts” is exaggerated for receivers in gift exchange: “mental state inference, 83 
or theory of mind reasoning, is not automatic or even primary in social judgments, but 84 
instead must be activated by the social context” (op. cit., p678). Considering another’s 85 
thought requires a trigger for (effortful) motivation and deliberation.  86 

 
2 In this context, they refer to the prominent sociologists Gouldner (1960) and Blau (1964) arguing that the obligation to reciprocate 

is a universal social norm. 
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In this respect, the social ties model of van Dijk & van Winden (1997) – that both 87 
Malmendier & Schmidt (2017) and Pan & Xiao (2016) refer to – and especially its more 88 
recent elaboration: the Affective Ties Model (Bault et al., 2017; van Winden, 2023), seems 89 
to provide an interesting alternative for explaining the observed gift effect. This model – 90 
ATM for short – concerns the evolutionary old and automatic emotional appraisal cir- 91 
cuitry of the brain rather than the more recently developed deliberation and planning cir- 92 
cuitry that the prominent extant reciprocity models are particularly concerned with. Key 93 
to ATM are the following two modules (van Winden, 2023). First, an agent-type (friend or 94 
foe) appraisal based on the experienced (beneficial or harmful) action of an interaction 95 
partner. A deviation of this action from a reference point – called an impulse – triggers an 96 
emotion. The valence and intensity of this emotion provides an appraisal of the agent’s 97 
type, represented by the value of a parameter 𝛼 (or its update if a prior exists). Second, 98 
and crucial for bonding and an intrinsic motivation for caring, this type of appraisal gen- 99 
erates a weight (equal to α) – coined the tie-value – which is aRached to the utility of the 100 
relevant agent, thereby extending the utility function (as in the Malmendier and Schmidt 101 
model referred to above). ATM can be straightforwardly incorporated into a more general 102 
behavioral model for accommodating forward-looking and strategic behavior, because it 103 
only deals with the weight aRached to another agent’s utility.3 104 

Although providing an interesting formal modeling angle on the gift effect, which 105 
also predicts a negative effect from a gift that is smaller than expected4, the Malmendier 106 
and Schmidt experiment addresses a very specific context, to wit: a decision maker (DM) 107 
asked to behave in the interest of a client, where the client has no choice regarding the DM 108 
and the DM faces a single choice between two producers (loReries), only one of which can 109 
send a gift. In this experimental paper, we want to relax these assumptions and move one 110 
organizational tier up by focusing on the client (investor, from now on). The investor first 111 
randomly selects a DM (manager, from now on) from an anonymous pool. That manager 112 
in turn can send a gift (monetary transfer) to the investor before randomly selecting and 113 
implementing a project (loRery) from a known set. Then, following the experiences (reso- 114 
lution of the selected loRery) shared with that manager, the investor is to either re-appoint 115 
the manager for a new implementation of that manager’s project or replace the manager 116 
for a new manager and an alternative project. Note that, from a rational perspective, the 117 
laRer decision is no longer a simple random choice due to the experience with the original 118 
project. Also, note that in this setup each manager gets appointed and can send a transfer, 119 
while a noticeably longer amount of time passes between the manager’s gift decision and 120 
the investor’s subsequent appointment decision. 121 

In addition to investigating the robustness of the gift-effect with this new experi- 122 
mental design, another novelty of this paper is that it, more generally and with the same 123 
design, studies the role of different shared experiences with a project manager on the in- 124 
vestor-manager relationship; thereby carefully isolating this role from the predictive 125 
power that such experiences may have for the future profitability of a project. We do so 126 
by adding an experimental treatment where instead of the gift/transfer stage an appointed 127 
manager randomly selects a project. Thus, in this treatment at two times, and inde- 128 
pendently, the manager selects a project before re-appointment or replacement is at stake. 129 
In both experimental treatments investors share an experience with a manager when they 130 
have to decide whether to stay with this manager or not: one that is positively charged 131 

 
3 A third module of ATM concerns a generalization of tie values, based on previous interaction experiences, towards novel interac-

tion partners in similar environments, called a generalized tie value (van Winden, 2023). This module will be neglected here, due to 

a lack of data. 
4 See Malmendier & Schmidt (2017, pp506-507) for evidence. 
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(transfer or successful previous project) and one that is negatively charged (no transfer or 132 
failed previous project).  133 

In the experiment the best response of a rational and selfish investor is not affected 134 
by the type of experience. Our research question is whether they react to the different 135 
histories nonetheless, and if so, why? In view of the gift evidence discussed above, we will 136 
particularly focus on positive relative to negative experiences. In the treatment involving 137 
transfers by managers, we may expect that affective-tie based reciprocity will provide a 138 
motivation for a behavioral deviation from the standard best response, as observed for 139 
gifts. However, if anything, this (directly hedonic) action related model would not predict 140 
a clear behavioral response to just jointly experiencing the resolution of a project ran- 141 
domly selected by a manager. Nevertheless, experimental evidence suggests that inves- 142 
tors could be emotionally motivated to react differently towards managers with whom 143 
they simply shared positive or negative experiences in the past. Psychological evidence, 144 
for instance, suggests that even simple subliminal stimuli can cause liking or disliking, as 145 
demonstrated by “mere exposure” experiments (Zajonc, 2001)5. Of greater potential rele- 146 
vance here is the evidence of unjustified blame (see Gurdal et al., 2013). Even though in 147 
our experiment the relevant managers’ decisions entail essentially only fully random re- 148 
sults, in an unfamiliar situation investors might nevertheless aRribute the outcome of a 149 
project to the manager’s capability or effort in selecting profitable projects. Using a formal 150 
principal-agent model, Gurdal et al. (2013) argue that blame in case of a bad outcome – 151 
and praise if it is good – may be seen as the emotional expression of rational features of 152 
an optimal contract that might implicitly play a role in such a situation. In their experi- 153 
ment an agent chooses between a loRery and a safe asset, while the monetary outcome 154 
goes to a principal who subsequently decides how much to allocate to the agent and a 155 
third party. Their findings show that principals routinely punish agents for bad events 156 
they had no influence on, while reporting a bad feeling about the agent’s choice in that 157 
event. Because project outcomes are less directly emotionally affecting an investor than a 158 
transfer does, at least a weaker (emotional) effect on the investor’s re-appointment or re- 159 
placement decision may be expected. 160 

To make sure that any treatment effect can be related to the delegation to a manager, 161 
we include a non-social control treatment where the investor chooses and implements the 162 
project without the intervention of a manager. Questions from a post-experiment ques- 163 
tionnaire, furthermore, are used to shed some light on the role of emotion and related 164 
motivational factors.  165 

Our main findings are the following. Firstly, an investor’s decision to stay with or 166 
switch to a new project – respectively, involving a re-appointment or replacement of the 167 
manager in a social treatment – is strongly influenced by having received a transfer or 168 
not.6 Moreover, this behavior is significantly different from the stay or switch reaction in 169 
the non-social control treatment (with a project resolution outcome instead of managerial 170 
transfer decision as past experience). Secondly, we do not detect a change in switching in 171 
response to a project outcome experience shared with a manager relative to the non-social 172 
control treatment. Although answers to the post-experiment questionnaire indicate that a 173 
subset of investors react to the experience emotionally in line with unjustified blame, this 174 
effect is not sufficiently strong at the group level. These two findings are consistent with 175 
the affective ties model (ATM). Finally, in comparison with the non-social treatment, 176 

 
5 There is also evidence that neurological processes related to preference ordering are activated when cues are not consciously rec-

ognizable (Pessiglione et al., 2008), and that subjects may unconsciously learn how to perform a task (Lebreton et al., 2009). 
6 Note that the investor has no fixed payment but is the residual claimant (cf. Bandiera et al., 2009).  
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decision times turn out to be significantly longer and similarly affected in the social treat- 177 
ments. 178 

The organization of the paper is further as follows. Section 2 presents the experi- 179 
mental design, together with an analysis of the investors’ best responses and our hypoth- 180 
eses. Results are presented in section 3, followed by a concluding discussion in section 4. 181 

2. Design and Hypotheses 182 

The experiment consists of three different treatments: History, Transfer, and Con- 183 
trol. Our main goal is to isolate the role of different social experiences, shared between the 184 
investor and an appointed manager in the beginning of the experiment, on the subsequent 185 
investors’ manager choice in a stochastic environment. Importantly, these social experi- 186 
ences should not maRer from a rational selfish perspective. In History the distinctive ex- 187 
perience concerns the joint experience of a success or failure of a project selected by the 188 
manager. In Transfer, instead, a manager either sends a monetary transfer to the investor 189 
or not. Isolation of the impact of these different treatment experiences would become dif- 190 
ficult if the behavior of the manager has predictive power for the future earnings of the 191 
investor. As detailed below, our design therefore eliminates this confounding factor. Con- 192 
trol, finally, is similar to History, but does not include a manager, eliminating the social 193 
aspect completely. These treatments (Figure 1) are next discussed in greater detail. See 194 
Appendix B.1 for the Instructions. 195 

 196 

Figure 1. Design of Treatments. 197 

 198 

 199 
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2.1. Treatments 200 
2.1.1. History 201 

History has twice as many managers as investors, where the role of a participant in 202 
the computerized experiment is randomly allocated. At the beginning of each round, an 203 
investor chooses a manager from a pool of anonymous managers, who are presented in 204 
the form of identical icons spread across the computer screen of the participant (see Figure 205 
2). The position of the icons is randomized in each round, so that the identities of the 206 
managers cannot be tracked across rounds. The order in which investors make this choice 207 
is randomized anew for each round. Investors who have not yet made a choice and man- 208 
agers who have not yet been chosen see the screen with all eligible icons until they have 209 
made a choice or have been chosen, respectively. Icons representing managers who have 210 
already been chosen by an investor disappear from the screen one after another. Managers 211 
are also informed which icon they are represented by. Managers who are not chosen by 212 
any investor are redirected to a waiting screen7. 213 

 214 

Figure 2. Choice of Manager. 215 

Managers selected by an investor choose one out of eight potential projects. Each 216 
project has a success probability of either 1/4 or 3/4. Both types of projects are equally 217 
likely and neither investors nor managers can identify the projects at the time of choosing 218 
(their positions on the screen are randomized anew for every decision). The decisions are 219 
made in the same order as the choices of the investors, so that a manager who is chosen 220 
third is also the third to choose a project. Since all managers select from the same set of 221 
projects, for a manager who has been picked last only one project remains. The project 222 
choice screen works in the same way as the investor screen: randomly positioned projects 223 
disappear one after another once they are chosen and are no longer available to other 224 
managers (see Figure 3). After selecting a project, a manager is asked to “implement” it 225 

 
7 To ensure a\ention, inactive managers are given the possibility to watch a neutral video while they are inactive. Any behavioral 

effects of the video are irrelevant since we do not analyze the managers’ behavior. 
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by clicking on a box that symbolizes the project. Both investor and manager watch a 5- 226 
second-long animation resembling the “processing” animation typically found on com- 227 
puters, after which the success or failure of the project is announced. 228 

