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ABSTRACT Organizations often promote procedural justice by increasing the transparency of manage-
rial decisions and encouraging employees’ voice in the decision process. We experimentally investigate
how implementing these control policies in hierarchical organizations (owners vs. managers vs. employ-
ees) affects managers’ resource-allocation decision and employee effort. We predict and find that managers
allocate more resources to employees, lowering owners’ return, when the allocation decision is transparent
than when it is not transparent, despite being incentivized to increase owners’ return. Further, managers
allocate more resources to employees when employees can voice their desired outcome than when employ-
ees’ voice is not allowed, but only if the allocation decision is transparent. Managers’ intention to exchange
gifts with employees mediates these effects. We also find that, when employees have a voice, their effort
is influenced by whether the allocation reaches their desired level. The implications of our findings for
management control theory and practice are discussed.

Keywords: Multi-level agency; Information policy; Employees’ voice

1. Introduction

Employees’ morale and attitude toward the organization are influenced by their perceptions of
organizational justice, including distributive justice (i.e., the fairness of outcome distributions)
and procedural justice (i.e., the fairness of procedures used to make decisions) (Greenberg,
1990).! In large, hierarchical organizations, procedural justice is particularly important because
these organizations typically use more formalized and more sophisticated control procedures than
other organizations do (Ambrose & Schminke, 2003; Chenhall, 2003). To enhance procedural
justice, many organizations adopt a participative control approach, increasing the transparency
of managerial decisions and allowing for employees’ voice in the decision-making process
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Some researchers propose a third type of organization justice — interactional justice (i.e., the fairness of interpersonal
treatments), whereas others view procedural and interactional justice as two aspects of a single construct (Cropanzano
et al., 2002).
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(Collier & Esteban, 1999; McCabe & Lewin, 1992; Schminke et al., 2000). Prior research sug-
gests that transparency in managerial decision making boosts employees’ trust in the firm and
strengthens the firm’s ethical culture (Kaptein, 2008; Rawlins, 2008a). Effective communica-
tion between employees and managers enhances employees’ job satisfaction and organizational
commitment (Kim, 2002; Rees et al., 2013; Wood & Wall, 2007). In this paper, we investigate
the effects of transparency and voice on managers’ resource-allocation decisions and employees’
responses to these decisions in hierarchical organizations.

In hierarchical organizations (hereafter, generically represented by a three-tier structure of
owners, managers, and employees), managers play dual roles (Lee & Taylor, 2014; Sappington,
1991; Shapiro, 2005). First, managers act as an agent for owners, making decisions that result
in resource allocation between owners and employees. For example, managers prepare expense
budgets, which, once approved by owners, determine the funding or support available to employ-
ees. We hereafter refer to this relationship as the manager-owner interaction. Second, managers
act as a principal for employees, inducing employees to work toward organizational goals. For
example, managers rely on employees to carry out innovation projects and employee effort is
an important determinant of the project outcome. We hereafter refer to this relationship as the
manager-employee interaction.

In fulfilling their dual roles, managers often need to make trade-offs between the firm’s
long-term and short-term interests because advancing one interest could undermine the other
(Abernethy et al., 2013). One such type of trade-off is to allocate limited resources toward
employees’ compensation and benefit programs versus business projects that boost the firm’s
current performance. Committing more resources to compensation programs may increase
employees’ morale, benefiting the firm in the long run, but may weaken the firm’s ability to
improve current performance, causing adverse market reactions (Brochet et al., 2015; Chung
et al., 2016). In these cases, while long-term interests are important, firms may need short-term
results to survive or remain competitive (Laverty, 1996).

Prior accounting research suggests that managers’ long-term versus short-term trade-offs are
affected by the attributes of management control systems (Farrell et al., 2007; Farrell et al.,
2012; Van Rinsum & Hartmann, 2007). Extending this literature, we contend that organizational
policies that promote decision transparency and employees’ voice may lead managers to focus
on employees’ needs and, thereby, influence their trade-offs between long-term and short-term
interests. We focus on two important institutional features of the manager-employee interaction:
the openness of the firm’s internal information policy (i.e., whether managers’ decisions are
observable to employees) and communication between employees and managers (i.e., whether
employees can communicate their desired outcome to managers). As discussed earlier, adopting
an open information policy and allowing for employees’ voice may improve perceived procedu-
ral justice. However, because an open information policy makes managerial decisions observable
to employees, it becomes salient that employees may base their effort choices on the resources
allocated to them. This increased salience may prompt managers to consider employees’ needs,
expecting to elicit employees’ future reciprocation. Allowing for employees’ voice under an open
information policy may further increase the likelihood of managers accommodating employees’
needs because such communication reduces ambiguity about the level of ‘gift’ needed to initiate
areciprocal exchange. In addition, we predict that, when employees have a voice in the decision-
making process, their reaction to managers’ allocation decision will be primarily influenced by
whether their communicated preference is satisfied.

We conduct a two-stage experiment to test our predictions. Participants are randomly divided
into groups of three (i.e., an owner, a manager and an employee). In stage one, the manager allo-
cates a fixed amount of resources between the owner and the employee, and receives a payoff
that increases with the amount allocated to the owner. In stage two, the employee is paid a fixed
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wage to perform an effort-choice task, with a cost increasing with the effort level, and higher
effort financially benefits both the manager and the owner. We use a2 x 2 between-participants
design, where we manipulate (1) whether the employee observes the manager’s allocation deci-
sion before making the effort choice and (2) whether the employee can communicate to the
manager the amount of resources that he or she would like to receive before the manager makes
the allocation decision.

Consistent with our predictions, we find that, despite being given an owners-return-based
incentive, managers allocate more resources to employees when the allocation decision is observ-
able to employees than when the allocation decision is not observable. Interestingly, managers’
allocation decisions are generally not effective in eliciting employees’ effort: the overall effort
level is indeed lower when the allocation decision is observable than when it is not observable.
We find that this result is likely driven by employees reacting negatively to allocations that fall
short of the level that they perceive as fair.

Furthermore, managers allocate more resources to employees when employees can commu-
nicate their preferences to managers than when there is no communication, but this effect only
occurs when the manager’s decision is observable. Additional analysis shows that the extent
to which managers desire to initiate a gift exchange with employees mediates these effects.
Supplemental data suggest that these results are not attributable to managers’ concerns about
employees’ impressions, thus lending credence to our theory. We also find that, when employees
have a voice, whether their communicated preference is satisfied has important effects on their
effort choices and on their perceptions of procedural fairness.

This study has several important implications for management accounting theory and prac-
tice. First, our study contributes to the emerging literature investigating agency problems in
multi-level organizations (e.g., Hales & Williamson, 2010; Maggian et al., 2018). In these orga-
nizations, managers act not only as an agent for owners but also as a principal for employees.
When fulfilling these roles, managers face trade-offs between the firm’s long-term and short-term
interests. Our findings help identify contextual factors that influence managers’ trade-offs, thus
providing insights into how firms can induce managers to appropriately balance different stake-
holders’ interests. Such insights have important implications for improving the total efficiency
of multi-level organizations.

