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Uncertainty-driven cooperation
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Ayvca Kaya
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We consider dynamic team production in the presence of uncertainty. Team
members receive interim feedback that depends on both their current effort level
and the project’s uncertain prospects. In this environment, each member can en-
courage the others by making them more optimistic about the project’s prospects.
We study the extent to which this incentive counters the usual free-riding incen-
tive. Restricting the agents’ access to feedback can increase their equilibrium ef-
fort levels by mitigating the ratchet effect. In this case, using joint performance
measures can be beneficial even when individual measures are available.
KeyworbDps. Team production, free-riding, uncertainty, learning.

JEL crLassIFIcATION. C72, C73, D23, D83.

1. INTRODUCTION

Teams, as agile and adaptable units of production, are commonly utilized in the mod-
ern workplace. Businesses are increasingly moving away from traditional hierarchical
structures to networks of project-based teams (Deloitte 2016). According to Lazear and
Shaw (2007), the percentage of large firms utilizing self-managed teams in the United
States is close to 80%. Similarly, Bandiera et al. (2013) cite evidence that 47% of British
establishments have more than 90% of their workers organized in teams.!

What distinguishes a team from a mere group of workers is “shared responsibility
of work outcomes” (Hackman 1987). The economics literature has long recognized that
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such arrangements are problematic due to inherent free-riding incentives (Hélmstrom
1982). On the positive side, with shared responsibility, each member of a team benefits
from the hard work of others and, therefore, would like to encourage his teammates to
contribute. This feature may be an advantage of using teams and potentially a reason
why businesses use teams so often. When the environment affords tools and channels
by which the team members can indeed encourage each other, the cost of free-riding
can be more than justified by the additional value thereby created. In this paper, we
show that such a counter force exists if the team interacts over time and the environment
features uncertainty.> Moreover, we show how the organization can further exploit the
encouragement mechanism by designing performance measures and feedback rules.

We consider a team of agents working over a finite horizon, on a joint project whose
true prospects are unknown. Each agent’s effort level is unobservable by the others.
Over time, the agents receive interim public feedback about team performance; then
they can adapt to new information by adjusting their effort levels. This feedback is noisy
but informative about the agents’ efforts and the project’s potential: both high effort and
good prospects statistically improve feedback. When the project ends, agents share the
total output in a prespecified way.

Our main finding is a mutual encouragement effect among team members, associ-
ated with learning about the project’s potential. In environments with uncertainty, team
members’ optimism plays an important role in how hard they work. Optimistic agents
exert more effort as they expect higher returns for it. At the same time, interim feedback
about performance affects the members’ optimism. Given that a team member’s effort
can affect interim feedback, each member has incentives to work harder to preclude
setbacks and, thus, keep her reammates optimistic, encouraging them to exert effort. By
doing this, she encourages higher effort on their part. The possibility of such mutual
encouragement, which we call encouragement via belief manipulation, leads to an in-
creased equilibrium effort level that counters the free-riding problem. Importantly, the
encouragement effect in our model is present only when there is uncertainty about the
prospects of the project. This suggests that introducing uncertainty into team produc-
tion can be welfare improving.?

Similar insights regarding the role of uncertainty in incentivizing agents to take de-
sirable actions have appeared elsewhere, notably in the career concerns literature pi-
oneered by Hélmstrom (1999). Ours is a novel application of such an encouragement
mechanism in a team context, which is further distinguished because it features mutual
(as opposed to one-sided) encouragement among team members.

Our analysis not only demonstrates that encouragement via belief manipulation can
counter free-riding incentives, but also identifies a force that limits its benefits. When
an agent engages in this type of encouragement, she creates optimism among her team-
mates, which in turn translates into high expectations of her own future effort. However,
the agent does not share her teammates’ optimism and, therefore, chooses not to meet

2Wwith few notable exceptions, the existing literature considers either static environments or dynamic
environments with complete information, which explains why this channel has not previously appeared.

3This result is related to Hermalin (1998), which shows that providing only one member (leader) superior
information could lead to a better outcome compared with complete information.



Theoretical Economics 15 (2020) Uncertainty-driven cooperation 1025

their expectations. Therefore, optimism generated via belief manipulation is inherently
short-lived. This “ratchet” effect limits the agents’ encouragement incentives, placing
upper bounds on the equilibrium effort levels.*

We consider agents with heterogeneous costs of effort and show that agents with
higher costs may work harder than the socially efficient level. Intuitively, the agents who
are teamed with low-cost partners have a greater incentive to encourage them, since a
low-cost agent’s effort is more sensitive to his beliefs. Therefore, the higher-cost agents,
whose socially efficient effort levels are relatively low, may overwork. However, we derive
an output sharing rule that eliminates effort overprovision and makes bounds on equi-
librium effort coincide with their socially efficient levels. Furthermore, as the feedback
becomes more responsive to manipulation, the equilibrium effort choices converge to
socially efficient levels, provided that the right sharing rule is used.

Our theory has implications for important questions concerning team design,
namely optimal timing of feedback as well as if and when it is desirable to use joint
performance measures. To study this, we introduce a principal who controls the release
of feedback to the agents and seeks to maximize total output. We show that the prin-
cipal may find it optimal to restrict agents’ access to feedback. Doing this allows the
principal to leverage the encouragement incentives by controlling the magnitude of the
ratchet effect. For instance, suppose that the principal fully blocks access to feedback
during some final phase. Then, during this phase, the ratchet effect will be eliminated
as agents’ underperformance does not affect others’ beliefs. Therefore, any optimism
created early on will be long-lived, strengthening the encouragement incentives. We
provide conditions under which “one-time feedback” maximizes team output. We also
consider the problem of a principal who can observe individual outputs of team mem-
bers. We show that such a principal may nevertheless choose to reward agents on joint
output. Doing so introduces free-riding incentives, but it also activates the encour-
agement effect. We show that under certain conditions, the latter can be sufficiently
strengthened via restricted feedback to overcome the former, leading the principal to
prefer joint performance measures.

Another contribution of this paper is to provide a framework that is tractable yet
rich enough to study our economic question. Analyzing dynamic team incentives with
uncertainty requires a model in which learning interacts with unobservable actions. In
such models, however, characterization of behavior off the equilibrium path is severely
complicated, as an agent’s deviation may cause her private belief to diverge from the
public belief. Our setup circumvents this problem by separating the feedback from
the production process, which greatly simplifies belief updating off the equilibrium
path. Moreover, the speed of learning in our model does not depend on agents’ ac-
tion, eliminating their incentives for experimentation. This distinguishes our model
from the strategic experimentation literature (Bolton and Harris 1999, Keller et al. 2005,

4The ratchet effect—the effect of potentially causing high expectations of the agent’s future action—is
extensively analyzed in the literature on dynamic agency models with asymmetric information (Weitzman
1980, Freixas et al. 1985) and dynamic moral hazard with learning and symmetric uncertainty (Bhaskar
2014, Prat and Jovanovic 2014, Cisternas 2018a, Bhaskar and Mailath 2019).
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Bonatti and Horner 2011). We believe that our framework opens further possibilities to
analyze various aspects of team and feedback design.’

Our work connects to multiple strands of the literature. First, as we have noted,
a large literature on teams analyzes moral hazard in groups (Olson 1965, Alchian and
Demsetz 1972, Holmstrom 1982). The literature mostly suggests that cooperation can
be sustained by “punishments” of past behavior in the form of either lower monetary
transfers or future non-cooperation by teammates.> Our paper demonstrates that en-
couragement incentives in the presence of uncertainty could alleviate free-riding when
contractual remedies are not available.

In a paper closely related to ours, Bonatti and Horner (2011) consider dynamic
moral hazard in teams in the presence of uncertainty. They utilize an exponential ban-
dit framework in which the interaction ends when the common project has a “break-
through.” The probability of a breakthrough depends on the agents’ instant effort level
and the type of the project. By contrast, in our model, the total output of the project
increases in agents’ cumulative effort. To the best of our knowledge, ours is the first pa-
per to tractably incorporate learning in a team production model where agents’ payoffs
depend on the whole history of effort.

Second, as noted earlier, incentives to manipulate others’ beliefs by attempting to
influence realizations of noisy signals have been investigated in various contexts. Since
Hoélmstrom (1999), the literature on career concerns has analyzed the “signal-jamming”
incentives of a manager who attempts to affect the market belief about his innate abil-
ity. Riordan (1985) (oligopoly) and Fudenberg and Tirole (1986) (entrant-incumbent
game) examine a firm’s incentive to make the competing firm more pessimistic about fu-
ture profitability. Recently, Cisternas (2018a) substantially expands the career concerns
model by allowing general (nonlinear) payoffs for the long-run player in a stationary en-
vironment. He shows how the ratchet effect shapes the player’s equilibrium incentives.”
Our paper complements Cisternas (2018a) by analyzing the evolution of the ratchet ef-
fect in a nonstationary environment. In general, we contribute to the signal-jamming
literature by analyzing such incentives in a team production environment.

Third, the economic literature has identified various forms of “encouragement
effect” that manifest themselves via mechanisms that are different from ours. In
games with complete information, the literature on dynamic contribution games (Ad-
mati and Perry 1991, Marx and Matthews 2000, Yildirim 2006) shows that a public
project can be completed by agents who contribute small amounts from time to time.

50ur model can trivially accommodate heterogeneity among agents with respect to their productivity
or ability to influence informative feedback and, less trivially, heterogeneity with respect to information.
This, for instance, would open the door to addressing questions on allocation of heterogeneous agents into
teams operating within an organization.

6In the literature on contracts with many agents, a group contract based on total output can mitigate
moral hazard in teams (H6lmstrom 1982, Legros and Matthews 1993); in repeated partnership games, the
threat of future non-cooperation following a deviation sustains various equilibrium dynamics (Radner et al.
1986).

“Cisternas (2018b) generalizes the career concerns model along another dimension by allowing invest-
ment in human capital.
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Georgiadis (2015) provides a continuous-time framework and derives insights for vari-
ous team design issues. These papers assume that the payoff is realized only when the
project’s state reaches a prespecified threshold. Therefore, the effort choices at differ-
ent points in time are strategic complements, which is the channel through which the
encouragement effect operates.?

Several papers analyze the encouragement effect in games with incomplete infor-
mation, but differ from ours in one or more of these crucial aspects. We contribute to
this literature by identifying a novel channel by which encouragement can operate. The
encouragement mechanism in our paper is one of signal-jamming, and, thus, its exis-
tence crucially depends on (i) the presence of symmetric uncertainty, (ii) unobservable
actions, and (iii) payoff externalities. Bolton and Harris (1999) consider a multi-agent ex-
perimentation model in which agents’ effort choices are publicly observable and payoff
is not shared. They show that the possibility of eliciting future experimentation by oth-
ers encourages current experimentation. Dong (2018) analyzes how an encouragement
effect can result from asymmetric information in a canonical exponential bandit model
with observable effort choices. She shows that the better-informed player increases his
effort to “signal” his optimism to the uninformed player, leading to an increase in both
players’ efforts.” Campbell et al. (2014) consider a public good provision problem in
which players decide whether to directly and credibly disclose their private information
about production successes. They find that when the deadline is close, players hide
successes to increase others’ effort incentives.

Fourth, our result regarding the benefit of joint performance measures relates to
several papers. Che and Yoo (2001) demonstrate that it may be desirable to use joint
performance measures in dynamic environments when team members have an advan-
tage in monitoring each other. Dai and Toikka (2018) reach an analogous conclusion
in a static environment where there is large ambiguity about the production technol-
ogy and the principal maximizes his payoff guarantee. In a contest model, Halac et al.
(2017) show that changing both the reward and the information structure could improve
the outcome. Our result that the use of joint performance measures can be optimal
only when used in conjunction with information control is reminiscent of their conclu-
sion. However their mechanism is distinct from ours: in their model, since the budget is
fixed, agents who succeed early wish to discourage others’ effort under the shared prize
scheme and restricted information helps eliminate this adverse incentive.

Finally, there is a large literature in management regarding the effect of team
potency—collective belief regarding the team’s ability to be successful—on team per-
formance (Mathieu et al. 2008). The literature finds that team potency has a positive
impact on performance through their respective effects on the actions of the team mem-
bers (Gully et al. 2002). Our paper contributes to the literature by suggesting the novel
hypothesis that the team members’ ability to affect team potency via feedback may have
a positive effect on performance.

8See also Georgiadis (2017) for the effects of deadlines and monitoring frequencies on free-riding
incentives.

9Klein and Wagner (2018) demonstrate that the encouragement effect can arise in a strategic investment
model with experimentation due to private information.
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The remainder of this paper is organized as follows. Section 2 describes the model.
Section 3 characterizes the equilibrium and discusses its dynamics. Section 4 conducts
comparative statics. Section 5 analyzes the effect of the feedback timing and perfor-
mance measures on team incentives. Section 6 concludes. The Appendix contains all
the omitted proofs.

