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Views on shirking

· Shirking is very common in principal-agent relationships due to the problems of information, incomplete contracts, costly monitoring.

· Standard economics assume that rational agents shirk, and they have to be disciplined by monitoring and regulating. 

· So, a lot of effort is put in to find out the ways to “discipline” agents, i.e. by unemployment. 

· This article shows how the disciplining activities such as regulations affect the work morale of employees. And suggests that it is important to target the regulations according to the specific work morale of individual agents. 
Importance of work morale 
· Work morale has a significant influence on the effort level chosen by the agents. 

· Morale is much more effective in determining the behavior (work effort in this case) than regulations in some cases. Four cases are given: (not very important) 
1. It is difficult to formulate regulations and monitor whether they are being followed. Individuals have little incentives to follow them. For example, spitting on the streets and littering in public. This could relate to work conditions as well. 
2. When the quality of performance is difficult to observe, regulations are relatively ineffective. Example; doctor-patient, lawyer-client relationships which are strongly based on trust. 

3. In collective decision makings, it is difficult to evaluate performance of an individual. 

4. When activities require a high degree of discretionary decision making e.g.; management, advanced teaching, complex tasks such as research and invention.

Implicit contract and the misattribution effect

· When there is no monitoring (it is a form of regulation), the employment relationship has an “implicit contract” also called “psychological contract” by the psychologists. It means that, the principal offers recognition of the employee’s work morale.  The agent values the recognition positively and puts in more effort compared to when there is less recognition by the principal. Higher recognition is in a way a non-monetary reward for the agent. 
· However, when agents are monitored (regulated) more tightly, then it shows that principals do not trust the agents. The principals attribute a particular work morale to them. The consequence is, those agents with high morale and do not shrink now are attributed a lower morale than they actually have.  Agents feel that their actual high morale is not acknowledged by the principal. As a result, the implicit contract is broken by the principals and agents respond by reducing their work morale. In the end, shirking increases. This is called the misattribution effect: monitoring crowds out morale. 
· Two psychological theories support the crowding out of morale:

a. Norm of reciprocity, the equilibrium of recognition and work morale, included in the implicit contract is disrupted.  Employees with the high morale feel that the interaction with the principal no longer yields positive net benefits as their “excess morale” is not appreciated. Equity theory and social exchange theory says that people continue interactions as long as all parties derive net benefits. In this case, employees no longer have net benefits and cut back their effort. Akerlof suggests that a “gift” is offered by the employees but not accepted by the employers. 

b. Agents with excess morale may feel “overjustified” when the high morale they have is not required because the regulations force a particular behavior upon them anyway. This is similar to the situation when the intrinsic motive of one is negatively affected by the extrinsic rewards. 
· In addition to these theories, misattribution effect is also supported by the fact that most people believe that their performance is better than the average. (This phenomenon is called ipsative) So due to this ipsative misperception, workers feel their work morale is underrated even if the evaluation is correct (even if they actually have a lower morale.) As a result of this misattribution, employees tend to reduce work morale and increase shirking. 

· On the other hand, there are some situations in which monitoring and regulating do not always result in destroying excess morale. If the monitoring clearly prevent “others” from shirking, agents do not feel they have excess morale. Actually, non-shirkers have their interest in others not shirking for equity reasons; they feel it to be unjust if some get the same wage for less effort. 
The other case is if the standard of work morale determined by the regulations is higher than the actual prevailing one, then the agents slowly adjust their morale upwards. However, this is believed to be hard to achieve. 

Uniformity of regulations 
· It is difficult for principals to establish regulations directed only at the shirkers.  But, when the regulations are uniform, two such errors are likely.
-Agents who shirk are not monitored and regulated. The cost is mainly the negative effects on the non-shirkers.

-Agents who do not shirk are monitored. Even if they are not punished they feel badly because of the mistrust.

An attempt to design regulations corresponding to different morale of agents is costly, so perfect targeting is not achieved. Therefore, the misattribution effect remains. 

· There is a distinction between private and public organizations. Private institutions will use more of differentiation of regulations because they are under competition and are subject to market test so they have to perform better. Public institutions typically have uniform regulations. The result of the tendency to treat employees uniformly is the slightness of wage differentiation: the best workers are paid much less, and worst workers more, than if they were in the private sector. And due to the uniform regulations, there is a stronger tendency to converge to an average work morale. So, in the public sector, distribution of work effort and wages is more compressed than the underlying distribution of skills. 
Applications

· Professors at Swiss universities have to teach 8 hours a week. Some of them teach more, despite not being paid, due to their high work ethics. A few professors teach less than 8 hours. The response of ministry of education is to introduce uniform controls applicable to everyone. The superior teaching morale of some professors is thus rejected by the principal. As a result, although those teaching less than 8 hours previously now conform the regulations, but professors teaching more than 8 hours reduce their excess morale and many teach only the necessary 8 hours. 
· In Japanese firms also, where there is a high level of trust between workers and principals, a tightening of a regulation would result in a strong reduction of the work morale. Again, the implicit contract would be broken. 

