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Fehr & Gächter, 
Nature 2002, 
more than 
4000 citations
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So hasn’t the puzzle of sustainable 
cooperation long been solved?
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Structure of the Lecture

1. The Puzzle of Sustainable Cooperation 

2. Case Studies of Sustainable Cooperation

3. Social Mechanism Theorizing

4. Conclusion
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The Puzzle of Sustainable 
Cooperation
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WHAT KEEPS COOPERATION GOING?
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THREE THREATS TO SUSTAINABLE COOPERATION

1

2
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2013  1. General information 

2. Research proposal 

3. Budget 

4. Declaration/signature 
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creasing doubts about the feasibility of 

such strong assumptions as a foundation 

of policy and as an explanation of why 

and under what conditions people coop-

erate (e.g. Megginson & Netter, 2001). 

Recent research remains inconclusive: 

though there is far more short-term co-

operation than many models predict, 

cooperation also seems to predictably 

decay over time (Ledyard, 1995; Anand 

et al., 2011). 

As it appears then, as yet social sci-

entists and policymakers seem ill-

equipped to understand, let alone mod-

el, the conditions under which coopera-

tive arrangements will either endure or 

go into decline. To achieve this objec-

tive, a fundamental shift of focus is re-

quired towards the concept of sustaina-

ble cooperation. In the next section 

(2.2.), we will clarify this concept, de-

scribing what kind of breakthrough will 

be needed to solve the puzzle. Section 

(2.3.) presents a summary sketch of the 

present state-of-the-art in the “science of cooperation”. 

Section (2.4.) outlines how we may achieve progress 

through an integrated study of foundational principles, 

institutions, policy implications, and theoretical synthe-

sis. 

 

2 .2 .  Breakt hrough: From  Get t ing Cooperat ion Go-

ing to Keeping it  Going 

2 .2 .1 . Sustainable Cooperat ion 

Sustainable cooperation is not  always “good” from a 

moral or ethical point of view - after all, criminal organi-

zations can maintain highly sustainable cooperative ar-

rangements as well. Yet, for those many situations in 

which sustainable cooperation is desired, it is important 

to know the conditions under which sustainability can be 

achieved or is endangered. Various disciplines address 

related issues (think, for instance, of equilibrium analy-

sis in game theory). In these approaches, “sustainabil-

ity” is defined in terms of the cont inuit y of a cooperative 

arrangement: the parties involved succeed in repeatedly 

producing mutual benefit (see Figure 2). There are two 

necessary conditions, which in combination with a third 

condition suffice to keep cooperation going: 

 1 .  Resilience against  externa l shocks.  This 

means that the cooperative arrangement will endure in 

adverse circumstances, such as changes in the envi-

ronment or external shocks. To give an example, in du-

al-earner households, making one’s contribution to do-

mestic tasks and childcare may come under threat in 

case of unforeseen time claims by employers. Sustain-

ing the cooperative arrangements agreed upon earlier in 

the household requires mutual adjustment and com-

promise (Perlow, 1999). 

 2 .  Absence of self- defeat ing m echanism s. This 

means that the conditions that make cooperation possi-

ble do not undermine it in the long run. Examples of 

self-defeating “vicious cycles” of cooperation abound. 

For instance, performance-related pay entices employ-

ees to work hard but also stimulates “indicator behav-

ior”: employees pay disproportionate attention to meas-

urable aspects of their task that enter their performance 

evaluation, to the detriment of other behaviors that may 

not be measured, but which are essential to the quality 

of the exchange all the same (Meyer & Gupta, 1994; 

Smith 1995; Van Thiel & Leeuw, 2002). Sanctioning 

systems, too, can reduce the willingness to contribute to 

the production of public goods (Chen, Pillutla & Yao, 

2009). Conversely, offering monetary rewards may de-

crease the intrinsic motivation to cooperate (Frey & 

Oberholzer-Gee, 1997). Also, if cooperation has nega-

tive external effects, third parties may step in and try to 

stop the cooperative arrangement. To illustrate, cartels 

may be heavily sanctioned by the state if they are de-

tected. In such cases, the cooperation initially estab-

lished may lead to a decrease of its own resilience. 