Second, prior research has documented the benefits of adopting a transparent information
policy and encouraging communication between managers and employees, such as enhanced
cooperation and trust (Evans et al., 2016; Whitener et al., 1998). However, our study points
out that these organizational practices can complicate managers’ decision making in multi-level
organizations: a high degree of organizational openness may increase managers’ tendency to
maintain a reciprocal relationship with employees while focusing less on owners’ short-term
return, and employees’ upward communication can enhance such a tendency. Companies need
to be aware of these externalities and adjust control systems accordingly to maximize the overall
control effectiveness.

Third, our study extends the literature on impression management in organizations. Prior
research suggests that employees may spend time and energy on influence activities (e.g., manip-
ulate managers’ impression about them) that could otherwise be devoted to productive tasks. As
aresult, managers give inflated performance ratings towards employees who curry favor (Tirole,
1986). Our study takes a new perspective by showing that, in organizational settings where
employees’ expectations or needs are highly visible and salient, managers may also engage in
influence activities in order to manage employees’ expectations. These influence activities can
have substantial impacts on the allocation of resources in organizations.

The reminder of this paper is organized as follows. The second section discusses research
background, reviews relevant literature, and develops testable hypotheses. The third section
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outlines the experimental method. The fourth section reports the experimental results, and the
fifth section concludes.

2. Background and Hypotheses
2.1. Decision Transparency and Employees’ Voice

It has long been argued that procedural justice has pronounced effects on employees’ behav-
ior and work attitude (Cropanzano et al., 2007). In particular, procedural justice is important
for larger organizations (Scott et al., 2011) because the complex administrative procedures in
these organizations make it inherently more difficult to gain employees’ trust and satisfaction
(Ambrose & Schminke, 2003; Robson et al., 2008; Searle et al., 2011; Yoon, 1996). Research
suggests that organizations can enhance procedural justice by creating an open information
environment to increase the transparency of their decision processes (Konovsky, 2000; Schnack-
enberg & Tomlinson, 2016). Consistent with this perspective, prior literature has documented
the benefits of adopting an open information policy, including enhancing mutual trust (Kidwell
& Scherer, 2001), reducing employee misconduct (Ethisphere & Jones Lang LaSalle, 2011),
and increasing employee engagement (Schumpeter, 2012). Therefore, researchers underscore
the importance of transparency in managerial decision making (Norman et al., 2010; Rawlins,
2008b). Particularly, prior accounting research contends that management control systems should
be tailored to fostering intra-firm transparency, which in turn improves control effectiveness and
business unit performance (Ahrens & Chapman, 2004; Chapman & Kihn, 2009).

Furthermore, allowing employees to voice their opinions in managerial decision making is
argued to be an important determinant of their perception of procedural justice (Greenberg, 1986;
Greenberg & Tyler, 1987; Kernan & Hanges, 2002). Prior research finds that communication
between managers and employees helps improve trust and cooperation (Whitener et al., 1998),
job satisfaction (Gorden & Infante, 1991; Smidts et al., 2001), and organizational performance
(Campion et al., 1993; Goldhaber, 1993). The accounting literature also provides evidence that
employees who have a voice in budget setting are more satisfied with the budget and the task
(even when the budget is unattainable) than employees who have no voice (Lindquist, 1995).
Libby (1999) finds that allowing for employees’ voice and providing explanation for budget set-
ting increase employees’ performance. Along these lines, researchers argue that managers should
understand employees’ preferences in compensation and performance-evaluation processes (Chi-
ang & Birtch, 2007; Folger & Konovsky, 1989; Tremblay et al., 1998). Many firms encourage
managers to elicit employees’ opinions about the firm’s compensation practices (e.g., by sur-
veys) on a regular basis (Guzzo & Noonan, 1994). In fact, it is asserted that ‘a good performance
appraisal process must be participative — that is, the employee must have a voice in the process’
(Nelson, 2000, p. 42).

We contend that, aside from these benefits, decision transparency and employees’ voice have
profound effects on managers’ resource-allocation decisions and employees’ effort responses
to these decisions in hierarchical organizations. In the following subsections, we first explain
managers’ dual roles and the associated trade-offs between the firm’s long-term and short-
term interests. We then discuss how decision transparency and employees’ voice may influence
managers’ decision making and employees’ effort choices.

2.2. Managers’ Dual Roles in Multi-level Organizations

Prior agency research largely focused on two-level relationships between a principal and an
agent. However, in practice, many organizations are comprised of more than two hierarchical
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levels (e.g., owners, managers, and employees) (Anderson & Brown, 2010). We refer to such
relationships as multi-level agency relationships. An important yet understudied feature of multi-
level agency relationships is that the middle-level managers often play dual roles of both an
agent (for owners) and a principal (for employees). The fulfilling of one role can influence the
fulfilling of the other role, and such influences may ultimately affect owners (Floyd & Lane,
2000). Recent accounting research has started to empirically investigate agency problems in
multi-level organizations. Hales and Williamson (2010) find that linking managers’ payoff to
owners’ welfare leads to managers’ myopic decisions that favor owners at the cost of employees.
Yin (2017) finds that employees use whether managers self-servingly extract rents from other
parties (e.g., owners) as a signal of whether managers are trustworthy and this signaling effect
curbs managers’ rent-extracting behavior. Cardinaels et al. (2018) show that employees identify
more with their local units than with the firm and, as a result, create budgetary slack to benefit
their units.?

Particularly relevant to our study, Maggian et al. (2018) find that managers who have hiring
discretion opportunistically hire low-ability employees (as opposed to high-ability employees)
because these ‘undeserving’ employees are more likely to reciprocate the favor by diverting
efforts to managers’ pet project at the cost of owners. Their study mainly investigates the eco-
nomic incentives underlying managers’ hiring decision and the endogenous ‘entitlement effect’
of the hiring decision on employees (i.e., low-ability employees feel less entitled to being hired
and therefore are more grateful if hired). By comparison, we focus on incomplete contracting
settings where managers do not have the full information for a cost-and-benefit analysis (dis-
cussed later) and we investigate the exogenous effect of organizational policies on the trade-offs
that managers make when fulfilling their dual roles.

Specifically, when managers make decisions in the role of an agent for owners, these decisions
can be viewed as an allocation decision, which results in resources being distributed between
owners and employees (Balogun, 2003; Demski, 2013). In making these decisions, managers
often need to balance the firm’s long-term and short-term interests, especially when the two inter-
ests are in conflict (Crilly, 2017; Marginson & McAulay, 2008). In fact, making such trade-offs is
considered managers’ ‘fact of life’ (Abernethy et al., 2013, p. 925). Along these lines, a common
managerial decision is to allocate limited resources between business projects versus employ-
ees’ compensation and benefit programs (DeAngelo & DeAngelo, 1991; Klasa et al., 2009). On
one hand, focusing resources on business projects bolsters the firm’s ability to improve current
performance and owners’ return, which are important for the firm’s survival and growth because
short-term results signal the firm’s stability to the market (Benmelech et al., 2012; Merchant &
Manzoni, 1989). Indeed, research evidence suggests that shareholders tend to prefer short-term
results over long-term value (Abowd, 1989; Bushee, 1998, 2001).

On the other hand, employees’ compensation and welfare influence their morale and atti-
tude, affecting organizational efficiency in the long run (Currall et al., 2005). In the role as
the principal for employees, managers assign work to employees, and the level of employees’
effort is a primary determinant of the work outcome. However, employees’ effort may not be
directly observable to managers (Jones, 1984; Ouchi, 1977). Additionally, firm or divisional out-
put may be a noisy signal about employees’ effort, so managers cannot link employees’ pay to
output but instead pay a fixed salary (Klein, 1983; Lazear, 1986). Therefore, incomplete contracts
are commonplace in large, hierarchical organizations (Leavitt, 2003; MacLeod & Parent, 2012;
Simon, 1991; Williamson, 1988). In this paper, we focus on the manager-employee interaction
in incomplete contracting environments.