 229 

Figure 3. Choice of Project. 230 

Following the observation of the project’s outcome by the investor and manager, the 231 
manager chooses a second project, which has no relation to the first project in any way. 232 
This implies that the success or failure of the first project provides no information at all 233 
about the success probability of any later project. The understanding of the last point was 234 
tested before the beginning of the experiment. 235 

After observing the outcome of this second project, investors are now given the 236 
choice to either stay with this project and project manager (re-appointment) or to choose 237 
an alternative project manager and project (replacement) using the same method as before. 238 
If the investor chooses the first option, the manager is redirected to the implementation 239 
screen once more. After the new implementation of the second project both parties are 240 
again informed about its success or failure. Upon choosing to replace the manager, an 241 
investor first must wait until all investors have made their decision. Once that is the case 242 
all investors who opted to replace their managers are assigned a new random order and 243 
choose a new manager from the pool of managers left unchosen at the beginning of the 244 
round. A newly chosen manager then chooses and implements a new project with the 245 
same blind procedure as before. After observation of the implementation results the round 246 
ends. There is a total of eight rounds, which only differ in the payoffs of the alternative 247 
projects. Payoffs are chosen so as to present the subjects with specific differences in ex- 248 
pected value and variances, as explained later in in section 2.2. Every investor faces each 249 
combination of returns exactly once across the eight rounds, with the order of the different 250 
combinations being randomized to ensure that the distribution of experienced orders was 251 
as flat as possible. 252 

 253 
 254 
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2.1.2. Transfer 255 

Transfer follows the same general structure as History, with one important differ- 256 
ence. Whereas every round of History starts with a project that is completely unrelated to 257 
future projects, this part is now replaced. Instead, managers chosen by an investor are 258 
now given the option to transfer money to the investor or not. To that purpose, they are 259 
endowed with an extra 10 experimental currency units (ECU) for this transfer. If a man- 260 
ager decides to make that transfer these 10 units are doubled and investor’s earnings grow 261 
by 20 units8. 262 

After deciding whether to transfer money or not, the manager chooses a project from 263 
a pool of eight different projects under the same procedure as in History and implements 264 
it in exactly the same way. Thereafter, investors face the same decision as in History, that 265 
is, either to stay with the same manager and project or to select a new manager, who then 266 
chooses a new project. See Figure 1. 267 

2.1.3. Control 268 

Control eliminates the social element that is present in the two other treatments. In- 269 
vestors now choose and implement their own projects instead of appointing a manager 270 
who then chooses and implements a project. Managers are not part of this treatment. 271 
Apart from that, this treatment is identical to History. Thus, projects are chosen and im- 272 
plemented in the same way as in the other treatments. See Figure 1. 273 

2.2. Projects 274 

The following explains the earnings of investors and managers and the investor’s 275 
(rational and selfish) best response. 276 

A manager who actively manages a project earns 200 ECU, irrespective of the pro- 277 
ject’s success or failure. Managers who are inactive during the first project in Transfer or 278 
the first and second project in History also receive the same 200 ECU9. During the final 279 
project inactive managers receive nothing. 280 

Ignoring all social aspects of this experiment for the moment, a payoff maximizing 281 
investor must use relevant past observations as a signal for the underlying success prob- 282 
ability of the project to determine the best response. 283 

In every round an investor can only choose one project. All projects either have a 284 
high (𝑝 = !

"
) or a low (𝑝 = #

"
) success probability. The ex-ante probability of both types of 285 

projects is 50%. Apart from the alternative project that an investor can switch to at the end 286 
of a round, all projects generate earnings of 300 ECU in case of a success and 100 ECU in 287 
case of a failure. To determine the expected value of a project, we therefore have to calcu- 288 
late the expected value of both types of projects and then combine them to get to the over- 289 
all expected value: 290 

 291 

𝐸(𝜋$) =
!
"
300 + #

"
100 = 250        (1a) 292 

𝐸(𝜋%) =
#
"
300 + !

"
100 = 150        (1b) 293 

 
8 The size of the transfer is chosen based on the observation that in the Malmendier & Schmidt (2017) experiment a transfer (gift) 

that is similarly sized relative to a project’s expected earnings leads to a reasonably even distribution of transfer and no transfer 

decisions. 

9 This is to eliminate the scope for inequity aversion as much as possible from the experiment. 



Games 2025, 16, x FOR PEER REVIEW 9 of 43 
 

 

where we use πH and πL for the payoff of projects with a high or low success probability, 294 
denoted by H and L. If the project in question is a completely new project (with payoff π) 295 
this implies an expected value of: 296 
 297 

𝐸(𝜋) = #
&
𝐸(𝜋$) +

#
&
𝐸(𝜋%) = 200      (2) 298 

The probability of observing the good outcome with payoff 300 is therefore #
&
. Once, 299 

however, a project has been implemented its success or failure provides information about 300 
this project’s underlying success probability. Using Bayesian updating we can calculate 301 
the probability of the project being of the good type after having observed a successful 302 
draw: 303 

 304 

𝑃(𝐻|𝑠𝑢𝑐𝑐𝑒𝑠𝑠) = '(𝑠𝑢𝑐𝑐𝑒𝑠𝑠)𝐻*'($)
'(-.//0--)

=
!
"	
#
$
#
$
= !

"
     (3) 305 

Using the same procedure we get 𝑃(𝐿|𝑠𝑢𝑐𝑐𝑒𝑠𝑠) = #
"

, 𝑃(H|𝑓𝑎𝑖𝑙𝑢𝑟𝑒) = #
"

 and 306 
𝑃(L|𝑓𝑎𝑖𝑙𝑢𝑟𝑒) = !

"
. Combining equations (3) and (1), the expected value of a project that 307 

was observed to succeed equals: 308 
 309 

𝐸(𝜋|𝑠𝑢𝑐𝑐𝑒𝑠𝑠) = 𝑃(𝐻|𝑠𝑢𝑐𝑐𝑒𝑠𝑠)𝐸(𝜋$) + 𝑃(𝐿|𝑠𝑢𝑐𝑐𝑒𝑠𝑠)𝐸(𝜋%) 310 

=
3
4?
3
4300 +

1
4100@ +

1
4 (
1
4300 +

3
4100) 311 

=2
3
300 + !

3
100 = 225     (4) 312 

Similarly, after observing a project to fail it’s expected value becomes: 313 
 314 

𝐸(𝜋|𝑓𝑎𝑖𝑙𝑢𝑟𝑒) = !
3
300 + 2

3
100 = 175         (5) 315 

Facing the decision whether to implement an old project again or choose a new one, 316 
a risk neutral selfish investor would therefore stay with a project that has been successful 317 
before (to earn in expectation: E(π|success) = 225) and choose a new manager with an un- 318 
known project if the first project implementation was a failure (to earn in expectation: E(π) 319 
= 200). 320 

Investors face a more complex situation in the experiment, though. During the first 321 
project (in Transfer) or the first and second project (in History and Control) they earn 300 322 
units in case of a success and 100 units in case of a failure. The alternative project, however, 323 
has other returns, of which investors are informed when they must decide whether to stay 324 
with the original (current) manager and project or switch to a new manager choosing a 325 
new project. For this reason, the expected value of an original project and an alternative 326 
project are, more generally, expressed as follows: 327 

 328 
𝐸(𝜋4|ℎ) = 𝑃(𝐻|ℎ)𝐸(𝜋$4) + 𝑃(𝐿|ℎ)𝐸(𝜋%4)            (6a) 329 

𝐸(𝜋5) = #
&
𝐸(𝜋$5) +

#
&
𝐸(𝜋%5)        (6b) 330 
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where 𝜋$4  and 𝜋%4, respectively, stand for payoff of the original project with, respectively, 331 
high and low success probability, and 𝜋$5  and 𝜋%5  for the payoff of the alternative project 332 
with, respectively, high and low success probability, while h denotes a particular (success 333 
or failure) history of experiences. 334 

Importantly, compared with the original project, the alternative project’s returns are 335 
chosen such that they are either equal in their variances, their expected earnings, or both 336 
(see Table A.1 of Appendix A). The alternative project has higher expected earnings in 337 
three cases, and lower expected earnings in one case, while it has a lower variance in two 338 
cases, and a higher variance in one case. There are no differences in the remaining case. 339 
Consequently, an (even slightly risk-averse) selfish investor with a perfect ability to per- 340 
form Bayesian updating will switch in 62.5% to 75% of all cases. Because in five of the 341 
eight cases the alternative project either has a higher expected value or a lower standard 342 
deviation, the alternative projects are taken as benchmark, both in the appendix and the 343 
results section below, when describing differences in expected value or standard devia- 344 
tion. For design efficiency, we condition the alternative project returns offered to investors 345 
on the success or failure of the original project. Every investor faces each combination of 346 
differences in expected value and standard deviation exactly once in different orders. 347 

Calculating the optimal decision in the way outlined above is a challenging task and 348 
we do not expect participants to be very good at that10. In fact, there are reasons to think 349 
of it as even beneficial from a design perspective. One is the greater degree of realism that 350 
participants face if they are not able to perfectly determine the value of the different op- 351 
tions they are facing. Another reason is that situations which present a participant with a 352 
higher cognitive load seem more likely to trigger impulsive (emotional) behavior (Duffy 353 
& Smith, 2014), particularly in situations relevant for other-regarding behavior (Cornelis- 354 
sen et al., 2011; Schulz et al., 2014). Because the brain processes involved in impulsivity 355 
are regarded as relatively effortless (Camerer et al., 2005), this may be seen as an aspect of 356 
cognitive efficiency, that is, making decisions with the least amount of mental effort (Hoff- 357 
man & Schraw, 2010). 358 

2.3. Presentation and Organization 359 

An important aim of the experimental design is to provide an engaging environment 360 
for participants, as the blind matching and project choice procedures are fairly imper- 361 
sonal. This motivated us to implement a computerized equivalent of a choice procedure 362 
where subjects blindly choose cards indicating their assigned managers and projects in 363 
turn. The act of choosing a partner should trigger a stronger engagement than if a partner 364 
is purely randomly assigned. A similar logic applies to the project choice of a manager. 365 
Participants witness constantly depleting pools of available managers and projects. Fur- 366 
thermore, inspired by computer games, animations are used to illustrate the implementa- 367 
tion of projects. For the same reason, finally, the mechanic of choosing whether to stay 368 
with a project (and manager) or to choose anew employs a deliberately slow animation to 369 
reinforce the notion that this decision, which is our main outcome variable, is of relevance. 370 

Participants’ understanding of the instructions is checked with a quiz covering the 371 
most important features of the experiment. After the experiment, a short questionnaire 372 
addresses some demographic variables and feelings during the experiment (see Appendix 373 
B.2). 374 

Data are from 12 sessions run at the CREED laboratory of the University of Amster- 375 
dam in March and April 2015. A total of 222 participants participated. Both Transfer and 376 
History comprised 87 participants, a third (29) of which concerned investors, while 377 

 
10 In the instructions to Control and History participants are told a second time that information from earlier draws can be used to 

estimate the success probability of a project, on top of merely outlining the design of the experiment. This is not the case in Transfer. 