2. MoDEL

A team of N agents undertakes a common project over a fixed time period [0, T'], where
T < co. At the beginning of the game, nature draws a persistent state 6 from a Gaussian
distribution A (g, 1/v9). At every time ¢, agents simultaneously choose private effort
levels a;(t) (i=1,..., N). Agent i’s effort has a quadratic flow cost of ciai(1)?)2. Agents
do not discount the payoffs.

Agents observe neither the state nor the others’ effort choices, but make inferences
based on public feedback Y (¢). The feedback evolves according to a stochastic process

N

dY (1) = <0+KZa,'(t)> dt+%dW(t), (1

i=1

where W (¢) is a standard Brownian motion. Note that the drift of the above process
is affected by both the unknown state (0) and the agents’ unobservable actions (a;(¢)).
Here, x measures the responsiveness of feedback on the agents’ efforts and 7 controls
the feedback precision.

We make a restriction on the feedback timing that the agents observe Y (¢) at inter-
vals of time A > 0. Formally, assume (without loss of generality) that 7/A is an inte-
ger and that the agents observe Y (¢) onlyat r = kA (k =1, ..., T/A). Note that with no
discounting, the agents do not change their effort levels until the new feedback is ob-
served. This effectively makes our model a discrete-time model. In Sections 3 and 4,
we mostly focus on the limit case of continuously observable feedback (A — 0). Our
hybrid model—discrete feedback with continuous effort choices—is especially useful in
analyzing the optimal feedback timing, which we address in Section 5.1°

At the end of the project—that is, at time 7—an output P is realized. The amount of
output depends on both the project state and the total effort:

T N
P= 0/ > ai(nat.
0 =

The output is shared according to an exogenous sharing rule s = (sq, 52, ..., sy), with
S; >(0and Zf\il s;=1.

10Another advantage of our model, compared to a full continuous-time version, is that it admits a unique
Nash equilibrium (Theorem 1). In Appendix B, we show that the unique Nash equilibrium converges to the
unique linear Markov perfect equilibrium of the continuous-time version of our model, providing justifica-
tion of the Markov perfection criteria.
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Given an effort profile a = {(a1(?), ..., an(¢))}se0,77 sSuch that a;(¢) is measurable
with respect to the information available at time ¢, agent i’s expected payoff is

T 2
Ea,g[s,-P—f “’(Zt) dz}:ﬂza,@[/ (wZa(z) ai(t) ) z]
0 0

A public history of length ¢ = kA is a sequence Y* = (Y (k'A)} =1,k Agent i’s
private history of length ¢, 4;(t), is the combination of public hlstory ‘and his own

past actions up to time ¢. Formally, 4;(t) = {Y*, {a;(¢')}ycjo.r)}, where k(t) = max{k :
kA < t}. A pure strategy of agent i is a mapping from his private histories into R. We fo-
cus on pure strategy Nash equilibria. Note that because of the full support assumption
on the feedback process, the only deviations that are detectable by agent i are his own.
Consequently, all Nash equilibria are perfect Bayesian.

Remarks about the model Two aspects of our model deserve further elaboration. First,
note that the output P exhibits complementarity between effort a;(¢) and the state 6.
Such complementarity ensures that the expected marginal product of an agent’s effort
is higher when he is more optimistic and thereby generates encouragement incentives
via belief manipulation. Second, feedback Y (¢) is additively separable in agents’ actions
and the state. This specification is not necessary for the presence of encouragement
incentives, but it renders our dynamic model tractable. In particular, as Section 2.1
clarifies, this assumption implies that the speed of learning is independent of agents’
actions and, thus, eliminates considerations of experimentation motives. This feature
distinguishes our mechanism from those in the literature on strategic experimentation
(Bonatti and Horner 2011, Keller et al. 2005).

2.1 Beliefupdating

In this subsection, we analyze the agents’ belief updating process on and off the equi-
librium path. As a benchmark case, suppose that the agents continuously observe feed-
back Y (#) at every instant. Let a*(¢) = {a} (7)}; r¢[0,r) b€ the agents’ common conjecture
about their effort paths. Define

Z(t)——<Y(Z)—K/ )dt)

By (1), for any ¢ > 0, Z(¢) is distributed normally with mean 6 and precision 7t as long
as the agents follow the conjectured effort path.

Define public belief as the common posterior belief under the assumption that all
agents follow a*(#). Then public belief at time ¢ is Gaussian with mean

vopo + ntZ(1)

2)
vo + nt (

p(t) = u(Y (1), a* (1)) =

and precision v(t) = vy + nt.!!

Strictly speaking, the public posterior mean and other posteriors are functions of relevant histories and
not just time. To save on notation, we drop references to the specific history and simply index the beliefs by
time whenever this leads to no confusion.
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If an agent deviates from the conjectured effort path, however, his posterior belief
differs from the public belief. Define agent i’s private belief at time ¢ as a function of his
private history /;(¢) and his conjecture of others’ effort paths a* (1) = {a;f(f)} i rel0,0)-
Define

Zi(t) = %(Y(t) - K/Ot<a,-(z’) + Za;‘(ﬂ)) dt/).

J#i

Then agent i’s private belief at time ¢ is Gaussian with mean

. voro + ntZi(t)

i) —VO ¥t 3)
and precision (1) = v(¢) = vy + nt. Note that if all agents follow a*(¢), private belief
coincides with public belief (that is, &;(¢f) = u(¢)) for any ¢.

For future use, we define p(t) = /(v + nt), and express (2) and (3) as

u(t) = (1= p(Ot)po + p(OLZ(D), 4)

i(t) = (1= p(Dt)uo + p(D1 Zi(1). 5)

Note that while agent i’s private belief is not affected by his own deviation from the con-
jectured path, the mean of public belief is. The parameter p(#) captures the rate that an
agent’s effort at time ¢ affects the future public belief.

In our model, feedback is not observed continuously, but is observed at intervals
of time A > 0. In this case, the belief updating processes are identical to (2) and (3),
but beliefs are updated only at the moments when feedback is revealed. Formally, the
public (private) belief path u? (1) (a2(1)) is given by 42 (1) = i (kA) (™ (¢) = u(kA)) for
telkA, (k+1DA).

3. EQUILIBRIUM

Our model admits a unique Nash equilibrium. This equilibrium has a remarkably simple
structure: After any history, the equilibrium action of each agent is linear in the mean
of his private posterior belief. Our main result, Theorem 1, establishes the uniqueness
of equilibrium and characterizes the equilibrium in the continuous-feedback limit (as
A — 0) as solutions of a system of ordinary differential equations. We relegate all formal
proofs to the Appendix.

THEOREM 1. Forany A > 0, there exists a unique Nash equilibrium. In equilibrium, agent
i’s action is given by

a;(hi(0): A) = ENDAR (D),

where the coefficient fl.A(t) is a deterministic function of time.
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Let a} (t) be agent i's equilibrium action under the continuous-feedback limit (A — 0).
Then a(t) = &() (1), where (£} | satisfies

. S; Si
fi(t)Z_P(t)K[c—ijé;fj(t)—fi(t)<§i(t)— C_z>:| (6)
fori=1,..., N, along with terminal conditions &;(T) = s;/c;.

We call the coefficient &;(¢) agent i’s belief sensitivity of effort at time ¢: It mea-
sures the rate at which an agent responds to changes in his belief. The belief sensi-
tivity of effort is deterministic and varies only with calendar time. Next, we provide a
heuristic derivation of (6) that characterizes the equilibrium in the continuous-feedback
limit.!213

First, note that because of our linear-quadratic structure, the equilibrium effort level
is linear in the marginal return to effort. In our model, there are two sources of return to
effort. First is the direct return due to its contribution to the output. If § is commonly
known, this is the only source of return.

The presence of uncertainty creates a second source of return, as agent i’s behav-
ior affects others’ future effort levels. To understand this, suppose that agent i chooses
a;(t) = a}(t)+a over a small interval [¢, £+ dt) for some « > 0, while the others follow the
equilibrium profile. Then (1) implies that for any ¢ > ¢ + d¢, agent i’s deviation boosts
feedback Y (¢') by kadt. Since her deviation is not detected, other agents form a more
optimistic belief than agent i does: (5) implies that the positive change in others’ belief
is p(¢')ka dt. Then following the equilibrium strategies, other agents increase their effort
levels at ¢ > t + dt by

p(ﬂ)Kadthj(t/). (7)
J#

To calculate the correct value of the belief manipulation return, however, we also
need to consider the effect of belief divergence after 7 + d¢. Recall that after an upward
deviation at time ¢, the other agents’ belief is higher than that of agent i by p(f)xa dt.
Given their optimistic belief, other agents form a high expectation about agent i’s per-
formance, but agent i optimally chooses a lower effort given her pessimistic belief.
Specifically, agent i’s effort level for [¢ + dt, t + 2dt) falls short of others’ expectations
by &;(t + dt)p(t)kadt. Combining with (7), the net effect of initial deviation at ¢ and the

12In the Appendix, we derive a closed-form formula for the unique Nash equilibrium for arbitrary A > 0.
With A > 0, an agent’s incentives remain unchanged and, thus, his equilibrium effort must be constant over
the interval [kA, (k 4+ 1)A). This observation enables us to treat the game as a discrete-time game with 7/A
“periods.” Our equilibrium construction and the uniqueness argument utilize backward induction, where
the linear-quadratic structure implies that each agent has a unique best response after any history, which
is linear in his private posterior mean.

135ee Appendix B for a characterization of the unique linear Markov equilibrium for a continuous-time
model in which the feedback Y (¢) is continuously observed. Also, Appendix B shows that this equilibrium
coincides with the continuous-feedback limit of the equilibrium in Theorem 1 characterized by (6).
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resulting belief wedge at ¢ + dt on the others’ effortlevel at ¢/ > ¢ +2dt is

[1- &t +dnp)] p(t’)xadtZ§j(t’). (8)
j#i

decay due to the ratchet effect

Comparing (7) with (8) implies that the effect of the belief divergence, which we refer to
as the ratchet effect, dampens the marginal return from the belief manipulation effect.
Given our understanding of the belief manipulation effect, we now turn to the
derivation of (6) by comparing the values of £(¢) and &£(¢ + df). Since the direct return of
effort is constant over time, the only difference between &(¢) and £(¢ + dt) is about return
from belief manipulation. This difference is expressed by the recursive formulation

Si -
G —&(t+dn = —p(t+ dt)xdt;@(z +di)

returns from manipulating (¢ + dt) belief

— p(t+ diyk digi( + di) <§i<f +dn - %)

1

extra discounting
future incentives at ¢ + dt

ratchet effect

This formulation highlights two differences between belief manipulation incentives over
[¢,t+ dt) versus over [t + dt, t + 2dt). First, over [t, t + dt), agent i can influence others’
efforts over [¢ + dt, t + 2dt), while there is no such opportunity over [¢ + dt, t + 2dt):
This difference corresponds to the first term on the right-hand side. Second, an increase
in effort at time ¢ creates a wedge between public and private belief at ¢ + d¢, which
leads to an extra period of ratchet effect. This is manifested as additional discounting
on the future returns from time ¢ + dt onward.!* Simplifying and rearranging the above
expression yields (6).
The system (6) admits a unique solution characterized by

T

£i(t) = Si (1 + p(t)K/ Z éj(x)e—fi‘pumle—f:‘ kp(DE(Ddl dx) )

‘i ‘i

This characterization has an intuitive interpretation. Since the cost of effort is quadratic,
after any history, agent i’s optimal effort is equal to her marginal private return per unit
of effort cost. The first term in (7) captures the direct marginal return on effort, which is
given by (s;/c;)i(t). The second term captures the indirect benefit due to encourage-
ment via belief manipulation. The indirect benefit can be split into two parts: the initial
boost in public belief given by p ()« and the rate at which this boost decays over time.
The decay of the belief boost comes from the two sources. First, as more information is

14The form of this additional discounting can be better understood by referring to (8). At time ¢ + A,
agent i’s effort choice falls short of others’ expectations and, therefore, the belief boost created at time ¢ is
further discounted. Note that &;(¢ + dt) represents the full marginal return on effort while s;/c; represents
the direct productive benefit. Therefore, &;(t + dt) — s;/c; corresponds to the future returns.
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Ficure 1. Simulated equilibrium effort path (N =5, x,v =1, T =2).

revealed in the future, the public belief converges to the unbiased belief; this is captured
by the first exponential term (¢~ /i #D4!). The second exponential term (e~ /i (D¢ dl)
captures the ratchet effect: For every instant after the deviation, agent i underperforms
relative to others’ expectations, speeding up the convergence of the public belief to the
unbiased belief.

3.1 Equilibrium dynamics

Figure 1 depicts a simulated path of the equilibrium effort level a*(¢) = £(f)w(¢) in the
case of symmetric agents. Note that the agents’ effort paths are stochastic and typically
non-monotonic, as agents’ beliefs follow the realizations of the Gaussian noise in the
feedback. On the contrary, the belief sensitivity of effort &;(¢) is deterministic, providing
a clearer insight on the equilibrium dynamics. Moreover, ex ante expected output of a
team is a linear function of the sum of agents’ belief sensitivities.!® Therefore, in the rest
of the paper, we mostly focus on analyzing the characteristics of &;(¢).