2Besides these empirical studies, analytical research has investigated agency problems that are unique to multi-level orga-
nizations, including increased difficulties in designing effective incentives (McAfee & McMillan, 1995) and collusion
between managers and employees (Demski & Sappington, 1989; Tirole, 1986).
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Under incomplete contracts, employees often follow the norm of reciprocity by taking differ-
ent actions depending on the treatment they receive (Parzefall, 2008; Rousseau, 1995; Uhl-Bien
& Maslyn, 2003). For example, when employees are offered a gift of a generous wage, they
reciprocate with a gift of effort above the contractually enforceable level (Fehr et al., 1993; Fehr
et al., 1997; Hannan, 2005; Hannan et al., 2002; Kuang & Moser, 2009). Notably, Maximiano
et al. (2013) provide experimental evidence that, in hierarchical organizations, employees who
are paid a gift wage reciprocate to the firm as a whole (i.e., the owner and manager combined),
regardless of whether the wage decision is made by the owner or by the manager. Thus, in our
setting, managers can initiate a gift exchange with employees by being generous to them in
resource allocation during the manager-owner interaction and expect them to reciprocate with
higher effort that benefits the firm in future periods.

The above discussions suggest that managers should balance the long-term and short-term
effects of their decision on the firm’s overall efficiency, but achieving the ‘right’ balance can
be difficult for several reasons. Managers’ compensation scheme may lead them to care more
about one effect than the other (Laverty, 1996). Further, making such trade-offs entails acquir-
ing, processing, and interpreting a large volume of complex information, and whether managers
can get these jobs done effectively is influenced by their cognitive ability and attentional capacity
(Nikolov, 2018; Van Rinsum & Hartmann, 2007).> Therefore, the long-term versus short-term
orientation varies greatly across managers (Miller, 2002). In particular, managers often exhibit
‘selective attention,” overly focusing on the domains that appear salient or relevant in their
decision context (Cho & Hambrick, 2006; Nadkarni & Barr, 2008). Along these lines, prior
accounting research finds that managers’ long-term versus short-term trade-offs are swayed by
variations in the design of management control systems. For example, within longer evaluation
periods, managers’ time orientation increases with the time lag between leading indicators and
accounting results (Van Rinsum & Hartmann, 2007). Other research finds that managers’ time
orientation increases when there are direct relationships between leading indicators and account-
ing performance and when these relationships are explicitly communicated to managers (Farrell
et al., 2007; Farrell et al., 2012). Extending this literature, we posit that organizational policies
that aim to increase procedural justice can influence managers’ long-term versus short-term pref-
erences by prompting managers to attend to employees’ needs and lean toward accommodating
employees’ expectations.*

2.3. Managers’ and Employees’ Behavior Under Decision Transparency and Employees’ Voice

2.3.1. Managers’ behavior

An important condition for a gift exchange to occur is that employees perceive managers’ deci-
sion as a gift (Falk & Fischbacher, 2006). The development of such perceptions largely depends
on the openness of the internal information environment, which varies across organizations

3For example, survey evidence suggests that managers often are not able to relate customer satisfaction measures to
future financial performance and find it difficult to understand ‘the point of diminishing returns for customer satisfaction
initiatives” (Ittner & Larcker, 1998, p. 3). Other research suggests that managers’ individual differences play a role in
their trade-off between short-term and long-term considerations. For example, managers with lower self-efficacy are
more vulnerable to myopic loss aversion in investment decision making (Hopfensitz & Wranik, 2008). Managers who
have ‘self-concept specificity’ in their firm (i.e., unconscious fixation on the firm’s current profile) tend to be myopic
in their strategic decision process (Johnston, 2009). Highly narcissistic managers are more likely than non-narcissists to
focus corporate strategies on future development and growth, such as new product introduction and radical innovation
(Kashmiri et al., 2017).

4We do not examine whether these organizational policies affect the likelihood of managers making the ‘optimal’ allo-
cation. In our study we do not give managers the full information needed for an optimization analysis (details provided
later) because in practice such an analysis may not be feasible due to data unavailability.
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(Colella et al., 2007; Futrell & Jenkins, 1978). As discussed earlier, in order to promote pro-
cedural justice, many organizations adopt an open information policy and encourage employees’
voice in the decision-making process. Absent decision transparency and employees’ voice, man-
agers may allocate resources between current business projects and employees’ compensation
based on their own judgments of how short-term and long-term interests should be appropriately
balanced. However, when the firm has an open information policy, managers’ long-term con-
siderations may change. Prior survey findings suggest that, under an open information policy,
employees may have access to information regarding how corporate resources are distributed
between business projects (e.g., budgeted income statements; market strategies; investment
plans) and employees’ compensation (e.g., salaries and wage rates; productivity and output)
(Kleiner & Bouillon, 1988; Peccei et al., 2010).° In these environments, the level of resources
allocated to employees may directly influence their effort choices (Fehr & Géchter, 2000), thus
making the need to exchange gifts with employees more salient and more compelling because
failure to do so may demotivate employees, which in turn affects managers’ and owners’ long-
term benefits. As a result, managers’ short-term versus long-term tradeoff is likely to shift toward
long-term considerations.

Therefore, we predict that managers may allocate more resources to employees under an open
information policy than under a closed information policy. We formally state this prediction in
the following hypothesis:

Hla: When allocating resources between owners and employees, managers will allocate more resources to

employees under an open information policy than under a closed information policy.

Individuals tend to rely on a reference point to assess whether an outcome is fair (Fehr et al.,
2009; Kahneman, 1992). In our setting, we posit that employees’ voice about their preferred
outcome will influence the reference point that managers use when initiating a gift exchange,
conditional on the openness of the information policy. Under an open information policy (i.e.,
managers’ decisions are transparent), when employees have a voice, managers learn unambigu-
ously the level of resources desired by employees. It is possible that employees strategically
communicate an inflated level, which managers are not willing to fully satisfy. On the other
hand, managers may anticipate that employees would react negatively if their voice was entirely
ignored (Harrison, 1985; Libby, 1999). Therefore, employees’ voice is likely to result in man-
agers adopting a higher reference in determining the level of the gift for employees, as compared
to when employees have no voice.

By comparison, under a closed information policy, managers’ decisions are not observable
to employees and, as a result, employees are not able to base their effort choice on the man-
ager’s decision. Thus, the need to initiate a gift exchange with employees is not as prominent
to managers as under an open information policy. We therefore expect that managers under a
closed information policy will not feel pushed to exchange gifts with employees or accommodate
employees’ preference even when it is known.

To sum up, we predict that managers will allocate more resources to employees when employ-
ees have a voice than when employees have no voice, but only under an open information policy.
We formally state this in the following hypothesis:

H1b: When allocating resources between owners and employees, managers will allocate more resources to employ-

ees when employees can communicate their preferences to managers than when communication is not available,
but only under an open information policy.