Games 2025, 16, x FOR PEER REVIEW 11 of 43 
 

 

Control had 48 participants, all of them investors. In each session a random round was 378 
selected for payout. Both History and Control paid no show-up fee. The substitution of 379 
the first project by a relatively low-value transfer in Transfer motivated a show-up fee of 380 
7 euros in Transfer to ensure satisfactory minimum earnings for participants. Sessions 381 
took about 70 minutes. ECUs were exchanged to euros at a rate of 1 euro per 35 ECU, 382 
while average earnings amounted to 16.55 euros. 383 

2.4. Hypotheses 384 

For reasons outlined in the Introduction an investor’s motivation to stay with a pro- 385 
ject manager is expected to be relatively stronger a) if in History the first project was a 386 
success instead of a failure, and b) if in Transfer the manager sent a transfer instead of 387 
withholding the money. From now on, a successful first project (in History or, for that 388 
maRer, Control) or a transfer will be labeled a positive experience, and a failure or no trans- 389 
fer a negative experience. 390 

In the bonding model discussed in the Introduction, the additional utility of a bond 391 
with a manager is represented by the affective tie-value weighted payoff of that manager. 392 
Similarly, the hedonic value of the blame or praise felt towards a manager (as in Gurdal 393 
et al., 2013) may be seen as an additional utility. Incorporating this additional emotion- 394 
related utility, denoted by 𝜋6, into the investor’s utility function, we can compare the ex- 395 
pected utility of switching to an alternative manager and project (E(πA), see (6b)) with the 396 
expected utility of staying with the original (E(πO), see (6a)) extended with 𝜋6 . Using a 397 
simple linear function, the extended utility E(U) from each of these two possible options 398 
can be wriRen as:  399 

 400 
𝐸D𝑈(𝜋4|ℎ)F = 𝐸(𝜋4|ℎ) + 𝜋6        (7a) 401 

𝐸D𝑈(𝜋5)F = 𝐸(𝜋5)        (7b) 402 

Assuming that 𝜋6 is greater after a positive experience than a negative experience, 403 
there are more combinations of project payoffs for which 𝐸D𝑈(𝜋4|ℎ)F  is larger than 404 
𝐸D𝑈(𝜋5)F after a positive experience, while the reverse holds for a negative experience. 405 
Therefore, we expect a higher (smaller) proportion of investors to stay with their original 406 
project and manager in case of a positive (negative) experience. 407 

Because of our focus on the impact of gifts versus other shared experiences, aRention 408 
will be concentrated on the first project of History. Note, furthermore, that History’s sec- 409 
ond project, which finds its equivalent in the first project of Transfer and can be expected 410 
to have similar effects as ascribed to its first project, is much more difficult to analyze due 411 
to being confounded with the calculation of the expected value of proceeding with the 412 
original project. Moreover, it does not lend itself well to an inter-treatment comparison 413 
since it is not clear how the (emotional) effect from a potential transfer interacts with an 414 
additional experience effect of a different type. 415 

Regarding the potential relevance of social preferences models other than the bond- 416 
ing or affective ties model discussed in the Introduction, note that none of the prominent 417 
models of altruism, intention-based reciprocity or those concerning distributional conse- 418 
quences (like inequality aversion or envy models) apply to the situation here (see Appen- 419 
dix C). This is particularly due to the randomness of choices and the equality of manage- 420 
rial earnings in the experimental design. The only exception could relate to giving or 421 
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withholding a transfer in Transfer.11 But, as argued and further detailed in Appendix C, 422 
our results (joint with the findings of Malmendier & Schmidt, 2017) cast doubt on their 423 
relevance. See also the Concluding Discussion. 424 

The assumed choice mechanism for the investor, involving Eqs. (7a) and (7b), is the 425 
same in History and in Transfer, the only difference regards the potential motivation. 426 
Whereas in History the investor is expected to be more (less) concerned about the earnings 427 
of the original manager if they experienced success (failure) in the first project, in Transfer 428 
the trigger is whether the manager chose to send the transfer or not, analogous to Mal- 429 
mendier & Schmidt (2017). This leads to our first hypothesis. 430 

Hypothesis 1. The probability of switching to the alternative project (and a new manager) is lower 431 
in case of a positive experience than after a negative experience. 432 

Merely showing this result is interesting. However, several issues may challenge its 433 
theoretical implications. Subjects could be confused by the fact that one project – the first 434 
project in Control and in History – is not predictive of the success probability of future 435 
projects, while the other project in fact is predictive. In addition, a positive experience 436 
could generally affect the subjects’ emotional state regarding any familiar project, making 437 
them feel more positive about the original project, as opposed to the person who chose it. 438 
Moreover, behavior related to a more general type of misunderstanding probabilities, 439 
such as the gambler’s fallacy, add further potential problems. Without a method to control 440 
for these effects we would not be able to aRribute the supposed result in Hypothesis 1 to 441 
the assumed effect of sharing social experiences. Therefore, in addition to the first hypoth- 442 
esis, we also require that the effect size of the different experiences is larger in History and 443 
Transfer than in Control. Additionally, in History, as argued in the Introduction, transfers 444 
are more directly emotionally affecting an investor than a project outcome. This leads to 445 
our second hypothesis. 446 

Hypothesis 2. The effect of different experiences on the probability of switching follows the order 447 
Control < History < Transfer. 448 

3. Results 449 

Table 1 presents demographic data about the participants in the experiment and 450 
specifies the histories that the investors in the different treatments experienced prior to 451 
making their decision about staying with the same project (and manager) or not. Note that 452 
a positive experience (denoted by “+”) now also comprises the experience of a successful 453 
first project in Control, and a negative experience (denoted by “-“) a failure in that case. For 454 
notational simplicity, a success or failure of the project prior to the switch or stay decision 455 
is also indicated with, respectively, a “+” and a “-“. An experienced history contains both 456 
results. Thus, for example, a negative experienced history is indicated by “-/-“. The distri- 457 
bution of positive experiences (the sum of +/+ and +/- histories) and negative experiences 458 
(the sum of -/+ and -/- histories) in Control is perfectly balanced at 192 each by design, 459 
while in History the balance is not perfect because some sessions were run with only 18 460 
or 21 instead of 24 participants due to low show-up, leading to a success rate of 48.7%. 461 
Experienced histories in Transfer are a function of the participants’ decision making: man- 462 
agers sent the voluntary transfer in 166 out of 232 possible cases, a grand total of 71.6%. 463 

 
11 Inactive managers were not compensated for the transfer stage. Therefore, active managers that had not sent the transfer had a 

slightly higher payoff than inactive managers. 



Games 2025, 16, x FOR PEER REVIEW 13 of 43 
 

 

This is close enough to our optimal distribution of 50% to allow us to make statements 464 
about the reaction of investors to either receiving the transfer or not12. 465 

Table 1. Demographic Data and Experienced Histories. 466 

 N Age Female Economics 
Students 

 Experienced Histories  
-/- -/+ +/- +/+ 

Control 48 22.65 24 (50%) 31 (64.6%) 83 (21.6%) 109 (28.4%) 109 (28.4%) 83 (21.6%) 
History 87 22.07 60 (69%) 57 (65.5%)     
History, Investors only 29 22.1 21 (72.4%) 14 (48.3%) 61 (26.3%) 58 (25%) 56 (24.1%) 57 (24.6%) 
Transfer 87 22.26 48 (55.2%) 70 (80.5%)     
Transfer, Investors only 29 22.76 16 (55.2%) 24 (82.8%) 34 (14.7%) 32 (13.8%) 80 (34.5%) 86 (37.1%) 
Total 222 22.27 132 (59.46%) 158 (71.17%) 178 (20.99%) 199 (23.47%) 245 (28.89%) 226 (26.65%) 

A ”+” indicates either a successful project or a transfer, a ”-” indicates a failed project or the absence 467 
of a transfer. One manager’s age was ignored due to obvious misreporting. 468 

Pooling treatments, there is no significant change in the investors’ switching rate 469 
across the 8 rounds of the experiment (Figure 4)13. In Transfer there appears to be a slight, 470 
but only weakly significant increase in the second half of the experiment14. 471 

 472 

 473 

Figure 4. Switching Rate across Rounds by Treatment. 474 

 
12 The hypothesis of equal transfer ratios in all rounds is rejected at a 5%-significance level due to one outlier in round 3, where 

90% of all transfer are sent. Excluding that round the hypothesis cannot be rejected (Chi-square p=0.695). Regressing the transfer 

decision on a trend in a random effects model produces a significantly negative coefficient at the 5%-level (see Figure A.1 in the 

appendix). 
13 The null hypothesis of equal project switching rates in the different rounds cannot be rejected (p=0.66) and there is no discernible 

trend. 
14 p= 0.069 in a regression of only the trend and a constant in a random effects model. 
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We begin our investigation into the investor behavior with a simple question: Does 475 
the experience at the very beginning of a round maRer? Figure 5a shows the proportions 476 
of investors choosing a new project (and manager) after a negative experience and after a 477 
positive experience in the different treatments. Recall that a perfectly selfish and Bayesian 478 
investor will switch in 62.5% to 75% of all cases, irrespective of the experience or treat- 479 
ment. A switching rate of 53.6% shows up in case of a negative experience, and 38.4% in 480 
case of a positive experience; a highly significant difference (p < 0.001)15. This result con- 481 
firms Hypothesis 1: 482 

Result 1. A positive experience leads to a significant drop in switching rates relative to a negative 483 
experience, confirming Hypothesis 1. 484 

 485 

Figure 5. Switching Rates by Experience, Treatment, and Prior Result. 486 

Next, Figure 5b shows the overall switching rates in the different treatments, reveal- 487 
ing a constant decrease going from Control to History and Transfer. These differences are 488 
not significant, however16. 489 

 
15 Unless otherwise specified, we use logit regressions with standard errors clustered at the subject level to test for significance 

when comparing switching rates. While the subjects interact indirectly, we argue that there is no possible channel for behavioral 

spillover within a group of investors, allowing us to treat different investors as independent. We also ran a test on only the first round 

as a robustness check, but results are only reported if they differ qualitatively using common significance criteria. 
16 The lowest p-value occurs comparing Control and Transfer at p = 0.227. 
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A natural next step is to compare switching rates relative to types of experience in 490 
the separate treatments; see Figure 5c. While the difference in switching rates is substantial 491 
in Transfer (36.9 percentage points), the difference in History (8) is not only nigh-identical 492 
to Control (8.3), but even slightly smaller. The only treatment in which the investors’ be- 493 
havior differs significantly between experiences is Transfer. 494 

Another dimension for comparing investors’ decisions is the outcome of the project 495 
implemented just prior to the switch or stay decision, labeled the prior project from now 496 
on. Recall that the original prior project can be reimplemented by sticking with the origi- 497 
nal manager. The expected value of the alternative project is adjusted to the expected 498 
value of a new implementation of the original project, as can be calculated using Bayesian 499 
updating. Nevertheless, a positive experience effect of the original project might still be 500 
expected. This is not observed, however, as the difference decreases between Control and 501 
History, and even reverses in Transfer (Figure 5d; the only significant difference between 502 
prior results is found in Control). 503 

