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Incentives in the social sector

Identifying the determinants of workers’ effort lies at the core of the
social sciences

Answer is key to:

I understanding observed behavior

I designing incentives that align the individuals’ interests with
those of the organization they work for

Literature focuses on financial incentives in the private sector
Lessons might not apply to the social sector



The “social sector”

Public or private organizations (NGO, charities etc) that share the
following features:

I value or mission driven

I pursue goals with positive externalities

I produce “social” value

I reinvest profits (if any) into the mission

Typically match with workers that share interest in the mission
[Besley and Ghatak 2005]
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The standard incentive prescription

“Pay for performance”: pay conditional on individual contribution
to the firm success

Applying the same recipe to social organizations raises two issues:

I financial incentives might crowd out intrinsic motivation
[Bénabou and Tirole 2003, 2006]

I financial incentives might attract the “wrong” type of workers
[Lazear et al 2006]

Need an alternative reward scheme

I to give a non-monetary stake in success

I to leverage intrinsic motivation
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Design and implement a field experiment with SFH Zambia, a
public health organization

Compare financial and nonfinancial incentives for agents
distributing condoms



This study

Design and implement a field experiment with SFH Zambia, a
public health organization

Compare financial and nonfinancial incentives for agents
distributing condoms

First (developing country) field evidence on:

I the effect of financial incentives in a social organization

I the practical relevance of motivation crowding out [Titmuss
1970, Gneezy and Rustichini 2000, Ariely et al 2009]

I the effect of symbolic rewards/ social recognition on effort
[Eriksson and Villeval 2010, Kosfeld and Neckermann 2010]

I the effect of incentives on agents selection [Lazear 2000,
Lazear et al 2006, Bandiera et al 2007, Eriksson and Villeval
2008]



Plan of the talk

I Basic theoretical framework

I Context

I Experimental design

I Preliminary findings
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Basic framework

The organization hires a worker to produce social “output” Y (e). e

is effort, non-observable, Y (e) is an imperfect signal, Y ′(e) > 0

Worker’s utility has three terms:

I monetary payoff: φimY (e)

I where φi is the weight worker i gives to money, m is the
monetary incentive (piece rate)

I non-monetary payoff: σiY (e)c(m)

I where σi is the weight worker i gives to social output, c(m)
captures the possibility of motivation crowding-out c

′ < 0
I reduced form of many social preferences: pure altruism,

reputation etc

I disutility of effort d(e), d ′ > 0, d ′′ > 0
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Monetary incentives and effort choice

For given workers’ characteristics (φi , σi)

I FOC/IC: [φim + σic(m)]Y ′ = d ′
⇒ e(m)

Given the agent’s type, the principal maxmY (e∗(m))(1 − m)

I Note de∗

dm
= Y ′

−∆
(φi + σic

′) i.e. for c ′or σi sufficiently large or
φi sufficiently small, financial incentives can backfire
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Non-monetary incentives and effort choice

If the principal could increase the agents’ utility from non-monetary
payoff- e.g. by offering social recognition r as function of the
agents’ perfomance

I
de∗

dr
= Y ′

−∆
(σi rc) > 0, i.e. non-financial incentives increase

effort, but size of the effect depend on agent’s type σi

I implicitly assume that non-financial incentives cannot crowd
out financial motivation...

Given the agent’s type, the principal maxm,rY (e(m, r))(1 − m − r)

I corner solution: choose r > m = 0 iff φi < σi [c(m) − rc ′(m)]

Note: heterogeneous response to incentives: high φi types respond
more to m, high σi types respond more to r



Selection

Composition of the workforce is endogenous

Choice of (m,r) affects the composition of the workforce in
equilibrium

Exact solution depends on market structure- not necessary to solve
here



Experiment goals

1. Test whether different incentive schemes attract different
“types” of agents (unusually rich data- we have information on
all potential candidates)

2. Design and evaluate one possible way to increase r , i.e.
increase the sensitivity of the non-monetary payoff to effort

3. Compare the effectiveness of r with selected financial incentives

4. Test whether financial incentives crowd out “intrinsic”
motivation
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Collaboration with Population Services International Zambia (SFH)
Agents’ task: distribute female condoms in urban compounds
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Field experiment context

Collaboration with Population Services International Zambia (SFH)
Agents’ task: distribute female condoms in urban compounds

Agents: hairdressers and barbers

I Thousands of salons, found in all neighborhoods

I Good client relationships (key for targeting)

I Clients are “captive” while getting hair done – good for
information provision

I 42% of our sample stylists talk to clients about HIV at the
baseline

Characteristic of many social sector programs:

I teachers for deworming

I community members for health products



Stages and data

I Census: Survey all salons in Lusaka (~2500)

I Randomly assign 1200 salons to four treatments

I Invite to training, collect further information + experimental
game to measure “intrinsic motivation”

