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A B S T R A C T

Workers often struggle to fully appreciate the quality of their performance. Rather, workers use the measure of 
their performance that is realized from their firm’s measurement system, which is typically imperfect, as a guide 
to do so. This study examines how workers’ perceptions about their compensation depend on the realized 
measure of their performance. Our experimental results suggest that before performing a task, workers display a 
fairness sentiment whereby they expect compensation to decrease as the measure of performance suggests worse 
performance. However, once the measure of their performance is realized, workers’ fairness sentiments weaken, 
and they request higher-than-expected compensation, with this deviation increasing as the realized measure 
worsens. Thus, a realized measure of performance distorts workers’ perceptions about their compensation and 
their fairness sentiments. This suggests that the benefits of perceived “fair” worker compensation are less likely to 
occur once workers have realized measures of performance.

1. Introduction

Worker performance often lacks an objective, specific, collective 
definition (Rosenfeld, 2021). As such, workers often struggle to fully 
appreciate the quality of their performance. Firms’ performance mea
surement systems provide workers with a measure of their performance 
that can help workers understand the quality of their performance 
(Black et al., 2022). However, such measures (i.e., the realized measures 
of performance) rarely perfectly reflect true performance. In many cases, 
diagnostic measures are overly costly (Lambert, 2007), key aspects of 
performance cannot be objectively measured (Bol, 2008), and perfor
mance measures are poor proxies. Workers hold that their performance 
and compensation should be related but rely on the imperfect realized 
measure of their performance to understand the quality of their per
formance (Rosenfeld, 2021). This study examines how the level of a 
worker’s realized measure of performance affects their perceptions 
about their compensation. Specifically, we examine how workers’ per
ceptions about the fairness of their compensation differ after, relative to 
before, the measure of their performance is realized.

It is important to understand how realized measures of performance 
affect workers’ perceptions about their compensation. Workers who 

perceive their compensation as fair are more willing to exert effort 
(Akerlof, 1982; Choi, 2014). Similarly, workers with negative percep
tions about their compensation are more likely to collude (Maas and Yin, 
2022) and respond negatively to the firm’s CSR actions (Douthit et al., 
2024). Additionally, workers are increasingly attuned to the fairness of 
their compensation. LinkedIn’s 2019 Global Talent Trends report 
highlights the importance of fair compensation and suggests soliciting 
workers’ input in the compensation process, as occurs in many firms (e. 
g., Baumgartner, 2012; de Morree, 2018). Finally, measures of perfor
mance can affect perceptions about compensation. Brown et al. (2022)
show that differences in performance measurement can change perfor
mance levels and cause pay dispersion, which leads to perceived 
compensation unfairness. We complement Brown et al. by examining 
how workers’ perceptions about their compensation differ before and 
after the measure of their performance is realized.

We form our predictions of how a worker’s realized measure of 
performance affects perceptions about their compensation using moral 
sentiments theory. Smith and Wilson (2017) specify how individuals 
form sentiments, which reflect their sense of which actions are fit and 
proper in a given social situation. Before a measure of performance is 
realized, we expect workers’ perceptions about compensation to reflect 
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a fairness sentiment such that they expect compensation to decrease as 
the hypothetical measure of performance worsens. However, after a 
measure of performance is realized, we expect workers’ compensation 
requests to exceed their expected compensation. We expect this devia
tion to increase as the realized measure of performance worsens. This 
latter effect is due to workers with worse realized measures of perfor
mance experiencing cognitive dissonance. For these workers, adhering 
to fairness sentiments entails an admission of low ability that harms 
their self-image. To resolve this dissonance, these workers downplay 
their fairness sentiments and request higher compensation than they 
expect for the measure of performance realized.

We test our theory using a laboratory experiment. Workers perform a 
task in which they solve math problems. We vary the difficulty of the 
math problems between workers. Workers practice the task and provide 
their beliefs about fair compensation for each potential level of the 
measure of task performance. Next, workers perform the task and realize 
(i.e., learn) the measure of their performance. The levels of the realized 
measure of performance represent our experimental conditions and are 
operationalized using a relative performance rank based on the number 
of math problems solved. Relative performance ranks are an imprecise 
measure of performance that provides context to workers about the 
quality of their performance. While informative, this measure is 
imperfect, as it ignores that problem difficulty varies between workers. 
Workers then make a compensation request that is reviewed by a 
manager who knows workers’ realized measure of performance, and 
each worker can receive up to the maximum bonus. We do not imple
ment resource constraints in our study to focus on fairness sentiments 
related to a worker’s own compensation rather than their relative 
compensation.

Our results support our theory. Before performing the task, workers 
express a clear fairness sentiment where expected compensation de
creases as the measure of performance worsens. However, once a mea
sure of performance is realized, compensation requests exceed the 
expected compensation. Notably, compensation requests exceed the 
expected compensation to a greater extent for workers with below- 
average realized measures. Consistent with such workers suffering 
from cognitive dissonance, we further find that realized measures of 
performance indirectly affect compensation requests through self-image 
concerns.

Our study contributes to fairness theory. Most work on fairness in 
economics views fairness as related to how one’s behavior affects others’ 
outcomes (e.g., Rabin, 1993; Fehr and Schmidt, 1999; Bicchieri, 2006; 
Cooper and Kagel, 2016). This suggests that traditional fairness models 
are most applicable to settings where other-regarding preferences are 
central to behavior. Our theory, by contrast, can predict behavior in 
settings where other-regarding preferences are absent or trivial because 
fairness sentiments do not require fairness to relate to others’ outcomes 
(Smith and Wilson, 2017). By showing the effects of fairness in a setting 
where other-regarding preferences are not relevant, we introduce a new 
avenue for fairness to affect organizations.

Our study also provides insights into how fairness sentiments 
develop based on whether one knows the level of their measure of 
performance. Research on other-regarding preferences finds that people 
generally prefer advantageous wealth distributions when their position 
is known and care less about fairness if they know an unfair outcome is 
to their gain (Beckman et al., 2002; Cetre et al., 2019). We add to this 
research by showing that the weakening of fairness sentiments from 
measures of performance being realized depends on the level of the 
realized measure. Specifically, the weakening of fairness sentiments is 
much stronger for workers whose self-image would be challenged if they 
adhere to their ex ante fairness sentiments.

Our study also contributes to practice indirectly through its theory 
building. Theory provides generalizable predictions that allow for a 
greater understanding of, and prescriptions to, practice over time 
(Sprinkle, 2003; Asay et al., 2022). The moral sentiments theory we 
apply, which has only recently been applied to accounting research 

(Lunawat et al., 2021), provides novel predictions of how fairness de
velops in response to accounting variables. Specifically, we examine 
how workers’ perceptions about compensation fairness form based on 
imperfect realized measures of performance. Surveys, interviews, and 
empirical studies show that these perceptions affect workers’ attitudes 
and actions (Blinder and Choi, 1990; Agell and Lundborg, 1995; 
Campbell and Kamlani, 1997; Brown et al., 2015). Thus, firms should be 
attuned to how workers perceive their compensation fairness. Our re
sults suggest that the benefits (risks) of perceived fair (unfair) 
compensation are less (more) likely to occur once workers have a real
ized measure of performance. However, as our study is one of the first to 
test the moral sentiments theory in relation to accounting phenomena, it 
is important to take care in extrapolating its implications to practice in a 
broad sense.

Finally, our study has implications for relative performance ranks. 
Relative performance ranks appeal to workers’ self-image and influence 
employee behavior (Schnieder, 2022). Prior research on relative per
formance ranks focuses on the desire to realize a better rank (Kramer 
et al., 2016; Wang, 2017), but we know little about how perceived 
compensation fairness changes once ranks are realized. As fairness is a 
key driver of worker performance (Hannan, 2005) and relative perfor
mance ranks are realized recurringly (Choi et al., 2016), it is important 
to understand how perceptions of compensation fairness change as ranks 
are realized. For example, Newman and Tafkov (2014) suggest that a 
ranking system that classifies workers as top/middle/low outperforms a 
system that classifies workers as top/not-top in a single-shot setting. Our 
study adds nuance to their results by showing that effort-inducing fair
ness sentiments will be harmed, as workers consider a realized “low” 
rank to be a challenge to their self-image.