The ability of participants to correctly perform Bayesian updating is not at the core 504 
of our analysis and not necessary for the interpretation of our experimental findings. Nev- 505 
ertheless, note that investors have a monetary incentive to switch projects more often if it 506 
is relatively beneficial to do so. Figure 6 distinguishes the different alternatives that inves- 507 
tors faced in the experiment. Pooling all treatments, there seems to be a discernible effect 508 
when comparing the most extreme cases of positive or negative differences in expected 509 
value (19.8%, p < 0.01)17. However, there is no monotonic increase in switching rates with 510 
increasing differences in expected value. The same is true for the projects with different 511 
variances, where one would expect an increasing switching rate the lower the variance of 512 
the alternative project. 513 

 514 

 
17 In this case the data are insufficient to run a meaningful test using only the first round. 
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 515 

Figure 6. Project Switching by Dilemma Type. Original and alternative projects either have the 516 
same expected value and variance or differ in one of these two dimensions. Labels refer to the 517 
situation in which the respective values for the original project differ from the alternative project 518 
(taken as benchmark); the other dimension is always identical between projects. For example, in 519 
case of the expected value -20 the original project has an expected value that is 20 units lower than 520 
the alternative project, implying that switching is the best response for a purely self-interested 521 
investor. Expected value differences are in absolute values, while differences in standard deviation 522 
are in relative values, rounded to full percentage points. 523 

So far, we have only compared the investors’ behavior relative to their different ex- 524 
periences within the three treatments. Hypothesis 2 goes one step further. There, we hy- 525 
pothesized that the effect of different experiences on the switching rate should be smallest 526 
in Control and largest in Transfer, with History in the middle. Figure 5c indeed suggests 527 
that the difference is largest in Transfer. Comparing Control and History, however, the 528 
difference is smallest in Control. To come to a more conclusive statement, we use panel 529 
(logit) regressions in which treatments are interacted with experiences (Table 2). The 530 
switching probability in Control after a negative experience and prior result forms the 531 
baseline. Irrespective of the specification, the results fall in line with the first impression 532 
from Figure 5c. The coefficient of the interaction term between Transfer and a positive 533 
experience is always negative and significant at the 1%-level, while the coefficient of the 534 
interaction between History and a positive experience is not significant. 535 

 536 

Table 2. Investor Decision Regressions (logit model). 537 

 Investor switches project 
 (1) (2) (3) (4) (5) 

39.6 40.6

52.8
45.3

60.4

37.7
45.3

39.6

0
20

 
40

 
60

Av
er

ag
e 

Sw
itc

hi
ng

 R
at

e,
 %

Equal Expected Value SD
+10

-1
-10

-20
-10%

+10%
+20%

Total

43.8
39.6

56.2

43.8

64.6

47.9
43.8

39.6

0
20

 
40

 
60

Av
er

ag
e 

Sw
itc

hi
ng

 R
at

e,
 %

Equal Expected Value SD
+10

-1
-10

-20
-10%

+10%
+20%

Control

37.9
44.8

58.6
51.7

62.1

24.1

51.7

27.6

0
20

 
40

 
60

Av
er

ag
e 

Sw
itc

hi
ng

 R
at

e,
 %

Equal Expected Value SD
+10

-1
-10

-20
-10%

+10%
+20%

History

34.5 37.9 41.4 41.4

51.7

34.5
41.4

51.7

0
20

 
40

 
60

Av
er

ag
e 

Sw
itc

hi
ng

 R
at

e,
 %

Equal Expected Value SD
+10

-1
-10

-20
-10%

+10%
+20%

Transfer



Games 2025, 16, x FOR PEER REVIEW 17 of 43 
 

 

Control     0.262 
(1.00) 

History -0.119 
(-0.48)  -0.190 

(-0.74) 
-0.263 
(-1.00)  

Transfer 0.699∗ 

(2.22)  0.630 
(1.95) 

0.623 
(1.91) 

0.886* 
(2.48) 

Positive Experience -0.348 
(-1.66) 

-0.707∗∗∗ 

(-4.73) 
-0.497∗ 

(-2.29) 
-0.499∗ 

(-2.30) 
-0.335 
(-1.20) 

Control x Positive Experience     -0.163 
(-0.46) 

History × Positive Experience 
0.0160 
(0.05)  

0.139 
(0.40) 

0.163 
(0.46)  

Transfer × Positive Experience -1.214∗∗ 

(-3.18)  -1.075∗∗ 

(-2.75) 
-1.047∗∗ 

(-2.67) 
-1.210** 
(-2.80) 

Prior Result Positive  -0.708∗∗∗ 

(-4.81) 
-0.699∗∗∗ 

(-4.71) 
-0.723∗∗∗ 

(-4.83) 
-0.723*** 
(-4.83) 

Expected Value Difference  -0.028∗∗ 

(-3.18) 
-0.027∗∗ 

(-3.01) 
-0.026∗∗ 

(-2.87) 
-0.026** 
(-2.87) 

SD Difference  0.004 
(0.30) 

0.003 
(0.37) 

0.003 
(0.33) 

0.003 
(0.33) 

Round    0.020 
(0.61) 

0.020 
(0.61) 

Female    0.066 
(0.40) 

0.066 
(0.40) 

Age    0.008 
(0.29) 

0.008 
(0.29) 

Economics Student    -0.206 
(-1.16) 

-0.206 
(-1.16) 

Choice number    -0.053 
(-1.56) 

-0.053 
(-1.56) 

Constant 0.066 
(0.43) 

0.452∗∗ 

(3.21) 
0.408∗ 

(2.26) 
0.486 
(0.65) 

0.223 
(0.31) 

Individuals 106 106 106 106 106 
N 848 848 848 848 848 

Random effects model with z-statistics in parentheses, using robust standard errors. *: p<0.05, **: 538 
p<0.01, ***: p<0.001. 539 

This impression is confirmed by running chi-square tests over the differences in 540 
switching rates predicted by the (logit) coefficients in the different treatments18. Moreover, 541 
a regression similar to specification (4) using History, instead of Control, as baseline (5) 542 
confirms the absence of a difference in the differences between Control and History, while 543 
there is a significant negative interaction of Transfer with a positive experience. In conclu- 544 
sion, only partial evidence for Hypothesis 2 obtains: 545 

 
18 Predicted between-treatment-change in the difference of switching probabilities relative to experience, keeping all other varia-

bles at their mean and using specification (4) from Table 2: Control vs History 3.9%, p = 0.64; Control vs Transfer: 23.5%, p < 0.01. 
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Result 2. Switching rates after different experiences are not significantly different between Control 546 
and History, failing to support a relevant part of Hypothesis 2. However, as hypothesized, in the 547 
Transfer treatment the difference in switching rates is significantly larger than in the Control and 548 
History treatments 549 

Additional significant findings relate to the result of the prior project and differences 550 
in the expected values of the original and alternative projects. A positive outcome of the 551 
prior project leads to a lower switching rate, while a difference between the expected val- 552 
ues of the original project and the alternative project affects switching in the expected di- 553 
rection also (that is, the higher the expected value of the original project the less switching 554 
is predicted).19 555 

Our next issue concerns the decision time of investors. Interestingly, the decision 556 
times in the two social treatments History and Transfer are significantly – and more than 557 
40% – longer than in Control (Figure 7)20. The difference in decision times between History 558 
and Transfer, on the other hand, is negligible at 0.5 seconds. This result appears to be 559 
driven by a smaller proportion of investors making their decision very quickly (see den- 560 
sity estimate in Appendix Figure A.2) and is stable across rounds (see Appendix Figure 561 
A.3). A panel regression confirms these findings (Appendix Table A.3). Interestingly, de- 562 
cision speeds do not seem to be correlated with either the decision made by the investor 563 
or the absolute difference in the expected value or variance between the two projects21. 564 

 
19 In line with Malmendier & Schmidt (2017) no effect of gender and field of study is observed. See Appendix Table A.2 for the 

same regression using a probit model. Results are qualitatively the same. 
20 Using clustered t-test, both Control vs History and Control vs Transfer investor decision time comparisons have p-values below 

0.001, while the difference between History and Transfer is not significant. As for investor decisions, decision time comparisons were 

also run on only the first round as a robustness check (here using a simple logit instead of a random effects panel model), but results 

are only reported if they differ qualitatively using common significance criteria. Note that all decision times include the 3 seconds 

that an investor must wait as part of the confirmation screen, plus additional waiting time if they decide to change their decision 

before confirming. In History and Transfer subjects see an additional reminder of the effect a decision has on the managers, but that 

is identical in all 8 rounds and hence unlikely to be relevant for this comparison. 
21 Note from Appendix Figure A.4 that in both social treatments, after a positive experience, the decision time for staying with the 

current manager is longer than for decisions to switch, a relationship that completely reverses after a negative experience, whereas 

no reversal is observed in Control (difference between stay and switch in Control: from +0.2 to +0.2; in History: from +2.6 to -2.1 

seconds; in Transfer: from +2 to -4.8 seconds). The differences only become weakly significant in a regression using an experience/in-

vestor decision dummy when pooling the social treatments, but not when analyzed in any treatment in isolation, however. 
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 565 

Figure 7. Investor Decision Times by Treatment (seconds). 566 

Finally, as part of the post-experiment questionnaire managers were asked for the 567 
most important reason why they send a transfer, if they sent any. In line with the findings 568 
of Malmendier & Schmidt (2017), a strategic selfish motivation dominates, with 86% (50 569 
out of 58, Question 6 in B.2.1) hoping that it would make the investor stay with their pro- 570 
ject; only 7 wanted to be kind, and only 1 mentioned the group income (efficiency) as 571 
motive. Note that the absence of kindness is no problem for the affective ties model 572 
(ATM), because it focuses on directed actions and the emotions they trigger, irrespective 573 
of the underlying motivation (intentions). 574 

Regarding the emotionality of investors, the questionnaire comprised a set of ques- 575 
tions concerning their affective response to either receiving a transfer from a manager (in 576 
Transfer) or experiencing a successful first project with a manager (in History)22. More 577 
specifically, they were asked (with a 5-point intensity scale) whether they felt a positive 578 
emotion and a sense of obligation towards such a manager, and whether they were more 579 
likely to stay with that manager (and project). Figure 8 shows the distribution of their 580 
answers in the two treatments. Regarding the emotion question, the distribution of an- 581 
swers in History is bimodal with 33% choosing 1, the lowest possible score on the intensity 582 
scale. In Transfer 0% chose 1, while 75% chose a value of 4 or 5. This picture is confirmed 583 
by the questions regarding the feeling of a sense of obligation towards the manager and 584 
the direct question concerning their likelihood to stay with such a manager. There is al- 585 
ways a lot more mass on the upper part of distribution in Transfer compared to History. 586 
In all questions average scores are significantly higher in the former, with p-values below 587 
0.001. This suggests that emotionality indeed played a much stronger role in Transfer than 588 
in History, as expected in the Introduction. 589 