The next proposition establishes the monotonicity of &;(¢) over time and character-
izes its lower and upper bounds.

ProrosiTioN 1. Foranyi=1,...,N,

(1) &i(¢) is strictly decreasing for all t € [0, T'), with &(T) = s;/ci,
i) £ z. &= [SiyN S
(ii) &(t) < & foranyt<[0,T), where & = \/:Z]ﬂ \/;

Recall from (6) that &;(¢) consists of two sources of marginal return to the agent’s ef-
fort: the direct return and the indirect return from belief manipulation. Since the direct
return is constant over time (s;/c; for all ¢), the dynamics of &;(¢) shows the evolution of
the belief manipulation incentives over time.

158ince af(t) = &(Hi(t) and a;(¢) = u(t) on the equilibrium path, the ex ante expected payoff of a team
is given by

T N T N T s
Et=o[/0 oi_Z]aimdz}: / Biealou(0] 20 di = / (u - Mt))zglmdz
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The first part of Proposition 1 implies that the return from belief manipulation
monotonically decreases over time and then disappears at the end of the project. There
are two reasons for this decline. First, higher ¢ simply means that the project is closer to
the deadline, reducing the returns from encouraging others’ future effort. Second, as the
agents learn # more precisely over time, they place a smaller weight on new feedback in
updating their beliefs (i.e., p(¢#) declines), making it costlier to manipulate beliefs.

The second part implies that there is a limit on the size of the return from belief ma-
nipulation. This is a direct manifestation of how the ratchet effect dampens the belief
manipulation incentives. Notice that in (6), (the change in) the gain from the belief ma-
nipulation (the first additive term) is linear in &;(¢), but (the change in) the ratchet effect
(the second additive term) is quadratic in &;(¢#). Therefore, as belief manipulation in-
centives increase, the ratchet effect catches up to the linear gains. The upper bound of
&;(¢t) is reached when the ratchet effect fully washes out the direct belief manipulation
incentives.!®

Proposition 1 holds only in the continuous-feedback limit (A — 0). If feedback
is observed in discrete intervals, the evolution of the ratchet effect may induce non-
monotonic &;(¢). For example, suppose that &;(¢) is very large (larger than & in Propo-
sition 1). Then a small increase in an agent’s effort at  — A leads to a large discrepancy
between his effort level at ¢ and others’ expectation thereof. This in turn implies a large
decrease in others’ belief at  + A, rendering the ratchet effect at r — A very severe. This
can lead to weaker effort incentives at  — A than at ¢. For small A, the ratchet effect kicks
in immediately so that &;(¢) can never exceed &, eliminating this possibility.!” This ob-
servation also hints at our subsequent analysis in Section 5, which demonstrates how a
principal, via use of information control, can induce &;(¢) to exceed the bound &;.

3.2 Role of project uncertainty

Risk-taking is considered to be one of the main elements of entrepreneurial behavior.
The literature suggests various explanations for risk-taking behavior, such as the higher
premiums or risk-loving preferences of entrepreneurs. This paper identifies an alterna-
tive motivation: Undertaking an uncertain project can benefit organizations by mitigat-
ing the free-rider problem.

It is easy to show that if 6 is known (i.e., vy = 00) , the belief manipulation effect dis-
appears and the agents exert their myopic optimum effort (s;6/c;) at any . The following
proposition formalizes this and analyzes the impact of vy on effort incentives away from
this limit.

ProprosITION 2. Forany t € [0,T) andi=1,...,N, the belief sensitivity of effort &;(¢t)
decreases in vy and converges pointwise to s;/c; as vy — oo.

16The existence of an upper bound is in contrast to the outcome in the model in Hélmstrom (1999),
where the optimal effort level of the long-run player may diverge as the horizon becomes longer. In H6lm-
strom (1999), the agent’s marginal product of effort is independent of beliefs; therefore, even when the pub-
lic belief diverges from his own private belief, no wedge appears between his effort choice and the public
expectation, whereas such a wedge is the driver of the ratchet effect in our model.

17We further elaborate on this possibility in Appendix C.
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FiGure 2. Ex ante payoff as a function of vy (T =10, N =5, k=n=1,¢;=1,s; =1/5).

Another necessary condition for the existence of belief manipulation incentives is
imperfect monitoring. If effort choices are perfectly observable, agents cannot bias
each other’s beliefs upward by boosting the feedback and, thus, in any equilibrium, they
choose their myopic optimal effort s;u(¢)/c;. In the team production literature, the in-
ability or a high cost to monitor individual effort has mostly been considered as an ob-
stacle to inducing cooperation, as it limits the ability to accurately punish undesirable
actions.!® Our result implies that in the presence of uncertainty, imperfect monitoring
may generate another strategic effect that helps to overcome the free-riding problem.

An important implication of Proposition 2 is that the presence of uncertainty may
increase the welfare of the agents. However, the standard cost of uncertainty—arising
from agents’ uninformed decisions—still exists in this model. This argument leads to a
question regarding the optimal level of project uncertainty. To address this, we consider
classes of projects indexed by (ug; vo) that would deliver the same expected total payoff
to the team under complete information, i.e., if the uncertainty were to resolve prior to
the production stage. Figure 2 plots the expected welfare of the agents while varying the
prior precision vy within this class. In Appendix D, we conduct a formal and complete
analysis of Figure 2.9 The graph shows that there exists an interior v that optimally
balances the trade-off between benefit from the belief manipulation effect and the cost
from uninformed decisions.

4. COMPARATIVE STATICS

The tractability of our environment allows for several comparative statics results that
add to the understanding of the belief manipulation incentives. The next propositions

18As Alchian and Demsetz (1972) write, “...In team production, marginal products of cooperative team
members are not so directly and separably (i.e., cheaply) observable. What a team offers to the market
can be taken as the marginal product of the team but not of the team members. The costs of metering
or ascertaining the marginal products of the team’s members is what calls forth new organizations and
procedures.”

19The team’s surplus under complete information is a convex function of true project quality (6), which
creates an inherent value for initial uncertainty even without its role in boosting effort incentives. To isolate
the impact of the latter, when calculating the impact of decreased vy on total payoff, we reduce ug just
enough to nullify the first effect.
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collect these results. Again, our results focus on the belief sensitivity of effort &;(¢) in the
continuous-feedback limit (A — 0), unless otherwise noted.

ProposiTioN 3. Foranyte[0,T)andi=1,..., N, belief sensitivity of effort £;(t)
(i) increases in k and converges pointwise to &; as k — oo,
(ii) increases in 7,
(iii) decreases in c; as well as cj (j # i).

In addition, when the agents are homogeneous and the sharing rule is symmetric, for any
t €[0,T), &(t) decreases, but N £(t) increases in N.

Intuitively, returns to belief manipulation are greater as feedback becomes more
sensitive to effort (higher «) or feedback becomes more precise (higher n), because in ei-
ther case, feedback carries a larger weight in the updating process (4). The convergence
result in Proposition 3(i) shows that as « becomes arbitrarily large, the counteracting
ratchet effect cancels out the direct belief manipulation effect, leading to the upper limit
on the belief sensitivity specified in Proposition 1.

It is straightforward that agent i’s incentive decreases in her own cost parameter (c;).
Perhaps more interestingly, her belief sensitivity also decreases in the others’ cost pa-
rameters (c;). This highlights the endogenous strategic complementarity generated by
the belief manipulation incentives. Under a smaller c;, agent j’s incentives for effort di-
rectly increase. Then agent j’s effort choice will be more sensitive to her belief, which in
turn increases agent i’s returns from his own effort.

The last part of Proposition 3 refers to the impact of team size on the effort incen-
tives. Intuitively, increasing the size of the team strengthens both the free-riding incen-
tives and the belief manipulation incentives. The last part of Proposition 3 implies that
the former negative effect dominates the latter as N grows large. However, this weak-
ening of individual effort incentives is more than compensated by the increase in the
team size, leading to higher total effort incentives.?? This is in contrast to the complete
information counterpart, where the sum of belief sensitivities Né(¢) = N - (1/cN)=1/c
stays constant.

4.1 Sharing rule and convergence to the first-best

That agents’ effort incentives are stronger when others’ effort is more sensitive to belief
is highlighted by Proposition 3(iii). In fact, these incentives can be too strong relative to
first-best if an agent has high effort cost, but his teammates have low costs and, thus,
are very sensitive to beliefs. Figure 3 plots the belief sensitivities in a two-agent team
with asymmetric effort costs (¢; = 1, ¢; = 0.6), with the dashed lines corresponding to

20Bolton and Harris (1999), in a multi-agent experimentation model, show that while per capita exper-
imentation may decrease as the number of agents increases, this decrease is offset by the increase in the
number of players, leading to a nondecreasing value function.
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FIGURE 3. Asymmetric effort costs ¢; =1 and ¢; = 0.6: left panel, s = (1/2, 1/2); right panel,
s=(3/8,5/8).

the socially efficient levels 1/c;.?! In the left panel, where the agents’ shares are equal,
the high-cost agent’s effort exceeds its socially efficient level (1/c1), while the low-cost
agent’s effort level is bounded away from 1/c¢,. Proposition 4 states that it is always pos-
sible to fine-tune the sharing rule such that the upper bound of ¢;(¢) coincides with the
socially efficient levels. The right panel of Figure 3 demonstrates this result by describing
the equilibrium &;(¢) under s} = (3/8,5/8).

ProrosiTION 4. Ifthe sharing rules = (s1, 52, ..., SN) Satisfies
1
5;=st=_Y
1 — 9 = N ’
1
C
=t

the upper bound of £;(t) coincides with its socially efficient level, that is, & =1/c;.

Note that s7 in Proposition 4 is not necessarily the share structure that maximizes the
expected payoff, as &;(¢) is generally bounded away from ¢;. In fact, £;(f) may not reach
its upper bound for any ¢, as shown in Proposition 2. However, the following corollary,
which is a straightforward implication of Propositions 3 and 4, identifies a limit case
under which the equilibrium ¢;(#) converges to the socially efficient level.

CoroLLARY 1 (Convergence to socially efficient outcome). If the sharing rule satisfies
s; = s for all i, the belief sensitivity &;(t) converges pointwise to its socially efficient level
forte[0,T) as k — oo.

21Given the uncertainty about # and the absence of learning considerations, the socially optimal level
of effort for each agent i would be w(#)/c;, where u(t) is the unbiased mean belief about 6 given the re-
alizations of the feedback. Since learning happens exogenously in our model, there are no intertemporal
trade-offs between current and future surplus created by varying learning speeds. Therefore, the socially
optimal efforts simply maximize the current surplus given the current information. Therefore, the socially
optimal outcome would prescribe a constant belief sensitivity of £ =1/c;.
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To understand this seemingly unexpected result, consider the marginal return to
agent i’s effort when all agents’ belief sensitivities are close to their upper bounds (that s,
&i(t) = & jforall j) and « is arbitrarily large. Equation (9) implies that if agent i marginally
increases her effort, then the belief manipulation effect provides an initial boost to the
others’ effort levels, the size of which is approximately p(#)x " it é . Then, due to the
ratchet effect, the initial boost decays at an approximate rate of p(¢)«&;.2? Therefore, the
total present value of the increase in the others’ efforts is approximately (3_;; £/
This is simply the ratio of the sum of others’ belief sensitivities (which determine the
size of the initial boost) and own belief sensitivity (which acts as a discount rate).

Adding the direct marginal product of agent i’s effort (1) and multiplying by agent i’s
share (s;) yields the private marginal return of agent i’s effort:

N

A o

|1+ 72| =52
& &

Social efficiency requires the private marginal return to equal the social marginal return,
which implies that the sharing rule must satisfy

&

.
D&
=1

S; — =1 ——4 S; =

This sharing rule is clearly feasible and, indeed, the shares characterized in Proposition 4
are found by plugging &; = Cll into the above expression for s;.

5. RESTRICTED FEEDBACK AND JOINT PERFORMANCE MEASURES

This section has two messages. First, a principal who can control the timing of the feed-
back can increase the team’s output relative to its level in our unique equilibrium. Sec-
ond, this improvement can be so drastic that an output-maximizing principal may be
better off choosing to employ such a measure and reward the agents on joint output
even when he is able to observe the individual outputs of the team members, in spite of
the fact that the latter would eliminate all free-riding concerns.

