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Abstract

In our daily routine, we face many situations where we need to coordinate in cooperating,
such as maintaining friendships or team working. If we all put all our efforts in doing so,
we will efficiently get the best possible outcome for everybody. However, we are occa-
sionally tempted to look the other way and let the rest solve the problem. These situations
are called social dilemmas and this passive attitude of not exerting any effort in the
common goal and benefitting of others doing so is denominated the free rider problem.
The purpose of this chapter is to present this issue by means of a public goods game and
propose the different mechanisms experimental literature has demonstrated to conceal the
free rider problem. Examples of this nature are maintaining relationships over prolonged
periods of time, determining a minimum threshold for the common project rewards to be
enjoyed by everybody or enabling transparent communication. Additionally, sanctioning
opportunities promote cooperation even further. Besides economic penalizations, punish-
ment can occur at a social domain through hostility, ostracism or bond breaking. More-
over, it can be implemented either from an individual approach or through the use of
centralized institutions endowed with sanctioning power.

Keywords: public goods game, coordination, free riding, heterogeneity, social preferences,
punishment

1. Introduction

Coordination is a key element in most of our day-to-day interactions with other individuals.
Think about the chief executive officer (CEO) who has to bring together different working
units, the managers at each of those units organizing their teams or the workers in each of
those teams trying to work together with a common goal. But coordination is not only crucial
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during working hours; think about reaching an agreement at your neighborhood community
about setting up a new elevator, renewing the contract to the maintenance staff or modernizing
the almost torn-down fagade. Remember having tried to organize a meeting with your class-
mates to reminisce and catch up or just think about how instruments synchronize in a sonata.

Regardless of it being a working or a social environment, coordination is pursued as a guar-
antee of efficiency: maximizing utility using the minimum resources for it. Recall the firm
example, for instance. Any profit-oriented firm will try to get the most out of its profits with
the least assets and productive factors possible, where time is one of the most valuable assets in
a competitive context in which it is standard to see how rivals sprint to be original and
inventive. In this setting, coordinated teams will work faster and will avoid duplication and
shortages, common in teams with a lack of organization. Think about going to a restaurant and
receiving your drinks twice or not receiving them at all.

From a social perspective, if neighbors propose the modernization of that facade, it may be
moved by their esthete self but there is probably also a component of wanting to appreciate
their property. Evidently, the upgrading should imply the minimum cost that indeed causes
the expected revalue.

In the field of game theory, the public goods game (PGG) has been the baseline to reproduce
any of the situations previously described. This simple game, to be explained in the following
section, clearly captures the importance of coordinated actions in terms of efficiency along with
the associated issues that coordination raises: if coordination is so beneficial, why is it some-
times difficult to achieve? Intuitively, coordination is costly. Coordination requires effort, time
and resources. And more importantly, given its social benefits, you cannot avoid that some-
body that does not put in those ingredients takes advantage of the outcomes. Recall the elev-
ator example formerly presented: you cannot prevent a neighbor who has not paid for the
installation from using the elevator. The fact that coordination is costly and that its outcomes
are non-excludable tempts selfish individuals to free ride from coordinating. Either way, they
are going to take the elevator.

In the following section, we formally describe the PGG and the theoretical predictions for it,
illustrating the free rider issue. Furthermore, we present a comparative statics analysis using
recent scientific findings regarding the different elements that define a PGG. After that, we
describe the four main mechanisms the literature has proposed to face the free riding matter.
From these, we select sanctioning as the one with most potential and devote the last section
to the detailed description of the different types of punishment schemes that can be
implemented.

2. Coordination issue

The PGG, in its simplest form, is a 2 x 2 game where two players must simultaneously
decide whether to contribute or not to contribute to a public good. The best outcome, where
both players receive the highest payoffs, is reached if both of them contribute. However, if a
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player believes the other one is going to contribute, then he receives a higher payoff by not
contributing, given it is a costly action, and the public good is going to be funded, thanks to
the other player’s contribution. Finally, if none of them contribute, the public good’s costs
are not covered. In a normal form, a PGG would look like Table 1, where the row-player is
Player 1, the column-player is Player 2 and contribute (C) and not contribute (NC) are the
possible actions for each player. Each payoff cell contains the payoff for Player 1, the payoff
for Player 2 for every possible combination of actions. Notice that when both players coor-
dinate in contributing, they both receive a payoff of 2. However, if one of them contributes
and the other one does not, the player who has contributed bears all the costs and is left with
a payoff of 0, whereas the player who has free ridden by not contributing benefits from the
public good without engaging in the costly action, that is, he receives a payoff of 3. Finally, if
none of them contribute, they both receive 1, which is a worse outcome than both of them
contributing and earning 2. Both players have perfect information about the payoffs for each
possible scenario.

NC | 30 |11

Table 1. Classic public goods game.