2. Background, theory, and hypotheses

2.1. Background

2.1.1. Realized measures of performance
Firms want measures of performance to perfectly reflect true per

formance. However, issues with controllability, congruency, and 
measurability usually cause performance measures to be imperfect 
(Lambert, 2007).1 Similar to firms, workers also lack good measures of 
their performance. As a result, workers often use the realized measure of 
their performance as a signal to contextualize and interpret the quality 
of their performance (Rosenfeld, 2021). Supporting these claims, 
research finds that workers can respond to measures of performance that 
are known to be flawed as if they accurately capture true performance 
(e.g., Choi et al., 2012; Black et al., 2022). We expect that the contex
tualization of performance from a realized measure of performance af
fects workers’ compensation perceptions.

2.1.2. Fairness in compensation
Workers’ perceptions about the fairness of their compensation 

strongly affect their behavior. When workers perceive their wages to be 
(un)fair, they are more (less) willing to work hard (e.g., Hannan, 2005). 
Workers’ perceptions of their compensation as unfair can reduce effort 
even when differences in performance justify compensation differences 
(Brown et al., 2022). Further, workers with negative perceptions about 
their compensation are more likely to collude against the firm (Maas and 
Yin, 2022) and respond negatively to their firm’s CSR decisions (Douthit 
et al., 2024). Thus, it is important for firms to understand workers’ 
perceptions about the fairness of their compensation and how such 
perceptions differ over time to appropriately design control systems, 
information policies, and compensation schedules. Understanding how 

1 We consider a setting in which the realized measure of performance 
imperfectly reflects the underlying quality of performance, but do not examine 
if the various potential causes of this imperfection differently impact behavior.
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workers form these perceptions is also of timely importance, as workers’ 
awareness of and sensitivity to the fairness of their compensation is 
increasing (LinkedIn, 2019). In this paper, we investigate how workers’ 
realized measure of performance affects their fairness perceptions sur
rounding their compensation.

2.1.3. Traditional fairness models
Early compensation models rely on the agency assumptions of wealth 

maximization and effort aversion (Stevens, 2018). As empirical results 
found that fairness played a key role in compensation settings, econo
mists created compensation models that include fairness (Fehr and 
Schmidt, 1999; Bolton and Ockenfels, 2000; Bicchieri, 2006; Smith and 
Wilson, 2014). These fairness models are often called “social preference” 
or “other-regarding preference” models.

Traditional fairness models define an individual’s utility over their 
own outcomes and the outcomes of others, with individuals seeking to 
maximize their utility (“Max-U”). These models suggest individuals in
crease their utility, in part, by increasing the outcomes of relevant 
others. As such, these fairness models entail other-regarding prefer
ences. The functional form of these Max-U models suggests that fairness 
considerations only impact behavior when one can affect the absolute or 
relative outcomes of others.

Accordingly, traditional fairness models help categorize behavior but 
have three key shortcomings. First, utility functions based on other- 
regarding preferences require that one’s actions affect others’ out
comes for fairness to affect behavior. Such models therefore do not apply 
to settings where decision-makers do not have strong beliefs that their 
behavior affects others’ outcomes. Second, traditional fairness models’ 
ability to explain many observed failures of wealth maximization 
(Camerer, 2003) is not an indicator of their predictive abilities. Smith 
and Wilson (2017, pp. 43–44) note: “…every one of those social pref
erence models was itself an ex post rationalization of observing outcomes 
in the laboratory that had falsified Max-U… Because the motivations of 
the subjects cannot be directly observed… reasoning by ex post models of 
social preferences is inescapably circular.” That is, traditional fairness 
models are outcome based and reflect ex post changes to the models for 
the Max-U model to fit observed actions. Third, traditional fairness 
models dictate individuals adhere to specific maxims (i.e., Max-U), but 
this is not the case for most social interactions (Smith, 1756/1984, p. 
175). Rather, actions are normally driven by how one feels when acting 
in an (in)appropriate manner, with feelings dictating ongoing actions 
(Smith and Wilson, 2017; Blay et al., 2019). Therefore, the core Max-U 
logic of traditional fairness models limits their predictive abilities.

This final point is also a limitation of the social norm models often 
used in accounting (Bicchieri, 2006), which use Max-U logic. Smith and 
Wilson (2017, p. 32) note that norms do not follow precise maxims. 
Rather, they are general, vague, and indeterminate. Max-U logic as
sumes a norm’s form and application are specified such that they can be 
assessed objectively, like evaluating the accuracy of grammar. 
Conversely, classical philosophy (Smith, 1756/1984) argues that norms 
reflect general ideas of behavior such that their presence and effect are 
assessed subjectively, like evaluating the elegance of prose.

2.2. Theory

2.2.1. Distinctions between traditional fairness models and the sentiments 
model

In response to the above critiques, Smith and Wilson (2017) develop 
a model of behavior outside of the Max-U logic of agency (e.g., Lambert, 
2001), fairness (e.g., Fehr and Schmidt, 1999), and social norm (e.g., 
Bicchieri, 2006) models. Smith and Wilson revisit Adam Smith’s Theory 
of Moral Sentiments (1756/1984) to create a model of sentiments that 
generates testable predictions of behavior related to the development of 
fairness perceptions. Before detailing the sentiments model, we discuss 
some of its important distinctions from traditional fairness models.

First, the sentiments model maps from a social situation to conduct 

by explicitly incorporating the social context surrounding a decision in 
determining conduct. Traditional fairness models, however, map from 
outcomes to actions and require ex post adjustments to utility functions 
to predict behavior as context changes. Thus, the sentiments model 
better reflects the context dependence of social norms.2 Second, the 
sentiments model is broader and more flexible than traditional fairness 
models. Traditional fairness models assume one’s preference for fairness 
is reflected in utility from others’ absolute and relative outcomes. 
Conversely, the sentiments model assumes that context and norms 
mutually determine what conduct is appropriate. The effect on out
comes is one way to judge a behavior’s appropriateness in the senti
ments model but is not the sole determinant. Thus, traditional fairness 
models are a special case of the more general sentiments model, where 
pecuniary outcomes are the only contextual element affecting behavior. 
Third, traditional fairness models require comparisons between one’s 
own and others’ outcomes, while the sentiments model predicts that 
fairness can arise without such comparisons. Thus, the sentiments model 
allows fairness to be internally derived.

2.2.2. The sentiments model
In Smith and Wilson (2017, p. 35) model, sentiments reflect an in

dividual’s sense of which actions are right and wrong (or are “fit and 
proper”) in a given social situation. Contrary to models that suggest 
norms exist generally across settings, the sentiments model argues 
norms and virtues are context dependent. Sentiments apply to social 
situations in that they are developed by our history of socialization over 
time.3 Sentiments develop from two sources: praise and praiseworthi
ness.4 Praise is an external evaluation regarding whether an action is fit 
and proper in a setting. Praiseworthiness is an internal evaluation 
regarding whether an action is fit and proper in a setting.

Adam Smith (1756/1984) argues that seeing how much praise an 
action generates in different social situations develops sentiments 
regarding how fit and proper the action is in different social situations. 
Thus, a key source of sentiments is the desire for praise from others in 
response to one’s actions. Smith and Wilson (2017) assert that as ex
pectations that an action will receive praise from others increase, so do 
sentiments of that action being proper in that setting. As the sentiments 
of the action’s propriety increase, the action is more likely to be taken.

The second source of sentiments is internal. Adam Smith 
(1756/1984) argues that individuals possess an internal “impartial 
spectator.” The impartial spectator is an abstract, hypothetical, observer 
that allows one to personally weigh the propriety of their conduct 
(Breban and Gilardone, 2020). The impartial spectator evaluates the 
propriety of one’s actions by considering how one would react if they 
saw another person taking such actions in this setting. As a result, the 
impartial spectator allows one to judge the praiseworthiness of an action 
in a setting, even when no one can praise the action. The impartial 
spectator judges the praiseworthiness of actions based on one’s prior 
socialization that informs what actions are likely to be praised in 
different situations. Importantly, while praise requires external evalua
tion, praiseworthiness does not. Smith and Wilson (2017) assert that as 

2 For example, consider a social norm of honesty. Assume a utility function 
with a disutility for deceptive actions predicts behavior in a dating setting. This 
utility function would not predict behavior well in a poker game, however. 
Clearly, these settings are not equivalent, and the disutility from deceptive 
actions differs across settings. Traditional social preference models can only 
address this divergence by adjusting utility weights (reducing disutility for 
dishonesty with poker) on an ad hoc basis to create a new function for each 
setting. The sentiments model explicitly uses the setting to predict conduct, 
reflecting the intuition in this example (Smith and Wilson, 2017, p. 32).