 
22 See Appendix Section B.2 for the exact questions. Note that, due to a coding error, the final answer should have been “The first 

project never succeeded” in the History treatment but was shown as “Never received a transfer.” This was not noticed by any sub-

jects during the experiment. 
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 590 

 591 

 592 

Figure 8. Questionnaire: investor scores on emotion, obligation, and likelihood to stay with a pro- 593 
ject manager after a positive experience. Two subjects answered they had not experienced a suc- 594 
cess in the first project when asked for their emotion rating, leaving 27 observations. In all other 595 
cases we have answers from all 29 investors in both treatments. 596 

Correlations between the intensity scores regarding the emotion, obligation feeling 597 
and likely to stay questions, for History and Transfer, show that the only significant cor- 598 
relations are between emotion and obligation feeling in History (0.54, p = 0.004) and be- 599 
tween emotion and likely to stay in Transfer (0.41, p = 0.027), whereas obligation feeling 600 
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and likely-to-stay are not significantly correlated in either treatment.23 These findings sug- 601 
gest that the feeling of an obligation plays a relatively stronger role in History and likely- 602 
to-stay in Transfer. Joint with the observed stay-reaction to positive experiences only in 603 
Transfer (Table 2), it is not surprising that investor decision regressions including these 604 
questionnaire data show that the emotion and likely to stay scores are predictive of the 605 
stay-reaction in that case (see Appendix Table A.5)24. Interestingly, in these regressions, 606 
obligation shows a significant switch-reaction to negative experiences25, but only a mar- 607 
ginally significant stay-reaction (of similar size) to positive experiences. Although Gurdal 608 
et al. (2013) do not measure specific emotions, our observations seem to provide some 609 
support for their unjustified blame model, discussed in the Introduction. The fact that this 610 
does not show up in the switching rate regressions (Table 2) seems due to the relatively 611 
small number of participants reporting relatively high scores (only 8/29 scoring at least 3 612 
on the 5-point intensity scale). 613 

Gurdal et al. (2013) see blame as an emotional expression that “can be rationally sup- 614 
ported as part of a normative morality” (op. cit., pp1208-1209). A relationship with norms 615 
differentiates it from the observed bonding involved in likely to stay in Transfer.26 Alt- 616 
hough one may feel obliged upon receiving a gift from a stranger, the affective tie that it 617 
creates – which endogenizes a preference to take an interaction partner’s welfare/utility 618 
into account (see Eq. (7a)) – loosens the feeling of an obligation to reciprocate (see Silk, 619 
2003, and references therein).27 Recall, in this context, the lack of correlation between 620 
likely-to-stay and obligation. 621 

4. Concluding Discussion 622 

Our experimental results show a clear differential impact on an investor-manager 623 
relationship of a context where the manager has the option to provide a transfer (gift) to 624 
the investor who randomly selected the manager (Transfer), compared to a context where 625 
the two only share an experience concerning the resolution of a project randomly selected 626 
by the manager (History). In Transfer, compared to a non-social yet otherwise comparable 627 
context (Control), the rate of switching to a new manager and project after a positive ex- 628 
perience (receiving a transfer) is smaller. In stark contrast, in History no such change is 629 
observed. 630 

Like Malmendier & Schmidt (2017) we find a strong (transfer vs no transfer) gift effect 631 
that reaches almost 37 percentage points (44 in their paper).28 This is despite the fact that 632 
decision makers in our case only face their decision to stay or switch after an intermediate 633 
project. Not only does this project end with the cognitively strenuous task of having to 634 

 
23 Emotion and obligation feeling are only weakly correlated in Transfer (0.35, p = 0.06). See table A.4 for a full overview. 
24 Running the same regressions separately for History and Transfer mostly results in results too weak to make conclusive statements 

about the directionality of the effect, except for likely to stay, the coefficient of which is negative and significant (p = 0.03), when 

interacted with positive experience in Transfer. 
25 Consistent with our argumentation, adding the interaction term “Obligation x Transfer” shows an insignificant effect of obligation 

in Transfer, while leaving the other estimates qualitatively the same. 
26 According to van Winden (2023) the internalization of a social norm requires an already existing positive bond with the norm 

instiller(s). 
27 This contrasts with Malmendier & Schmidt’s view (see Introduction) that a gift triggers an obligation to repay, which follows a 

universal internalized social norm. More on this in the Concluding Discussion. 
28 To put the impact of a transfer into further perspective, note that its effect on the investor’s earnings is much less dramatic, com-

pared to the potential gains in the other two treatments. While a successful project outcome implied a gain of 200 ECU relative to a 

project failure, a transfer only earned 20 ECU. 
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evaluate the relative value of two project options, but it also adds to the passing of a non- 635 
negligible amount of time between transfer and decision. This makes our study a much 636 
more demanding test of a gift effect than the one investigated by Malmendier & Schmidt. 637 
Our experimental design further differs from that experiment in that in our case the deci- 638 
sion is one about an ongoing relationship, as opposed to first-time choosing between two 639 
unknown producers. The comparison with a non-social, yet otherwise comparable treat- 640 
ment makes for another difference. 641 

Although our findings are consistent with a bonding model as proposed by Mal- 642 
mendier & Schmidt – while none of the prominent social preferences models, like inten- 643 
tion-based reciprocity or inequality aversion, are directly applicable (Appendix C) – we 644 
question their requirement of a perceived intention and their suggestion that the response 645 
is triggered by an (internalized) norm-related obligation to repay (see Introduction). 646 
Moreover, and importantly, their model lacks a theoretical bonding mechanism. The af- 647 
fective ties model (ATM) that we propose for explanation provides such a mechanism. It 648 
requires a hedonic action for bonding to occur, irrespective of its underlying motivation 649 
(van Dijk & van Winden, 1997; van Winden, 2023). The above findings for Transfer and 650 
History are, therefore in line with that model. The self-reported strategic selfish motiva- 651 
tion for sending a transfer and the feeling-related responses in the post-experimental 652 
questionnaire are supportive in this respect. After a positive experience, participants in 653 
Transfer are much more emotional than in History, and report to be much more likely to 654 
stay with the original manager. Interestingly, the feeling of an obligation also occurs in 655 
Transfer, but it is not correlated with the self-reported likelihood to stay in reaction to a 656 
transfer. This makes sense as it badly fits an affective tie (feeling obliged for a small gift is 657 
for strangers, not for friends) in contrast to a social norm. The reason is that if at all an 658 
internalized norm is at stake – for, note that a transfer is neither asked for nor can it be 659 
rejected – it will have to compete mentally with tie formation. Whereas the laRer provides 660 
a direct hedonic motivation, the motivation for internalized norm reciprocity runs indi- 661 
rectly via the anticipation of emotions like guilt or shame in case of violating the norma- 662 
tive interests of valued norm instillers (van Winden, 2023). Consistently, the feeling of an 663 
obligation is clearly correlated with emotional intensity in History only. And, only in His- 664 
tory, furthermore, we find a clear negative effect of feeling an obligation in case of a neg- 665 
ative experience (project failure), which reminds of the unjustified blame observed in 666 
Gurdal et al. (2013). However, this feeling appears too weak among the participants to 667 
have an effect at the group level.  668 

The participants’ understanding of the relative values of the different projects pre- 669 
sented to them was at best tenuous (Figure 6). At least in Control one would expect a 670 
dramatic difference in switching rates between the situation in which switching is advan- 671 
tageous compared to when it is disadvantageous. This is not in and of itself a problem for 672 
our comparative analysis, however, as the dilemmas that participants faced are identical 673 
across treatments. Furthermore, substantial evidence exists suggesting that a complex de- 674 
cision-making task (cognitive load) need not stand in the way of more intuitive and emo- 675 
tional mechanisms like ATM and, on the contrary, actually give these a beRer chance (see 676 
discussion and references in Subsection 2.2). Thus, there is liRle reason to believe that the 677 
intensity of an investor’s loyalty towards a manager is weakened by the complexity of the 678 
situation. 679 

Illusion of control (Langer, 1975), on the other hand, might play a role in the compar- 680 
ison between the Control treatment and the two social treatments. Investors in the Control 681 
treatment choose the loRery directly, rather than through a manager, hypothetically giv- 682 
ing them a greater sense of control. It is, however, unclear in which direction this effect 683 
would go, since this applies to both the original and alternative projects.  684 
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Another potential problem referred to in the Introduction concerns the gambler's fal- 685 
lacy. This well-known fallacy, however, should not lead to any differences in average 686 
switching behavior between treatments, as the experience prior to the switch is distributed 687 
the same. 688 

By choosing an experimental protocol that clearly separates the two roles of investor 689 
and manager, we carefully avoided any complex behavioral effects that might arise oth- 690 
erwise. Mixing roles would have aided experimental efficiency by creating more observa- 691 
tions, but, as has been shown for dictator-games, at potential cost (Grech & Nax, 2020). 692 
This only holds if all investors were aware that roles would not be mixed later, which we 693 
have no reason to doubt. 694 

A remarkable difference between the social treatments (History and Transfer) and 695 
the non-social treatment (Control) concerns the investor’s time involved in making the 696 
stay or switch decision, which is substantially longer – while very similar – in the former. 697 
Although it is not clear at this stage what exactly the reason is, a plausible driving factor 698 
concerns the extended utility of an investor in that situation, due to an additional norm 699 
and/or interaction partner’s payoff related utility component. 700 

Another issue deserving further research regards the question what counts as a rele- 701 
vant action for bonding.29 What seems essential is that the behavior of a protagonist (man- 702 
ager) has an associated hedonic impact on the decision maker (investor). Through the ran- 703 
domization in our design a project’s success or failure gives minimal (no) direct infor- 704 
mation about the manager’s type that the investor is dealing with, which is key in the 705 
affective tie model. 706 

A further avenue for future research concerns the controlling for participants’ initial 707 
prosocial aRitudes towards interaction partners, based on past interaction experiences in 708 
similar situations, referred to as generalized tie value above (see footnote 3). A practical 709 
measure of which would be their social value orientation, a frequently used psychological 710 
measure in the study of social dilemmas (for some reviews, see: Au & Kwong, 2004; Bo- 711 
gaert et al., 2008; Murphy et al., 2011).  712 

In conclusion, this study provides clear experimental support for the relevance of 713 
social preference dynamics (bonding) in an investor-manager relationship, based on (even 714 
relatively minor) direct hedonic interaction experiences. Only weak evidence is obtained 715 
for unjustified blame or praise. 716 

  717 

 
29 For a related discussion in social psychology concerning the conditions for the reduction of prejudice through intergroup contact 

(contact hypothesis), see Paluck et al., 2019. 
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Appendix A: Additional Figures and Tables 718 

Table A1. Possible situations after an experienced failure. 719 

 720 

Table A2. Possible situations after an experienced success. 721 

 722 

 723 

EV ex 
ante

EV after 
failure

SD ex 
ante

SD ex 
post

Earnings if 
success

Earnings if 
failure

Expected 
value

Standard 
Deviatio

Difference 
EV*

Difference 
SD**

Same EV/SD 200 175 100 96.8 272 78 175 97 0 0%
Different EV 200 175 100 96.8 262 68 165 97 10 0%
Different EV 200 175 100 96.8 273 79 176 97 -1 0%
Different EV 200 175 100 96.8 282 88 185 97 -10 0%
Different EV 200 175 100 96.8 292 98 195 97 -20 0%
Different SD 200 175 100 96.8 283 67 175 108 0 -10%
Different SD 200 175 100 96.8 263 87 175 88 0 10%
Different SD 200 175 100 96.8 256 94 175 81 0 20%

Original Project
Alternative Project

Comparison 
Alternative Project

∗ The difference in expected value is expressed as the absolute difference in ECU by which the original project differs 
from the benchmark alternative project.
∗∗ The difference in standard deviation is the relative difference in variance of the original project compared to the 
alternative project, rounded to full percentage points.