22By the time x > ¢, this boost is discounted for two reasons: (i) exogenous learning, by e~/ #(0d! and
(ii) ratcheting, by e~ /i (Vi d! When « is large, the variation in p(/) is negligible compared to k and, there-
fore, a linear approximation of the integral jtx p(l)dl by p(t)(x — t) becomes appropriate, leading to this
assertion.
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5.1 Restricted feedback

Consider a principal whose payoff is an increasing function of the team’s total output
and who privately observes Y (¢). Before production begins he can commit to a “feed-
back schedule,” which is a subset T c [0, T], with the understanding that at each # € T,
the principal publicly and credibly reveals Y (¢). In all the variations we consider be-
low, agents’ equilibrium efforts are linear in their mean beliefs so that their equilibrium
strategies, as usual, are characterized by their deterministic belief sensitivities. Let §?(t)
represent the belief sensitivity of effort under feedback schedule T. Then since agent i’s
time-¢ effort level on the equilibrium path is §?(t),u(t), the expected output of a team is
given by

T N
P(T) =E— { /0 b)) & (D) dr}

i=1

T N
- /0 (M% + W,T,Et)) S e, (10)
i=1

where yr(¢) is a measure of the precision of information that the agents have at time .
Specifically,

nr(1)
yr(t) = ot @)
where 71(f) = sup{t’ € T|t' < t} is the most recent date of feedback preceding time ¢.

The form of expected output reveals that, all else being equal, the principal prefers
to give as much information as possible (i.e., the output is increasing in yr(#)). Then the
only potential reason he would delay release of feedback is its strategic impact on g}%).
Note that the expected output is also increasing in g}r. Next we consider an example
illustrating the channel by which such a restriction may help.

A numerical example To fix ideas, consider the simplest possible case: a team con-
sisting of two symmetric agents, with the equal sharing rule. Furthermore, assume that
¢i =mn =vy = pg = 1. First, under “continuous feedback” (T = [0, T]), the equilibrium
belief sensitivities are calculated from (6) as

1
1+1\"°
1
+(i57)
We immediately verify that belief sensitivities are increasing in « but are bounded. To
illustrate how holding back feedback may boost belief sensitivities, consider a very crude

scheme that reveals feedback at a unique instant, say 7; i.e., consider T = {7}. The belief
sensitivities under this feedback schedule are given by

§1() =& =

%[1 + %q - z)p(z)K} ifr <1,
&i(t) = 1
3 ift>*.



1040 Cetemen, Hwang, and Kaya Theoretical Economics 15 (2020)

Since there is no further feedback after 7, the belief sensitivities are equal to the di-
rect marginal benefit of effort (in this case, 1/2). The expression for &;(¢) for ¢ < 7 also
accounts for this while additionally capturing the familiar benefit from belief manipu-
lation. The expression for the latter can be understood as follows. The rate at which
an agent’s effort at ¢ € [0, 7) boosts his teammate’s time 7 belief is kp(7). Since the belief
sensitivity of effort for ¢ > 7 is 1/2, the initial boost in the teammate’s effort is kp(7)/2.
Importantly, lack of further feedback eliminates both further learning and any ratchet
behavior, allowing this boost to remain constant over ¢ € [z, T]. This leads to a total
effort boost of (T — 7)kp(7)/2, accounting for the second additive term in the expression.

The only gain from restricting the feedback in this manner is the boost in belief sen-
sitivities prior to 7.3 This gain operates through elimination of the ratchet effect over
[0, 7). Recall that in our baseline model, the ratchet effect dampens earlier effort incen-
tives because it leads to rapid decay of the optimism generated by boosts to feedback. By
shutting down learning after 7, the one-time feedback schedule completely eliminates
the ratchet effect. Importantly, in our baseline model, the ratchet effect is most severe
when « is large and is the force that bounds belief sensitivities. Not surprisingly, and
as is clear by inspecting the expression for £;(¢), when the ratchet effect is shut down,
as k grows large, the earlier belief sensitivities grow without bound. This advantage of
one-time feedback eventually becomes sufficient so that it is preferred by the principal
when « is large.

Optimality of one-time feedback schedules The following proposition shows that the
forces at work in the above example exist under a general environment, so that one-time
feedback induces a greater output than continuous feedback if « is large. The proposi-
tion also characterizes the optimal timing of one-time feedback schedules.

ProposiTION 5. Among all one-time feedback schedules, expected output is maximized

when feedback is given at
VvmvoT + vé -1

n
Moreover, there exists k such that if k > k, then the expected output under T* = {t*} exceeds
expected output under continuous feedback T** = [0, T'].

As described in the above example, the negative ratchet effect does not exist un-
der one-time feedback, since there is no subsequent feedback after belief divergence.
Proposition 5 implies that when « is large enough, cost from the ratchet effect also be-
comes large so that the one-time feedback dominates the continuous feedback sched-
ule. The optimal timing #* of feedback balances the following trade-off. While delay-
ing the feedback means a longer period for agents to work harder because of the belief
manipulation incentives, the incentives become weaker as there exists a shorter period
during which manipulated beliefs influence behavior.

23When feedback is restricted in this manner, yr(t) is weakly smaller for all ¢ and, for ¢ > £, the belief
sensitivities are also smaller than under continuous (unrestricted) feedback.
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Next we show that the one-time feedback schedule is optimal for the principal
among the class of “coarse” feedback schemes under sufficiently large «. Let A(T) rep-
resent the “coarseness” of a feedback schedule T defined by

A(T) =inf{|r — ||z, € T}.
Also, define 7 (A) as a set of feedback schedules T with A(T) > A.

ProprosITION 6. Fix A > 0. Then there exists k such that for any k > k, the one-time
feedback schedule T* defined in Proposition 5 induces the largest expected output among
the feedback schedules in T (A).

When away from the continuous-feedback limit, i.e., if period length A > 0, the
coarseness of available feedback schemes is bounded below by A. Then Proposition 6
implies that for fixed period length A, as k becomes sufficiently large, T* is optimal
among all feasible feedback schemes.?*

5.2 Joint versus individual performance measures

Now suppose that the principal observes the individual outputs of team members. By
paying each agent his/her own production, the principal can completely eliminate free-
riding. However, doing so also eliminates the belief manipulation incentives as agents
do not gain from others’ hard work.

Under this “individual performance measure” (IPM), the belief sensitivity of each
agent is simply 1/¢; and, in particular, is independent of the feedback schedule. There-
fore, the following result immediately follows by inspecting (10).

ProprosITION 7. Under the IPM, the output-maximizing feedback schedule is the contin-
uous feedback T**.

In light of Proposition 7, to argue that the principal may prefer joint performance
measures (JPM, i.e., splitting the total output among agents) over IPM, it suffices to show
that JPM together with the best one-time feedback schedule T* is superior to IPM to-
gether with the continuous-feedback schedule T**. Figure 4 illustrates the equilibrium
belief sensitivities under each of these combinations as well as the benchmark case of
JPM with T** for a symmetric team of two agents.

Note that under full-information feedback, IPM generates larger belief sensitivities
and, therefore, larger expected output than JPM.2> However, since under a one-time
feedback schedule, the belief sensitivities over [0, #*) can be arbitrarily large, the in-
equality can be reversed. The following proposition provides sufficient conditions for
this reversal.

24In the limit when A — 0, “coarseness” rules out continuous feedback over any positive-length interval.
251n general, this follows because under joint performance measures, the belief sensitivities are bounded
above by &; < 1/¢;.
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F1GURE 4. Equilibrium belief sensitivity under different feedback schemes and performance
measures. (T =10, N=2,¢;=1,s5,=1/2.)

ProPOSITION 8. There exists k such that if k > k, then the joint performance measure
combined with one-time feedback generates more expected output than the individual
performance measure with continuous feedback.

The comparison of the two schemes (JPM, T*) versus (IPM, T**) boils down to the
relative impact on output of the additional early effort generated by the former versus
the increased precision generated by the latter. This result is intuitive: By earlier argu-
ments, the larger is the k, the more advantageous is restricted feedback along with JPM,
and this advantage grows unboundedly, whereas the advantage generated by eliminat-
ing free-riding is bounded.?®

6. CONCLUDING REMARKS

This paper contributes to the recent literature that investigates the effect of uncertainty
on team behavior. While our model is simple, it highlights several interesting trade-offs
that occur when joint production takes place over time and under uncertainty. Nev-
ertheless, it may be of interest to understand how these trade-offs would interact with
others that may appear in more general environments.

Our model can trivially accommodate further heterogeneity (e.g., with respect to
agent productivity, ability to impact feedback) and discounting as long as the linear-
quadratic-Gaussian structure is preserved. Moving away from the linear-quadratic-
Gaussian framework appears to be a worthy path for future research even though it is
more challenging. Allowing for more general production functions to accommodate in-
teraction between agents’ effort choices or a different relationship between the state
and marginal product of effort may lead to strengthening or weakening of the encour-
agement effect that we are highlighting. Investigating these relationships can lead to

26Che and Yoo (2001) and Dai and Toikka (2018) reach conclusions that are similar in spirit. Che and Yoo
(2001) demonstrate that it may be desirable to use joint performance measures in dynamic environments
when team members have an advantage in monitoring each other, while Dai and Toikka (2018) reach an
analogous conclusion in a static environment where there is large ambiguity about the production tech-
nology and the principal maximizes his payoff guarantee.
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fruitful conclusions about the optimality of various feedback schemes and performance
measures in different technological environments.

A different type of heterogeneity that may be of interest is with respect to the agents’
information. Specifically, our linear-quadratic-Gaussian model can be extended to ac-
commodate the asymmetric information among the agents: some members (experts)
may have more precise information about the state than others (novices), leading es-
sentially to a dynamic version of Hermalin (1998). This extension may provide insights
into optimal dynamic sharing rules between experts and novices.

The encouragement effect we highlight in this paper is likely to be present under dif-
ferent specifications. Here we assume that agents observe public feedback while their
actions are private, and that the encouragement effect manifests itself as a form of signal
jamming. Under the alternative specification where agents receive private feedback but
take observable actions, effortincentives are likely to be boosted in an analogous fashion
due to the agents’ incentives to signal their information to others.?” More broadly, anal-
ysis of the optimal contract combined with information design remains an interesting
path for future research.

APPENDIX

The appendix consists of four parts. Appendix A contains all omitted proofs. Ap-
pendix B characterizes the linear Markov equilibrium in the continuous-time version of
our model and shows the convergence result of the equilibrium in Theorem 1 as A — 0.
Appendix C discusses potential non-monotonicity of the equilibrium belief sensitivity
when A is bounded away from 0. Appendix D describes an exercise that illustrates the
trade-offs associated with determining the optimal level of uncertainty.

APPENDIX A: OMITTED PROOFS
Proof of Theorem 1

We prove Theorem 1 in two steps. First, we show that there exists a unique Nash equi-
librium in our model for any A > 0 of the feedback interval (Proposition 9). Not only do
we show the existence and uniqueness, but we also characterize the belief sensitivities
&; in recursive form (12). Second, we take the limit of A — 0 and show that the recursive
forms (12) converge to the system of differential equations (6) in Theorem 1.

Given any pure strategy profile, the Gaussian belief updating process (4) implies that
the agents’ beliefs after every length-¢ history can be summarized by

(), (A1 (0), ..., AN (D)),

where ©(¢) and ;(¢) are the mean of the public belief and agent i’s private belief at time
t, respectively. These beliefs are constant over intervals [kA, (k+1)A), k=0,...,K—1=
(T —A)/A. Moreover, over such intervals, the marginal contribution of each agent’s effort

27See Cetemen (2018) for an analysis of dynamic team behavior when members have different informa-
tion about the project quality.
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to feedback Y ((k 4+ 1)A) and to final output P are constant. Since, in addition, effort cost
is convex, we conclude that in any equilibrium, the effort choices are constant over such
intervals. Thus, the setup is equivalent to a discrete time game with K = T/A periods.
Accordingly, we refer to the time interval [Ak, A(k + 1)) as period k. For ease of notation,
let wg, ik, and a;; (k=0,...,K — 1) stand for the values of w(¢), 4;(¢), and a;(¢) for
te kA, (k+1)A).

It is convenient to define

5 _ Z((k+DA) — Z(ka)

nA
= d =—.
k A and  pg

Vk

Then the evolution of the public belief can be expressed recursively as

i1 = (1= prs) ik + prer1 Zi. (11)

The following proposition characterizes the unique equilibrium when feedback is
observed at discrete intervals.

ProprosITION 9. Fix A > 0. There exists a unique Nash equilibrium of the model. In
equilibrium, agent i’s effort level for t € [kA, (k+ 1)A) (k=0,...,K—1)is

a; = ik fLik
where é; g1 =s;/ci, and

' K-1 -1
fik=§[l+x > e T (1—K§impm)] (12)

I=k+1 j#i m=k+1

fork=0,...,K—1.

Proor. We employ backward induction to prove the proposition. In the last period
(k = K — 1), each agent solves the problem

2

a
“T,Kq = argmng[As;@(a + Za;f’KJ} - Ac,-?

J#i
612
~ %k
= argmaaxs,-,u«i,xq (a + Zaj,K_1> — C,'?.
J#L

The first-order condition yields agent i’s unique equilibrium effort a;" k1= (i/cfik—1,
which is linear in the mean of the private belief with coefficient ¢; x_1 =s;/c;.

Now suppose that the claim of the proposition holds for period k& + 1 onward, that
is, in an equilibrium of the game, agent i plays a}; = £;a; forl =k +1,..., K — 1, where
&;1is defined in (12).