SIn fact, when emphasizing the importance of transparency within organizations, Jeff Sutherland, the inventor of the
Scrum management methodology, remarks that, ‘in my companies, every salary, every financial, every expenditure is
available to everyone’ (cited in Birkinshaw & Cable, 2017). Advances in information technology have greatly facilitated
such intra-organizational information disclosures (Topinka, 2015).



1010 X. Kuang et al.

2.3.2. Employees’ behavior

While employees may choose their effort levels depending on the resources allocated to them
when the allocation decision is observable, they do not have such a decision-making standard
when the allocation is not observable. Prior research suggests that, when individuals are not
able to discern others’ motive, they are likely to give others the benefit of the doubt (Kagel
et al., 1996). For example, investors who have no information about firms’ earnings management
motive tend to take the firm’s (questionable) financial reports at face value (Erickson et al., 2017;
Koonce et al., 2010). Therefore, when the allocation is not observable, employees might react in a
neutral and benign manner. Alternatively, employees might form individual judgments regarding
the level of effort they should provide. Due to these potential differences in the basis used for
making effort choices, it is difficult to predict a priori how the overall effort level will compare
between an open information policy and a closed information policy. Hence, we propose the
following hypothesis in the null form:

H2a: Employees’ effort will not differ between an open information policy and a closed information policy.

Next, we consider the impact of employees’ voice on their reaction to managers’ allocation
decisions. We focus on firms that adopt an open information policy because under a closed
information policy, where managers’ decisions are not observable, employees do not have a
readily available basis for assessing the fairness of the decision. When evaluating decision out-
comes, individuals often simplify the evaluation judgment by categorizing possible outcomes
into an easy-to-process dichotomy (e.g., ‘win’ versus ‘lose’; ‘satisfactory’ versus ‘unsatisfac-
tory’) depending on whether the outcome meets an aspiration level (Schneider, 1992; Siegel,
1957; Simon, 1955, 1959). In our setting, employees are likely to form an aspiration or an enti-
tlement as they communicate their preference to managers and then base their effort choice on
whether this communicated level is met. If the allocated resource exceeds the communicated
amount, employees may perceive this outcome as satisfying their aspiration or entitlement and
react positively. On the other hand, if the allocated resource falls short of the communicated
amount, employees may feel that their aspiration or entitlement is violated and react negatively
(Nichol, 2019).

Thus, we expect that, after communicating their preferred outcome to managers, employ-
ees’ subsequent effort choices will primarily depend on whether their preference is satisfied
rather than on the absolute level of resources allocated. We formally state this in the following
hypothesis:

H2b: When employees have a voice under an open information policy, their effort will be higher than when they
have no voice only if the allocated resource equals or exceeds the communicated level.

3. Method
3.1. Experimental Task and Design

We design a two-stage experiment to test our hypotheses. Participants are randomly assigned
to one of three roles: the owner, manager, and employee. In stage one, the manager allocates
2000 Lira (an experimental currency which is later converted to cash at 150 Lira = $1) between
the owner and employee. The manager is paid a fixed salary of 1200 Lira plus a bonus, which
is determined as five percent of the amount allocated to the owner and is deducted from the

SWhile organizational policies (e.g., allowing for employees’ voice) that increase employees’ aspiration or entitlement
might have undesirable effects on the owner, these policies often help improve employees’ welfare, which in turn could
have a positive long-term effect on the morale of the workforce.
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amount allocated to the employee.” The three parties’ payoff functions in stage one, which are
summarized below, are given to all participants as common knowledge.

Manager’s payoff = 1200 4 5% x (2000 — the amount allocated to the employee)
Employee’s payoff = the amount allocated to the employee
— 5% x (2000 — the amount allocated to the employee)
Owner’s payoff = 2000 — the amount allocated to the employee

In stage two, the employee is paid a fixed wage of 1000 Lira to perform a production task
for the manager by choosing an effort level. Each effort level has a cost for the employee and
the cost increases with the effort level. The employee’s effort generates a payoff for the owner
and manager: the higher the effort, the greater the payoffs for the owner and manager. The three
parties’ payoff functions in stage two are given below.

Employee’s payoff = 1000 — Cost of effort
where: Cost of effort = (effort)?> and effort is chosen from the range {0, 1,2, ..., 9, 10}.

Manager’s payoff = 50 x Effort
Owner’s payoff = 10 x Effort

Participants are not informed of the exact payoff functions in stage two. Instead, participants
are told that the employee’s effort level is positively related to the payoffs of the manager and
owner, and has a greater impact on the manager’s payoff than on the owner’s payoff. This design
choice minimizes the possibility for participants to achieve any specific payoff distribution, thus
enabling our findings to speak to the common organizational settings where the exact impact
of individual employees’ actions on firm or divisional output is difficult to discern (Douthit
& Stevens, 2015; Jones, 1984). The inherent uncertainty in these organizational settings also
makes it hard for managers to derive the theoretically ‘optimal” solution in the trade-off between
long-term and short-term interests (Nilakant & Rao, 1994).

We use a 2 x 2 between-participant design in which we manipulate two factors in stage
one. The first manipulated factor is the openness of the information policy: in one condition, the
manager’s allocation decision is disclosed to the employee at the end of stage one (i.e., before
stage two begins), referred to as the OPEN condition. In the other condition, the employee is
never informed of the manager’s allocation decision, referred to as the CLOSED condition. The
second manipulated factor is whether employees have a voice in resource allocation in stage
one: in one condition, employees communicate to the manager the amount that they would like to
receive before the manager makes the allocation decision, referred to as the VOICE condition. In
the other condition, employees do not make such communication, referred to as the NO-VOICE
condition. The amount that the employee communicates to the manager is not binding and the
manager can freely decide how to allocate the 2000 Lira between the owner and employee.

"The design choice of deducting the manager’s bonus from the employee’s payoff is analogous to a discretionary allo-
cation of a fixed bonus pool between managers and employees (Rajan & Reichelstein, 2006). For example, the divisions
of HCC Industries receive a bonus pool based on divisional profits and the divisional managers decide ‘how the pool
would be allocated among themselves and the others included” (Emmanuel et al., 1990, p. 465). Abernethy et al. (2020)
provide field evidence that department managers of a hospital have discretion in allocating the departmental bonus pool
between themselves and their subordinates.
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All participants were provided with instructions for both stage one and stage two before they
make any decision. From the standard agency theory perspective, the manager’s decision mak-
ing should be independent between the two stages. Specifically, in stage two, a self-interested
employee should always choose the lowest effort level, regardless of the manager’s allocation
decision in stage one. Anticipating this, in stage one the manager should allocate resources so
as to maximize their contractual compensation. As discussed earlier, however, we predict that
managers expect employees’ effort choices to be influenced by their stage-one allocation and,
thus, will tailor the allocation decision to inducing employees’ reciprocation in stage two.

3.2. Participants and Experimental Procedures

Two hundred and sixty-four undergraduate business students at a U.S. public university partic-
ipated in our experiment. Participants’ average age is 20.4 years and 54 percent are male. The
experiment task was computerized using the z-Tree software (Fischbacher, 2007). After reading
instructions, participants answered a quiz to ensure that they fully understood the instructions
and were not able to proceed until all questions were answered correctly. Then, participants were
randomly divided into groups of three, with each group consisting of an owner, a manager, and
an employee. Participants remained in the same role throughout the experiment.