3 Sentiments can lead to the development of social norms. Norms, however, 
are the result of ecologically socialized sentiments rather than the result of 
explicit reasoning or adherence to maxims, which is how norms are often 
modeled (Bicchieri, 2006; Smith and Wilson, 2017, p. 32).

4 The direct inverse of this model exists using blame and blameworthiness.
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an impartial spectator’s evaluation of the praiseworthiness of an action 
increases, so do sentiments of that action being proper in that setting.

Finally, Smith and Wilson (2017) discuss “self-love,” a factor that 
will not support fairness sentiments. Self-love is an important determi
nant of what sentiments exist and how strongly they form. For example, 
self-love reflects that it is fit and proper for someone to take care of their 
own needs, to take actions that maximize their own wealth, and to think 
well of themselves. Crucially, distinct from the traditional self-interested 
wealth maximization, self-love is constrained by one’s sense of justice 
and by the impartial spectator’s assessment of whether the ends and 
means of self-interest are acceptable (Smith, 1756/1984, pp. 82–83). As 
such, the form and effects of self-love are context dependent.5

In sum, Smith and Wilson (2017) model sentiments as an evaluation 
of the propriety of an action (i.e., its sentiment) in a given context. As the 
sentiment increases, the action is more likely to occur. The sentiment 
increases with how praised the action is expected to be and how 
praiseworthy the impartial spectator evaluates the action to be in that 
context. Smith and Wilson note that praise and praiseworthiness can 
have additive effects but can also interact where the influence of one is 
weakened by the presence of the other.6 Conversely, as the context in
creases self-love, the development of sentiments that diverge from 
wealth maximization, such as fairness, is limited. Thus, the sentiments 
model suggests individuals pursue praise and praiseworthiness actions, 
while also maintaining their self-love. Importantly, assessments of 
praise, praiseworthiness, and self-love are all context dependent. We 
develop hypotheses using the sentiments model.

2.3. Hypotheses

We focus on a setting where each worker’s compensation is inde
pendent from other workers’ compensation in order to provide a test of 
the sentiments model. In such a setting, traditional fairness models that 
rely on other-regarding preferences do not provide ex ante predictions.7

We first predict how fairness sentiments affect workers’ perceptions of 
compensation fairness before measures of performance are realized. In 
this situation, workers’ perceptions about compensation fairness are 
based on hypothetical possible measures of performance that might be 
realized in the future. These perceptions are unobservable to others and, 
therefore, cannot be praised by others. Also, as these perceptions do not 
affect pay, self-love is largely impotent. However, praiseworthiness is an 
internal mechanism and can affect fairness sentiments even absent 
realized measures of performance. We expect that workers will view the 
relation of compensation decreasing as the measure of performance 
worsens to be praiseworthy (i.e., fit and proper). Thus, when workers 
consider what fair compensation is for potential measures of perfor
mance that will be realized in the future, they acknowledge a clear 
fairness sentiment. Thus, we predict:

H1. Before a measure of performance is realized, workers’ compen
sation expectations decrease as the level of the hypothetical measure of 
performance worsens.

Next, we predict workers’ fairness sentiments will be less 

pronounced after a measure of performance is realized than before it is 
realized. As a result, workers will request more compensation than they 
expected before the measure of performance was realized. The logic 
underpinning this prediction follows. Once a measure of performance is 
realized, it affects a worker’s outcomes, and self-love becomes more 
important than it was before the measure of performance is realized. 
Ceteris paribus, increased concern for self-love makes fairness senti
ments less pronounced by heightening concerns for one’s own out
comes.8 As fairness sentiments become less pronounced, workers will 
seek higher compensation even for poor realized measures of perfor
mance. Thus, we predict workers will request higher compensation than 
they expected before the measure of performance is realized.

Some tension exists in this prediction. Once the measure of perfor
mance is realized, workers’ compensation requests become observable 
and subject to praise. As praise supports fairness sentiments, this could 
counteract the influence of increased self-love. However, as noted 
above, praise does not necessarily have a strong effect incremental to 
praiseworthiness. Consistent with a limited incremental effect of praise 
and significant influence of self-love, research suggests that fairness 
considerations are stronger when hypothetical than when enacted (e.g., 
Dana et al., 2007). As such, we retain our prediction that workers will 
request higher compensation than they expected before the measure of 
performance is realized.

Importantly, we expect this prediction to depend on the level of the 
realized measure of performance. Specifically, we expect that the 
weakening of fairness sentiments after the measure of performance is 
realized will become more intense as the realized measure of perfor
mance worsens. Our theory suggests self-love becomes more important 
after, relative to before, measures of performance are realized. Ceteris 
paribus, this makes self-love increase in its relative importance in 
affecting sentiments, which leads to less pronounced fairness senti
ments. However, the effect of self-love is not symmetric for all levels of 
realized measures of performance. Rather, based on how the realized 
measure of performance affects an individual’s self-image, we expect a 
stronger influence of self-love as the realized measure of performance 
worsens.

Maintaining a positive self-image is an important part of self-love 
(Morse and Gergen, 1970). Individuals generally hold a positive 
self-image (Smith, 1756/1984; Cross, 1977; Myers, 1996; Santos-Pinto 
and Sobel, 2005). For example, individuals tend to evaluate them
selves as above average (Tesser, 1988; Beach and Tesser, 1995; Green
berg et al., 2007). Thus, a key part of the increased influence of self-love 
is an increased desire to foster a positive self-image. We argue that as a 
realized measure of performance worsens, it represents a greater threat 
to one’s self-image and, as a result, motivates an increase in self-love.

When one has a relatively poor realized measure of performance, 
adhering to the fairness sentiments developed before the measure of 
performance is realized entails requesting relatively low compensation. 
A request of low compensation requires one to admit that they have 
relatively low ability or work ethic. Such an admission runs counter to 
individuals’ positive self-image. As such, as a realized measure of per
formance worsens, fairness sentiments induce a greater conflict between 
a worker’s actions (request low compensation) and beliefs (they are not 
low ability).

Cognitive dissonance theory suggests individuals seek internal con
sistency between their actions and beliefs (Festinger, 1962). To reduce 
the cognitive dissonance, workers must either change their actions 
(reduce their adherence to fairness sentiments and request greater 

5 Settings likely exist where one defines their self-interest as reflecting a 
positive self-image for being fair, honest, or trustworthy. In such settings, self- 
love and the desire for praise/praiseworthiness yield the same conduct. We 
focus our theory on settings where the desire for self-love runs counter to the 
desire for praise and praiseworthiness.

6 For example, if the impartial spectator forms strong sentiments about an 
action’s propriety via praiseworthiness, then there is relatively little change in 
the beliefs about an action’s propriety from the availability of praise.

7 From a practical perspective, we focus on workers’ perceptions about their 
own compensation for what it is, not their relative compensation or pay ineq
uity. As a result, we consider a setting in which resource constraints do not 
force the firm to trade off between the compensation levels of different workers.

8 As noted above, we are interested in a setting where self-love suggests 
conduct that conflicts with what praise and praiseworthiness would suggest. If 
one defines self-love as maintaining a self-image of being fair, then changes in 
the importance of self-love would not change fairness sentiments. To the extent 
workers define self-love in such a way, it biases against us observing a differ
ence in fairness sentiments from the measure of performance being realized.
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compensation) or their beliefs (they are low ability). Prior research 
suggests that individuals respond to threats to their self-image with an 
increased desire to support their self-image (Brown, 2012). As such, 
workers who realize poor measures of performance will try to preserve 
their self-image. To do so, workers will need to change their actions 
rather than their beliefs to resolve their cognitive dissonance. In this 
setting, changing actions suggests less pronounced fairness sentiments 
and increased compensation requests. Importantly, increasing 
compensation improves one’s sense of self (Thierry, 2001; Gardner 
et al., 2004). The above logic leads to our prediction that the weakening 
in fairness sentiments from increased self-love will be greater when the 
realized measure of performance worsens.9 Thus, we predict: 

H2a. After the measure of performance is realized, workers’ 
compensation requests will be greater than the compensation expecta
tions for that measure of performance provided before the measure of 
performance is realized.