I Sales and monitoring (SFH restocking data + promoters’
logbooks): collect monthly for one year

I Endline: Resurvey all census salons

I Customer surveys (~2000 individuals, from 16 marketplaces)



Incentives

All stylists sell at the same price (K500/pack), restock from SFH
Each dispenser contains 12 packs of 2 condoms each
Incentives calculated monthly for number of packs sold

Pure volunteer (PVT) no reward

Low powered financial (LPFT) K50/pack (10% margin)

High powered financial (HPFT) K450/pack (90% margin)

Symbolic rewards (ST) chart marking sales with stars
public ceremony after threshold



Wall Thermometer



Manipulating r

Tie reward (stars) to sales effort (# stars proportional to social
value)



Manipulating r

Tie reward (stars) to sales effort (# stars proportional to social
value)
Can affect non-monetary payoff in a variety of ways:

I Warm glow (remind self)

I Reputation (make contribution visible)

I Relative status concern (allow social comparison with other
promoters)



Randomization

I Assign treatment based on gridcell location via GPS
coordinates of salons

I Buffer between any 2 salons in different treatments (150m)

I ~200 gridcells, 500sqm each, with an average of 14
salons/gridcell

I Stratified on type of salon, presence of bar, manager’s assets,
index of altruism, number of employees, number of products
sold

I Announced to stylists AFTER training, but BEFORE they
decide to join



Randomization



Randomization balance and attrition

Treatment was assigned at the census stage

2 points where attrition could occur:

I Stylists assigned to receive training invitations did not receive
them

I Stylists who received training invitations did not attend the
training

Treatment was not revealed until training stage: re-test balance for
trained salons



No differential attrition by treatment



Balance at training



Spillovers: design features

I Stylists on different treatments are trained on different days

I Staff who distributes invitations does not know that
treatments differ on different invitation days

I Incentive treatments are equivalent to an outside observer
(same price) - eliminates the risk that customers spread
information about different treatments

I Buffers place untreated salons between different treatment
groups



Spillovers: evidence

I Collect data on friendship/family links between all stylists in
the census

I At baseline, median hairstylist reports only one other hairstylist
in the city as either relative, friend or acquaintance

I We monitor how this changed every month throughout the year

I between 60% and 80% of stylists report meeting a new stylist
in the first four months of treatment- this is the same across
treatments

I very few report meeting stylists after the 4th month
I over 90% of the new acquaintances are met at training- hence

receive the same treatment

I We ask our surveyors to record all comments/ complaints
stylists might have every month

I nobody complained about different margins



Test 1: Selection

I Do different incentives attract different types?

I 97 percent of trained stylists joined the program

yic = Xiβi +
∑

4

j=1
δ0j treatjc +

∑
4

j=1
δ1j treatjc ∗ xi + uic

I yi = joined program (conditional on attended training)

I Xi = all stratification and control variables



Finding 1: Treatment does not affect selection

I 97% of agents invited to training joined the program

I Only 5% left during the following year

I Both are equally distributed by treatment

I In this setting, different incentives did not attract different
types

I This might be due to the fact that this is not their main
occupation – only a small side activity



Female condom sales

Over 12 months, 15,661 female condoms distributed

Total packs stocked

High powered financial treatment 3614

Low powered financial treatment 3418

Pure volunteer treatment 3875

Stars treatment 4754

Total 15661

I outcome measure is restocking



Test 2: Comparison of incentive treatments

Do incentives significantly affect restocking?

I Cross section: total restocking
yic =

∑
4

j=1
δj treatjc + Xiβ + uic

I Panel: restocking by monitoring round
yict =

∑
4

j=1
δj treatjc + Xiβ + uict



Test 2: Unconditional sales by treatment
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Test 2: Sales by treatment over time
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Test 2: Comparison of incentive treatments



Finding 2: Non-financial rewards are most effective

In this context non-financial rewards are more effective than
financial incentives

I the difference is statistically and economically significant

Robust to the inclusion of a rich set of salon and agent
characteristics

Driven by variation on the intensive margin

Two possible interpretations:

I Financial incentives backfire

I Financial incentives are just less powerful



Test 3.1 Motivation crowding out

Step 1: Compare volunteer to different high and low powered
financial incentives

“Standard” test, relies on the assumption that any level of financial
incentive crowds out motivation

yic =
∑

3

j=1
δj treatjc + Xiβ + uic



Finding 3.1: No motivation crowding out
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I No significant different between financial incentives and
volunteer treatments

I Robust to controls
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Test 3.2 Motivation crowding out

Is there any motivation to crowd out?
Use donations in the dictator game as proxy for intrinsic motivation

Donation significantly predicts restocking

I there is motivation to be crowded out

Do incentives differentially affect effort for agents with greater
intrinsic motivation for the cause (high σi)?