Experimental procedures were similar across the four conditions except for the differences
in stage one necessitated by our variable manipulation. Specifically, in the VOICE conditions
the employee entered the amount that he or she would like to receive, which was transmitted
to the manager before making the allocation decision, whereas in the NO-VOICE conditions,
the manager made the allocation decision directly. After managers made the allocation decision,
employees in the OPEN conditions were informed of the amount allocated to them, whereas
employees in the CLOSED conditions were not informed of it. Then, in stage two, employ-
ees in all conditions chose their effort level. After the two stages were completed, participants
answered a post-experimental questionnaire. Finally, participants were paid in cash (a five-dollar
participation fee plus experimental earnings) and dismissed. The average participant payoff
was $15.

4. Results

Table 1 presents descriptive statistics for all experimental conditions. Notably, while standard
economic theory would predict that managers allocate zero Lira to the employee, the aver-
age amount allocated to employees is significantly higher (p < 0.001) than zero in all four
conditions.® Because the normality assumption is violated in our data (Shapiro-Wilk test: p val-
ues < 0.001), we use ranked data (except for employees’ effort levels) in the main analyses. Our
main dependent variables are the amount that the manager allocated to the employee in stage
one, labeled Allocation-employee, and employees’ effort choice in stage two, labeled Effort. Our
main independent variables are a dummy variable which equals one for the OPEN condition and
zero for the CLOSED condition, labeled Openness, and a dummy variable which equals one for
the VOICE condition and zero for the NO-VOICE condition, labeled Voice.

4.1. Tests of Hla and HIb

Hla and H1b focus on managers’ decision making. Hla predicts that managers will allocate
more resources to employees under an open information policy than under a closed information

8The p values reported in this section are two-tailed unless otherwise specified.
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Table 1. Descriptive statistics.

Panel A: The mean and [s.d.] of Allocation-employee

Openness of information policy

OPEN CLOSED
Employees’ voice VOICE 1109 783
[373] [376]
N=22 N =21
NO VOICE 952 721
[381] [451]
N =21 N =24

Panel B: The allocation-adjusted mean and [s.d.] of Effort

Openness of information policy

OPEN CLOSED
Employees’ voice VOICE 3.6 4.9
[1.2] [1.0]
N =22 N =21
NO VOICE 32 4.5
[1.1] [0.9]
N =21 N =24

Notes: Allocation-employee = the amount of resources allocated by the manager to the employee. Effort = the effort
level chosen by the employee. In Panel B, the mean of Effort is adjusted for Allocation-employee.

In the OPEN condition, employees observe managers’ resource allocation decisions before making an effort choice.

In the CLOSED condition, employees do not learn managers’ resource allocation decisions before making an effort
choice.

In the VOICE condition, employees communicate to managers the amount that they would like to receive before man-
agers make the resource allocation decision.

In the NO-VOICE condition, employees do not communicate to managers the amount that they would like to receive
before managers make the resource allocation decision.

policy. H1b predicts that managers will allocate more resources to employees when employees
have a voice than when employees have no voice, but only under an open information policy.
Panel A of Figure 1 depicts the mean Allocation-employee by condition. A visual inspection of
the figure suggests that, consistent with our theory, Allocation-employee is higher under VOICE
than under NO-VOICE in the OPEN condition, but this difference is less pronounced in the
CLOSED condition. Because Hla predicts a main effect of Openness and H1b predicts an ordinal
interaction effect between Openness and Voice on Allocation-employee, the appropriate statistical
test is a contrast analysis (Buckless & Ravenscroft, 1990; Guggenmos et al., 2018).

We conduct a series of contrast analyses to test Hla and H1b. To provide a general picture
of the pattern of our data, we first conduct an omnibus contrast test with the weights of +3
for the OPEN/VOICE condition, + 1 for the OPEN/NO-VOICE condition, and — 2 for the
CLOSED/VOICE and CLOSED/NO-VOICE conditions.” As reported in Panel A of Table 2,
this contrast model is statistically significant (p < 0.001), suggesting that the overall pattern of
the experimental results is consistent with our predictions. The residual variance not captured by
this omnibus contrast is not significant (p = 0.316), indicating that our contrast model provides
a good explanation for the data.

9These contrast weights are consistent with our ordinal interaction prediction that combines a main effect (Hla) and an
interaction effect (H1b).
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Panel A: Allocation-employee
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Figure 1. The mean Allocation-employee and Intention by condition.

Notes: Allocation-employee = the amount of resources allocated by the manager to the employee. Intention is the aver-
age of participants’ ratings of the extent to which they agree with the following three statements: (1) ‘I made the allocation
decision with the purpose of influencing the employee’s work level choice in stage two;’ (2) ‘I wanted to employee to
pay attention to my allocation to him/her’; (3) ‘If I made the allocation decision in favor of the employee in stage one, the
employee would choose a higher work level in stage two.” Participants give a rating on a seven-point Likert scale where
1 = Strongly disagree and 7 = Strongly agree. In the OPEN condition, employees observe managers’ resource alloca-
tion decisions before making an effort choice. In the CLOSED condition, employees do not learn managers’ resource
allocation decisions before making an effort choice. In the VOICE condition, employees communicate to managers the
amount that they would like to receive before managers make the resource allocation decision. In the NO-VOICE condi-
tion, employees do not communicate to managers the amount that they would like to receive before managers make the
resource allocation decision.
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Table 2. Results of tests of Hla and H2a.

Panel A: Omnibus Contrast [+3 + 1 —2 — 2] (Dependent variable = Allocation-employee)

SS df MS F-statistic p-value
The contrast model 11445 1 11445 22.13 < 0.001
Error 43441.44 84 517.16
Test of unexplained residual variance 1.17 0.316

Panel B: Contrast [ +2 + 2 —2 — 2] (Dependent variable = Allocation-employee)

SS df MS F-statistic p-value
The contrast model 9403.67 1 9463.07 18.18 < 0.001
Error 43441.44 84 517.16
Test of unexplained residual variance 3.14 0.048

Panel C: Contrast [+ 1 — 1 0 0] (Dependent variable = Allocation-employee)

SS df MS F-statistic p-value
The contrast model 2013.77 1 2013.77 3.89 0.052
Error 43441.44 84 517.16
Test of unexplained residual variance 2.39 0.126

Notes: Allocation-employee = the amount of resources allocated by the manager to the employee.

In all three panels, the contrast weights are assigned to the OPEN/VOICE condition, the OPEN/NO-VOICE condition,
the CLOSED/VOICE condition, and the CLOSED/NO-VOICE condition, respectively. P-values are two-tailed.

See notes to Table 1 for the definitions of other variables.

Then, we decompose this omnibus contrast into two orthogonal contrasts to examine
the specific predictions in Hla and HIlb, respectively. The first contrast uses the weights
of +2 for OPEN/VOICE, +2 for OPEN/NO-VOICE, and —2 for CLOSED/VOICE and
CLOSED/NO-VOICE. As shown in Panel B of Table 2, consistent with Hla, this contrast
is statistically significant (p < 0.001), suggesting that managers allocate more resources to
employees in the OPEN condition than in the CLOSED condition. However, the residual
variance not captured by the contrast is significant (p = 0.048), indicating that this contrast
does not sufficiently explain the variation in our data. We follow up with a second con-
trast using the weights of 41 for OPEN/VOICE, — 1 for the OPEN/NO-VOICE, and 0 for
CLOSED/VOICE and CLOSED/NO-VOICE. As shown in Panel C of Table 2, this contrast
is statistically significant (p = 0.052), suggesting that, consistent with H1b, employees’ voice
increases managers’ allocation but only under an open information policy. Importantly, this
contrast reduces the residual variance left from the first contrast to a non-significant level
(p = 0.126), indicating that it explains a significant proportion of the variation in our data that
cannot be explained by the first contrast. Put together, the results of our analyses support Hla
and H1b.