Fix a public history of length Ak, and suppose that there exists an equilibrium in
which a;;, is agent i’s equilibrium effort choice in period & following the public history,
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provided that he has not deviated in the past. Thus, all other agents anticipate that agent
i chooses a;;. Then it suffices to show that a;; = &;x k-

We compute agent i’s payoff from choosing arbitrary a in period k. First, using (11)
we have

Pi+1 — Rik+1 = (1= pei1) (i — Rik) + Kpk1(a — i)
Pk A -
= = (e i)+ Kp1 (@ = ). (13)
To calculate the belief divergence in period k + 2 onward, we use the induction hypoth-
esis that in period / =k + 1, ..., K — 1 agent i plays a;; = &;;i1;;, while the others expect
him to play a;; = &;;u;. Then, forall/ =k +1,...,K -1,

Pi+1

i1 — i1 = (1= prp) (g — i) — kpr1 £ (y — i) = 1 (1 — kpréil(py — i),

from which we obtain

!
~ A Pm+1
e — i = (e — i) [ =210 = komém]
m=k+1 pm
pi 1
- 1
= (ths1 — Riks1)—— [ 11— komém). (14)
Pk+1 et 1

Substituting (13) into (14) and rearranging, we obtain

l

. 1 N _
Kol = Hily1 + (—ka (ke — pir) + (a — aik))Pl+1K [T 11— xoméml. (15)
m=k+1

Now agent i’s optimal effort a* solves

2
a
* — .A . * J— PR—
a _argmfxs,/u,k<a+2ajk> i~
J#i
K-1 &
> ﬂil(fz’lﬂil +) fjl/wz) - 6‘17’1/%21}

+ Eg |:S,'
I=k+1 A

Note that 4;; for/ =k + 1, ..., K — 1 is independent of a and has expectation f;;. Sub-
stituting u; with (13) and (15), eliminating additive terms that are independent of a,
and replacing (;; with its expectation whenever appropriate, agent i’s problem can be
rewritten as

K—1 -1 )
a
* —_— . 0 . . —_— . — .
a —argmf—xszﬂzk |:1 +K E E g]lpl | | (1 Kfzmpm):|a Ci 5
I=k+1 j#i m=k+1

It is clear that the problem is concave in @ and has a unique solution. The first-order
condition immediately yields the desired result.
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Now define fl.A(-) as a step function such that for 7 € [kA, (k + 1)A),
£ (1) = &

Then, by Proposition 9, fl.A(-) constitutes the unique equilibrium of the game where the
feedback is observed at intervals of length A. It remains to show that as A — 0, the limit
of §iA(-) satisfies (6). Rewriting (12) in the recursive form yields

S

§ikk = c— + [K— D Eikr1pir + (1 — ké; k+1pk+1)<§z k1 — C—)}
4 l
j#i

Rearranging and substituting for p; and §iA(-), we obtain

f?(t>—§?<t+A>=xp<r+A)A[ Y E+a) - fA(t+A><§A<t+A> )}
Jj#i ¢

Then dividing by A and letting A — 0, we obtain the desired result. O

Proof of Proposition 1

To establish monotonicity, we first observe that &(T) <. Suppose, for a contradiction,
that there exist i and 7 € [0, T) such that £;(7) > 0. By the continuity of £;(¢), there exists
A,- > O such that &(¢t) < 0forze (T — A,-, T]and &(T — Ai) = 0. Without loss of generality,
assume that i = 1 attains min{AiU =1,..., N}, with the convention that Aj = oo if g'fj(t) <
0 for all «. This in particular implies that éj(T — Al) <0and &(t) <Ofort>T— AI for all
j#L o

Step 1. Suppose thatforall j=1,...,N, §(T — A1) =0. In this case, manipulation
of (6) reveals that each &;(T — 31) must be equal to its upper bound given in (1). Since
they are all nonincreasing over the interval (T — 31, T1], they must indeed be constant.
In particular, it must be true that &;(7') is equal to its upper bound, which violates the
terminal condition &;(T') = s;/c;. Therefore, we conclude that there exists j # 1 such that
éj(T — A]) <0.

Step 2. Next we claim that E(T — Al) > 0. By taking derivatives of both sides of (6),
and using E(T — Al) =0 and (6), we obtain

MnK

E(T—Ap=- ng](T Ay).

120) —i—ntcl

Then, since ¢ (T — Al) < 0 with at least one strict inequality, we conclude that
ENT — Al) > 0. Now, since ¢; is continuous, §1(T Al) =0, and &(T — Al) > 0, there
exists e > 0 such that &;(¢) > 0 whenever ¢ € (T — Al, T - A1 + €), a contradiction, estab-
lishing that ¢, < 0 for all ¢.

Monotonicity immediately implies the lower bound on &;(¢). Again, &i(t) <0 im-
plies, by (6), that the term in parentheses on the right-hand side must be nonnegative.
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That is,
si
=3 &) = &)
¢ ‘=

Taking the square roots of both sides and summing over i yields

N N
PMICEDIN b
j=1 =tV

Combining the above two inequalities yields the desired upper bound.

The above argument implies that a solution remains bounded in finite time and,
therefore, a solution exists for all 7' € [0, c0). Next we show that there exists a unique
solution to (6), which defines an autonomous first-order nonlinear system of differential
equations. Define u(t) = (£1(¢), ..., én(2),v(t)). Then du(t) = F(u(t)), where F is a
Lipschitz continuous function given any («, ). Then, by the Picard-Lindel6f theorem
(Teschl 2012, Theorem 2.2), there exists a unique solution to this system in the domain
[0, T'1 with the boundary values &;(T) = s;/c; for all i. O

Proof of Propositions 2 and 3

Note that p(#) = n/(vg + nt) uniformly increases in n and decreases in vy. Next, take
two appropriate functions p?(-) and p?(-) such that for all ¢ € [0, T], p?(t) < p®(¢). Let
{§§‘(t)}f\il and {ff’(t)}fil be the solutions to (6) when p(-) = p®(-) and p(-) = pP (), respec-
tively. For all i, since &/(T) = §f’(T) = s;/c;, then é;’(T) > éf’(T), which implies that there
exists ; >0 (i=1,..., N) such that &/ (¢) < ff(t) foranyte (T —¢;, T). Let ¢ = min; ;.
Suppose there exist 7 and i such that £/(7) > gl.b (f). Then by continuity of £7(¢) and
§f’(t), there must exist j and ¢* € [, T — ¢] such that f;?(t*) = 55.’([*) and forall r € (t*, T)
and for all i, &(1) < fﬁ’(t). However, since for all 7, £7(¢*) < §§’(t*), §;’(r*) = §5.’(t*), and
p?(t*) < pb(t*), (6) implies that éj(t*) > éj?(t*). This in turn implies that there exists
& > 0 such that §?(t) > §§’(t) forall t € (¥, t* + &’), a contradiction. This establishes that
forall 1 € [0, T) and for all i, &} (1) < gf’(t). Combined with the monotonicity of p(-) in 0
and vy, this completes the proof of Proposition 2 and item (ii) of Proposition 3.

The proof that &;(7) increases in « is analogous. For the convergence result in item
(i), note that by (6), for all i, E(T) = —p(T)k(si/ci) Z#i(sj/cj), which approaches —oo
as k — oo. Together with strict monotonicity of &;(-), this establishes the pointwise con-
vergence to the upper bound.

For item (iii), fix two constants ¢ and ¢ with 0 < & < &, and let {£()}Y, and
{éi(t)}f\i , be the solutions to (6) when ¢; = ¢; and ¢; = ¢;, respectively. Then it suffices
to show that é,(r) > éj(t) forallte[0,T)andj=1,...,N.

Take an increasing sequence clk with c? = ¢; and limy_, o, clk =¢. LetJ={1,...,
i—1,i+1,...,N}. For j e JU{i}, define 59 = Sj. Then, for k > 1, define f}‘ recursively as
follows:
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e The §f‘ solves (6) for ¢; = cf“ while keeping &(-) fixed at 55.‘_1(0 forall j eJ. For-
mally, §f.‘ satisfies

. S _ Si

§?<z>=—p<z>x[—;25§ 1(:)—5,-0)(&(0— —k)} (16)
Ci i ¢

with a terminal condition §f.‘(T) = si/cf‘. That is, ff.‘ is agent i’s best response to

{ 5;.‘_1} jes when his marginal effort cost is c{‘.

e Given £F(.), {fj-‘}jej solves (6), assuming that &;(-) = £5(-). Formally, {§5F}j€] satis-
fies the system of N — 1 differential equations

()= —p(ﬂK[?(ff-‘(t) + Zfz(r)> — &j(1) <§j(t) - j—)] (17)
] I#] )

with terminal conditions éj.‘ (T) =sj/cj. Note that {éj.‘} jes is the equilibrium strat-
egy profile in a game played among agents in J, with agent i’s strategy fixed at §f.‘.

Using an inductive argument, we establish that for all £ > 0,
& () < gf(ny foreelo, 71,
§;‘+1(I) < &) forrel0,T)andjel.
We conduct our analysis in the following three steps.
StEP 1. Forallt [0, T], fl.l(t) < g?(z).

Proor. Note that fl.l(T ) < §?(T ) from the boundary condition. Suppose to the contrary
that there exists 7 € [0, T) such that 5}(5) > 5?(2). Then since g{?(r) is continuous in ¢,
there must exist t* € [#, T) such that g}(t*) = g?(t*) and 511(1) < f?(t) for all r € (¢*, T1.
However, since cl.1 > c?, from (16) we have é}(t*) > é?(r*), which in turn implies that
there exists ¢ > 0 such that g} (1) > §?(t) for all r € (t*, t* + &), leading to a contradiction.

O

STEP 2. Forallte[0,T)andjeJ, §}(t) < f?(t).

ProoF. From the boundary conditions, §}(T) = g?(T) forall j e J. Since E1(T) > £(T),
from (17) we have é}.(T) < é?(T), implying that there exists & > 0 such that for all j €
Jand t € (T — &, T), §}(t) > f?(t). Suppose to the contrary that there exist j € J and
fe[0, T — €] such that g}(f) > f?(f). Then, by continuity of 55.‘(-), there must exist / e J
and t* € [, T — ¢) such that §}(t*) = f?(t*) and 5]1.(0 < g?(t) foralljeJandre (t*, 7).
However, since ¢} (%) > ¢2(1*) (by Step 1) and g}(t*) > f?(t*) for all j € J (by continuity
of 5;‘ (), from (17) we have & 11 (t*) > é?(r*), which in turn implies that there exists &’ such
that £(1) > £ (1) forall t € (*, t* + &), leading to a contradiction. O
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Step 3 (Induction). Suppose that for some k € N, &) < gf—l(t) for t 10,71 and
ff(t) < 55.‘_1(0 forte[0,T)and jeJ. Then &1 (t) < €(t) for t € [0, T] and §§‘+1(t) -
ff(t)fort el0,T)andjel.

Proor. The proof is almost identical to those in Steps 1 and 2. First consider fk“

sus §f.‘. Note that §f.°+1(T) < §f.‘(T ) from the boundary condition. Suppose to the con-
trary that there exists 7 € [0, T') such that 55“ (f) > 55 (7). Then since ff.‘ (t) is continuous
in ¢, there must exist ¢* € [, T) such that §f+1(t*) = §f(t*) and ff.;“(t) < ff;(t) for all
t € (t*, T]. However, since cl.1 > c? and gf(t) < 55‘_1(0 for all j € J, from (16) we have
éf”(t*) > éf;(t*), which in turn implies that there exists ¢ > 0 such that ff.;*l(t) > ff;(t)
forall ¢ € (¢*, " + ¢), a contradiction. Finally, an argument identical to Step 2 proves that
§;‘+1(t) < §f(t) foralljeJandrel0,T). O

ver-

Given the arguments in Steps 1-3, we finish the proof by showing that for any j
JU{ilandt €0, T],

Jim £5(0) = &),

For any ¢ and j, {55.‘ (1)}%=, is a decreasing and bounded sequence, and, therefore, it con-

verges. Then the fact that the limit coincides with & () follows by continuity of the sys-
tem (6).

For the last part we assume agents are symmetric and each has the same costs and
shares; then we can solve £V (¢) in closed form as

1
N = - —
c+c(N =1 (c(no+n0)<(c(no+nT)) <
or, alternatively,
1
N =

c+c(N — 1)(cp(t))% (cp(T))%K

Then as N — oo, V() — 0 pointwise. However, the aggregate effort coefficient (£NN)

converges pointwise to
)\ ¢
im NeV(n = (292)°
N—oo p(t)
Note that the term inside the parentheses is always greater than 1 and decreasing at 7. In
addition, if we examine the derivative of the term N &V (¢) with respect to N, we obtain

2k

—(p(1) € (ep(T))* + (cp(D))
c((ctN = 1Dp(0) + (ep(T))?)

>

NS}

which is positive all the time.