I interact treatments with measure of σi



Finding 3: No crowding out



Finding 3: No crowding out

Financial incentives do not crowd out intrinsic motivation in our
setting
Stars reinforce intrinsic motivation: most effective for high donation
(high σi)



Test 4: Do financial incentives work for high φis?

Do financial incentives have a differential effect for agents

I with better sales skills (sell other products)?

I with stronger profit motives (“in it for the money”)?

I with higher marginal value of money (low assets, lower
socioeconomic status)?
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Finding 4: Value of money matters

I Sales skills

I financial incentives are not more effective for promoters who
sell other products

I non-financial incentives are significantly more effective

I For-profit motivation

I financial incentives are not more effective for promoters who
are “motivated by profit”



Finding 4: Value of money matters

I Sales skills

I financial incentives are not more effective for promoters who
sell other products

I non-financial incentives are significantly more effective

I For-profit motivation

I financial incentives are not more effective for promoters who
are “motivated by profit”

I Value of money

I financial incentives are effective for low socioeconomic status,
but stars are even more effective

I no interaction with value of assets (very noisy measure)



Exploring mechanisms

I Warm glow: stars leverage intrinsic motivation

I Social comparison/ “race” with other stylists

I Reputation with the general public –later



Evidence: Warm Glow



Evidence: Warm Glow

I Stars are twice as effective for motivated promoters



Evidence: Social comparison
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I The effect of stars is larger when there are more promoters in
the same cell

I Other treatments (not shown) are equally ineffective
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Evidence: Social comparison and warm glow

−
10

0
10

20
30

40

0 5 10 15 20
Number of trained salons in cell

I both effects are at play

I but motivated promoters also sell in low density cells



Alternative explanations

Stars may be effective for reasons that have little to do with
intrinsic motivation for the cause

I thermometer has an advertising effect: sales are higher
because demand is higher

I money is divisible/private, stars are non divisible/public: sales
are higher because more stylists within the same salon can be
motivated at the same time

Stars might increase quantity at the expense of quality

I stylists in the stars treatment might target “easy sales” (male
condom users) with low health impact



Advertising effect: Customer survey

Survey of ~2000 customers in markets containing salons in our
sample

I conditional on visiting a salon in market

Only 11 remember seeing the thermometer

I the effect of seeing any advertisement on the likelihood of ever
having used a female condom does not vary by treatment



Advertising effect: Poster experiment

Distributed a “placebo thermometer” to a random sample of
financial treatment and volunteer salons

I stars represent average sales for all salons

I all other salons receive a generic poster

I measure subsequent period sales for placebo treatment and
poster control salons
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I might underestimate the effect of stars if stylists free ride
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Incentive divisibility

I Financial incentives are paid to the owner/manager and can be
shared with other stylists in the salon

I Stars are posted on the wall of the salon and cannot be
attributed to individual stylists (but owner’s name is on it)

I might underestimate the effect of stars if stylists free ride
I might overestimate it if stars are a pure public good

I In our sample 50% of salons have one stylist, and only 4%
have more than three

I Effect of stars (and other treatments) is identical in one- and
multi- stylists salons

I Divisibility issue might have been relevant had salons been
larger



Targeting

Salons in program kept a logbook of sales

I record customer’s gender, age, multiple partners, first female
condom, male condom user, in a committed relationship

I data is recorded by the stylist (might not be very reliable)

No evidence of differential targeting of male condom users by stars
treatment salons



Summary

I Stars (non-financial rewards) are much more effective than
financial incentives in this setting

I Difference on the intensive margin

I No evidence that different incentives attract different types

I No evidence that financial incentives crowd out intrinsic
motivation and reduce performance



Cost-benefit calculation

Low stakes High stakes

Volunteer Status

Relative costs

Low stakes High stakes

Volunteer Status

Relative benefits
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External validity

Comparison of very specific schemes:

I Financial incentives are necessarily low powered (even in high
stakes <1/7th of the price of a cut)

No selection effect:

I Not their primary occupation

I All relevant selection might have occurred before knowing the
incentive treatment

No crowding out:

I Very cash poor, no negative reputational effects for accepting
payments



Identifying pro-social types: Donation game

“We have recently received additional money for today’s training.
As a consequence we have sufficient funds to give each of you an
additional K12500.
You can choose how much of this sum to keep for yourselves and
how much to donate to project X, a project that works with youth
on HIV prevention in Lusaka.
If you wish to donate, please put your donation in the envelope
provided with this form [form has pre-printed ID number on it] and
drop it in the collection box. Note that the amount you donate is
totally up to you: you can give nothing, part of the K12500, or the
entire thing. The amount you contribute will be kept completely
confidential. We will give you a few minutes to think about it.
When you’ve taken a decision, please drop your envelope in the box
at the front.”



Logbook



Attrition 1



Attrition 2
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