To shed light on the reference points that managers use to determine the level of the gift for
employees, in the post-experimental questionnaire we ask manager-participants to indicate the
fair amount that they think should be allocated to the employee, labeled Manager_fair_amount.
We find that Manager_fair_amount is significantly higher (136 = 2.24; p = 0.028) in the OPEN
condition than in the CLOSED condition and is significantly higher (35 = 2.17; p = 0.032)
under VOICE than under NO-VOICE. These findings are consistent with our theory, suggesting
that decision transparency and employees’ voice increase managers’ reference point for the level
of the gift for employees.
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4.1.1. Managers’ gift-exchange intentions

We conduct additional analyses to further understand managers’ decision processes. First, we
investigate the extent to which managers intend to use their discretion in resource alloca-
tion to initiate gift exchange with employees. In the post-experimental questionnaire we ask
manager-participants to indicate their agreement with the following three statements: ‘I made
the allocation decision with the purpose of influencing the employee’s work level choice in stage
two,” ‘I wanted the employee to pay attention to my allocation to him/her,” and ‘If I made the
allocation decision in favor of the employee in stage one, the employee would choose a higher
work level in stage two,” on a Likert scale ranging from 1 (Strongly disagree) to 7 (Strongly
agree). We create a variable, labeled Intention, using the mean of these three ratings (Cronbach’s
a = 0.80).° Panel B of Figure 1 depicts the mean Intention by condition. The figure reveals
that Intention is higher under VOICE than under NO-VOICE in the OPEN condition and this
difference is smaller in the CLOSED condition.

To examine Intention across conditions, we employ the same set of contrast analyses as in the
tests of Hla and H1b. In Panel A of Table 3, an omnibus contrast shows that the overall pattern
of Intention is consistent with our theory (p < 0.001), with non-significant unexplained residual
variance (p = 0.771). We then decompose the omnibus contrast into two orthogonal contrasts.
As shown in Panel B and C of Table 3, the first contrast ([+2 + 2 —2 —2]) is significant
(p = 0.001) and the second contrast ([4+1 — 1 0 0]) is approaching conventional significance
levels (p = 0.117). The residual variance not explained by the first contrast is non-significant
(p = 0.227), suggesting that Openness has a major influence on Intention. Nonetheless, using
Guggenmos et al.’s (2018) g-squared procedure, we find that the unexplained residual variance
of the first contrast (0.20) can be further reduced by combining the two orthogonal contrasts
(0.03), suggesting that the combination increases predictive power. These results are generally
in line with our theory.

Moreover, we test whether Intention mediates the effect of employees’ voice on managers’
allocation decisions, conditional on the openness of the information policy. We conduct a
structural-equations-based path analysis to simultaneously examine the relationships among
these variables. The results are presented in Figure 2. The model exhibits a good fit with the
data, as evidenced by a non-significant chi-squared Likelihood Ratio test (p = 0.716), a CFI of
1.00, and an SRMR of 0.01."" Consistent with our theory, there is a significantly positive rela-
tionship between employees’ voice and Intention (p = 0.041, Link 1) under an open information
policy, but this relationship is not significant (p = 0.678, Link 1) under a closed information pol-
icy. These results suggest that managers’ intention to exchange gifts with employees mediates
the effect of learning employees’ preferences on their allocation decision, but only when the allo-
cation decision is observable to employees. This mediation effect provides support for our theory
that transparency and voice influence managers’ short-term versus long-term tradeoff by shift-
ing their attention to long-term considerations. Further, under both open and closed information
policies, there is a significantly positive relationship between Intention and Allocation-employee
(p-values < 0.013, Link 2), providing reassurance that our Infention measure captures managers’
thought process.

10A factor analysis shows that these three items load on a single factor (Eigenvalue = 2.16; proportion explained =
72%; rotated factor loadings > 0.74). The mean Intention is 5.8 in OPEN/VOICE, 5.2 in OPEN/NO-VOICE, 4.6 in
CLOSED/VOICE, and 4.4 in CLOSED/NO-VOICE.

1A model is considered a good fit for the data if CFI is equal to or higher than 0.95 and SRMR is equal to or lower than
0.08 (Hu & Bentler, 1999; Kline, 2016).
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Table 3. Managers’ gift-exchange intentions.

Panel A: Omnibus Contrast [+3 + 1 —2 — 2] (Dependent variable = Intention)

SS df MS F-statistic p-value
The contrast model 7761 1 7761 13.50 < 0.001
Error 48295.96 84 574.95
Test of unexplained residual variance 0.26 0.771

Panel B: Contrast [ +2 + 2 —2 — 2] (Dependent variable = Intention)

SS df MS F-statistic p-value
The contrast model 6321.09 1 6321.09 10.99 0.001
Error 48295.96 84 574.95
Test of unexplained residual variance 1.51 0.227

Panel C: Contrast [+ 1 — 1 0 0] (Dependent variable = Intention)

SS df MS F-statistic p-value
The contrast model 1439.16 1 1439.16 2.50 0.117
Error 48295.96 84 574.95
Test of unexplained residual variance 0.58 0.447

Notes: Intention is the average of participants’ ratings of the extent to which they agree with the following three state-
ments: (1) ‘I made the allocation decision with the purpose of influencing the employee’s work level choice in stage
two;” (2) ‘I wanted to employee to pay attention to my allocation to him/her;’ (3) ‘If I made the allocation decision in
favor of the employee in stage one, the employee would choose a higher work level in stage two.” Participants give a
rating on a seven-point Likert scale where 1 = Strongly disagree and 7 = Strongly agree.

In all three panels, the contrast weights are assigned to the OPEN/VOICE condition, the OPEN/NO-VOICE condition,
the CLOSED/VOICE condition, and the CLOSED/NO-VOICE condition, respectively. P-values are two-tailed.

See notes to Table 1 for the definitions of other variables.

4.1.2. Managers’ impression concerns

The experimental results are consistent with our theory that, under an open information policy,
managers use the resources allocated to employees as a gift and expect employees to reciprocate
with high effort. However, there is a possible alternative explanation: compared to the CLOSED
condition, managers in the OPEN condition may not allocate more resources to employees
because they want to initiate a gift exchange but rather because they care about whether the
allocation looks fair to employees (i.e., an impression concern). To address this issue, we design
a supplemental condition, which is the same as the OPEN/NO-VOICE condition except that
employees observe the allocation decision affer they choose the effort level. Now managers
cannot use the allocation decision as a signal of a gift, but if they do care about employees’
impression of how fair they are, the allocation to employees should remain the same as in the
OPEN/NO-VOICE condition.

