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Abstract

While confounding factors typically jeopardize the possibility of using observational data to measure peer effects, field experiments over the potential for obtaining clean evidence. In this paper we measure the output of subjects who were asked to stuff letters into envelopes, with a remuneration completely independent of output. We study two treatments. In the "pair" treatment two subjects work at the same time in the same room. Peer effects are possible in this situation and imply that outputs within pairs should be similar. In the "single" treatment, which serves as a control, subjects work alone in a room and peer effects are ruled out by design. Our main results are as follows: First, we find clear and unambiguous evidence for the existence of peer effects in the pair treatment. The standard deviations of output are significantly smaller within pairs than between pairs. Second, average output in the pair treatment largely exceeds output in the single treatment, i.e., peer effects raise productivity. Third, low productivity workers are significantly more sensitive to the behavior of peers than are high productivity workers. Our findings yield important implications for the design of the workplace.
Introduction

· Is individual behaviour modified by peer effects?

· Are there any peer effects on a working environment? 

· Are workers performing better, while working with others, or when working alone?

The Experiment

· Subjects: 24 High-school students in Switzerland

· Place:
High-school building

· Task: Fold two sheets of paper and stuff them into an envelope over a period of four hours (w/out a break)

· Reward: 90 Swiss Francs regardless of output

Further Characteristics:

· Subjects are divided into two groups:

· Pair Treatment: Teams of 2

· Free to communicate

· Cooperation prohibited

· Single Treatment: Subjects work alone in a room

· Rules out peer effects

Behavioral Hypotheses

Proposition 1

If peer effects exist, then the absolute value of the difference between output levels within pairs should be smaller than if there were no peer effects. 

Proposition 2

If the peer effects contribute positively to the productivity, then the average output of the pair treatment exceeds that of the single treatment.

Proposition 3 

Positive peer effects may lead to an individual output increase, which is inversely related to the individual’s innate productivity.

Testing the propositions…Results
Proposition 1

· The single and pair data ARE different

· The standard deviations within pairs are significantly smaller than between pairs

Proposition 2

· Comparison of average output levels in pair and the single treatment ARE NOT similar, even if incentives are similar. Peer effects contribute positively to  raising the overall productivity

Proposition 3

· Subjects with low innate productivity are more affected by the influence of peers, than those with higher innate productivity

Conclusion

· Behavior of subjects working in pairs is significantly different from the behavior of subjects working alone.

· Peer effects work in the direction of raising the overall average productivity significantly.

· Less productive workers are influenced more than high productivity ones.

Limitations and questions for thought...

· How can low and high productivity workers be allocated optimally?

· Subjects interacted only once and did not know each other

· How would the results change with repeated interaction?

· What would happen to the productivity of high productivity workers if it became clear that rewards are independent of output?