1050 Cetemen, Hwang, and Kaya Theoretical Economics 15 (2020)

Proof of Proposition 5

Recall from (10) that the expected output under the feedback schedule T is

T
pe= [+ Lm) Zf“f(r)dr

(vo +n71(1))

where 71(¢) = sup{t’ € T|t' <t} is the most recent date of feedback preceding time .
Consider a one-time feedback schedule T = {f} for some 7 € (0, T). Then from (12) in
Proposition 9, agent i’s belief sensitivity of effort is given by

s; Tt s .
_l<1+L;)Z_]) fort <1,
A c C
=1 okt S
S fort > 1.
Ci

Therefore, the expected output is

N A i 2 T-—1¢ i i
P({r})=m3(2§+LA)ZzZ)+<T—t>(u0 ”7> % as)
i l l?/:j 4 i 4

vo + nt vo(vo + nt)

Let t* = arg max;P({f}). Then by the first-order condition, * must solve

— ;S 1 S;
(2 ) () 2 = T) =0,

(vo + ") e TG

which has a unique positive solution

_ 2
. vo + /vy + T

=
n

Let T** = [0, T] be the continuous feedback schedule. Then

T
k) 2 E
P(T )_/0 <M +V0(V0+”flf)> fio s,

where £;(t) solves (6) in Theorem 1. By Proposition 1, &;(¢) is bounded above for any
t € [0, T], implying that P(T**) is bounded. However, (18) implies that P({¢*}) diverges
to infinity as k — oo and, thus, P({t*}) > P(T**) for sufficiently large «. O

Proof of Proposition 6

First, we write (12) in a recursive form:

§ik =Eiks1 T+ P41 Z Ejk+1 — ka+1§, ki1 (19)
L
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Fix any feedback schedule T = {#1,...,#} with [ > 2 and ¢, — t,, > A for any m =

.,1 — 1. Note that having / instances of feedback divides [0, T'] into (/ 4+ 1) peri-
ods. Then the above recursion implies that there exists k such that for any « > k and
i, £ 1—2 < 0. In addition, it is straightforward from (19) that if ¢; ,, < 0 for all i and for
some m, then §; x <Oforalliand k =1, ..., m — 1. Moreover, ¢; 1 is always in a higher
order than &;; forallk e {1,...,1}. Let tp =0 and #;1 = T. Then from (10), the expected
total output under T is given by

/

B 3 2
P('H‘)—Z(lmﬂ fm)(ﬂo VO(V0+ntm)>Z§lm

m=0

Now consider the one-time feedback schedule T = {t;}. We claim that the expected
output under T is greater than that under T for sufficiently large «. Observe that total
output for ¢ € [#;, T] does not change. If we switch the feedback schedule from T to T,
the loss from having less precise information for ¢ € [#;_1, #;) is

nt—1
(fr—1t-1) &il-1.
vo(vo + Mt 1)2 !

However, for any ¢ < #;_1, &;(t) is negative under T but is positive under T. Therefore,
from (19), the gain from higher &;(¢) is at least

N
—11—1KP1—1Z< > &1 — € 1)-

i=1 J#i

Since the loss is of order k and the gain is at least of order 3, the expected output under
T is greater than that under T for sufficiently large . O

Proof of Proposition 8

From (10), the expected output of a team given performance measure scheme ¢ =
IPM, JPM and feedback schedule T is given by

T
P({,T) = 2+L(t)> &1y dt,
@D /0 (MO (vo + n7r(1)) ZE “

where 77(¢) = sup{t’ € T|¢’ <t} is the most recent date of feedback preceding time .
For the scheme (IPM, T**), it is straightforward that §IPM R (t)=1/c;forall t € [0, T]
and 7« () = t. Therefore,

r nt N1
P(IPM, T** =/ ( 2+7>dt- -y
( ) 0 Ho vo(vo + mt) Zci

i=1
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From the argument in the proof of Proposition 5, the expected output under the scheme
(JPM, T*) is

N % N

N l‘ S

P(JPM, T*) = ¢* 22:5-+ T — t* ( 2+’77> %
( ) Mo - i ( ) Mo Vo(V0+7]f*) £

where &;s are given by

5 S K’r)(T—l‘*) Sj
fz—a(l-ﬁ-izc—j).

wtatt o

Note that as k — oo, éi — oo for all i. Therefore, P(JPM, T*) > P(IPM, T**) for suffi-
ciently large «, showing the desired result. O

APPENDIX B: CONTINUOUS-TIME MODEL AND EQUILIBRIUM CONVERGENCE

In this appendix, we set up a full continuous-time model in which agents observe feed-
back at every instant rather than at the discrete-time intervals of A > 0. In this model,
agents react to information at every instant and change their actions accordingly. We
characterize the equilibrium behavior in this model and show that this coincides with
the unique Nash equilibrium in the continuous-feedback limit (A — 0) of our main
model.

We focus on linear Markovian strategies and construct an equilibrium that is unique
in the class of linear Markov perfect equilibria.?® Formally, we assume that each agent
uses a linear strategy of the form a*(u) = &; ;. Define 6;(¢) = u(t) — 4;(¢) as the dif-
ference between public and private belief from agent i’s perspective. Assume that each
agent except agent i follows the equilibrium strategy a*(u).

Similar to the main section, we use the private belief and the belief difference be-
tween the public and the private belief as state variables for the agent’s problem. The
evolution of the agent’s private belief is a standard filtering problem, which enables us
to apply the method of Liptser and Shiryaev (2013) (Theorem 12.1). Given the evolution
of belief and the conjectured equilibrium strategy for the other agents, agent i’s best-
response problem becomes a standard stochastic optimal control problem. Therefore,
agent i's problem can be described recursively by the Hamilton-Jacobi-Bellman (HJB)
equation

N 2
1 1
0= sup{s,-m (a + 3 &0 (8i(0) + Mr))) — iz a5V (s 9)

aeR £ 2 2 Vt2

+ [ﬂx(a — &(8i(0) + (D)) — Vﬂta}Vs(/&, 8) + Vt},

Vi

dfui(t) = %dzfm,

28We conjecture that it is the unique equilibrium of the game with continuous feedback, although we do
not have a formal proof.
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§i(1) = (—Vﬂtat + Vﬂtx(at — E(D(8:(0) + mm))) dt
v(t)=m,

where Zi(t) = VY (t)—«k [Ot(a,-(t/) + Z#i a;f(t’)) dt’). Since the flow payoffis quadratic,
itis natural to guess a quadratic value function of the form vy ;(¢) o+ V2, ()b + v3,i(1)
for the HJB equation. Then by the first-order condition with respect to a;(¢), we have the

equality
- <§i(t) - %)v(t)c,-
( v,i(Hp = vyi()= . .

v(1)c nK
Taking the time derivative of both sides and rearranging gives

a; (r)——’

1 . i t)c; 1 1

b2 16) = - (EOmDG + PO €D — ) = DG el L
nkK nkK K K

Then applying the envelope theorem to the HJB equation (evaluated at §; = 0) and plug-
ging into the equations above, we reach??

(Ei(t) - —>V(t)ci
ci ] . Ei(Hv(t)c; 1
r (a0 +1 )‘S’%’(I”i%m M

Rearranging yields

.' _ 1’ . N
i) = V+m[ ij(t) §l<t><§,<t> )]

Ci

which is identical to the unique Nash equilibrium in the continuous-feedback limit of
our main model.
The individual action (a;(t)) follows an Ito process:

da;(t) = pu(t) (_(—’;) (SI Zg](t) fz(t) )) dt + ﬁfz(t) dz' (0.
Note that the drift is negative if and only if w(¢) > 0, since the term within the paren-
theses on the right-hand side is always negative.?® The volatility term (%f,-(t)) is de-
creasing over time, since »(¢) is increasing, and £(¢) is decreasing. The volatility term
converges to 0 as T — oo, given that &(¢) — i—i and v(t) — oo. Therefore, if the time hori-
zon is sufficiently long, the equilibrium converges to the equilibrium of the static game
with complete information.

29We evaluate the equation at 8; = 0 since the public belief coincides with the private belief on the equi-
librium path.
30precisely, Z/(¢) is a Brownian motion from the perspective of agent i.
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Verification We can evaluate the parameters vy ;(¢), v2;(¢), and v3 ;(¢) as follows. By
matching the coefficients, we obtain

N 1
bLi() = —si ) &) — iz &7,
J

Up,i(1) = U2,i(t)<yﬂt('<fi([) + 1)) — S Z§j(t),
j#i
2

v3,i(1) = —EZ—%UU(I)-
The parameter V' is twice continuously differentiable in 6 and £, and continuously dif-
ferentiable in ¢. Since the form is quadratic, it satisfies the polynomial growth condition.
Then, by Theorem 3.1 (Fleming and Soner (2006), Chapter IV), we conclude that the
conjectured form solves the agent’s problem.

Convergence from the discrete-feedback model It remains to show that for all i, aiA(t)
converges in distribution to a;(¢). Recall that aiA(t) = §iA(n),u,iA(n), where n is such that
t € [nA, (n + 1)A]. The parameter 5?(0 converges pointwise to &;(¢) and by the Donsker
invariance principle, ,u,iA(t) converges in distribution to ,uf(t). Then by Whitt (1980) mul-
tiplication, fiA(f)MfA(f) converges in distribution to &;(¢#)u;(¢).

APPENDIX C: NON-MONOTONICITY OF BELIEF SENSITIVITY

As discussed in the main text, when the period length A is away from 0, the belief sensi-
tivity £;; may be non-monotonic over time. To see this, consider a special case with two
symmetric agents (i.e., ¢; = ¢; = ¢/2, and s; = s = 1/2) and a horizon of three periods.
Furthermore, let ng = n = k = 1. Note that in this case, p; = /(¢ +2), t =0, 1, 2. Letting
&1 = &y = &, itis easy to calculate &, &1, and &; as

K 1
=-—|1 A—
& c|: +1+3A c:|’

1 K 1 K 1 K 1 K 1 K 1
_h At — At |+ (1-— At AS AL,
€ c|: 172 c|: MY ci|+( 112 c|: MY ch—i—3A c]

last period return

It is apparent by observation that £; is necessarily larger than ¢&;, while &y can be larger
or smaller than ¢, depending on the values of A, k, and c. In particular, for a fixed level
of A, if « is very large or c is very small, then &, falls below &7, since the term marked
“last period return” becomes unboundedly negative. Intuitively, this is because in those
cases, the ratchet effect in the middle period is large. To see this, notice that under the
said conditions, ¢; can be very large. This means that the effort choice in the middle
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period is very sensitive to beliefs, either because the marginal cost of effort is very small
(i.e., small ¢) or the feedback is very sensitive to effort choice (i.e., large ). This implies
that the impact of a divergence between public and private beliefs on effort choices at
the beginning of this period is greatly amplified in this period. In particular, after an up-
ward deviation in period 0, player i in period 1, being less optimistic than his teammate,
chooses an effort level that is far below the teammate’s expectations. This in turn biases
the period 2 belief of his teammate downward by a large amount and, thus, greatly re-
duces teammate’s period 2 effort—in fact to a level below what it would have been with-
out the period 0 deviation of player i. The impact of this reduction overcomes the impact
of the increase in the teammate’s effort in the middle period, rendering the marginal
product of effort in the initial period small and possibly even negative.

It is worth noting that this non-monotonicity is an artifact of our discrete-time spec-
ification. In fact, when actions can be adjusted frequently and feedback is received fre-
quently, this type of behavior disappears. This is easily observed by inspecting the ex-
pressions for &, £1, and &, above. Intuitively, this is because the belief divergence after a
deviation causes a ratchet effect that is the source of the non-monotonicity. The strength
of the ratchet effect is positively related to the amount of information released in each
period, which is proportional to the period length A.

APPENDIX D: ROLE OF PROJECT UNCERTAINTY

As discussed in Section 4, as the project uncertainty increases, there exists a trade-off
between benefit from the belief manipulation incentives and the standard cost due to
uninformed effort choices. In this appendix, we analyze the effect of project uncertainty
on the agents’ expected payoff, which is used to plot Figure 2.

Suppose that a manager of a team faces a choice of projects with varying uncertainty.
The team manager tries to maximize the ex ante total payoff to the team. To clarify
our analysis of the trade-off, we consider the case in which all projects have the same
ex ante value under complete information. Recall that if the project state 6 is perfectly
observed at the beginning, then the equilibrium action is @} () = 6/N for all t € [0, T].
Since the state 0 is normally distributed with mean uo and precision vy, the agent’s ex
ante expected payoff before the realization of 6 is

ol [ (10~ LY ) 2 T (1 L))

_T1 1 2+1
N 2N Ho vy )

Note that the payoff structure of our model implies that the value of the project is convex
in 6. Therefore, choosing a risky project (one with a small v) is always beneficial under
complete information.
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Now consider the original model where 6 is unknown. We consider the optimal
choice of uncertainty vy subject to a constraint ,u% + % = k for some k > 0. This con-
straint requires that the mean of the project decreases as its level of uncertainty in-
creases, offsetting the inherent benefit of risk-taking described above. Given the con-
straint, the ex ante expected equilibrium payoff is given by

T () T
Eo[ / (o-aim— @) dt] - é(ﬂ(k%)ﬁo[ﬂ(t)z] dt
[t £(1) 1
= [ a1 (ki)

Note that as the project uncertainty becomes larger, the cost of uncertainty (captured
by the term 1/v(¢)) increases, while the free-riding problem is alleviated since £(¢) uni-
formly increases in v for all ¢ € (0, T'). Figure 2, which plots the above formula as a func-
tion of vy, shows that there exists an optimal level of project uncertainty that balances
the trade-off between the cost of uncertainty and the benefit of belief manipulation.