Figure 2 : Susta inable  Coopera t ion 

 

 

Cooperation is sustainable if the end it serves and the 

means that are used to bring it about are not self-

defeating; also, it must be resilient to external shocks.  
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Cooperation and Value Creation: 
Three Examples



Overview

1. Feedback Loops

• CEO Compensation

2. Spill-Over Effects

• Work-Home Balance

3. External Shocks

• Reorganizations
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Case 1: Feedback Loops
Sustainable Cooperation in the Board 
and the Rise of CEO Compensation



Outrageous!? › Convicted in 2005

› $81 million in unauthorized 
bonus

› He had Tyco pay for his $30 
million New York City 
appartment, including
• $6,000 shower curtains

• $15,000 "dog umbrella stands”

• Purchase of art for $14 million

› Tyco paid $1 Million for the 
40th birthday party of 
Kozlowski's second wife

Leo Dennis Kozlowski, Former 
CEO of Tyco International
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Figure 1: Median Compensation of CEOs and Other Top Officers from 1936 to 2005 
Figure 1 shows the median level of total compensation in a sample of the three highest-paid officers in the 

largest 50 firms in 1940, 1960 and 1990 (for a total of 101 firms). Firms are selected according to total 

sales in 1960 and 1990, and according to market value in 1940. Compensation data is hand-collected for all 

available years from 1936 to 1992; the S&P ExecuComp database is used to extend the data to 2005 

(Frydman & Saks 2010). Total compensation is composed of salary, bonuses, long-term bonus payments 

(including grants of restricted stock), and stock option grants (valued using Black-Scholes). The CEO is 

identified as the president of the company in firms where the CEO title is not used. “Other top officers” 

include any executives among the three highest paid who are not the CEO. All dollar values are in 

inflation-adjusted 2000 dollars. 
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Rising CEO Compensation

Based on a sample of the three highest-paid officers in the largest 50 firms in 
1940, 1960 and 1990 (for a total of 101 firms). Source: Frydman & Jenter (2010)



THE EXECUTIVE COMPENSATION CONTROVERSY:  13 FEBRUARY 2011 

A TRANSATLANTIC ANALYSIS 

-6- 

 

average CEO made 263 times the wages of production workers (while the median CEO made 

219 times more).12 The figure also shows that most of the growth in CEO pay since 1990 is 

explained by the growth in equity-based pay. Indeed, stock and options constituted only a 

trivial percentage of pay in the early 1970s, and grew to be the dominant form of pay by the 

late 1990s. 

Figure 2.2 shows how both the composition and level of pay evolved over this time 

period. The Euro-denominated data are again constructed by first adjusting for inflation 

(using the US Consumer Price Index), and then converting to Euros using the 2008 year-end 

exchange rate. Because of the “skewness” in the pay distribution (where a small number of 

                                                

12  US production worker pay is from the Current Population Statistics issued by the Bureau of Labor Statistics 

(www.bls.gov/ces/home.htm, Table B2), and equals the average hourly earnings of production workers 

multiplied by 52 times the average weekly hours for such workers. Total compensation for both executives and 

production workers excludes company-provided benefits such as health insurance, social security taxes, etc. The 

ratios of CEO to worker pay are overstated to the extent that these excluded benefits represent a larger 

percentage of compensation for workers than for CEOs. Total compensation for production workers excludes 

the value of option grants to production workers, and this also leads to an overstatement of the ratio of CEO to 

worker pay. 

Figure 2.1 Average Equity and Non-equity Compensation for CEOs in US S&P 500 Firms, 1970-2009 

 
Note: Compensation data are based on all CEOs included in the US S&P 500, using data from Forbes and ExecuComp. 

