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1. Introduction

According to one of the most important approacheofnomics,
people are driven by self-interest; this actor nhaslknown ashomo
economicus (Mill 1836; Persky 1995). People are motivated to
maximize their gain regardless of others’ intereldtsnerous models of
classical economics assuming pure self-interestainlgn models of

competitive markets — have been proved already.

This thesis focuses on an other-regarding behaviqe: fairness.
Fairness means altruism and reciprocity mainly gditdy our norms.
Sharing our goods without future benefit can besaered as an
altruistic act (Fehr and Fischbacher 2003; Khald02), while
reciprocity means the sanctioning of being trediedly and rewarding
good treatment (Fehr and Gachter 2000a, 2000b,oBaind Zwick
1995; Bowles and Gintis 2003; Berger 2011).

Considering the well-being of others is the backg motivation
of these behaviour types. Assuming pure self-istefgoth of them are

irrational.

Such behaviour patterns emerging in social inteyast can be
researched by using the tools of experimental enio® (Camerer
2003). These interactions take place always in anbeelded
environment. The very same norms dictate differbabaviour in

different interactions — versus different people.

Due to the strict rules of experimental economfws investigation

of the effect of different social ties is quite stmained, or in some



cases completely impossible. This introduced ineemy since social
ties indeed play an important role in social intgin — just as it had
been shown in various studies about family tiesteiReet al. 2004;
Haan, Kooreman, and Riemersma 2006; Madsen eD@all; Ben-Ner
and Kramer 2011; Vollan 2011)

The main research question of my thesis is thestigation of
fairness and embeddedness using tools of expeameadbnomics. |
introduce a novel approach, which enables the itigaton of the
interaction between fairness and embeddedness udictgtor and

ultimatum games.

Also | created an analytical utility model, whickatribes fairness
considering embeddedness. The basic assumptiomeofintroduced
model is that ‘fair behaviour has different meagsnin different

relationships; and that these motivate more imsfeo relationships.

Namely if there’'s a strong relationship between fpemple, then
according to the model they seek equality and ithis very string
motivation for them. In weaker relationships peopdasider even less
‘equal behaviour’ fair — and over a certain poitriess norms people

are not motivated to be fair at all.

The relationship between people is described bpglesnumber in
the model. | introduce a method in this thesis attdmpt to test if
relationships between humans are ‘quantifiable’.e Thuggested
quantification is based on the fairness exhibitedacial interactions.
Social network analysis describes relationshipé wither objective or

subjective measures. The introduced model is mpaogress in this



aspect, as the suggested measure contains bothivbjend subjective

components.

It is objective, because it may be explicity measu with
experimental method, yet it remains subjective, abse the
experimental subject do not explicitly ‘tell it'ubit is deducted from

the subject’s behaviour — from the ‘subjectivelglexted norms.

| have formulated research hypotheses about ttaiaeship of
fairness and friendship and tested them on a saaiple (64 subjects)
with experimental games using a high number of expnts (~1600
game rounds in total). Due to the sampling constsaihe use of the
results for testing hypotheses is limited (so theyiot suitable for the

in depth analysis of the model), but are adequatanitial evaluation.

2. Methodology

In this research | applied ultimatum and dictatamegs (Gith,
Schmittberger, and Schwarze 1982; Forsythe et 384)lto test the
research hypotheses (see later). Both games arpetgon games, but |
used three person variants as well. Such variaat® lalready been
used in earlier research (Oppewal and Tougarev&®;1B8gel and

Wolfe 2001), but the applied games differ from theariants.

Simply put: the ultimatum game can be considered asgle-turn
bargain (offer from one of the players of a spfitaogiven amount of
goods, acceptance/refusal from the other playdrus the ultimatum

game is often referred to as ‘bargaining’ -imprdyerthe dictator



game is about voluntary sharing (a player decidesacsplit on his

own).

Anonymity played a key role in both games, as rkwgathe
identity of the players triggers other norms adandl it also means the
continuation of the game in real life. However e research of human

relationships, anonymity is an impenetrable obstacl

Thus | introduce the ‘one-sided anonymity’ in mgearch, which
means that the identity of the Responder is redealéhe Proposer. So
offers are given by the Proposer considering thentity of the
Responder, but the Responder does not have susideoations when

making a decision.

So, one-sided anonymity really enables investigathe effect of
relationship in these games. In the three-playeiamti one-sided
retaining anonymity also enables the investigatbrother behaviour

types, but | do not discuss these types in my shesi

In the three player dictator game one-sided anotyymieans
including another Responder, but in the ultimatuamg the third
player’s role is completely different. This playisrcompletely passive
in this game. The Proposer proposes a split of gaodhree parts, but
only one of the other players has the right to diecon the
acceptance/refusal of the offer. that player canctmesidered as the

Responder, while the third player is merely ‘spiatga.

The experiments in my research was conducted withpg of 6 (11
groups, 2 subjects participating in two groups)sistimg of 4 friends
and 2 strangers (both to each other and the grdin®.subjects were

paired (or grouped in triads) randomly and also gaene type was



selected randomly. The length of one experimergakisns was also
random between 50-80 rounds. Thus the game wa®sgagju but the
game length was unknown thus decreasing distor8abjects received
payoffs at the end of the experimental sessionsdasn their
performance in the experiment (the average of namgoselected

rounds).

Surveys were given before and after the experirheatsions. The
pre-experimental survey was used to map the relstip between the
experimental group members. The post-experimentalvey
concentrated on the experiences during the expatieyed about the

demographic background of players.