H2b. The deviation between workers’ compensation requests after the 
measure of performance is realized and their compensation expectations 
provided before the measure of performance is realized will increase as 
the measure of performance worsens.

Panel A of Fig. 1 presents our hypotheses graphically.

3. Method

3.1. General setting

The setting consists of five workers and one manager. Workers work 
on a task in which the quality of performance is hard to appreciate in 
isolation. After learning the task details, but before completing it, 
workers provide their beliefs of what compensation should be for each 
possible measure of performance. After completing the task, workers 
observe an imprecise measure of their performance that helps them to 
contextualize their performance. Workers then request compensation 
from a manager who decides each worker’s compensation based only on 
the realized measure of performance and compensation requests. Fig. 2
shows the timeline.

3.2. Task details

Workers perform a math and slider task where they solve a math 
problem and adjust a slider to their answer (Chan, 2018). The problems 
consist of adding, subtracting, multiplying, or dividing one-, two-, or 
three-digit numbers. The possible answers range from 0 to 100. Workers 
perform the task for eight minutes and earn $0.02 for each correct slider. 
Workers must correctly adjust a slider to proceed, and to prevent 
gaming, there is a five-second penalty when workers incorrectly adjust a 
slider.10 The piece-rate given to workers serves three key purposes that 
enhance the internal validity and experimental realism of our study 

(Swieringa and Weick, 1982). First, the piece-rate payment reinforces to 
participants that better performance is valued. Second, the piece-rate 
ensures that workers perform the task to a meaningful extent. Third, 
the piece-rate increases the salience and meaningfulness of the realized 
measure of performance (Tafkov, 2013). If workers do not provide good 
faith attempts at the task or attend to the realized measure of perfor
mance, data would not provide a clear test of our theory.

There is a risk that the math-based task may introduce a confound 
between ability and performance. To avoid this, we manipulate the 
difficulty of the first 50 math problems between workers. First, we create 
a database of 200 problems that vary in difficulty. Second, we create five 
problem “streams” by changing the order that each of the 200 math 
problems appears. For the easiest problem stream, relatively easy 
problems (i.e., with one-digit numbers and addition or subtraction) 
appear with a greater frequency in the first 50 problems than for the 
other streams. For the hardest problem stream, relatively hard problems 
(i.e., with three-digit numbers and multiplication or division) appear 
with greater frequency in the first 50 problems than for the other 
streams. The three other problem streams systematically vary the fre
quency of relatively easy and hard problems in the first 50 problems. 
Therefore, we create streams that, while all consisting of the same 200 
problems, systematically vary in the difficulty of the problems workers 
likely face. The majority of workers complete less than 50 problems in 
the eight-minute period. We truthfully disclose that all workers’ prob
lems come from the same database but may not be in the same order. By 
randomly assigning the streams of different difficulty, we intend for 
performance to be approximately random relative to math ability (cf. 

Fig. 1. Hypotheses and Results. Panel A: Predicted Expected Compensation and 
Compensation Request by Measure. Panel B: Actual Expected Compensation and 
Compensation Request by Measure. Panel A of Fig. 1 illustrates our predicted 
pattern of Expected Compensation and Compensation Request by Measure. Panel B 
of Fig. 1 illustrates our observed pattern of Expected Compensation and 
Compensation Request by Measure. All variables are defined in the Appendix.

9 Self-image concerns play no role in agency models with pure wealth 
maximization, in traditional fairness models, or in Bicchieri (2006) social norm 
theory. Further, these alternative theories do not yield similar predictions. 
Traditional fairness models are not predictive, as other-regarding preferences 
do not apply when compensation is independent of others’ outcomes. Even 
without removing other-regarding preferences, one must argue that the utility 
from other-regarding preferences depends on one’s realized measure of per
formance in an ad hoc manner to create our predictions. Similarly, Bicchieri 
(2006) social norm model builds on others’ expectations, which reasonably 
should not change as a function of one’s own realized measure of performance.
10 The manager answers trivia and earns $0.15 for each correct response 

during the eight-minute period. Managers are given this task to keep them 
invested, but their decisions are not of interest to our theory. Managers are 
aware that workers perform a different task, but do not know its details, to 
avoid consideration of relative task difficulty.
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Douthit and Majerczyk, 2019).

3.3. Procedures

The experiment is conducted using z-Tree (Fischbacher, 2007) and 
received IRB approval from the relevant universities. Participants sign a 
consent form and sit at private computer terminals. Participants read 
general instructions and assess their relative ability at verbal and math 
tasks.11 Next, they learn their role and their task. Then, workers com
plete a two-minute practice period consisting of 15 problems with no 
feedback.12

After the practice period, workers learn that the measure of their 
performance will be a relative performance rank based on the number of 
sliders solved. We use relative performance rank as the measure of 
performance for three reasons. First, in practice, workers often under
stand the quality of their performance based on the realized measure of 
performance. For abstract tasks, relative performance rank provides a 
contextual understanding of performance quality that is lacking for 
absolute measures of performance. Second, this measure is imprecise, as 
it compares the number of problems solved between participants who 
encounter different difficulty problems and only provides ordinal 
ranking. Thus, the realized measure of performance provides context but 
is not perfectly diagnostic, as is commonly the case. Third, given the 
likely self-image concerns associated with relative performance, it offers 
a clearer test of our theory.

After the practice period, workers provide an expected compensation 
for each possible measure of performance from the range [$0, $15]. 
Workers respond to: “If you were tasked with choosing the compensa
tion for each worker, how much would you pay to each worker based on 
their rank?”13 Workers know that one worker’s compensation will not 
affect the funds available to other workers and that this elicitation was 

not communicated to the manager or other workers.
Workers then complete the math and slider task for eight minutes 

and learn 1) the number of sliders they solved and 2) their realized 
measure of performance (i.e., rank from 1 to 5 for that session’s 
workers). Next, workers submit a request for their compensation to the 
manager from the range [$0, $15] and make a prediction of what level of 
compensation the manager will ultimately grant them—earning $1 if 
correct.

After the workers submit their requests, the manager reviews the 
compensation requested and realized measure of performance (i.e., 
rank) for each worker. The manager is informed that they can decide 
how much each worker will receive, between $0 and $15.14 It is com
mon knowledge that the manager does not claim any undistributed 
compensation for themselves.15 Workers know that the manager will 
learn all five workers’ requests and realized measures of performance (i. 
e., rank) and can allocate a different amount from what was requested. 
While the manager’s decisions are not of interest to our research ques
tion, we require a manager to review requests so that the desire for 
praise is a viable source for fairness sentiments, consistent with Smith 
and Wilson (2017) model. As praise supports fairness sentiments in our 
setting, this design choice biases against finding a reduction in fairness 
sentiments after the measure of performance is realized. Finally, par
ticipants answer post-experimental questionnaires, learn their earnings, 
and are privately paid in cash.

3.4. Participants

We conduct eight sessions at each of three large public US univer
sities. There are six participants in each session, with five (one) 

Fig. 2. Basic Experimental Timeline.

11 We ask participants to provide this demographic information ex ante such 
that performance in the experiment does not pollute the measurement of self- 
perceived ability. To disguise which characteristics were of concern to the 
upcoming task, we asked them to provide other information than just the 
measure of math ability we are interested in. The use of multiple questions 
should reduce the salience of this measure of interest.
12 The practice period was identical for all workers and consisted of problems 

with one-, two-, and three-digits using addition, subtraction, multiplication, 
and division such that all workers saw several different difficulty levels.
13 Instead of directly asking worker participants to imagine themselves ending 

up at each rank, we frame the question in the above manner to elicit neutral 
responses regarding their expectations of fair compensation.