In game theory, the standard solution concept of a simultaneous game with perfect informa-
tion is the Nash Equilibrium (NE), named after John Forbes Nash Jr. It states that a pair of
actions is an NE if no player has a profitable unilateral deviation from it. Assuming both
players are rational and have selfish preferences, that is, they maximize their material payoff,
the NE of this game is that both players choose not to contribute (NC, NC) receiving a payoff
of 1 each. One could think that the solution of this game is that both players contribute to the
public good, as they are both better off than not contributing (2 > 1). However, notice that if
any player believes the other player is going to contribute, they have incentives to free ride by
not contributing and make a payoff of 3 instead of 2. Therefore, (C,C) cannot be an NE.
However, if both players are intelligent, they can both apply this reasoning, such that they
both end up in NC, NC with a payoff of 1 each. This pair of actions is an NE because no player
has incentives to deviate to contribution and make a payoff of 0.

We can generalize this simple game to a broader situation that can be applied to, for instance, a
firm facing this social problem. Let us consider a group of n workers who receive an endow-
ment in effort. From this endowment, they must decide how much effort to keep for their own
interest and how much to destine to the team. The sum of all of the efforts the workers invest in
the firm project is then multiplied by a multiplier and equally divided among all the workers,
regardless of their contribution. The material payoffs of any player would be given by Eq. (1),
where w is the endowment in effort every subject receives, g; is the individual contribution of
subject i, and « is the marginal per capita return of the project.
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ni:w—gi—i—aZgi (1)
i=1

The NE in this game is that every individual chooses g; = 0, even though the social optimum is
reached if g; = w. For this to be true, the marginal per capita return (MPCR) must be o < 1.

Consider, for instance, a task where a working team of three salesmen must work jointly to
reach a particular goal in sales. Every salesman will get an increase in their salary, proportional
to the aggregate sales achieved by the group, which makes the goal beneficial for all of them.
However, achieving that goal implies a substantial level of effort. The social optimum would
be reached if all of them cooperated to achieve that task, attaining the maximum salary
increase possible. However, they are benefitting from the aggregate sales, that is, from the
same social project. Thus, any of them could decide to free ride on effort and take advantage of
the sales the other two members achieve. However, if the three of them think in the same way,
nobody would devote any effort and there would be no salary increase.

Despite these predictions, experimental evidence has repeatedly and extensively pro-
ven deviations from the NE. In particular, positive levels of cooperation to public goods
are usually achieved. Subjects contribute with some amount between 40 and 60% of their
endowment.

In the following, and before moving on to how the coordination issue can be concealed, let
us see what recent experimental evidence has proven about variations in the presented
setup. There are four elements that we consider homogenous for all of the subjects in this
standard game: endowment, MPCR, information, and preferences. In other words, we con-
sider that all subjects have the same effort capabilities, that the return of the public good is
common from everybody, that all of them are provided the same information about the
project and that they all want to maximize their material payoff. In this section, we aim to
see how the violation of these homogeneity assumptions changes the outcome of the game in
an experimental setting.

2.1. Wealth heterogeneity

Wealth homogeneity is one of the first assumptions that raises suspicions. Considering
equally rich societies is an unrealistic and rather utopian assumption. If we accept that we
have different levels of wealth but that we are able to group ourselves into homogeneous
groups, there are significant differences in what low-endowment and high-endowment
groups contribute to public goods. In particular, low-income groups tend to over-contribute
while high-income groups under-contribute. In other words, the proportion of their endow-
ment that poorer groups destine to public goods is higher than that of richer groups [1-4].
Additionally, as it has been proven in [5], this result is robust to the origin of the endowment.
In other words, it does not matter whether subjects have had to work for that endowment
and it is in fact an income or whether it has just been given to them effortlessly as wealth. In
either case, those whose endowment is lower contribute to a larger extent than those whose
endowment is higher.
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Nevertheless, one could argue that we usually face coordination issues in heterogeneous
groups. In other words, we sometimes are not able to classify ourselves into low- and high-
wealth groups and we, in fact, belong to unequal communities. In this case, heterogeneous
groups contribute less than homogeneous groups [5]. This accounts for an inequality issue,
where having variety could be detrimental for group performance.

These results highlight the importance of working in homogeneous groups. Going back to the
salesman example, perhaps not all of them have the same time availability or the same effort
capability. If we take these features as given, the unit manager should try and form homoge-
neous groups according to the workers” characteristics in order to maximize the total sales.

2.2. Productivity heterogeneity

The second dubious assumption is the fact that the public good’s productivity, captured by the
MPCR, is common for everybody. This implies that everybody values the public good in the
same way and, therefore, obtains the same return from it. If we consider a neighborhood
community discussing about the elevator, it is comprehensible that the return that somebody
living on the first floor receives from having an elevator is not the same as the return of
somebody living on the last floor. If instead, we consider a working team incentivized with a
salary increase, some of them could argue that devoting that extra effort is too time-consuming
and that they prefer to spend that time with their families rather than earning more money.
Furthermore, personal circumstances affect our daily attitude, concentration and productivity
at work, and they do not affect all of us equally.