We find that the amount allocated to employees in the supplemental condition (720) is not
significantly different (45 = 0.27; p = 0.790) from that in the CLOSED/NO-VOICE condi-
tion (721) but is significantly lower (4, = 2.24; p = 0.031) than that in the OPEN/NO-VOICE
condition (952). We also find that managers’ intention to initiate gift exchanges in the supple-
mental condition does not differ (¢45 = 0.17; p = 0.867) from that in the CLOSED/NO-VOICE
condition but is significantly lower (z5o0 = 1.96; p = 0.056) than that in the OPEN/NO-VOICE
condition. These results suggest that impression concerns cannot explain the observed patterns
of managers’ allocation decisions, lending credence to our theory.
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SEM Analysis for mediation effects

Link 1 Link 2
Intention

CLOSED: +3.09, p = 0.678 CLOSED: +0.27, p=0.013*

OPEN: +11.57, p=0.041* OPEN: +0.76, p <0.001*

Voice Allocation-employee

Link 3

+5.91,p=0.125

Figure 2. SEM Analysis for mediation effects.

Notes: This model presents a path analysis that simultaneously tests the relationship between Voice, Openness, Intention,
and Allocation-employee. We report the path coefficient and corresponding p-value (an asterisk indicates a one-tailed
test) for each path. The model provides a good fit for the data, as evidenced by a non-significant chi-squared Ratio test
(p = 0.716), a Comparative Fit Index (CFI) of 1.00, and a Standardized Root Mean Square Residual (SRMR) of 0.01.
Openness = one for the OPEN condition and zero for the CLOSED condition. Voice = one for the VOICE condition
and zero for the NO-VOICE condition. Intention is the average of participants’ ratings of the extent to which they agree
with the following three statements: (1) ‘I made the allocation decision with the purpose of influencing the employee’s
work level choice in stage two;” (2) ‘I wanted to employee to pay attention to my allocation to him/her’; (3) ‘If I made
the allocation decision in favor of the employee in stage one, the employee would choose a higher work level in stage
two.” Participants give a rating on a seven-point Likert scale where 1 = Strongly disagree and 7 = Strongly agree.
Allocation-employee = the amount of resources allocated by the manager to the employee.

4.2. Tests of H2a and H2b

H2a and H2b focus on employees’ behavior. H2a is a null hypothesis that employees’ effort will
not differ between open and closed information policies. As reported in Panel A of Table 4, a
Tobit regression finds that the overall effort level is significantly lower (p = 0.054) in the OPEN
condition than in the CLOSED condition, suggesting that an open information policy actually
makes managers worse off despite their endeavor to exchange gifts with employees.'?> Thus,
H2a is not supported. In the post-experimental questionnaire, we ask employee-participants to
indicate the amount of allocation they perceive to be fair.!*> We find that the effort level chosen
by employees who received no less than their perceived fair amount in the OPEN condition
(n = 25, mean = 4.0) does not significantly differ (fq9 = 1.19; p = 0.237) from the effort level
in the CLOSED condition (n = 45, mean = 4.8).'* By comparison, the effort level chosen by
employees who received less than their perceived fair amount in the OPEN condition (n = 17,
mean = 2.9) is significantly lower (f6; = 2.11; p = 0.039) than the effort level in the CLOSED
condition (n = 45, mean = 4.8). These results suggest that the lower overall effort in the OPEN

12We use Tobit regression because the dependent variable, effort, is a censored value.

130ne employee-participant in the OPEN/NO-VOICE condition did not turn in the post-experimental questionnaire, so
the analysis related to employees’ perceived fair amount does not include this participant.

14To shed light on why effort level is relatively high in the CLOSED condition, we note that, while employees’ perceived
fair amount does not significantly differ (p = 0.433) between the OPEN and CLOSED conditions, they have no infor-
mation as to whether managers gave them the fair amount in the CLOSED condition. Therefore, as discussed earlier,
employees might give managers the benefit of the doubt. Consistent with this reasoning, we find that employees’ rating
on the post-experimental item, ‘I treated the manager fairly in stage two,” is marginally significantly higher (p = 0.108)
in the CLOSED condition than in the OPEN condition.



The Effects of Transparency and Voice on Managerial Decisions and Employee Effort 1019

Table 4. Results of tests of H2a and H2b.

Panel A: Tobit Regression (Dependent variable = Effort)

Independent variable Coefficient df t-statistic p-value

Openness —2.00 87 —1.95 0.054

Panel B: Tobit Regression (Dependent variable = Effort)

Independent variable Coefficient df t-statistic p-value
Allocation-employee —0.003 20 —1.10 0.285
Satisfy 4.59 20 2.09 0.049
Panel C: Tobit Regression (Dependent variable = Effort)

Employees who received no less Employees who received less

than the communicated amount than the communicated amount

in the OPEN/VOICE condition in the OPEN/VOICE condition

vs. all employees in the vs. all employees in the
OPEN/NO-VOICE condition OPEN/NO-VOICE condition

Coefficient df  r-stat  p-value  Coefficient df  t-stat  p-value

Allocation-employee 0.002 28 0.81 0.425 0.002 32 1.19 0.242
Voice 3.26 28 1.54 0.068* 0.46 32 0.31 0.759

Notes: Allocation-employee = the amount of resources allocated by the manager to the employee.

Openness = one for the OPEN condition and zero for the CLOSED condition.

Satisfy equals to one if Allocation-employee is higher than or equal to the communicated amount and zero otherwise.
Voice = one for the VOICE condition and zero for the NO-VOICE condition.

An asterisk indicates a one-tailed p value for the test of a directional prediction.

See notes to Table 1 for the definitions of other variables.

condition (as compared to the CLOSED condition) is likely driven by the negative reaction of
employees who received less than their perceived fair amount.

H2b predicts that, when employees have a voice under an open information policy, their
effort will be higher than when they have no voice only if the allocated resource equals or
exceeds the communicated amount. Controlling for Allocation-employee, a Tobit regression
shows that the overall effort level does not significantly differ (z4; = 1.11; p = 0.271) between
the OPEN/VOICE and OPEN/NO-VOICE conditions. We further examine whether employ-
ees in the OPEN/VOICE condition react differently depending on whether their communicated
preference is satisfied. We create a dummy variable, labeled Satisfy, which equals one if Allo-
cation-employee is higher than or equal to the communicated amount and zero otherwise. As
reported in Panel B of Table 4, a Tobit regression of effort on Allocation-employee and Satisfy
finds that Satisfy is significantly positive (p = 0.049) whereas Allocation-employee is not signif-
icant (p = 0.285). Consistent with our theory, these results suggest that, when employees have a
voice, they base effort decisions on whether their preference is satisfied rather than on the abso-
lute amount allocated. Moreover, we calculate the difference of the communicated amount minus
the amount allocated to the employee, labeled Deviation. We find that effort is negatively cor-
related with Deviation (r = —0.46; p = 0.031), suggesting that employees choose lower effort
the more the allocation deviates from their preference.

We then divide employees in the OPEN/VOICE condition into two subsamples, Satisfied and
Unsatisfied, based on whether they receive at least their desired amount. As shown in Panel C of
Table 4, controlling for Allocation-employee, the effort level of Satisfied employees is marginally
significantly higher (p = 0.068, one-tailed) than the effort level in the OPEN/NO-VOICE
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condition, whereas the effort level of Unsatisfied employees is not significantly different
(p = 0.759) from that in the OPEN/NO-VOICE condition. Taken together, these results sup-
port H2b, suggesting that communication only increases employees’ effort if managers satisfied
employees’ preference.'’