14 The upper bound on compensation requests is not a central part of our 
theory but is necessary for implementing our experiment. Further, upper 
bounds on compensation are realistic. Workers in practice likely have some 
beliefs of the maximum compensation they can reasonably receive for a posi
tion through formal policies (e.g., Hanno, MetLife), pay transparency practices, 
third-party companies (e.g., GlassDoor, LinkedIn), or word of mouth. However, 
individuals’ beliefs are idiosyncratic and of varying accuracy. Our study 
removes the potential for idiosyncratic or inaccurate beliefs that could add 
noise in our data by leading to different levels of behavior between workers. 
Importantly, the change in levels does not suggest a differential directional 
effect.
15 Managers receive $5 for deciding workers’ compensation. Managers do not 

keep undistributed amounts, to remove strategic considerations and focus 
workers on the manager’s role in supporting fairness sentiments alone.
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randomly assigned to the role of workers (manager). The average 
participant is 21 and 34.72 % are male. Participants receive an average 
of $17.41, including a $5 participation fee, for the approximately 30- 
minute experiment. Pay is not significantly different across the three 
universities.

3.5. Variables

Our independent variable is the measure of workers’ performance, 
Measure, based on the relative performance ranks, and coded 1, 2, 3, 4, 
or 5, with 1 being the best. We have several dependent variables. To test 
H1, we use workers’ expected compensation for each potential level of 
the measure of performance (Expected Compensation) and for the mea
sure of performance a given worker subsequently realizes (Expected Own 
Measure Compensation). To test H2, we use workers’ Compensation 
Request after their measure of performance is realized and their 
Compensation Request Deviation (Compensation Request less Expected Own 
Measure Compensation). As an alternative to Compensation Request Devi
ation, we code Positive Deviation as equal to 1 if Compensation Request 
Deviation is positive and 0 otherwise. We also code Excessive Request as 
equal to 1 if Compensation Request for a worker is greater than the Ex
pected Compensation the worker stated as fair for the rank one better than 
their realized rank and 0 otherwise. Worker Compensation Guess is 
workers’ prediction of what their manager will allocate to them. Finally, 
Manager Allocation is the amount managers actually allocate to workers. 
All variables are defined in the Appendix.

4. Results

4.1. Addressing confound with math skills

Our manipulation of the different streams of math problems is 
intended to allow for cleaner inferences by removing any confound 
between math skill and the realized measure of performance. We test 
whether this is successful in two ways. First, a correlation analysis 
suggests that the realized measure of performance becomes much worse 
as stream difficulty increases (untabulated r = 0.63; p < 0.001).16 This 
suggests the randomly assigned stream strongly affects the realized 
measure of performance. Second, our manipulation of stream difficulty 
should make it such that one’s math skill does not correlate with the 
realized measure of performance. Before learning the details of the task, 
participants rate their math skill by responding to the item: “In an 
average group of 100 people where do you believe you would rank in 
math skills? (1 = Top 1–20, 2 = 21–40, 3 = 41–60, 4 = 61–80, 5 =

81–100).” An untabulated ANOVA finds no effect of math skill on 
Measure (F = 0.07; p = 0.79). Further, we find no correlation between 
self-reported math skill and either Measure or self-reported task diffi
culty (each p > 0.41).

We use this pre-task belief about math skill to proxy for a worker’s 
expected measure of performance. Those in the top 20 % on self- 
reported math skill would expect to finish first out of a group of five 
workers (Measure = 1). We check whether our results are affected by the 
difference between what one expects their measure to be (i.e., skill) and 
the realized measure of performance. The inferences from our reported 
regressions are robust to controlling for this difference between math 
skill and realized measure.17 In sum, our manipulation removes any 
confound with skill and allows for clean inferences related to realized 
measures of performance.

4.2. Descriptive statistics

Table 1 presents descriptive statistics by realized Measure of perfor
mance. Consistent with H1, Expected Compensation decreases as Measure 
worsens. Consistent with H2, Compensation Request Deviation increases 
as Measure worsens, and Compensation Request decreases with Measure 
for ranks 1–3 but displays little differences for those with a relatively 
poor realized Measure of performance (ranks 3–5). Finally, Compensation 
Request does not seem to reach the ceiling ($15) except for workers who 
realized the best Measure.18 Panel B of Fig. 1 illustrates hypotheses- 
related results.

Finally, our theory is based on a realized measure of performance 
that helps contextualize a worker’s underlying performance (relative 
rank). However, in our setting, workers also knew their own absolute 
performance. The piece-rate for absolute performance is relatively low 
($0.02 per slider), and the difference in pay from raw performance be
tween the highest and lowest realized Measure is only $0.80. Untabu
lated regressions find that absolute performance does not affect 
Compensation Request within any Measure or overall, controlling for 
Measure. Thus, we do not discuss absolute performance further.

4.3. Hypotheses tests

H1 predicts that workers’ expected compensation, based on hypo
thetical levels of the measure of performance, will reflect a fairness 
sentiment. We test H1 using a censored Tobit regression of workers’ 
Expected Compensation on the hypothetical Measure of performance, 
clustered at the worker level as workers provide an expectation for each 
Measure.19 Panel A of Table 2 shows a strong negative effect of hypo
thetical Measure on Expected Compensation (t = − 21.20, p < 0.001), 
indicating a clear fairness sentiment. Panel B of Table 2 reports paired t- 
tests of the difference in Expected Compensation between Measure levels. 
Expected Compensation is lower for each Measure level than it is for the 
Measure level above it (all p’s < 0.001). We find similar results in Panel 
C (D), which mirror Panel A (B) using Expected Own Measure Compen
sation. Thus, we find support for H1, as fairness sentiments are clearly 
relevant when workers consider expected compensation for hypotheti
cal measures of performance.20

H2a predicts that workers’ Compensation Request, after a measure of 
performance is realized, will exceed Expected Own Measure Compensa
tion. Table 3 shows workers request at least marginally higher 
compensation than they believed to be fair ex ante (all p’s < 0.055, one- 
tailed) for each realized Measure except for the highest possible level, 
supporting H2a.

H2b predicts that workers’ Compensation Request Deviation increases 
as the realized Measure of performance worsens. As workers with worse 
realized measures of performance receive a higher Measure score, we 
predict a positive coefficient for Measure. Panel A of Table 4 presents an 
OLS regression that finds Measure increases Compensation Request Devi
ation (t = 3.56, p < 0.001, one-tailed). Panel B presents a logistic 
regression of Positive Deviation that finds similar results (z = 3.26, 

16 Unless otherwise noted, p-values are two-tailed.
17 This supports that the pre-task elicitation of math skill perceptions did not 

systematically affect results. Further, the inferences of our reported regressions 
are also robust to controlling for gender.

18 These workers are not of much interest to our study, as their self-love, self- 
image, and fairness sentiments all support that they receive very high 
compensation.
19 Tobit regressions are more appropriate than other common analyses, such 

as ANOVA and OLS, for settings where the response range is truncated ([$0, 
$15] in our setting). Tobit regressions allow estimation of the latent variable as 
if the floor/ceiling of the response range is not truncated and yield less biased 
and more efficient estimates in the presence of observations at the endpoints 
(Amemiya, 1984; Hayashi, 2000; Kennedy, 2003).
20 We collected our data evenly across three universities. Location is a sig

nificant covariate only in tests of H1. However, H1 is supported using tests 
separately for each location (each p < 0.05). In all analyses, inferences are 
qualitatively unchanged when controlling for location. We do not control for 
location in reported analyses.
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p < 0.001, one-tailed).21 These results support H2b.