CEO total pay includes cash pay, restricted stock, payouts from long-term pay programs and the value of stock 

options granted (using company fair-market valuations, when available, and otherwise using ExecuComp’s modified 

Black-Scholes approach). Equity compensation prior to 1978 estimated as 11.2% (and 0%) of total pay (based on 

Murphy (1985), equity compensation from 1979 through 1991 estimated as amounts realized from exercising stock 

options during the year, rather than grant-date values. Non-equity incentive pay is based on actual payouts rather 

than targets, since target payouts were not available prior to 2006. Monetary amounts are converted to 2008-constant 
US dollars using the Consumer Price Index, and then converted to Euros using the 2008 year-end exchange rate.  

1974-1986 data: “US CEOs were paid 
like bureaucrats: CEOs had low 
holdings of stock and options, and 
their bonuses varied little with 
performance (indeed, varied little at 
all regardless of performance).”

(Conyon et al, 2011) 



The escalation in CEO pay has far outpaced wage gains for production
workers:

• in 1970, the average CEO made 31 times the wages of the average
production worker

• by 2009 the average CEO made 263 times the wages of production
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Case 2: Spill-Over Effects
Personal Growth Trainings, Work-Home 
Interference, and Sustainable Cooperation
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40% of habits 
focus on 
interpersonal 
relations



First Ever Experimental Test (2015)

› Youth care organization 
• 650 employees, 15 sites in NL

• 25 departments, av. team size 17.5

• Our sample: 454

› 7 habits training 
• for employees

• 2-day training, two weeks apart

› Randomized cluster controlled 
trial field experiment on team-
level: 
• 15 depts. Treatment, 10 control

• Survey: 1m before and 6m after 
training 



Self-Regulation Failures

› 13-item Brief Self-Control Scale (Tangey, Baumeister, 
and Boone, 2004).

› “Sometimes I can't stop myself from doing something, 
even if I know it is wrong.”

› “I say inappropriate things”

› …

› 7-point scale ranging from “Strongly disagree” to 
“Strongly agree”. 
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Intervention Effects I
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Work Home 
Interference T1

Self-Regulation 
Failure T2

7-Habits Training

Employees in the control 
condition who experienced more 
work-home interference at baseline 
experienced more self-regulatory 
failures six months later (b = 0.68, 
p < .01).

The training effect buffers the 
effect of work-home interference 
(T1) on self-regulatory failures 
(T2) (b = -0.58, p < .05). 

Work-home interference at 
baseline predicts self-regulatory 
failures six months later for the 
control condition, but not for 
the training condition. 



Effective Intervention!?

› So 7-Habits Training has the potential to prevent 
selfregulation failures due to work-home spillover 
effects.

› So far, so good?

› No. There were many unintended consequences that 
actually undermined cooperation or its underlying 
conditions!

3/1/2017 | 27



| 28

Case 3: External Shocks
Sustainable Cooperation and 
Reorganization Success
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Telephone interview 
with N=401 Dutch 
organizations, 
conducted in 2003



Early Announcement

› When did your top management inform [middle 
management, employees] about the interventions that 
will follow from the reorganization?”

› (1) before decisions about the reorganization were 
made 

› (2) after the plans of the reorganization were defined

› (3) just before the reorganization started

› (4) they were not informed at all. 
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Effect is negative for 
employees, and positive 

for managers. Why? 
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Social Mechanism Theorizing: 
A Primer in Analytical Sociology



The Toolbox

1. The Coleman Boat

2. The DBO-Framework

3. The Theoretical Paradigm
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The “Coleman Boat”



James Coleman
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A Complete Mechanism Explanation

Macro I Macro II

Micro I Micro II

Situational 
Mechanism

Action Generating 
Mechanism

Aggregation 
Mechanism

https://www.youtube.com/watch?v=dGaz0xKG060&feature=youtu.be

https://www.youtube.com/watch?v=dGaz0xKG060&feature=youtu.be
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The DBO-Framework
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Actor Assumptions

› Desires

• a wish or want

› Beliefs

• a proposition about the 
world held to be true 

› Opportunities

• 'menu' of action 
alternatives available 
to the actor 

3/1/2017 | 40

Peter Hedstrom
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Intra- and Interpersonal Mechanisms