4.3. Procedural Fairness

As discussed earlier, organizations encourage decision transparency and employees’ voice in
order to promote procedural fairness. To examine whether these arrangements influence per-
ceived procedural fairness in our setting, we collect additional data from Prolific, an online
research platform (Palan & Schitter, 2018). In this online study, participants are randomly divided
into four groups and, respectively, read materials similar to the experimental instructions used
in the four conditions of the main experiment (without taking part in the experiment). Then,
participants rate their agreement with the statement, ‘I think the procedures used for making the
allocation decision are fair for the employee,” on a seven-point scale (I = Strongly Disagree and
7 = Strongly Agree).

A two-way ANOVA shows that the fairness rating is significantly higher (F;7¢ = 3.83,
p = 0.054) in the OPEN condition (4.2) than in the CLOSED condition (3.4), suggesting that
an open information policy increases perceived procedural fairness. On the other hand, the fair-
ness rating does not significantly differ (¥76 = 0.01, p = 0.908) between VOICE (3.8) and
NO-VOICE (3.9) conditions. A possible reason is that participants perceive the opportunity
for employees to voice their preference as ‘pseudo-participation,” as employees’ voice may
not be considered in managers’ decision making (Libby, 1999; Pasewark & Welker, 1990).
To further explore this issue, we conduct another online condition, which is the same as the
CLOSED/VOICE online condition except for one modification of the experimental instructions:
after the employee makes the request, the manager will allocate the requested amount to the
employee. Consistent with our conjecture, the fairness rating is significantly higher (¢33 = 1.85,
p = 0.072) in this new condition (4.3) than in the CLOSED/VOICE online condition (3.3). Inter-
estingly, this finding is consistent with the results of the main experiment that, once employees
voice their preference, they will assess the allocation decision based on whether their prefer-
ence is satisfied. Overall, the results of our online experiment suggest that simply allowing for
employees’ voice may not be sufficient to improve perceived procedural fairness because fairness
perceptions are more influenced by the actual impact of the voice on managers’ decisions.

5. Conclusion

In hierarchical organizations, managers may act as both an agent for owners and a principal for
employees. To fulfill their dual roles, managers need to balance the firm’s long-term and short-
term interests. We focus on organizational settings where managers need to distribute limited
resources between employees’ compensation program, which influences employees’ morale in
the long run, and business projects that boost owners’ current-period return. We conduct a labo-
ratory experiment to investigate whether managers’ resource-allocation decisions are influenced

I5For completeness, we compare owners’ total payoff across conditions. Owners’ total payoff is significantly lower
(tge = 4.57; p < 0.001) under an open information policy (1003) than under a closed information policy (1298).
Furthermore, owners’ total payoff is marginally significantly lower (47 = 1.68; p = 0.101) when employees have a
voice (933) than when they have no voice (1077) under an open information policy, but does not significantly differ (#43
= 1.11; p = 0.274) between voice and no voice (1263 vs 1329) under a closed information policy. However, these
results should be interpreted with caution because they may be subject to the influences of contextual factors such as the
specific structure of agency relationships and the choice of parameters.



The Effects of Transparency and Voice on Managerial Decisions and Employee Effort 1021

by the observability of the allocation decision to employees and employees’ ability to commu-
nicate their personal preferences to managers. We also examine employees’ effort responses to
managers’ allocation decisions.

As predicted, we find that managers allocate more resources to employees when the alloca-
tion decision is observable to employees than when it is not observable. Moreover, when the
allocation decision is observable, managers allocate more resources to employees when employ-
ees have an opportunity to communicate their preferred allocation outcome to managers than
when communication is not available, but this effect is attenuated when the allocation decision
is unobservable. Consistent with our theory, managers’ intention to initiate gift exchanges with
employees underlies these results. Supplemental data suggest that our results are not attributable
to managers’ concerns about employees’ impressions of the fairness of their allocation. We also
find that, when the allocation decision is observable, employees react negatively if the allocation
does not meet their perceived fair amount. When employees have a voice, their effort choices
largely depend on whether the communicated preference is satisfied rather than on the absolute
amount allocated. In addition, we find that whether the communicated preference is satisfied has
a pronounced effect on employees’ perceptions of procedural fairness.

Our study significantly extends the accounting literature on managerial behavior in multi-
level organizations. Our results suggest that, when managers are charged with the responsibility
for balancing the firm’s long-term and short-term interests, their decision may be influenced by
the contextual features of the task environment. More importantly, we show that organizational
policies that promote procedural justice may have spillover effects on managers’ behavior, mak-
ing them more inclined to allocate resources toward accommodating employees’ needs. These
findings provide useful insight for updating managers’ decision model and improving its pre-
dictive power. Our study also has important implications for management control practices. To
the extent that managers’ dual roles may interactively affect their decisions, owners need to be
aware of these effects and adjust control systems accordingly to maximize their overall benefits.

Some limitations of this study could be addressed in future research. In stage one of the
experiment, we let the manager’s bonus be deducted from the employee’s payoff to mimic
organizational settings where a fixed divisional bonus pool is divided between the manager
and other employees. However, this payoff structure could appear unfair to employees and, in
turn, influence their effort choices. Future research can explore the potential effects of com-
pensation schemes and relative payoffs on employees’ behavior in hierarchical organizations.
We focus on a single-period setting where participants in different roles interact only once; yet
in practice individuals at different hierarchical levels may interact repeatedly and, thus, their
decision making may be influenced by reputation concerns. It would be interesting to investi-
gate how individuals’ behavior may change in multi-period settings with periodic feedback and
opportunities for renegotiation and/or re-contracting. For example, we find that employees react
negatively if the manager’s allocation does not meet the level they perceive as fair or desire
to receive. Future research can examine whether, in multi-period settings, managers may learn
these effects over time and adjust allocation decisions accordingly to induce higher effort. Our
supplemental laboratory experiment suggests that our main results are not likely to be caused
by managers’ impression concerns and our supplemental online experiment provides insight into
how transparency and voice influences employees’ perception of procedural fairness. However,
these results need to be interpreted with caution because the supplemental experiments are con-
ducted separately from the main experiment and do not fully satisfy the random assignment
assumption.

In our experiment, the fact that the manager is unable to impose formal controls over the
employee’s effort choice (i.e., the manager and employee interact in an incomplete contracting
environment) may contribute to the manager’s tendency to satisfy the employee’s expectation
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under an open information policy. While incomplete contracts are commonplace in organiza-
tions, future research can explore whether managers’ decision might be different if some sort
of controls could be implemented over employees’ behavior. However, to the extent that formal
controls are costly, whether such controls (if possible) are in owners’ best interest may be an
empirical question, and the answer to this question may vary across organizations. Because our
study focuses on managers’ trade-offs between the firm’s long-term and short-term interests, we
do not examine owners’ attitude toward these trade-offs (e.g., whether owners prefer increas-
ing current return or increasing employees’ compensation for long-term benefits). However, this
issue is important because owners’ attitude influences the firm’s policy making and control effec-
tiveness. Future research can investigate how owners’ attitude may differ from managers’ and
how such differences affect managers’ decision making, especially when owners and managers
have conflicting interests. Despite these potential limitations, the findings of our study make
significant contributions to the research literature on multi-level agency and also have impor-
tant implications for management control practices. The issues discussed above provide ample
avenues for future research.
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