4.4. Holistic test of hypotheses

Our hypotheses collectively predict that fairness sentiments will lead 
compensation requests to decrease as the measure of performance 
worsens, but that fairness sentiments weaken as the realized measure of 
performance worsens. We holistically test our theory with a censored 
Tobit regression of Compensation Request on Measure and Measur
e_squared. Our theory suggests that Compensation Request will decrease 
as the realized Measure of performance worsens, but this decrease will 
slow as the realized measure of performance worsens (i.e., Measure <
0 and Measure_squared > 0). Table 5 presents these results, showing that 
Compensation Request decreases as the Measure worsens (− 8.95, 
t = − 3.98, p < 0.001) but does so at a decreasing rate (1.13, t = 3.37, 
p < 0.001). This result supports our holistic theory.22

4.5. Supplemental analyses

4.5.1. Factor analysis and mediation model
Our theory suggests the following mediation path. A poor realized 

measure of performance challenges a worker’s self-image, which 
weakens fairness sentiments, which in turn affects compensation re
quests. Thus, we need measures of both self-image and sentiments in our 

mediation model. We use principal-component factoring of post- 
experimental questionnaire (PEQ) items to create a measure of each 
factor. The first factor is workers’ perception of the relevance of the task 
to their self-image. This factor is constructed from the items: “I would be 
proud if people found out my ranking on this task,” “My performance 
was a reasonable representation of my skill,” and “I felt it was important 
to do well on this task,” each on a 7-point Likert scale.23 The variable 
SELF is the average of these items.24 The second factor is workers’ beliefs 
regarding proper behavior in requesting compensation and is con
structed from the items: “It would be unfair to get more money than 
someone with a higher rank,” “I think the person that did the best, de
serves the most money,” and “It was inappropriate for someone to not 
put in maximum effort and ask for maximum pay,” each on a 7-point 
Likert scale.25 The variable SENTIMENT is the average of these items. 
Table 6 presents descriptive statistics of these two variables.

We test our mediation model using Hayes’s PROCESS model 6, with 
10,000 bootstraps.26 Fig. 3 shows the results, which suggest an indirect 
effect of realized Measure through workers’ perception of the relevance 

Table 1 
Descriptive Statistics.

(Best) 
Measure 
1

Measure 2 Measure 
3

Measure 
4

(Worst) 
Measure 
5

Absolute Performance 58.92 46.17 35.46 26.54 17.42
​ [8.98] [9.30] [7.59] [6.95] [7.20]
​ (n = 24) (n = 24) (n = 24) (n = 24) (n = 24)
Expected Compensation 14.73 13.04 11.51 10.00 8.60
​ [1.55] [1.78] [2.49] [3.44] [4.38]
​ (n = 120) (n = 120) (n = 120) (n = 120) (n = 120)
Expected Own Measure 

Compensation
15.00 12.92 11.29 10.50 8.38
[0.00] [1.86] [3.00] [3.64] [4.92]

​ (n = 24) (n = 24) (n = 24) (n = 24) (n = 24)
Compensation Request 15.00 13.88 11.83 11.96 11.46
​ [0.00] [1.62] [3.31] [3.78] [3.34]
​ (n = 24) (n = 24) (n = 24) (n = 24) (n = 24)
Compensation Request Deviation 0.00 0.96 0.54 1.46 3.08
​ [0.00] [1.37] [1.59] [2.83] [5.44]
​ (n = 24) (n = 24) (n = 24) (n = 24) (n = 24)
Positive Deviation 0 12 8 9 14
​ [0.00 %] [50.00 %] [33.33 %] [37.50 %] [58.33 %]
​ (n = 24) (n = 24) (n = 24) (n = 24) (n = 24)
Worker Compensation Guess 14.17 12.83 10.33 8.50 8.42
​ [2.30] [1.95] [2.82] [3.39] [3.79]
​ (n = 24) (n = 24) (n = 24) (n = 24) (n = 24)
Manager Allocation 14.75 13.71 12.38 11.46 10.42
​ [1.03] [1.30] [2.02] [2.60] [3.15]
​ (n = 24) (n = 24) (n = 24) (n = 24) (n = 24)
Excessive Request N/A 2 3 8 12
​ N/A [8.33 %] [12.50 %] [33.33 %] [50.00 %]
​ N/A (n = 24) (n = 24) (n = 24) (n = 24)

Table 1 reports means [standard deviation] for all variables except Positive Deviation and Excessive Request, which report the frequency of occurrence.
All variables are defined in the Appendix.

21 Our theory suggests a “better-than-average” effect influences responses to 
realized measures of performance. Thus, we separate workers based on their 
relation to average by classifying workers with Measure = 1 or 2 as “High,” with 
Measure = 3 as “Average,” and with Measure = 4 or 5 as “Low.” We label this 
variable as Performance Level (coded 3, 2, and 1 for High, Average, and Low, 
respectively) and find similar results for all of our tests using Performance Level 
in place of Measure. This robustness test is consistent with our theory.
22 The model pseudo-R2 is greater when including Measure_squared than when 

excluding it (8.18 % vs. 5.24 %).

23 Each item has a loading of at least 0.77. The factor has an eigenvalue of 2.0, 
explaining 67 % of the variance.
24 Our theory suggests that compensation requesting behavior is intended to 

mitigate threats to one’s self-image. As such, PEQ responses related to self- 
image may not relate to requesting behavior due to endogeneity. Research in 
other areas gives mixed results as to whether such forecasting is accurate using 
PEQs (Murphy and Mayhew, 2014; Blay et al., 2019). Importantly, SELF cap
tures how the realized measure of performance reflects on one’s ability. This is 
different than a measure of one’s self-image itself, which could be endogenous.
25 Each item has a loading of at least 0.70. The factor has an eigenvalue of 1.9, 

explaining 62 % of the variance.
26 The model has goodness of fit. χ2 p > 0.05; RMSEA = 0.048 < 0.08; CFI 
= 0.99 > 0.90; SRMR = 0.03 < 0.08.
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of the task to their self-image (SELF) through fairness sentiment 
(SENTIMENT) to Compensation Request Deviation (90 % CI [0.002, 
0.173]).27 The results of the mediation analysis support our theory. 4.5.2. Extreme deviations from fairness sentiments

Many deviations from fairness sentiments are likely minor, showing 
weakening of sentiments rather than abandonment. However, some 
workers largely ignore ex ante sentiments by requesting compensation 
above what they expected for workers with a higher given measure of 
performance than they realized themselves. As our theory predicts that 
fairness sentiments weaken as the realized measure of performance 
worsens, we expect workers are more likely to make such an Excessive 
Request as their realized measure of performance worsens. Panel A of 
Table 7 presents descriptive statistics, and Panel B presents the results of 
a logistic regression of Excessive Request based on realized Measure. 
Excessive Request increases as the realized Measure worsens (z = 3.40, 
p < 0.001, one-tailed). This is consistent with our theory that workers’ 

Table 2 
Tests of Expected Compensation by Measure (H1).

Panel A: Effect of Hypothetical Measure on Expected Compensation

Coef. Robust 
Std. Err.

t-stat p-value 
(one-tailed)

Hypo_Measure − 2.283 0.108 − 21.20 < 0.001
Intercept 19.501 0.350 55.75 < 0.001
Pseudo R2 = 0.1031 ​ ​ ​ ​

Panel B: Paired t-tests of Expected Compensation between Hypothetical Measure

Comparison t-stat df p-value 
(one-tailed)

Measure 1 vs. Measure 2 13.64 119 < 0.001 ​
Measure 2 vs. Measure 3 14.23 119 < 0.001 ​
Measure 3 vs. Measure 4 12.62 119 < 0.001 ​
Measure 4 vs. Measure 5 12.51 119 < 0.001 ​

Panel C: Effect of Measure on Expected Own Measure Compensation

Coef. Std.Err. t-stat p-value 
(one-tailed)

Measure − 2.454 0.329 − 7.45 < 0.001
Intercept 20.345 1.180 17.25 < 0.001
Pseudo R2 = 0.0965 ​ ​ ​ ​

Panel D: Two-sample t-tests of Expected Own Measure Compensation between 
Measure

Comparison t-stat df p-value (one-tailed)

Measure 1 vs. Measure 2 5.48 46 < 0.001 ​
Measure 2 vs. Measure 3 2.25 46 0.015 ​
Measure 3 vs. Measure 4 0.82 46 0.207 ​
Measure 4 vs. Measure 5 1.70 46 0.048 ​

The dependent variable in Panels A and B is Expected Compensation.
The dependent variable in Panels C and D is Expected Own Measure Compensation.
The Tobit regressions in Panels A and C are clustered at the worker level and 
censored at the maximum request of $15.
Hypo_Measure is the possible measure of performance for which the Expected 
Compensation response was given by each worker, ranging from a rank of 1 to a 
rank of 5.
All other variables are as defined in the Appendix.

Table 3 
Tests of Compensation Request (H2a).