EV ex 
ante

EV after 
failure

SD ex 
ante

SD ex 
post

Earnings if 
success

Earnings if 
failure

Expected 
value

Standard 
Deviation

Difference 
EV*

Difference 
SD**

Same EV/SD 200 225 100 96.8 322 128 225 97 0 0%
Different EV 200 225 100 96.8 312 118 215 97 10 0%
Different EV 200 225 100 96.8 323 129 226 97 -1 0%
Different EV 200 225 100 96.8 332 138 235 97 -10 0%
Different EV 200 225 100 96.8 342 148 245 97 -20 0%
Different SD 200 225 100 96.8 333 117 225 108 0 -0.1
Different SD 200 225 100 96.8 313 137 225 88 0 10%
Different SD 200 225 100 96.8 306 144 225 81 0 20%

Original Project
Alternative Project

Comparison 
Alternative Project

∗ The difference in expected value is expressed as the absolute difference in ECU by which the original project differs 
from the benchmark alternative project.
∗∗ The difference in standard deviation is the rel. difference in variance of the original project compared to the 
alternative project, rounded to full percentage points.
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Figure A1. Transfer Decisions over Different Rounds. 724 

Table A3. Investor Decision Regressions (probit model). 725 

 Investor switches project 
 (1) (2) (3) (4) (5) 

Control     0.158 
(0.97) 

History -0.074 
(-0.48)  -0.113 

(-0.71) 
-0.158 
(-0.97)  

Transfer 0.430∗ 

(2.24)  0.368 
(1.90) 

0.363 
(1.85) 

0.521* 
(2.43) 

Positive Experience -0.216 
(-1.66) 

-0.435∗∗∗ 

(-4.77) 
-0.307∗ 

(-2.68) 
-0.310∗ 

(-2.31) 
-0.211 
(-1.22) 

Control x Positive Experience     -0.100 
(-0.46) 

History × Positive Experience 0.009 
(0.05)  0.085 

(0.39) 
0.100 
(0.46)  

Transfer × Positive Experience -0.749∗∗ 

(-3.21)  -0.631∗∗ 

(-2.68) 
-0.612∗∗ 

(-2.59) 
-0.711** 
(-2.73) 

Prior Result Positive  -0.435∗∗∗ 

(-4.83) 
-0.424∗∗∗ 

(-4.69) 
-0.439∗∗∗ 

(-4.81) 
-0.439*** 
(-4.81) 

Expected Value Difference  -0.017∗∗ 

(-3.18) 
-0.016∗∗ 

(-3.00) 
-0.016∗∗ 

(-2.86) 
-0.0156** 

(-2.86) 

SD Difference  
0.003 
(0.48) 

0.002 
(0.38) 

0.002 
(0.34) 

0.002 
(0.34) 

Round    0.011 
(0.58) 

0.011 
(0.58) 

Female    0.041 
(0.40) 

0.041 
(0.40) 

Age    0.006 
(0.32) 

0.006 
(0.32) 

Economics Student    -0.123 
(-1.12) 

-0.123 
(-1.12) 

Choice number    -0.033 
(-1.60) 

-0.033 
(-1.60) 

Constant 0.041 
(0.43) 

0.278∗∗ 

(3.22) 
0.248∗ 

(2.22) 
0.287 
(0.63) 

0.129 
(0.29) 

Individuals 106 106 106 106 106 
N 848 848 848 848 848 

Random effects model with z-statistics in parentheses, using robust standard errors. *: p<0.05, **: 726 
p<0.01, ***: p<0.001. 727 

 728 
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 729 

Figure A2. Decision Time Density Estimate (ignoring outliers above 50 seconds; Epanechnikov ker- 730 
nel with bandwidth of 1 second). 731 

 732 

Figure A3. Decision Time in Different Rounds. 733 
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 734 

Figure A4. Decision Time by Experience. 735 

Table A3. Investor Decision Time Regression. 736 

 Decision Time 
 (1) (2) (3) (4) 

History 3.595* 
(2.54)  3.440*  

(2.43) 
3.686**  
(2.62) 

Transfer 4.267* 
(2.55)  4.180*  

(2.49) 
4.734**  
(2.94) 

Positive Experience 
-0.389 
(-0.35) 

0.485 
(0.63) 

-0.622 
(-0.56) 

-0.606 
(-0.60) 

History × Positive Experience 2.523 
(1.39)  2.801 

(1.55) 
2.619 
(1.58) 

Transfer × Positive Experience 0.110 
(0.06)  0.292 

(0.15) 
-0.831 
(-0.47) 

Investor Switches Project  -0.360 
(-0.46) 

-0.376 
(-0.48) 

-0.106 
(-0.15) 

Prior Result Positive  -1.490* -1.587*  -1.599*  
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(-1.97) (-2.10) (-2.32) 
Absolute Expected Value Differ-
ence  0.00198 

(0.03) 
0.000921 

(0.02) 
-0.00277 
(-0.05) 

Absolute SD Difference  -0.0586 
(-0.95) 

-0.0586 
(-0.95) 

-0.0614 
(-1.10) 

Round    -1.843** 
(-12.80) 

Female    -0.0618 
(-0.07) 

Age    -0.208 
(-1.29) 

Economics Student    1.558 
(1.53) 

Choice Number    -0.0132 
(-0.08) 

Constant 
11.10*** 
(12.72) 

14.32*** 
(13.66) 

12.48***  
(10.42) 

24.48***  
(5.81) 

Individuals 106 106 106 106 
N 848 848 848 848 

Random effects model with z-statistics in parentheses, using robust standard errors. *: p<0.05, **: 737 
p<0.01, ***: p<0.001. 738 

Table A4. Correlations between Questionnaire Answers. 739 

 History Transfer 
Emotion and Obligation 0.54 (0.0038)** 0.35 (0.0598) 
Obligation and Likelihood to Stay 0.15 (0.4260) 0.06 (0.7430) 
Emotion and Likelihood to Stay 0.11 (0.5742) 0.41 (0.0266)* 
 740 

Table A5. Investor decision regressions. 741 

 Investor Switches Project 
 (1) (2) (3) 

Transfer -0.0152 
(-0.05) 

-0.203 
(-0.73) 

0.396 
(1.47) 

Positive Experience 0.134 
(0.25) 

-0.0514 
(-0.10) 

0.167 
(0.35) 

Result previous project -0.00932 
(-0.05) 

-0.0217 
(-0.11) 

-0.0346 
(-0.17) 

Expected Value Difference 
-0.0296* 
(-2.39) 

-0.0288* 
(-2.36) 

-0.0276* 
(-2.26) 

SD difference 0.0112 
(0.91) 

 0.0137 
 (1.13) 

0.0135 
(1.12) 

Emotion 0.210 
(1.55) 

  

Positive Experience × Emotion -0.333* 
(-2.11)   

Obligation  0.424** 
(2.71)  

Positive Experience × Obligation  -0.337  
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(-1.88) 

Likelihood to Stay   
0.0304 
(0.22) 

Positive Experience × Likelihood to Stay   -0.409* 
(-2.53) 

Constant -0.438 
(-0.97) 

-0.800* 
(-1.99) 

-0.0670 
(-0.17) 

Individuals 56 58 58 
N 448 464 464 

Random effects model with z-statistics in parentheses, using robust standard errors. *: p<0.05, **: 742 
p<0.01, ***: p<0.001. 743 

Appendix B: Supplementary Material 744 

B1 Instructions 745 

B1.1 Control Treatment 746 

Welcome to This Experiment 747 
In this experiment you can earn a substantial amount of money. Your earnings will 748 

be paid to you privately and confidentially right after the end of the experiment. We will 749 
be using an Experimental Currency Unit (ECU), which will be exchanged to euros at a 750 
rate of 1 euro per 35 ECU. 751 

Your decisions in this experiment will be recorded anonymously and neither partic- 752 
ipants nor experimenters will be able to link your decisions to you after the experiment. 753 

You must not communicate with any of the other participants during the experiment. 754 
If you have a question raise your hand and wait until we come to your desk. 755 
Instructions 756 

In this experiment you are an investor. 757 
An investor chooses one from eight possible projects. Investors make their choices 758 

one after another in random order and there are up to eight investors in one group. Each 759 
project can either succeed or fail. 760 

The investor does not know the exact probability with which a project will succeed 761 
or fail when choosing it. However, there are only two types of projects: 762 

• Type 1 succeeds with a probability of 75% (meaning it succeeds on average in three 763 
out of four cases); 764 

• Type 2 succeeds with a probability of 25% (on average in one out of four cases). 765 

Each type of project is equally likely to occur. 766 
A successful project generates more earnings for an investor than a failed project, the 767 

details of which will be explained later. You are always informed about your potential 768 
earnings before the project is implemented, but you never know for certain whether it is 769 
of the type with a high or a low success probability. 770 

In practice the experiment will be presented to you as follows. Investors choose a 771 
project from a screen with eight different projects, as illustrated by the left screenshot be- 772 
low. They do so in random order. Half of the projects are of the type that is more likely to 773 
be successful and the other half is of the type that is less likely to be successful, but no 774 
investor knows which project is of which type. Once all investors have chosen a project, 775 
you implement your project by clicking on the box in the right screenshot. You are then 776 
told whether your own project was a success or a failure. 777 
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 778 

After the first project has been implemented, investors select a new project, which 779 
again is equally likely to be of the type that has a high (75%) or low (25%) success proba- 780 
bility. The implementation of the project will follow the same procedure as before. 781 
The third project 782 

Finally, a third project is to be implemented. However, in this case the situation 783 
changes: You can either proceed with the second project or choose to change to a new 784 
project. 785 

If you choose to proceed with the second project, it is going to be implemented once 786 
more. It will still have the same success probability as before, meaning that if you chose a 787 
project with a high success probability of 75% it still has that success probability of 75%, 788 
and similarly for a project with a low success probability of 25%. 789 

Of course, a previously successful project need not necessarily have to be of the high 790 
success probability type, and an unsuccessful project need not necessarily have to be of 791 
the low success probability type. 792 

If, instead, you choose to change to a new project, you will choose from a set of 8 new 793 
projects. These projects are again equally likely to be of the high (75%) or low (25%) suc- 794 
cess probability type. 795 

Note that new projects can have different earnings, both if successful or unsuccessful. 796 
You will be informed about the new earnings before choosing whether to stay with the 797 
current project or switching to a new one. 798 
Earnings from projects 799 