Action of 

Ego

Desires

Action of 

other(s)
Beliefs

Opportu-

nities

EGO
Interpersonal 
mechanisms

Intrapersonal 
mechanisms

Source: Hedström, P. 
2005. Dissecting the 
Social.
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Examples for Intra- and 
Interpersonal Mechanisms
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Standard Examples for Mechanisms

› Intra-personal: "wishful thinking“

• desires affect beliefs 

› Inter-Personal: “vacancy chains”

• action of one actor influences the opportunities of 
another



3/1/2017

Example: cooperation and well-being

Do cooperative relations breed psychological well-
being? (Influence Effect)

OR

Does psychological well-being lead to more cooperative 
relations? (Selection Effect)

Need to disentangle influence and selection mechanisms
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Interpersonal Influence: Popularity

















 

Time
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Popularity

Alter Ego

D

B

O

D

B

O

Desires

Beliefs

Oppor-
tunities

Opportunity based social capital explanation: ´Popularity´

Inter-Actor 
Mechanisms

Intra-Actor Mechanisms Social Support Theories
› “Buffer” theories (Wellman, 

Kadushin)
• Networks buffer stress 

effects on mental well-
being

• Networks provide 
resources and sociability

› Social production function 
theory (Lindenberg)
• Universal and 

instrumenal goals
• Physical well-being 

(comfort, stimulation)
• Social well-being 

(affection, status, 
behavioral confirmation)
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Interpersonal Selection: Homophily

















 

Time
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Homophily

Alter Ego

D

B

O

D

B

O

Interpersonal Selection: Uncertainty reduction 

(´Homophily´)

Inter-Actor 
Mechanisms
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The Theoretical Paradigm



Competing Theoretical Paradigms
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Adapted from Lichbach, M. (2009): Is Rational Choice all of Social Science? p 132

Desires

Beliefs

Opportunities
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Social Mechanisms at Work



A Step-By-Step Guide (1)

1. Specify the explanatory problem at the Macro Level

• Define the dependent variable Macro II

• Define the independent variable Macro I

2. Explicate your theoretical paradigm(s)

• Rationalist? Culturalist? Structuralist?

• Specify baseline actor assumptions (e.g. thin vs. 
thick model of rationality)

3/1/2017 | 52

Note: In principle, you can “start” with your explanation at any of the 
nodes or mechanisms in the framework. For this exercise, we assume you 
have some thoughts about the research problem at the macro level.



A Step-By-Step Guide (2)

3. Reconstruct the situational mechanism(s)

• Determine the kind of actors involved.

• Building on step 2 (paradigm choice), explicate 
how (changes or variations in) the 
situation/context affect desires, beliefs, and 
opportunities of each type of actor.

• Explicate how the Macro I – Micro I effect differs 
for different types of actors.
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A Step-By-Step Guide (3)

4. Elaborate the action-generating mechanism.

• Explicate which individual level action needs to be 
explained (Micro II)

• Explicate how Macro I affects DBO at Micro I

• Disentangle intra-actor mechanisms.

• Identify and disentangle inter-actor mechanisms.

5. Specify the aggregation mechanism

• Explicate how Micro II aggregates into Macro II.
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Applying the Framework:
The Three Examples Again



Example 1: External Shock 
Reorganization Success



3/1/2017 | 57

Single macro predictor, single macro outcome.
Single micro predictor, single micro outcome.
Multiple types of actors, multiple mechanisms.



Situational Mechanism

Managers: Commitment Mechanism

›Effect on opportunity structures 

• information advantage

• Allows to anticipate on the change and 
its consequences,

• improves their chances to take 
measures that lead to successful 
implementation. 

›Effect on preferences

• Top management signals trust in 
middle managers, thereby triggering 
reciprocity motivations (“gift exchange 
mechanism”). 

• Since middle managers are important 
change agents, the design and 
successful implementation of 
organizational change policies is usually 
part of their performance evaluation 
and therefore also affects their career 
prospects. 