Paired t-tests of Expected Own Measure Compensation and Compensation Request

Comparison Expected Own 
Measure 
Compensation

Compensation 
Requests

t-stat df p-value 
(one- 
tailed)

Measure 1 15.00 15.00 N/A 23 N/A
Measure 2 12.92 13.88 3.435 23 0.001
Measure 3 11.29 11.83 1.672 23 0.054
Measure 4 10.50 11.96 2.526 23 0.009
Measure 5 8.38 11.46 2.774 23 0.005

All variables are defined in the Appendix.

Table 4 
Tests of Compensation Request Deviation (H2b).

Panel A: Effect of Measure on Compensation Request Deviation

Coef. Std.Err. t-stat p-value (one-tailed)

Measure 0.667 0.187 3.56 < 0.001
Intercept − 0.792 0.621 − 1.27 0.103
Adj. R2 = 0.089 ​ ​ ​ ​

Panel B: Effect of Measure on 
Positive Deviation

Coef. Std. 
Err.

z-stat p-value (one- 
tailed)

Measure 0.484 0.149 3.26 < 0.001
Intercept − 2.098 0.524 − 4.00 < 0.001
Pseudo R2 = 0.075 ​ ​ ​ ​

The dependent variable in Panel A is Compensation Request Deviation.
The dependent variable in Panel B is Positive Deviation.
Panel A is an OLS regression and Panel B is a logistic regression.
All variables are defined in the Appendix.

Table 5 
Holistic Test of Hypotheses.

Coef.

Intercept 29.626*** 
(3.496)

Measure − 8.951*** 
(2.248)

Measure_squared 1.128*** 
(0.335)

Observations 120
Pseudo R2 0.0818

The dependent variable is Compensation Request.
The Tobit regression reported is censored at the 
maximum request of $15.
Measure_squared is Measure*Measure and captures the 
non-linear effect of Measure.
All other variables are defined in the Appendix.
*** indicates p < 0.001, one-tailed.

Table 6 
Descriptive Statistics of SELF and SENTIMENT.
Means [Standard Deviation].

(Best) 
Measure 
1

Measure 
2

Measure 
3

Measure 
4

(Worst) 
Measure 5

SELF 6.14 6.04 4.90 4.38 3.36
​ [1.35] [0.96] [0.91] [1.16] [1.04]
​ (n = 24) (n = 24) (n = 24) (n = 24) (n = 24)
SENTIMENT 5.94 5.63 5.54 4.61 4.74

[1.08] [1.06] [1.40] [1.55] [1.53]
​ (n = 24) (n = 24) (n = 24) (n = 24) (n = 24)

All variables are defined in the Appendix.

27 We use 90 % CI, as we have clear directional predictions from our theory. 
Inclusion of the non-theory-driven paths (from Measure → SENTIMENT and 
SELF → Compensation Request Deviation) harms relative model fit (i.e., it in
creases AIC and BIC; Akaike, 1974; Stone, 1979). Similarly, if we assume 
reverse causality and model Measure as the cause of Compensation Request De
viation, which then causes SELF and/or SENTIMENT, model fit is harmed (based 
on AIC and BIC). Thus, our present theory-based mediation model better fits the 
data than these alternatives.

J. Douthit et al.                                                                                                                                                                                                                                  Management Accounting Research 66 (2025) 100927 

9 



fairness sentiments become weaker as their realized measure of per
formance worsens.

4.5.3. Perceptions of and concerns for the realized measure of performance
At its core, H2b suggests workers with a poor realized measure of 

performance reduce their fairness sentiments. One reasonable way for 
workers to downplay their fairness sentiments is to simply ignore the 
realized measure of performance when requesting compensation. Re
sponses to the post-experimental item “I considered my rank when 
requesting pay” on a 7-point Likert scale decrease as realized Measure 
worsens (untabulated, t = − 5.25, p < 0.001). This supports our theory 
as workers are more likely to disregard the realized measure of perfor
mance when it challenges their self-image.

4.5.4. Second-place realized measure of performance
Based on theory, one would expect workers who realized the second- 

best measure of performance to not feel much of a challenged self-image. 
As such, one would not expect them to deviate much from their fairness 
sentiments. However, ex post this is not the case. While such workers 
retain some fairness sentiments—their Compensation Request are below 
those of both the workers who realized the highest possible measure and 
the $15 maximum (each p < 0.01)—they also make Compensation 
Request above their Expected Own Measure Compensation (p < 0.001). 

The fairness sentiments of workers who realized the second-best mea
sure appear weaker than those of the workers who realized an average 
Measure (Measure = 3). While not predicted, this result may be an arti
fact of the use of relative performance ranks to operationalize an 
imprecise measure of performance.

Specifically, the behavior of those who realized a second-place 
Measure may experience the “silver medal effect” in which second- 
place finishers compare themselves unfavorably to the first-place 
finisher and are less content than those who finish third and compare 
themselves favorably to those who did not receive a medal (Medvec 
et al., 1995; Medvec and Savitsky, 1997). In our setting, workers who 
realized a second-place Measure may compare themselves unfavorably 
to those who realized a first-place Measure just as those who realized a 
below-average Measure may compare themselves unfavorably to an 
average Measure. Alternatively, workers who realized an average Mea
sure may compare themselves favorably with those who realized worse 
measures. While this theory is consistent with our observations, we can 
only provide speculative evidence of its effects, as our study was not 
designed to test the silver medal effect.28 A silver medal effect would add 
further nuance to the role of realized measures of performance in rela
tive performance situations. That is, the silver medal effect suggests a 
moderating effect on how realized measures of performance influence 
workers’ self-image and, as a result, workers’ fairness sentiments when 
the realized measures of performance entail relative performance. We 
leave addressing this theory’s incremental role to future work.

4.5.5. Alternative explanations
As compensation requests potentially affect workers’ wealth, wealth 

maximization is likely relevant to workers. Wealth maximization would 
apply to all workers in our setting and could push compensation requests 
upwards as a level effect. More importantly, wealth-maximization con
cerns could cause different behavior as a function of the level of the 
realized measure of performance if a) such concerns differ based on the 
level of the realized measure of performance or b) exist in conjunction 
with a ceiling effect. We test these alternatives below.

Fig. 3. Mediation Analysis. This mediation analysis uses Hayes’s PROCESS tool model 6 in SPSS with 10,000 bootstraps. BootLLCI and BootULCI represent the lower 
and upper limit of the 90 % confidence interval, respectively. All variables are defined in the Appendix.

Table 7 
Tests of Excessive Request.

Panel A: Frequency [Percentage] for Excessive Request

(Best) 
Measure 1

Measure 2 Measure 3 Measure 4 (Worst) Measure 5

N/A 2 3 8 12
N/A [8.33 %] [12.5 %] [33.33 %] [50 %]
(n = 24) (n = 24) (n = 24) (n = 24) (n = 24)

Panel B: Effect of Measure on Excessive Request

Coef. Std.Err. z-stat p-value (one-tailed)

Measure 0.862 0.253 3.40 < 0.001
Intercept − 4.276 1.038 − 4.12 < 0.001
Pseudo R2 = 0.128 ​ ​ ​ ​

The dependent variable is Excessive Request.
Panel B is a logistic regression.
All other variables are defined in the Appendix.

28 Realizing a second-place Measure would have conflicting effects on SELF if 
the silver medal effect is present. On one hand, a second-place Measure could 
suggest high ability and reinforce self-image. On the other hand, the silver 
medal effect suggests that comparisons are upwards, which harms ability per
ceptions and self-image.
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First, we examine whether concerns for wealth maximization differ 
across levels of the realized Measure. Recall that self-love reflects some 
degree of wealth-maximization concerns. As such, one may expect 
wealth-maximization concerns to increase as the realized measure of 
performance worsens, as self-love does. However, self-love is not solely 
wealth maximization, but reflects self-interest constrained by the 
impartial spectator. We expect that one’s interest in maximizing wealth 
is omnipresent, but how that impacts sentiments (i.e., self-love) depends 
on context (the level of realized measure of performance). As such, we 
do not expect concerns for wealth maximization to differ across levels of 
the realized measure of performance. We measure concerns for wealth 
maximization (WM) using responses to the post-experimental item “I 
wanted to make as much money as possible,” on a 10-point scale with 1 
(10) indicating this was the least (most) important factor in workers’ 
decision-making. An untabulated ANOVA finds no evidence that WM 
differs across levels of realized Measure (F = 0.47, p = 0.76).29 This 
supports that differences in preferences for wealth maximization do not 
drive the response to a realized measure of performance predicted in 
H2b.