REFERENCES

Admati, Anat R. and Motty Perry (1991), “Joint projects without commitment.” Review of
Economic Studies, 58, 259-276. [1026]

Alchian, Armen A. and Harold Demsetz (1972), “Production, information costs, and eco-
nomic organization.” American Economic Review, 62, 777-795. [1026, 1035]

Bandiera, Oriana, Iwan Barankay, and Imran Rasul (2013), “Team incentives: Evidence
from a firm level experiment.” Journal of the European Economic Association, 11, 1079-
1114. [1023]

Bhaskar, Venkataraman (2014), “The ratchet effect re-examined: A learning perspec-
tive.” CEPR Discussion Paper 9956. [1025]

Bhaskar, Venkataraman and George J. Mailath (2019), “The curse of long horizons.” Jour-
nal of Mathematical Economics, 82, 74-89. [1025]

Bolton, Patrick and Christopher Harris (1999), “Strategic experimentation.” Economet-
rica, 67, 349-374. [1025, 1027, 1036]

Bonatti, Alessandro and Johannes Horner (2011), “Collaborating.” American Economic
Review, 101, 632-663. [1026, 1029]

Campbell, Arthur, Florian Ederer, and Johannes Spinnewijn (2014), “Delay and dead-
lines: Freeriding and information revelation in partnerships.” American Economic Jour-
nal: Microeconomics, 6, 163-204. [1027]

Cetemen, Doruk (2018), “Achieving efficiency in repeated partnerships via information
design.” Unpublished paper, Department of Economics, University of Rochester. [1043]

Che, Yeon-Koo and Seung-Weon Yoo (2001), “Optimal incentives for teams.” American
Economic Review, 91, 525-541. [1027, 1042]


http://www.e-publications.org/srv/te/linkserver/setprefs?rfe_id=urn:sici%2F1933-6837%282020%2915%3A3%3C1023%3AUDC%3E2.0.CO%3B2-1
http://www.e-publications.org/srv/te/linkserver/openurl?rft_dat=bib:1/Admati:1991ty&rfe_id=urn:sici%2F1933-6837%282020%2915%3A3%3C1023%3AUDC%3E2.0.CO%3B2-1
http://www.e-publications.org/srv/te/linkserver/openurl?rft_dat=bib:2/Alchian:1972vk&rfe_id=urn:sici%2F1933-6837%282020%2915%3A3%3C1023%3AUDC%3E2.0.CO%3B2-1
http://www.e-publications.org/srv/te/linkserver/openurl?rft_dat=bib:3/bandiera2013team&rfe_id=urn:sici%2F1933-6837%282020%2915%3A3%3C1023%3AUDC%3E2.0.CO%3B2-1
http://www.e-publications.org/srv/te/linkserver/openurl?rft_dat=bib:5/bhaskar2016curse&rfe_id=urn:sici%2F1933-6837%282020%2915%3A3%3C1023%3AUDC%3E2.0.CO%3B2-1
http://www.e-publications.org/srv/te/linkserver/openurl?rft_dat=bib:6/bolton1999strategic&rfe_id=urn:sici%2F1933-6837%282020%2915%3A3%3C1023%3AUDC%3E2.0.CO%3B2-1
http://www.e-publications.org/srv/te/linkserver/openurl?rft_dat=bib:7/BH2011&rfe_id=urn:sici%2F1933-6837%282020%2915%3A3%3C1023%3AUDC%3E2.0.CO%3B2-1
http://www.e-publications.org/srv/te/linkserver/openurl?rft_dat=bib:8/campbell2014delay&rfe_id=urn:sici%2F1933-6837%282020%2915%3A3%3C1023%3AUDC%3E2.0.CO%3B2-1
http://www.e-publications.org/srv/te/linkserver/openurl?rft_dat=bib:10/che2001optimal&rfe_id=urn:sici%2F1933-6837%282020%2915%3A3%3C1023%3AUDC%3E2.0.CO%3B2-1
http://www.e-publications.org/srv/te/linkserver/openurl?rft_dat=bib:1/Admati:1991ty&rfe_id=urn:sici%2F1933-6837%282020%2915%3A3%3C1023%3AUDC%3E2.0.CO%3B2-1
http://www.e-publications.org/srv/te/linkserver/openurl?rft_dat=bib:2/Alchian:1972vk&rfe_id=urn:sici%2F1933-6837%282020%2915%3A3%3C1023%3AUDC%3E2.0.CO%3B2-1
http://www.e-publications.org/srv/te/linkserver/openurl?rft_dat=bib:3/bandiera2013team&rfe_id=urn:sici%2F1933-6837%282020%2915%3A3%3C1023%3AUDC%3E2.0.CO%3B2-1
http://www.e-publications.org/srv/te/linkserver/openurl?rft_dat=bib:3/bandiera2013team&rfe_id=urn:sici%2F1933-6837%282020%2915%3A3%3C1023%3AUDC%3E2.0.CO%3B2-1
http://www.e-publications.org/srv/te/linkserver/openurl?rft_dat=bib:5/bhaskar2016curse&rfe_id=urn:sici%2F1933-6837%282020%2915%3A3%3C1023%3AUDC%3E2.0.CO%3B2-1
http://www.e-publications.org/srv/te/linkserver/openurl?rft_dat=bib:6/bolton1999strategic&rfe_id=urn:sici%2F1933-6837%282020%2915%3A3%3C1023%3AUDC%3E2.0.CO%3B2-1
http://www.e-publications.org/srv/te/linkserver/openurl?rft_dat=bib:7/BH2011&rfe_id=urn:sici%2F1933-6837%282020%2915%3A3%3C1023%3AUDC%3E2.0.CO%3B2-1
http://www.e-publications.org/srv/te/linkserver/openurl?rft_dat=bib:8/campbell2014delay&rfe_id=urn:sici%2F1933-6837%282020%2915%3A3%3C1023%3AUDC%3E2.0.CO%3B2-1
http://www.e-publications.org/srv/te/linkserver/openurl?rft_dat=bib:8/campbell2014delay&rfe_id=urn:sici%2F1933-6837%282020%2915%3A3%3C1023%3AUDC%3E2.0.CO%3B2-1
http://www.e-publications.org/srv/te/linkserver/openurl?rft_dat=bib:10/che2001optimal&rfe_id=urn:sici%2F1933-6837%282020%2915%3A3%3C1023%3AUDC%3E2.0.CO%3B2-1

Theoretical Economics 15 (2020) Uncertainty-driven cooperation 1057

Cisternas, Gonzalo (2018a), “Two-sided learning and the ratchet principle.” Review of
Economic Studies, 85, 307-351. [1025, 1026]

Cisternas, Gonzalo (2018b), “Career concerns and the nature of skills.” American Eco-
nomic Journal: Microeconomics, 10, 152-189. [1026]

Dai, Tianjiao and Juuso Toikka (2018), “Robust incentives for teams.” Unpublished pa-
per, Department of Economics, MIT. [1027, 1042]

Deloitte (2016), “Global human capital trends: The new organization: Differ-
ent by design.” https://www2.deloitte.com/content/dam/Deloitte/global/Documents/
HumanCapital/gx-dup-global-human- capital- trends-2016.pdf. [1023]

Dong, Miaomiao (2018), “Strategic experimentation with asymmetric information.” Un-
published Paper, Pennsylvania State University. [1027]

Fleming, Wendell H. and Halil M. Soner (2006), Controlled Markov Processes and Vis-
cosity Solutions, volume 25 of Stochastic Modelling and Applied Probability. Springer,
Berlin. [1054]

Freixas, Xavier, Roger Guesnerie, and Jean Tirole (1985), “Planning under incomplete
information and the ratchet effect.” Review of Economic Studies, 52, 173-191. [1025]

Fudenberg, Drew and Jean Tirole (1986), “A “signal-jamming” theory of predation.”
RAND Journal of Economics, 17, 366-376. [1026]

Georgiadis, George (2015), “Projects and team dynamics.” Review of Economic Studies,
82,187-218. [1027]

Georgiadis, George (2017), “Deadlines and infrequent monitoring in the dynamic provi-
sion of public goods.” Journal of Public Economics, 152, 1-12. [1027]

Gully, Stanley M., Kara A. Incalcaterra, Aparna Joshi, and J. Matthew Beaubien (2002),
“A meta-analysis of team-efficacy, potency, and performance: Interdependence and
level of analysis as moderators of observed relationships.” Journal of applied psychology,
87,819-832. [1027]

Hackman, J. Richard (1987), “The design of work teams.” In Handbook of Organizational
Behavior (Jay William Lorsch, ed.), 315-342, Prentice-Hall, Englewood Cliffs, New Jersey.
[1023]

Halac, Marina, Navin Kartik, and Qingmin Liu (2017), “Contests for experimentation.”
Journal of Political Economy, 125, 1523-1569. [1027]

Hermalin, Benjamin E. (1998), “Toward an economic theory of leadership: Leading by
example.” American Economic Review, 88, 1188-1206. [1024, 1043]

Hoélmstrom, Bengt (1982), “Moral hazard in teams.” Bell Journal of Economics, 13, 324—
340. [1024, 1026]

Hoélmstrom, Bengt (1999), “Managerial incentive problems: A dynamic perspective.” Re-
view of Economic Studies, 66, 169-182. [1024, 1026, 1034]