Employees: Influence Mechanism

› Effect on opportunity 
structures
• Provides information advantage, 

which extends the time available 
to build coalitions

› Effect on preferences
• provides an incentive to improve 

their power position vis-à-vis
management by forming 
oppositional coalitions.

• This incentive will increase the 
higher the potentially negative 
effects of the reorganization on the 
employees. 
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Action Generating Mechanism

Management: Commitment

› Information advantage, 
increased reciprocity 
motivation and 
performance incentives as 
they follow from early 
information will increase 
change related intelligent 
effort and performance of 
middle managers. 

Employees: Influence

›Information advantage and 
incentives to form 
oppositional coalitions will 
increase employees’ efforts 
to influence change agents 
and to exert pressure to 
adjust reorganization 
objectives to their own 
advantage. 
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Aggregation Mechanism

Management: 
Commitment

The higher the number of 
middle managers whose 
change related efforts and 
performance increases, the 
higher the likelihood that 
the reorganization is 
successful. 

Employees: Influence

The higher the number of 
employees who engage in 
particularistic influence 
attempts, the lower the 
likelihood that the 
reorganization is successful. 
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Example 2: Spill-Over
Personal Growth



Personal Growth Training and Cooperation
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7-Habits 
Training

Person-
Organization Fit

Decline norma-
tive goal frame

Gain seeking or 
hedonic behavior

Job
SatisfactionCalling in

SickAutocratic 
Leadership

Single macro predictor, multiple macro  outcomes.
Single micro predictor, multiple micro outcome.
Single type of actor, same mechanism.



Goal Framing
Theory
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Hedonic 
goal

Gain

Goal

Normati
ve goal

Goal

space



Prediction

› About 40% focuses on interpersonal 
behaviors, but it is framed as 
instrumental for personal goals

• Example: Habit 5: Listen to others to 
make them listen to you in turn.

› Given this emphasis on personal 
goals, the first block (PRIVATE 
VICTORY) acts like a prime for the 
second (PUBLIC VICTORY), 

› This makes the second block stand in 
the service of the first, thus creating a 
down-shift of the normative goal.
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Person-Organization fit declined

› Six months after the training, 
employees who attended the 7 
habits training experienced 
lower person-organization
fit (value congruence) 
compared to employees in the 
waiting-list control condition. 

› This effect disappeared under 
high levels of perceived 
organizational support as 
observed at baseline or high 
tenure.



Job satisfaction declined

Employees who 
participated in the 7 
Habits training were 
less satisfied with their

• job content

• career opportunities

• job in general



Sick leave increased

The 7 Habits training neutralized 
organizational efforts to reduce 
absenteeism. Likelihood to call in 
sick:

› decreased for employees in the 
control condition
• median attendance spell 182 days

› remained unchanged in the 
training condition
• median attendance spell 121 days

• 1.51 times higher likelihood to call 
in sick compared to control 
condition



Managers became more autocratic

› Managers who attended the 7 
Habits training increased in 
their follower-rated autocratic 
and transactional leadership 
behaviors.

› Managers who also attended 
the coaching (train-the-trainer) 
variant after attending the 
general training variant of the 7 
Habits training increased in 
their follower-rated 
transformational leadership 
behaviors.



No improvement in performance

› Participation in the 2-day 
personal growth training 
increased the engagement in 
self-rated innovative work 
behavior, both on the 
individual and team-level.

› However, we found no 
increases in self-rated 
measures of team or individual 
work performance.



Case 3: Feedback Loops 
CEO Compensation and 
Sustainable Cooperation



Disclosure Regulations and Compensation
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Star Labor 
Market 

Increasing CEO 
Compensation

DBO Board, 
DBO CEO

Compensation 
Decisions Board

Governance 
FailureDisclosure 

Regulations

Multiple macro predictors, single macro outcome.
Multiple micro predictors, single micro outcome.
Multiple types of actors and multiple mechanisms.



Macro I
Star Labor Markets



Mechanism 1: Efficient Contracts

› Key argument: it is not a failure, but the play of market forces!

