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		We investigate how the convexity of a firm’s incentives interacts with worker overconfidence to affect sorting decisions and performance. We demonstrate experimentally that overconfident employees are more likely to sort into a non-linear incentive scheme over a linear one, even though this reduces pay for many subjects and despite the presence of clear feedback. Additionally, the linear scheme attracts demotivated, underconfident workers who perform below their ability. Our findings suggest that firms may design incentive schemes that adapt to the behavioral biases of employees to “sort in” (“sort away”) attractive (unattractive) employees; such schemes may also reduce a firm’s wage bill. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
	

	
    

    
	

	
	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Larkin,  Ian and Leider,  Stephen, Incentive Schemes, Sorting and Behavioral Biases of Employees: Experimental Evidence (September 9, 2011). Harvard Business School NOM Unit Working Paper No. 10-078,  Available at SSRN: https://ssrn.com/abstract=1569688 or http://dx.doi.org/10.2139/ssrn.1569688 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Ian Larkin (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				University of California, Los Angeles (UCLA) - Anderson School of Management  ( email )

			

			
			
				
				
				
					110 Westwood Plaza
Los Angeles, CA  90095-1481
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Stephen Leider

					
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
						
						


						
					
					[image: University of Michigan, Stephen M. Ross School of Business]
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				University of Michigan, Stephen M. Ross School of Business  ( email )

			

			
			
				
				
				
					701 Tappan Street
Ann Arbor, MI MI 48109
United States

				

				
			

			
				
				
					HOME PAGE: http://www-personal.umich.edu/~leider/
				

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research you’d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				      438

			

		
		
		
			Abstract Views

			    2,459

		

		
		 
		
			Rank

			  122,335

		

		
	


	
		
            
            	        8 Citations
		

	

	
		
			
				       60 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    Harvard Business School: Negotiation, Organizations & Markets Unit Working Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Harvard Business School: Negotiation, Organizations & Markets Unit Working Paper Series

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            6,368

                                    

                                    
                                        PAPERS

                                              394

                                    

                                

                                
                            

                        

                    

                
	
                    Harvard Business School Working Papers

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Harvard Business School Working Papers

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            6,032

                                    

                                    
                                        PAPERS

                                              748

                                    

                                

                                
                            

                        

                    

                


            

            
                
                

                	
                    Organizations & Markets: Motivation & Incentives eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Organizations & Markets: Motivation & Incentives eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,062

                                    

                                    
                                        PAPERS

                                            5,318

                                    

                                

                                
                            

                        

                    

                
	
                    Behavioral & Experimental Economics eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Behavioral & Experimental Economics eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              943

                                    

                                    
                                        PAPERS

                                           18,700

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Victor Ricciardi at Ursinus College

                                    

                                
                            

                        

                    

                
	
                    Labor: Personnel Economics eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Labor: Personnel Economics eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              670

                                    

                                    
                                        PAPERS

                                           13,540

                                    

                                

                                
                            

                        

                    

                
	
                    Social & Personality Psychology eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Social & Personality Psychology eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              146

                                    

                                    
                                        PAPERS

                                           18,032

                                    

                                

                                
                            

                        

                    

                
	
                    Industrial & Organizational Psychology eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Industrial & Organizational Psychology eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              120

                                    

                                    
                                        PAPERS

                                            7,602

                                    

                                

                                
                            

                        

                    

                



                
            

            
        
        
        
                 
        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        The Cost of High-Powered Incentives: Employee Gaming in Enterprise Software Sales

                        
                            By
                                
                                
                                    
                                    Ian Larkin
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        The Psychological Costs of Pay-for-Performance: Implications for the Strategic Compensation of Employees

                        
                            By
                                
                                
                                    
                                    Ian Larkin, 
                                    
                                
                                    
                                    Lamar Pierce, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        A Taxonomy of Equity Factors

                        
                            By
                                
                                
                                    
                                    Mike Schraeder, 
                                    
                                
                                    
                                    Roger Morrison, ...
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            "The War for the Fare": How Driver Compensation Affects Bus System Performance

                            
                                By
                                    
                                    
                                        
                                        Ryan M. Johnson, 
                                        
                                    
                                        
                                        David Reiley, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Do Agents Game Their Agents' Behavior? Evidence from Sales Managers

                            
                                By
                                    
                                    
                                        
                                        Alan Benson
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	
		
			
				
			
			
		
	
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright © 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l200 in   0.291 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	