http://www.e-publications.org/srv/te/linkserver/openurl?rft_dat=bib:11/Cisternas:2014wa&rfe_id=urn:sici%2F1933-6837%282020%2915%3A3%3C1023%3AUDC%3E2.0.CO%3B2-1
http://www.e-publications.org/srv/te/linkserver/openurl?rft_dat=bib:12/cisternas2016career&rfe_id=urn:sici%2F1933-6837%282020%2915%3A3%3C1023%3AUDC%3E2.0.CO%3B2-1
https://www2.deloitte.com/content/dam/Deloitte/global/Documents/HumanCapital/gx-dup-global-human-capital-trends-2016.pdf
http://www.e-publications.org/srv/te/linkserver/openurl?rft_dat=bib:17/freixas1985planning&rfe_id=urn:sici%2F1933-6837%282020%2915%3A3%3C1023%3AUDC%3E2.0.CO%3B2-1
http://www.e-publications.org/srv/te/linkserver/openurl?rft_dat=bib:18/fudenberg1986signal&rfe_id=urn:sici%2F1933-6837%282020%2915%3A3%3C1023%3AUDC%3E2.0.CO%3B2-1
http://www.e-publications.org/srv/te/linkserver/openurl?rft_dat=bib:19/Georgiadis:2014iy&rfe_id=urn:sici%2F1933-6837%282020%2915%3A3%3C1023%3AUDC%3E2.0.CO%3B2-1
http://www.e-publications.org/srv/te/linkserver/openurl?rft_dat=bib:20/georgiadis2015deadlines&rfe_id=urn:sici%2F1933-6837%282020%2915%3A3%3C1023%3AUDC%3E2.0.CO%3B2-1
http://www.e-publications.org/srv/te/linkserver/openurl?rft_dat=bib:21/gully2002meta&rfe_id=urn:sici%2F1933-6837%282020%2915%3A3%3C1023%3AUDC%3E2.0.CO%3B2-1
http://www.e-publications.org/srv/te/linkserver/openurl?rft_dat=bib:23/halac2014contests&rfe_id=urn:sici%2F1933-6837%282020%2915%3A3%3C1023%3AUDC%3E2.0.CO%3B2-1
http://www.e-publications.org/srv/te/linkserver/openurl?rft_dat=bib:24/hermalin1998toward&rfe_id=urn:sici%2F1933-6837%282020%2915%3A3%3C1023%3AUDC%3E2.0.CO%3B2-1
http://www.e-publications.org/srv/te/linkserver/openurl?rft_dat=bib:25/Holmstrom:1982wr&rfe_id=urn:sici%2F1933-6837%282020%2915%3A3%3C1023%3AUDC%3E2.0.CO%3B2-1
http://www.e-publications.org/srv/te/linkserver/openurl?rft_dat=bib:26/Holmstrom:1999bu&rfe_id=urn:sici%2F1933-6837%282020%2915%3A3%3C1023%3AUDC%3E2.0.CO%3B2-1
http://www.e-publications.org/srv/te/linkserver/openurl?rft_dat=bib:11/Cisternas:2014wa&rfe_id=urn:sici%2F1933-6837%282020%2915%3A3%3C1023%3AUDC%3E2.0.CO%3B2-1
http://www.e-publications.org/srv/te/linkserver/openurl?rft_dat=bib:12/cisternas2016career&rfe_id=urn:sici%2F1933-6837%282020%2915%3A3%3C1023%3AUDC%3E2.0.CO%3B2-1
https://www2.deloitte.com/content/dam/Deloitte/global/Documents/HumanCapital/gx-dup-global-human-capital-trends-2016.pdf
http://www.e-publications.org/srv/te/linkserver/openurl?rft_dat=bib:17/freixas1985planning&rfe_id=urn:sici%2F1933-6837%282020%2915%3A3%3C1023%3AUDC%3E2.0.CO%3B2-1
http://www.e-publications.org/srv/te/linkserver/openurl?rft_dat=bib:18/fudenberg1986signal&rfe_id=urn:sici%2F1933-6837%282020%2915%3A3%3C1023%3AUDC%3E2.0.CO%3B2-1
http://www.e-publications.org/srv/te/linkserver/openurl?rft_dat=bib:19/Georgiadis:2014iy&rfe_id=urn:sici%2F1933-6837%282020%2915%3A3%3C1023%3AUDC%3E2.0.CO%3B2-1
http://www.e-publications.org/srv/te/linkserver/openurl?rft_dat=bib:20/georgiadis2015deadlines&rfe_id=urn:sici%2F1933-6837%282020%2915%3A3%3C1023%3AUDC%3E2.0.CO%3B2-1
http://www.e-publications.org/srv/te/linkserver/openurl?rft_dat=bib:21/gully2002meta&rfe_id=urn:sici%2F1933-6837%282020%2915%3A3%3C1023%3AUDC%3E2.0.CO%3B2-1
http://www.e-publications.org/srv/te/linkserver/openurl?rft_dat=bib:21/gully2002meta&rfe_id=urn:sici%2F1933-6837%282020%2915%3A3%3C1023%3AUDC%3E2.0.CO%3B2-1
http://www.e-publications.org/srv/te/linkserver/openurl?rft_dat=bib:21/gully2002meta&rfe_id=urn:sici%2F1933-6837%282020%2915%3A3%3C1023%3AUDC%3E2.0.CO%3B2-1
http://www.e-publications.org/srv/te/linkserver/openurl?rft_dat=bib:23/halac2014contests&rfe_id=urn:sici%2F1933-6837%282020%2915%3A3%3C1023%3AUDC%3E2.0.CO%3B2-1
http://www.e-publications.org/srv/te/linkserver/openurl?rft_dat=bib:24/hermalin1998toward&rfe_id=urn:sici%2F1933-6837%282020%2915%3A3%3C1023%3AUDC%3E2.0.CO%3B2-1
http://www.e-publications.org/srv/te/linkserver/openurl?rft_dat=bib:25/Holmstrom:1982wr&rfe_id=urn:sici%2F1933-6837%282020%2915%3A3%3C1023%3AUDC%3E2.0.CO%3B2-1
http://www.e-publications.org/srv/te/linkserver/openurl?rft_dat=bib:26/Holmstrom:1999bu&rfe_id=urn:sici%2F1933-6837%282020%2915%3A3%3C1023%3AUDC%3E2.0.CO%3B2-1

1058 Cetemen, Hwang, and Kaya Theoretical Economics 15 (2020)

Keller, Godfrey, Sven Rady, and Martin Cripps (2005), “Strategic experimentation with
exponential bandits.” Econometrica, 73, 39-68. [1025, 1029]

Klein, Nicolas and Peter Wagner (2018), “Strategic investment and learning with private
information.” Unpublished paper. [1027]

Lazear, Edward P. and Kathryn L. Shaw (2007), “Personnel economics: The economist’s
view of human resources.” Journal of economic perspectives, 21, 91-114. [1023]

Legros, Patrick and Steven A. Matthews (1993), “Efficient and nearly-efficient partner-
ships.” Review of Economic Studies, 60, 599-611. [1026]

Liptser, Robert and Albert N. Shiryaev (2013), Statistics of Random Processes: 1. Appli-
cations, volume 6 of Stochastic Modelling and Applied Probability. Springer, New York.
[1052]

Marx, Leslie M. and Steven A. Matthews (2000), “Dynamic voluntary contribution to a
public project.” Review of Economic Studies, 67, 327-358. [1026]

Mathieu, John, Travis M. Maynard, Tammy Rapp, and Lucy Gilson (2008), “Team effec-
tiveness 1997-2007: A review of recent advancements and a glimpse into the future.”
Journal of Management, 34, 410-476. [1027]

Olson, Mancur (1965), The Logic of Collective Action: Public Goods and the Theory of
Groups. Harvard University Press, Cambridge, Massachusetts. [1026]

Prat, Julien and Boyan Jovanovic (2014), “Dynamic contracts when the agent’s quality is
unknown.” Theoretical Economics, 9, 865-914. [1025]

Radner, Roy, Roger Myerson, and Eric Maskin (1986), “An example of a repeated part-
nership game with discounting and with uniformly inefficient equilibria.” Review of Eco-
nomic Studies, 53, 59-69. [1026]

Riordan, Michael H. (1985), “Imperfect information and dynamic conjectural varia-
tions.” RAND Journal of Economics, 16, 41-50. [1026]

Teschl, Gerald (2012), Ordinary Differential Equations and Dynamical Systems, vol-
ume 140 of Graduate Studies in Mathematics. American Mathematical Society, Provi-
dence, Rhode Island. [1047]

Weitzman, Martin L. (1980), “The “ratchet principle” and performance incentives.” Bell
Journal of Economics, 11, 302-308. [1025]

Whitt, Ward (1980), “Some useful functions for functional limit theorems.” Mathematics
of Operations Research, 5, 67-85. [1054]

Yildirim, Huseyin (2006), “Getting the ball rolling: Voluntary contributions to a large-
scale public project.” Journal of Public Economic Theory, 8, 503-528. [1026]

Co-editor Thomas Mariotti handled this manuscript.

Manuscript received 24 January, 2019; final version accepted 5 December, 2019; available on-
line 17 December, 2019.


http://www.e-publications.org/srv/te/linkserver/openurl?rft_dat=bib:27/keller2005strategic&rfe_id=urn:sici%2F1933-6837%282020%2915%3A3%3C1023%3AUDC%3E2.0.CO%3B2-1
http://www.e-publications.org/srv/te/linkserver/openurl?rft_dat=bib:29/lazear2007personnel&rfe_id=urn:sici%2F1933-6837%282020%2915%3A3%3C1023%3AUDC%3E2.0.CO%3B2-1
http://www.e-publications.org/srv/te/linkserver/openurl?rft_dat=bib:30/Legros:1993fp&rfe_id=urn:sici%2F1933-6837%282020%2915%3A3%3C1023%3AUDC%3E2.0.CO%3B2-1
http://www.e-publications.org/srv/te/linkserver/openurl?rft_dat=bib:32/marx2000dynamic&rfe_id=urn:sici%2F1933-6837%282020%2915%3A3%3C1023%3AUDC%3E2.0.CO%3B2-1
http://www.e-publications.org/srv/te/linkserver/openurl?rft_dat=bib:33/Mathieu:2008gl&rfe_id=urn:sici%2F1933-6837%282020%2915%3A3%3C1023%3AUDC%3E2.0.CO%3B2-1
http://www.e-publications.org/srv/te/linkserver/openurl?rft_dat=bib:35/prat2014dynamic&rfe_id=urn:sici%2F1933-6837%282020%2915%3A3%3C1023%3AUDC%3E2.0.CO%3B2-1
http://www.e-publications.org/srv/te/linkserver/openurl?rft_dat=bib:36/Radner:1986tz&rfe_id=urn:sici%2F1933-6837%282020%2915%3A3%3C1023%3AUDC%3E2.0.CO%3B2-1
http://www.e-publications.org/srv/te/linkserver/openurl?rft_dat=bib:37/Riordan:1985tr&rfe_id=urn:sici%2F1933-6837%282020%2915%3A3%3C1023%3AUDC%3E2.0.CO%3B2-1
http://www.e-publications.org/srv/te/linkserver/openurl?rft_dat=bib:39/weitzman1980ratchet&rfe_id=urn:sici%2F1933-6837%282020%2915%3A3%3C1023%3AUDC%3E2.0.CO%3B2-1
http://www.e-publications.org/srv/te/linkserver/openurl?rft_dat=bib:40/whitt1980some&rfe_id=urn:sici%2F1933-6837%282020%2915%3A3%3C1023%3AUDC%3E2.0.CO%3B2-1
http://www.e-publications.org/srv/te/linkserver/openurl?rft_dat=bib:41/yildirim2006g&rfe_id=urn:sici%2F1933-6837%282020%2915%3A3%3C1023%3AUDC%3E2.0.CO%3B2-1
http://www.e-publications.org/srv/te/linkserver/openurl?rft_dat=bib:27/keller2005strategic&rfe_id=urn:sici%2F1933-6837%282020%2915%3A3%3C1023%3AUDC%3E2.0.CO%3B2-1
http://www.e-publications.org/srv/te/linkserver/openurl?rft_dat=bib:29/lazear2007personnel&rfe_id=urn:sici%2F1933-6837%282020%2915%3A3%3C1023%3AUDC%3E2.0.CO%3B2-1
http://www.e-publications.org/srv/te/linkserver/openurl?rft_dat=bib:30/Legros:1993fp&rfe_id=urn:sici%2F1933-6837%282020%2915%3A3%3C1023%3AUDC%3E2.0.CO%3B2-1
http://www.e-publications.org/srv/te/linkserver/openurl?rft_dat=bib:32/marx2000dynamic&rfe_id=urn:sici%2F1933-6837%282020%2915%3A3%3C1023%3AUDC%3E2.0.CO%3B2-1
http://www.e-publications.org/srv/te/linkserver/openurl?rft_dat=bib:33/Mathieu:2008gl&rfe_id=urn:sici%2F1933-6837%282020%2915%3A3%3C1023%3AUDC%3E2.0.CO%3B2-1
http://www.e-publications.org/srv/te/linkserver/openurl?rft_dat=bib:33/Mathieu:2008gl&rfe_id=urn:sici%2F1933-6837%282020%2915%3A3%3C1023%3AUDC%3E2.0.CO%3B2-1
http://www.e-publications.org/srv/te/linkserver/openurl?rft_dat=bib:35/prat2014dynamic&rfe_id=urn:sici%2F1933-6837%282020%2915%3A3%3C1023%3AUDC%3E2.0.CO%3B2-1
http://www.e-publications.org/srv/te/linkserver/openurl?rft_dat=bib:36/Radner:1986tz&rfe_id=urn:sici%2F1933-6837%282020%2915%3A3%3C1023%3AUDC%3E2.0.CO%3B2-1
http://www.e-publications.org/srv/te/linkserver/openurl?rft_dat=bib:36/Radner:1986tz&rfe_id=urn:sici%2F1933-6837%282020%2915%3A3%3C1023%3AUDC%3E2.0.CO%3B2-1
http://www.e-publications.org/srv/te/linkserver/openurl?rft_dat=bib:37/Riordan:1985tr&rfe_id=urn:sici%2F1933-6837%282020%2915%3A3%3C1023%3AUDC%3E2.0.CO%3B2-1
http://www.e-publications.org/srv/te/linkserver/openurl?rft_dat=bib:39/weitzman1980ratchet&rfe_id=urn:sici%2F1933-6837%282020%2915%3A3%3C1023%3AUDC%3E2.0.CO%3B2-1
http://www.e-publications.org/srv/te/linkserver/openurl?rft_dat=bib:40/whitt1980some&rfe_id=urn:sici%2F1933-6837%282020%2915%3A3%3C1023%3AUDC%3E2.0.CO%3B2-1
http://www.e-publications.org/srv/te/linkserver/openurl?rft_dat=bib:41/yildirim2006g&rfe_id=urn:sici%2F1933-6837%282020%2915%3A3%3C1023%3AUDC%3E2.0.CO%3B2-1

	Introduction
	Model
	Remarks about the model
	Belief updating

	Equilibrium
	Equilibrium dynamics
	Role of project uncertainty

	Comparative statics
	Sharing rule and convergence to the ﬁrst-best

	Restricted feedback and joint performance measures
	Restricted feedback
	A numerical example
	Optimality of one-time feedback schedules

	Joint versus individual performance measures

	Concluding remarks
	Appendix
	Appendix A: Omitted proofs
	Proof of Theorem 1
	Proof of Proposition 1
	Proof of Propositions 2 and 3
	Proof of Proposition 5
	Proof of Proposition 6
	Proof of Proposition 8

	Appendix B: Continuous-time model and equilibrium convergence
	Veriﬁcation
	Convergence from the discrete-feedback model

	Appendix C: Non-monotonicity of belief sensitivity
	Appendix D: Role of project uncertainty
	References