› Market for executive talent is competitive

• Pay results from the bidding of firms for scarce talent 

• Pay is efficiently structured to address incentive problems 

› Increase in CEO pay reflects…

• growing importance of general skills to run modern firm 

• trend toward more externally hired CEOs (up from 15% in 
the 1970s to more than 26% in the 1990s) 

› Relationship between size and executive pay 

• CEOs of larger firms are more highly paid. 

• Growth in CEO pay reflects growth in firm size



Efficient Contracts: Counterevidence

› Firm size explains only 50% of the increase in 
compensation (Nagel, 2008)



“Macro I”
Governance Failures
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Mechanism 2: Managerial Power

› CEO may have substantial 
influence over

• the composition of the board 
of directors,

• the compensation committee 
determining CEO pay,

• the selection of the 
compensation consultant 
advising the compensation 
committee. 

› CEO pay is not the product of 
arm’s-length negotiation because 
the CEO does not bargain against 
the owner of the firm



Managerial Power: Evidence

› CEO pay is higher in firms 
• with a weak board of directors,
• no dominant outside shareholder, 
• a manager possessing a larger ownership stake
• more outside board members appointed by the CEO
• more board members serving on three or more boards
• board members with a smaller ownership stake in the 

firm
• CEOs who also serve as chairman of the board. 

› Powerful CEOs are able to increase not only their own pay 
but also the pay of their subordinates. 



Managerial Power: Counterevidence

› Difficulties in explaining the rise in CEO pay in recent 
decades, because corporate governance strengthened

• corporate boards contain more external directors

• takeovers grew more prevalent

• Increasing shareholder activism



“Macro I”
Disclosure Regulations
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“Personal-Use Perks For Top 
Executives Are Termed Income: 
SEC Says Valuable Privileges Will 
Have to be Reported As 
Compensation by Firms”

Wall Street Journal (August 22, 
1977)

“SEC Acts to Have More 
Corporate Aides Disclose Pay, 
Nonsalary Compensation” 

Wall Street Journal (July 27, 

1978)



Regulatory Efforts

› Perquisites (1970s)

• SEC Release No. 5856 (18 August 1977)

› Golden Parachutes (1980s)

• Deficit Reduction Act 1984

› Stock Options (1990s)

• Financial Accounting Standards Board Rule 123 (1995)

› Accounting Irregularities (2000s)

• Sarbanes-Oxley Act (July 2002) 

› Wall Street Reform and Consumer Protection

• Dodd-Frank Act (July 21, 2010)



Example: Perquisites (“Perks”)

› the personal use of company aircraft 

› personal and home security services 

› tax and financial planning services

› insurance premiums

› company cars

› personal drivers 

› tax reimbursements 

› club memberships 



Example: Disclosure Rules agains Perks
SEC Release No. 5856, 18 
August 1977
›Requires disclosure of 
perquisites given to top executives
›“Excesses just got to the point 
where it became a scandal.” 
(Sorkin)
›Guilt by Ostentation

“at least, this is what the 
prosecution in such cases hopes” 

›The SEC routinely expanded 
disclosure requirements, with 
major overhauls in 1978, 1993, 
2006, and 2011 

Stanley Sporkin, SEC Enforcement Chief

justifying new disclosure requirements



Ineffective Regulation (I)

› The measures regulating pay 
have largely been 
ineffective, or even 
counterproductive, in 
restraining CEO pay

› The US adopted legal 
measures during the 1990s 
and 2000s to increase board 
independence, and board 
independence has increased 
since the mid-1980s. But 
these regulatory 
measures did not 
reduce CEO pay.

Michael Bognanno



Ineffective Regulation (II)

› The fact that the use of options 
exploded following these new 
disclosure rules provides 
additional evidence on the
ineffectiveness of disclosure 
in reducing perceived excesses in 
compensation.

› …there is no evidence that 
increased mandated disclosure 
had in fact led to decreased use of 
perquisites”.