For each of the first two projects investors earn 300 ECU in case of success and 100 in 800 
case of failure. 801 

The third project can have different earnings. Here is an example of the screen that 802 
the investor may see when making her or his decision at that stage: 803 

 804 
Note 805 
Note that a project that has been successful in the past is more likely to be of the type 806 

that is successful with 75% probability than with 25% probability. In the same way, a pro- 807 
ject that was unsuccessful in the past is more likely to be of the type that succeeds with 808 
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25% probability. In contrast, if you change to a new project, you will have no information 809 
about its success probability other than that each type is equally among the 8 new projects. 810 

Furthermore, if you have reason to believe that a project is successful with 75% prob- 811 
ability it is possible that it is a relatively valuable project, even if the amount of money 812 
that you earn in case of a success and in case of a failure are both lower than in another 813 
project. 814 
Rounds and payment 815 

Each round of the experiment consists of the three projects described before. In total, 816 
there will be 8 rounds, each with different combinations of earnings for the different pro- 817 
jects in case of success and failure. 818 

The positions of the different projects on the screen on which they are chosen are 819 
randomly determined in each round, so you cannot track them throughout the different 820 
rounds. 821 

After the end of the experiment we will randomly draw one of the 8 rounds. Your 822 
earnings in that round will determine your payment. Your payment from other rounds 823 
will be zero. 824 
Summary 825 

• The experiment consists of eight different rounds. 826 
• In each round you will have to choose two projects that may either succeed or fail 827 

with a certain probability. 828 
• For the third and final project in a round you can decide either to stay with your 829 

current project or change to a new project. 830 
• For each of the first two projects you will earn 300 ECU in case of success and 100 831 

ECU in case of failure. The third project can have different earnings. 832 
• Only one of the eight rounds (with three projects each) will be randomly selected for 833 

payment. 834 

B1.2. History Treatment 835 
Welcome to this experiment 836 

In this experiment you can earn a substantial amount of money. Your earnings will 837 
be paid to you privately and confidentially right after the end of the experiment. We will 838 
be using an Experimental Currency Unit (ECU), which will be exchanged to euros at a 839 
rate of 1 euro per 35 ECU. 840 

Your decisions in this experiment will be recorded anonymously and neither partic- 841 
ipants nor experimenters will be able to link your decisions to you after the experiment. 842 

You must not communicate with any of the other participants during the experiment. 843 
If you have a question raise your hand and wait until we come to your desk. 844 
Instructions 845 

In this experiment you are either an investor or a project manager. You will be in- 846 
formed about your role at the beginning of the experiment and your role will stay the 847 
same throughout the whole experiment. 848 

There are twice as many project managers as investors in this experiment. Each in- 849 
vestor chooses between different project managers. Investors make their choices one after 850 
another in random order and there are up to eight investors. 851 

After each investor has chosen a manager, the project manager chooses one from 852 
eight possible projects. Each project can either succeed or fail. A successful project earns 853 
more money for the investor than an unsuccessful one. 854 

After this decision the project manager chooses one from eight possible projects. Each 855 
project can either succeed or fail. A successful project earns more money for the investor 856 
than an unsuccessful one. 857 
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Neither the investor nor the project manager knows the exact probability with which 858 
a project will succeed or fail when choosing it. However, there are only two types of pro- 859 
jects: 860 

• Type 1 succeeds with a probability of 75% (meaning it succeeds on average in three 861 
out of four cases); 862 

• Type 2 succeeds with probability 25% (on average in one out of four cases). 863 

Each type of project is equally likely to occur. 864 
A successful project generates more earnings for an investor than a failed project, the 865 

details of which will be explained later. You are always informed about your potential 866 
earnings before the project is implemented, but you never know for certain whether it is 867 
of the type with a high or a low success probability. 868 

In practice the experiment will be presented to you as follows. You first see a screen 869 
with all the available project managers. One after another - in random order - the investors 870 
get to choose between different managers. If you are an investor you choose a project 871 
manager, if you are a project manager you wait for the investors to make their choice. You 872 
are not able to track the identity of the different project managers throughout the experi- 873 
ment, since their positions on the screen are randomly determined. The two pictures be- 874 
low show screenshots of the investor's and manager's screens on the left and right, respec- 875 
tively. The position of the square on the manager's screen illustrates where the manager's 876 
own icon is positioned. 877 

 878 

The project managers that are chosen to be employed then choose a project from a 879 
screen with eight different projects, as illustrated by the left screenshot below. They do so 880 
in the same order in which they were chosen to be managers. Half of the projects are of 881 
the type that is more likely to be successful and the other half is of the type that is less 882 
likely to be successful, but no manager or investor knows which project is of which type. 883 
Once all employed managers have chosen a project, the manager implements the project 884 
by clicking on the box in the right screenshot. Investors and employed project managers 885 
are then told whether their own project was a success or a failure. 886 

 887 
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After the first project has been implemented, employed project managers choose a 888 
new project, which again is equally likely to be of the type that has a high (75%) or low 889 
(25%) success probability. The implementation of this project will follow the same proce- 890 
dure as before. 891 
The third project 892 

Finally, a third project is to be implemented. However, in this case the situation 893 
changes: The investor can either proceed with the same currently employed manager or 894 
choose a new project manager. 895 

If the investor chooses to go on employing the current project manager, the second 896 
project is going to be implemented once more. It will still have the same success probabil- 897 
ity as before, meaning that if the project manager selected a project with a high success 898 
probability of 75% it still has that success probability of 75%, and similarly for a project 899 
with a low success probability of 25%. Of course, a previously successful project need not 900 
necessarily have to be of the high success probability type, and an unsuccessful project 901 
need not necessarily have to be of the low success probability type. 902 

If, instead, the investor chooses to change to a new project manager, this manager 903 
will then choose from a set of 8 new projects. These projects are again equally likely to be 904 
of the high (75%) or low (25%) success probability type. 905 

Note that new projects can have different earnings, both if successful or unsuccessful. 906 
The investor will be informed about the new earnings before choosing whether to stay 907 
with the current project and project manager or switching to a new one. 908 

A new project manager is chosen on a screen similar to the first time that a manager 909 
was chosen. Note, furthermore, that none of the managers that the investor can choose 910 
from at that stage have been chosen for a project before. This also implies that a manager 911 
who was employed for a first project, but who gets replaced by a new manager, will not 912 
be employed for a second project. 913 
Earnings from projects 914 

Investors: for each of the first two projects an investor will earn 300 ECU in case of 915 
success and 100 in case of failure. The final third project can have different earnings. 916 

Project managers: during each of the first two projects a project manager will earn 917 
200 ECU, independent of whether the manager has been employed by an investor or not. 918 
For the final third project only employed managers will again earn 200 ECU. Managers 919 
who are not employed for this project earn nothing. 920 

Here is an example of the screen that the investor may see when making her or his 921 
decision for the third project: 922 

Here is an example of the screen that the investor sees when making her decision: 923 

 924 

Note that a project that has been successful in the past is more likely to be of the type 925 
that is successful with 75% probability than with 25%. In the same way, a project that was 926 
unsuccessful in the past is more likely to be of the type that succeeds with 25% probability. 927 
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In contrast, in case of a new project chosen by a new manager, you will have no infor- 928 
mation about its success probability other than that each type is equally likely among the 929 
8 new projects that new managers choose from. 930 

Furthermore, if you have reason to believe that a project is successful with 75% prob- 931 
ability it is possible that it is a relatively valuable project, even if the amount of money 932 
that you earn in case of a success and in case of a failure are both lower than in another 933 
project. 934 
Rounds and payment 935 

Each round of the experiment consists of the three projects described before. In total, 936 
there will be 8 rounds, each with different combinations of earnings for the different pro- 937 
jects in the case of success and failure. 938 

The positions of the different managers and projects on the screens on which they are 939 
chosen are randomly determined in each round, so you cannot track them throughout the 940 
different rounds. 941 

After the end of the experiment we will randomly draw one of the 8 rounds. Your 942 
earnings in that round will determine your payment. Your payment from other rounds 943 
will be zero. 944 
Summary 945 

• In this experiment you are either an investor or a project manager. 946 
• The experiment consists of eight different rounds. 947 
• In each round, each investor chooses a project manager, who then chooses a project 948 

that either succeeds or fails with a certain probability. 949 
• These employed managers then select a second project, which again either succeeds 950 

or fails. 951 
• For the third and final project in a round, an investor can decide either to stay with 952 

the current project and manager, or have a new manager choose a new project. 953 
• For each of the first two projects an investor will earn 300 ECU in case of success and 954 

100 ECU in case of failure. The third project can have different earnings. 955 
• A manager earns 200 ECU for each of the first two projects, even if not employed. For 956 

the third project a manager earns 200 ECU if employed, and 0 ECU if not employed. 957 
• Only one of the eight rounds (with three projects each) will be randomly selected for 958 

payment. 959 

B1.3. Transfer Treatment 960 
Welcome to This Experiment 961 

In this experiment you can earn a substantial amount of money. Your earnings will 962 
be paid to you privately and confidentially right after the end of the experiment. We will 963 
be using an Experimental Currency Unit (ECU), which will be exchanged to euros at a 964 
rate of 1 euro per 35 ECU. 965 

Your decisions in this experiment will be recorded anonymously and neither partic- 966 
ipants nor experimenters will be able to link your decisions to you after the experiment. 967 

You must not communicate with any of the other participants during the experiment. 968 
If you have a question raise your hand and wait until we come to your desk. 969 
Instructions 970 

In this experiment you are either an investor or a project manager. You will be in- 971 
formed about your role at the beginning of the experiment and your role will stay the 972 
same throughout the whole experiment. 973 

There are twice as many project managers as investors in this experiment. Each in- 974 
vestor chooses between different project managers. Investors make their choices one after 975 
another in random order and there are up to eight investors. 976 
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After each investor has chosen a project manager, each chosen project manager re- 977 
ceives 10 ECU, which s/he can decide to transfer to the investor to increase the investor's 978 
earnings. If the manager decides to transfer, these ECU are doubled and the investor re- 979 
ceives 20 ECU, while the project manager receives nothing. If the manager decides not to 980 
transfer s/he can keep the 10 ECU. 981 

After this decision the project manager chooses one from eight possible projects. Each 982 
project can either succeed or fail. 983 

Neither the investor nor the project manager knows the exact probability with which 984 
a project will succeed or fail when choosing it. However, there are only two types of pro- 985 
jects: 986 

• Type 1 succeeds with a probability of 75% (meaning it succeeds on average in three 987 
out of four cases); 988 

• Type 2 succeeds with probability 25% (on average in one out of four cases). 989 
Each type of project is equally likely to occur. 990 
A successful project generates more earnings for an investor than a failed project, the 991 

details of which will be explained later. You are always informed about your potential 992 
earnings before the project is implemented, but you never know for certain whether it is 993 
of the type with a high or a low success probability. 994 