During the planning of the experimental games Erafited to
correct for the most distortions, and due to thatdpplication of one-
sided anonymity did not present a problem (no subjendicated that
the experiment was perceived as unfair). Thus Idcase the results to
evaluate the research hypotheses without condrajobnsidering

sample size of course).

3. Hypotheses and results

| formulated hypotheses in my thesis describingniiship and
fairness. They were intentionally formulated takimgo account the
possibilities of the applied methods (experimentshce it largely

improved its testability.



Friendship and two player dictator and ultimatum games

H1. The behaviour in bargaining and sharing sitoas is
influenced by the strength of the tie between ttera. Thus if an actor
has a friendship tie towards the other one, thema iDG he will likely
give a non-zero to the other actor. If there’s etationship between the
players in the dictator game, then zero offers anthir offers will be
observed. In the ultimatum game the same trenxpsaed — as the
stronger the tie, the closer the maximum of the Rdbel gets to the

equal split.
This hypothesis can be divided to two sub-hypothese

We can find strong (also statistically significadijference in the
experimental results between friends or stranglengrmy. Friends gave
usually higher offers, but equal voluntary spligtivas not uncommon
even when strangers were playing. The same trerdd albaerved in
ultimatum games in case of friends and stranger&l stronger

friendship also meant higher offers.

In this sense the results presented in this tlesisiche, compared

to earlier studies in this field.

Differentiation among friends

H2. When playing three-person dictator games (tvasgenders)
with Proposer anonymity the Proposers will giveiffedent offer to the
Responders. The difference depends on the rep(otedktermined by
earlier results) tie strengths according to the gintions of the IFN

models.



This hypothesis means that in different situatiome behave
differently with our close friends and strangerdieTexperimental
results support this hypothesis as well, meanirgg the relationship
reported in the pre-experimental survey were rédlin the behaviour
exhibited in three player games. We perceive etyuals fair when
interacting close friends, and inequality may dsoperceived as fair if
interacting others; when interacting a close friamdl an acquaintance
at the same, then the close friend is favoured festing the

relationships in behaviour.

General attitudes towards fairness

H3. Those Proposers who give higher DG offers inegal, refuse
higher offers when playing the role of the Respomil&/Gs, Proposers

giving low DG offers tend to accept lower UG offasswell.

This hypothesis formulates a statement not invatit) previously
in earlier studies, since it describes the conoadtietween individual
behaviour and expectation towards others. Thistisedly means, that
people have ‘general attitudes’ towards fairnessamng that some are

more ‘sensitive’ to fair behaviour, while otherg aot.

The experimental results support this for two ptay@mes, but due
to the low sample size this hypothesis could neteHaeen tested for

three player games.

Punishing friends to help strangers

H4. In a three person ultimatum game the Resporatersvilling to
punish even if they’re substantially better offrththe Passive player.

They will do so even if they may think that ontheir friends has given



such an offer. Thus they punish their friends wiey treat strangers
(playing as Passive players in the 3 person UGhkiginfairly.

According to this hypothesis the expectations tolwaairness are
‘universal’, so unfairness is punished dependinghenrelationship as
well. The source of this hypothesis may be deduatsytically from
the model introduced.

Unfortunately the low sample size did not allow shtatistical test of
this hypothesis, but data shows that in three plaifanatum games the
Responder cares for his own payoff, disregardirggRhssive player’'s
well-being. In games where the Responder was affézes than the
Passive player, refusal was observed without eia&ptin other case,
when the offer favoured the Responder, the offeerewusually

accepted.

This hypothesis has been falsified by experimediddh — although

we have to note that it was not investigated dicdily.

4. Conclusions

This thesis focuses on friendship and fairnesstnEas has been
investigated in anonymous situations so far, arel rtrethodology |
propose in this thesis present advancement to theerdly used
methods. The following conclusions can be drawmfthe analysis of

the results:

e Results of simple sharing situations clearly shbat fpeople act

more fairly with friends than with strangers.



* The extent of fairness is related to the level riéndship: the
experimental results have shown that friends prefagive more

equal offers compared to weaker ties.

» We favour our friends im person interactions: | have shown that
in three player interactions if the ties to theasttwo players are

different, than the difference is reflected in g#otions

e There's a relationship between the fair behaviomd ahe
expectations of others’ fairness: | have shown fliaipeople have

higher expectations towards other in terms of &8m

All these conclusions are logical considering b&siman nature, but it
is vital to note that they could not have been asdeed with

experimental tools so far. So this research carobsidered as niche.

Besides the experimental aspects, | have formukateshalytical model
of fairness considering earlier models. The intasdl model differs
from these models in the sense that it describedbéhnaviour, but it

focuses on embeddedness (social ties) as well.

In this thesis | introduce a methodology which apable of describing
the manifestation of social relationships througttiom. Thus is

describes the strength of a tie from a novel petspe

In terms of experimental economics | use a radjadifferent method
which enables including embeddedness in researtiasd has the list

distortive effects.

Summing it: despite that my research hypothesescrithes the
relationship of social phenomena (embeddednessfandehaviour),

my thesis presents novelty in three areas: | hawdyzed an analytic



model describing fairness and embeddedness; | peaba new method
in experimental economics and using this methodviehdemonstrated

the relationship between fairness and embeddedness.

Low sample size (and large sample cost) presentedlaconstraint in
this research , but new research aiming to exghiraess deeper may
be based on the methods and results introducedsithiesis facilitating

the development of experimental economics.
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