› This “clawback” provision of 
Sarbanes Oxley  (…) was notable 
mostly for its ineffectiveness



Micro I + II
Situational and Action 

Generating Mechanisms



Actors and Context

› CEO

› Board

› Relation Board-CEO

› (Labor Market) Context

› Compensation Package



Mechanism 3: Relational Signals

Hidden quality: the degree 
to which the signaler is 
(still) committed to build 
or maintain a mutually 
beneficial relationship with 
the receiver of the signal 

Cues about signaler’s 
intention to initiate and 
maintain a mutually 
rewarding relationship with 
the receiver of the signal



The Board
RELATIONAL SIGNALING

• Main Challenge: attracting 
talented (new) CEOs, retaining 
good ones), and building as well as 
maintaining a good, long-term 
personal work relationship 

• Main Problem: How to signal
unobservable intentions:

• Commitment

• Trust in expertise/competence

• Willingness to support (e.g. 
against criticism)

• Solution: Costly gifts

MANAGERIAL POWER

• Main Problem: Power 
dependence

• Solution: Comply to social
pressure

EFFICIENT CONTRACTS 

• Main Problem: 
Information 
asymmetry

• Solution: Incentive 
aligment



The CEO

RELATIONAL SIGNALING

• Status seeking

• Sensitive to social reciprocity
obligations

• Seeks for credible cues 
signaling commitment of 
Board

EFFICIENT CONTRACTS AND 
MANAGERIAL POWER

• Selfish rent seeking

• not sensitive to social
reciprocity obligations

• Seeks highest offer



The CEO

RELATIONAL SIGNALING

Performance a function of

• Quality of relation with
Board

• Signaling value of gift

MANAGERIAL POWER

• No systematic link 
between performance 
and incentives

EFFICIENT CONTRACTS 

• Performance is a 
function of size of 
incentives



The Board-CEO Relation

RELATIONAL SIGNALING

- Trust relation

- Monitoring = perceived as 
negative signal

MANAGERIAL POWER

• Dependence relation

• Monitoring not effective

EFFICIENT CONTRACTS 

•Arm’s length market 
transaction

•Monitoring necessary for 
contract enforcement



The Labor Market and Institutional Context

RELATIONAL SIGNALING

Part of signaling environment, 
affects costs and status value of 
signals

MANAGERIAL POWER

Governance failure 
affecting power balance
between CEO and Board 

EFFICIENT CONTRACTS 

Scarce skills, affect “price”
of CEOs



The Labor Market and Institutional Context

RELATIONAL SIGNALING

Disclosure a key element for
increasing CEO pay

MANAGERIAL POWER

Disclosure key to
increase shareholder
power

EFFICIENT CONTRACTS 

Disclosure key for efficient
labor market



Example: Disclosure Rules Again

› December 15, 2006, SEC
• firms have to reveal the 

benchmark firms they use 
when determining the pay 
of a CEO

› RST prediction
• Boards will anticipate on 

the relational signaling 
implications of the choice 
of a reference group

• A higher status reference 
group is a relational signal

• Results in upward bias, 
skewed benchmarking

› Efficient Contracts
• Value of CEO can be

covered by variable
elements of pay

• Skewed benchmarking not
necessary

› Managerial Power
• Skewed benchmarking 

would equal public 
recognition of Board being
subject to CEO pressure



Micro II + Macro II
Aggregation Mechanism



Evidence

› Simulation study 
suggests leapfrogging 
of some firms can 
explain upward trend 
since 1990s



Comparative Assessment

› RST does not need the following assumptions

• changing tasks of CEOs over time

• increasing scarcity of managerial talent

• corporate governance failure

• power asymmetry between board and  CEO

• “greedy” CEOs

› RST can explain both, 

• the relative stability of CEO pay until the 1980s

• the constant increase of CEO pay since the 1980s



| 99

Conclusion



Cooperation Science 2.0

› From what gets cooperation going to what keeps 
cooperation going.

› Cooperation is sustainable if it succeeds to produce 
internal benefits and social value, even under 
changing circumstances (external shocks, spill-over 
effects, and self-reinforcing cycles).

› Social Mechanism Reasoning is essential to explain 
under which conditions it is most likely, and to design 
appropriate institutional arrangements.
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