Second, we test whether the inclusion of preferences for wealth 
maximization improves our theoretical model. Specifically, we re- 
estimate the model presented in Fig. 3 with added paths from Measure 
to WM and from WM to Compensation Request Deviation. Both the path 
into and out of WM are insignificant, while all other paths retain sig
nificance. Further, the inclusion of WM harms relative model fit, as 
measured by AIC and BIC. Thus, incorporating preferences for wealth 
maximization leads to a worse model in explaining the data. This further 
suggests that such preferences do not predict our holistic pattern of 
behavior. In sum, we do not find any evidence that changes in prefer
ences for wealth explain our results.

Third, the operational necessity of a maximum compensation 
amount in our experiment creates a truncated response range that could 
be subject to a ceiling effect. If a ceiling effect impacted more than just 
the workers with the highest possible Measure, then H2a in combination 
with such a ceiling effect would yield results similar to H2b. Based on 
three factors, we do not think that a ceiling effect materially affects our 
inferences. First, we do not observe a statistical ceiling effect for any 
workers except for the highest possible Measure. Even workers with the 
second-best Measure expect and request compensation significantly less 
than the $15 maximum (p < 0.01). As such, claims about a ceiling effect 
lack statistical support. Second, our use of censored Tobit regressions 
ameliorates this concern. Tobit regressions handle data that is prone to 
censoring, such as floor and ceiling effects (Wang et al., 2008). In other 
words, the Tobit model accounts for both the slope of non-censored 
observations and the change in probability of an observation being 
censored (McDonald and Moffitt, 1980). Finally, a ceiling effect would 
not apply to our supporting tests using alternative dependent variables 
that are dichotomous (e.g., Positive Deviation and Excessive Request). 
Thus, it appears that our results for H2b are not due to a ceiling effect.

5. Conclusion

This study examines how workers’ perceptions about their 
compensation change based on the realized measure of their perfor
mance. We find that before a measure of performance is realized, 
workers’ expected compensation reflects a clear fairness sentiment 
where compensation decreases as the hypothetical measure of perfor
mance worsens. However, once the measure of performance is realized, 
workers’ compensation requests suggest weaker fairness sentiments. 
Compensation requests deviate from expected compensation levels, with 
deviations increasing as the realized measure of performance worsens. 
Results support that challenges to workers’ self-image from poor 

realized measures of performance are central to our results.
Our study contributes to theory regarding the role of fairness in or

ganizations. The sentiments model (Smith and Wilson, 2017) we use 
allows for fairness-based behavior that does not depend on 
other-regarding preferences. Prior models define fairness as preferences 
over one’s own and others’ outcomes (e.g., Fehr and Schmidt, 1999; 
Bicchieri, 2006), but cannot predict how fairness perceptions of one’s 
own compensation form without ex post adjustments. Thus, our theory 
allows for a novel avenue for fairness perceptions to form in a general 
model. This feature of the theory we introduce to the accounting liter
ature is important because while pay inequity is a source of fairness 
perceptions (Guo et al., 2020), relative pay considerations are not the 
only source of workers’ perceptions about their compensation or about 
how the organization treats them (Douthit et al., 2024).

Our refinements to theory also have the potential to make indirect 
contributions to practice as future work replicates and strengthens the 
moral sentiments theory. For example, workers are very responsive to 
how fairly they feel the firm treats them, responding negatively to 
perceived unfairness (e.g., Colquitt et al., 2001; Brown et al., 2015). Our 
theory suggests these important perceptions differ systematically once a 
measure of performance is realized, particularly if the realized measure 
of performance suggests poor performance. Further, our theory suggests 
a qualification to the claim that workers do not consider lower 
compensation to be unfair if it is based on low performance (e.g., 
Downes and Choi, 2014). We find that workers have weaker fairness 
sentiments, and more self-interested behavior, after they realize a 
measure that suggests poor performance. This qualification comple
ments recent results in Brown et al. (2022), who show how differences in 
the measurability of outcomes lead to differences in effort, performance, 
and pay between workers in a performance-based pay setting. Crucially, 
they show that lower-performing workers perceive their lower resultant 
pay as unfair. Collectively, our study and Brown et al. (2022) suggest 
that fairness-based incentives are likely ineffective, at best, for workers 
with poor realized measures of performance.

Our study applies a novel theoretical framework to the literature and 
provides initial evidence of its applicability to a key accounting issue. 
However, our study cannot holistically address all potential aspects of 
the theory or setting of interest. We encourage future research to 
replicate and extend tests of our theory in similar and divergent settings. 
Further, future research can examine important moderators in practice 
that amend the implications of this theory. In so doing, the literature can 
collectively contribute to practice in a theory-sound manner.

Some notable limitations of our study are as follows. First, we use an 
abstract, stylized operational setting in our experiment to enhance our 
internal validity and provide a strong test of theory. This comes with the 
tradeoff of less external validity that comes from experiments that more 
closely model the full information environments of specific settings in 
practice. Given the theoretical contributions made in this paper, we 
encourage future research to test our theory’s predictions in noisier 
settings that have higher external validity. Second, we employ a one- 
shot game to allow a clean test of our theory. However, the dynamic 
multi-period problem is likely of interest to firms as well and future 
research should build off of our study to examine such settings. Third, 
our study holds constant the specific form of imperfect measure of 
performance. Future research should extend our results to diagnose 
whether, how, and when different sources of imperfection in realized 
measures of performance lead to different responses by workers. 
Studying imperfect measures of performance that do not include relative 
performance or that vary in the cause of imperfection (e.g., congruency, 
precision) could identify moderators of the theory tested in this study 
and lead to refinements of the general theory. Finally, workers’ 
compensation is not commonly independent from each other in practice. 
As such, relative pay concerns and other-regarding preferences are likely 
to incrementally affect compensation requests in practice. Future 
research could examine the incremental effects of these theories.29 A similar inference occurs when dichotomizing WM to 1 (0) if this item is 

rated as (not) the most important factor in workers’ decision-making.
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Appendix 

Variable Definition

Variable name Definition

Measure Workers’ measure of performance. Operationalized as workers’ relative performance ranks, coded as 1, 2, 3, 4, or 5, with 1 being the best measure 
and 5 being the worst measure.

Absolute Performance The number of sliders correctly submitted by workers.
Expected Compensation Workers’ expected compensation for each potential performance Measure, made prior to performing the task.
Expected Own Measure 

Compensation
Workers’ Expected Compensation for the Measure they receive after performing the task.

Compensation Request The amount of compensation requested by workers after they perform the task and their Measure is learned (i.e., realized).
Compensation Request Deviation Compensation Request less Expected Own Measure Compensation.
Positive Deviation Indicator variable equal to 1 if Compensation Request Deviation is positive and 0 otherwise.
Excessive Request Indicator variable equal to 1 if Compensation Request is greater than the Expected Compensation that the worker stated as fair for the rank one better 

than their realized rank and 0 otherwise. 
For example, assume a worker has a realized Measure of 4. Suppose the worker stated the expected compensation for Measure = 3 as $13. If the 
worker requests above $13, then Excessive Request = 1; if the worker requests $13 or less, then Excessive Request = 0.

Worker Compensation Guess Workers’ prediction of what compensation amount their manager will allocate to them.
Manager Allocation The amount of compensation managers allocate to workers.
SELF The average score of responses to three items: “I would be proud if people found out my ranking on this task,” “My performance was a reasonable 

representation of my skill,” and “I felt it was important to do well on this task,” each on a 7-point Likert scale.
SENTIMENT The average score of responses to three items: “It would be unfair to get more money than someone with a higher rank,” “I think the person that did 

the best, deserves the most money,” and “It was inappropriate for someone to not put in maximum effort and ask for maximum pay,” each on a 7- 
point Likert scale.

Data availability

Data will be made available on request.
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