In practice the experiment will be presented to you as follows. You first see a screen 995 
with all the available project managers. One after another - in random order - the investors 996 
get to choose between different managers. If you are an investor you chose a project man- 997 
ager, if you are a project manager you wait for the investors to make their choice. You will 998 
not be able to track the identity of the different project managers throughout the experi- 999 
ment, since their positions on the screen are randomly determined. The two pictures be- 1000 
low show screenshots of the investor's and manager's screens on the left and right, respec- 1001 
tively. The position of the square on the manager's screen illustrates where the manager's 1002 
own icon is positioned. 1003 

 1004 

The project managers that are chosen to be employed then choose whether to transfer 1005 
the extra 10 ECU or not, as illustrated by the screenshots below. 1006 
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 1007 

After deciding to transfer or not, the employed managers choose a project from a 1008 
screen with eight different projects, as illustrated in the left screenshot below. They do so 1009 
in the same order in which they were chosen to be managers. Half of the projects are of 1010 
the type that is more likely to be successful and the other half is of the type that is less 1011 
likely to be successful, but which is which is unknown at the time of choice. Once all em- 1012 
ployed managers have chosen a project, the manager implements the project by clicking 1013 
on the box in the right screenshot. Investors and employed project managers are then told 1014 
whether their own project was a success or a failure. 1015 

 1016 

The Second Project 1017 
Finally, a second project is to be implemented. However, in this case the situation 1018 

changes: The investor can either proceed with the same currently employed manager or 1019 
choose a new project manager. 1020 

If the investor chooses to go on employing the current project manager, the first pro- 1021 
ject is going to be implemented once more. It will still have the same success probability 1022 
as before, meaning that if the project manager selected a project with a high success prob- 1023 
ability of 75% it still has that success probability of 75%, and similarly for a project with a 1024 
low success probability of 25%. 1025 

Of course, a previously successful project need not necessarily have to be of the high 1026 
success probability type, and an unsuccessful project need not necessarily have to be of 1027 
the low success probability type. 1028 

If, instead, the investor chooses to change to a new project manager, this manager 1029 
will then choose from a set of 8 new projects. These projects are again equally likely to be 1030 
of the high (75%) or low (25%) success probability type. 1031 

Note that new projects can have different earnings, both if successful or unsuccessful. 1032 
The investor will be informed about the new earnings before choosing whether to stay 1033 
with the current project and project manager or switching to a new one. 1034 

A new project manager is chosen on a screen similar to the first time that a manager 1035 
was chosen. Note, furthermore, that none of the managers that the investor can choose 1036 
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from at that stage have been chosen for a project before. This also implies that a manager 1037 
who was employed for a first project, but who gets replaced by a new manager, will not 1038 
be employed for a second project. 1039 
Earnings from Projects 1040 

Investors: for the first project an investor will earn 300 ECU in case of success and 100 1041 
in case of failure. The second project can have different earnings. 1042 

Project managers: during the first project a project manager will earn 200 ECU, inde- 1043 
pendent of whether the manager has been employed by an investor or not. For the second 1044 
project only employed managers will again earn 200 ECU. Those who are not employed 1045 
for this project earn nothing. 1046 

Here is an example of the screen that the investor may see when making her decision 1047 
for the  1048 

 1049 

Summary 1050 

• In this experiment you are either an investor or a project manager. 1051 
• The experiment consists of eight different rounds. 1052 
• In each round, each investor chooses a project manager, who then decides whether 1053 

to transfer 10 ECU to increase the investor's earnings by 20 ECU, or to keep the 10 1054 
ECU. 1055 

• Next, these employed managers choose a project that either succeeds or fails with a 1056 
certain probability. 1057 

• For the second and final project in a round, an investor can decide either to stay with 1058 
the current project and manager, or have a new manager choose a new project. 1059 

• For the first project an investor will earn 300 ECU in case of success and 100 ECU in 1060 
case of failure. The second project can have different earnings. 1061 

• A manager earns 200 ECU for the first project, even if not employed. For the second 1062 
project a manager earns 200 ECU if employed, and 0 ECU if not employed. 1063 

• Only one of the eight rounds (with two projects each) will be randomly selected for 1064 
payment. 1065 

B2. Questionnaires 1066 

B2.1. Transfer, Manager 1067 
1. What is your age (in numbers)? 1068 
2. What is your gender? 1069 

• female 1070 
• male 1071 

3. What is your (primary) study program (if not a student please choose that)? 1072 

4. How would you describe your decision making process when deciding whether to 1073 
send a transfer or not? 1074 
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5. Did you send any transfers to your investor after being chosen? 1075 

• Yes 1076 
• No 1077 

6. If yes, which was the most important reason to do so? 1078 

• Transferring doubled the income for the group as a whole 1079 
• I hoped making the transfer would make the investor stay with my project 1080 
• I just tried to be nice to the investor 1081 

7. Were you disappointed by an investor who switched to another project? 1082 

• Yes, every time. 1083 
• Yes, but only if my project was better than the alternative. 1084 
• Yes, but only if I had sent the transfer. 1085 
• No, the investor can choose what they want. 1086 
• Not applicable, every investor I met stayed with my project. 1087 

B2.2. History, Manager 1088 

1. What is your age (in numbers)? 1089 

2. What is your gender? 1090 
• female 1091 
• male 1092 

3. What is your (primary) study program (if not a student please choose that)? 1093 

B2.3. Transfer, Investor 1094 

1.  What is your age (in numbers)? 1095 

2. What is your gender? 1096 
• female 1097 
• male 1098 

3. What is your (primary) study program (if not a student please choose that)? 1099 
4. How would you describe your decision making process when choosing whether to 1100 

stay with a project manager or not in general? 1101 

5. Did you calculate the success probability of a project? 1102 
• Yes 1103 
• No 1104 
• I tried to, but failed 1105 

6. Did you try to calculate the expected value of the different projects? (expected value 1106 
is probability times earnings) 1107 

• Yes 1108 
• No 1109 

7. Did you feel a positive emotion towards a manager who sent you a transfer? 1110 
• 1 - Not at all 1111 
• 2 1112 
• 3 1113 
• 4 1114 
• 5 - Very strongly 1115 
• The first project never succeeded. 1116 

8. Did you feel a sense of obligation towards a manager who sent you a transfer? 1117 
• 1 - Not at all 1118 
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• 2 • 3 1119 
• 4 1120 
• 5 - Very strongly 1121 
• Never received a transfer 1122 

9. Were you more likely to stay with a project and manager if the manager sent you a 1123 
transfer earlier? 1124 

• 1 - Not at all 1125 
• 2 • 3 1126 
• 4 1127 
• 5 - A lot 1128 
• Never received a transfer 1129 

B2.4. History, Investor 1130 

1.  What is your age (in numbers)? 1131 
2. What is your gender? 1132 

• female 1133 
• male 1134 

3. What is your (primary) study program (if not a student please choose that)? 1135 

4. How would you describe your decision making process when choosing whether to 1136 
stay with a project manager or not in general? 1137 

5. Did you calculate the success probability of a project? 1138 

• Yes 1139 
• No 1140 
• I tried to, but failed 1141 

6. Did you try to calculate the expected value of the different projects? (expected value 1142 
is probability times earnings) 1143 

• Yes 1144 
• No 1145 

7. Did you feel a positive emotion towards a manager if the first project succeeded? 1146 
• 1 - Not at all 1147 
• 2 1148 
• 3 1149 
• 4 1150 
• 5 - Very strongly 1151 
• The first project never succeeded 1152 

8. Did you feel a sense of obligation towards a manager who’s first project was a success? 1153 
• 1 - Not at all 1154 
• 2 1155 
• 3 1156 
• 4 1157 
• 5 - Very strongly 1158 
• Never received a transfer 1159 

9. Were you more likely to stay with a project and manager if the manager’s first project 1160 
was a success and, if so, how much more? 1161 

• 1 - Not at all 1162 
• 2  1163 
• 3 1164 
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• 4 1165 
• 5 - A lot 1166 
• Never received a transfer 1167 

B2.5. Control, Investor 1168 

1. What is your age (in numbers)? 1169 

2. What is your gender? 1170 

• female 1171 
• male 1172 

3. What is your (primary) study program (if not a student please choose that)? 1173 

4. How would you describe your decision making process when choosing whether to 1174 
stay with a project or not in general? 1175 

5. Did you calculate the success probability of a project? 1176 

• Yes 1177 
• No 1178 
• I tried to, but failed 1179 

6. Did you try to calculate the expected value of the different projects? (expected value 1180 
is probability times earnings) 1181 

• Yes 1182 
• No 1183 

Appendix C 1184 

The Role of Other Social Preference Models in Our Design 1185 

Looking at History first, given the experimental design, none of the prominent social 1186 
preferences models in economics play a role whatsoever. This is a direct result of two 1187 
design features. Firstly, managers do not have any influence on the payoff of the investor 1188 
beyond the act of randomly choosing a project that is more or less likely to be successful. 1189 
This precludes any influence of reciprocity of any kind. Secondly, the payment scheme 1190 
chosen for the (active and inactive) managers effectively nullifies inequality concerns that 1191 
investors might have regarding the effect of their choice on other participants. By the time 1192 
the investors’ decisions are made every manager has earned the exact same amount (200 1193 
ECU). Motives such as inequity aversion or envy are meaningless. Since investors cannot 1194 
affect the distribution of earnings in any way, this is true irrespective of the exact theory 1195 
applied, such as for example Fehr & Schmidt (1999) or Bolton & Ockenfels (2000). In fact, 1196 
social welfare concerns are not germane either, making irrelevant approaches such as al- 1197 
truism (giving the same weight to each anonymous manager), simple max-min prefer- 1198 
ences or the model of Charness & Rabin (2002). 1199 

In Transfer the situation is somewhat different. Since the transfer decision is inten- 1200 
tional, intention-based reciprocity models (Rabin, 1993; Dufwenberg & Kirchsteiger, 2004) 1201 
or type-dependent preferences (Levine, 1998) are potentially relevant, that is, if kindness 1202 
is at stake. However, about 90% of the transfers in our experiment are self-reportedly stra- 1203 
tegically selfish. A similar finding is reported in Malmendier & Schmidt (2017), joint with 1204 
the observation that this is also well understood by gift receivers. These results cast doubt 1205 
on the relevance of kindness. This may not be surprising as participants typically enroll 1206 
in an experiment to earn money and the experimental context in this case focuses aRention 1207 
on the re-appointment or replacement as manager (a self-related context). Moreover, why 1208 
would an investor bother about the precise motivation of their manager at the time the 1209 
transfer was sent – which is not immediately preceding their decision as in Malmendier 1210 
and Schmidt (2017) – given the mental effort it entails (Zhang & Epley, 2012). Inequality- 1211 
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oriented motives, furthermore, clearly play a negligible role. First of all, given the experi- 1212 
mental design, they are potentially only relevant if the manager withholds the transfer 1213 
and, in addition, earnings are individually considered (not averaged as in Bolton & Ock- 1214 
enfels (2000)). Moreover, in that case the manager earns 10 ECU more than managers who 1215 
did send the transfer or, more importantly, were inactive, which amounts to only one- 1216 
twentieth of their fixed payoff, if selected for the final project. 1217 
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