In this line, literature has demonstrated that when endowed with different productivity levels,
low-MPCR subjects contribute less than high-MPCR subjects. This holds even in heteroge-
neous groups with different productivity levels [6]. However, heterogeneous groups contrib-
ute less than homogeneous ones, analogously to the case of wealth heterogeneity. Moreover, as
[7] stresses, these lower contributions are not a consequence of the heterogeneity itself but of
the nature of such asymmetry.

This implies that teams should share interests, motivations, and goals. Likewise, different team
performance-related bonuses should be avoided among identical workers. This way, coordi-
nation will be higher and so will efficiency.

Finally, let us make a brief comment about productivity related to group size. The MPCR, which
we saw in the model as «, is, in fact, the result of a multiplier representing each individual’s
valuation of the public good divided by the number of individuals among which the public
good is going to be shared. Possibly, what we expect is that increasing group size reduces
cooperation given that it requires a higher degree of coordination. As shown in [8], if the larger
group size entails a decline of the MPCR, the effect will indeed be negative on cooperation.
Nonetheless, for the same MPCR, large groups contribute more, on average, to public goods
than smaller ones [9, 10], despite the potential coordination issues. This positive effect is called
group size effect and rules out the common belief of small groups being superior.

An example of this could be a logistics manager coordinating different working divisions of
a supply chain. Most of the times, firms commit to handing in the final product before a
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particular date. In this case, where coordination is fundamental to meet such a deadline, the
logistics manager should not be afraid of working with large groups in each of the chain
links, as long as their productivity is similar. They will coordinate more to complete their
part of the process such that the customer has his product at the right time.

2.3. Information

The classic PGG and its solution concept assume that information is perfect and symmetric. In
other words, everybody has costless access to the details about the game’s evolution and
outcomes and this information is the same for everybody. In our daily interactions, however,
we sometimes fall short of information.

An aspect in which literature has focused on during the last decades is the feedback subjects
receive after playing the PGG and how they receive such information. In this line, knowing
what peers have contributed increases contributions in future rounds, an effect that is detri-
mental if instead of knowing the level of contributions, they are informed about the earnings
[11-13]. Other factors that have turned up to increase contributions are providing feedback
about virtuous behavior in the group, that is, the higher-group contributions [14] or identity
revealing [15].

Behavioral economics has also spotted that the way in which information is disclosed also
causes a significant impact on decision making. This result is called the framing effect and is
widely used in behavioral economics, especially for marketing and public policy purposes.
Regarding this, [16] carries out a meta-analysis of framing effects on PGG. This study claims
that if the PGG is played in phases of several rounds each after which they receive results
summary, a re-start effect is triggered increasing the contributions at the beginning of the next
phase. Moreover, subjects contribute more when the public good payoffs are presented in
terms of gifts instead of private and public investments. Finally, comprehension tasks signifi-
cantly enhance cooperation.

Information is, therefore, a potential tool for coordination issues. In working or social situa-
tions where coordination is required, transparency is always going to improve cooperation.
These findings point out how information develops trust and how trust increases cooperation
toward a common objective. In this line, many firms choose to make their workers more
conscious of the whole process they are involved in. Likewise, many researchers ease their
survey participants a copy of the final research outcome they have participated in.

2.4. Social preferences

The last underlying assumption of the standard PGG is the preferences individuals have.
Following the model, we are purely selfish individuals, only concerned about the material
payoffs of our actions. This also entails that we are always absolutely capable of measuring
and balancing monetary costs and benefits associated with each possible action. Some game
theorists have criticized this consideration and have introduced concepts inherent to behav-
ioral economics, in particular, ideas that have to do with social preferences.
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The most well-known social preference model is the inequality aversion model [17]. This
model states that only a proportion of the population has selfish preferences, while the rest of
the individuals dislike inequitable outcomes. If their material payoff is lower than their peers,
they suffer a disutility proportional to the distance between the payoffs (disadvantageous
inequality). Additionally, they also experience disutility if their payoff is higher than that of
their peers’ (advantageous inequality). Nevertheless, the first disutility is stronger than the
second one: you do not like being worse off, you do not like being better off but if you had to
choose, you would prefer to be better off. Individuals with inequality aversion will contribute
more than what the NE for selfish individuals predicts if this can reduce the inequality
between them. This model was proposed as an explanation to the cooperative behavior
constantly observed in laboratory experiments and has proven to be fairly explanatory for
most of them.

A social preference alternative to explain human behavior is reciprocity. Reciprocal agents
are friendly to friendly peers and hostile to hostile peers [18]. Notice reciprocity is, therefore,
positive and negative. It is a tit for tat, an eye for an eye. Many supermarkets expect recipr-
ocity by offering free samples or discounts of their products. Moreover, in our social relation-
ships, we are usually willing to return favors to those who have been kind to us at some
point in time.

Finally, the most endpoint case of social preferences is altruism. Altruism or selflessness is the
complete opposite of selfishness: instead of maximizing your own material payoff, you maxi-
mize the welfare of others. This kind of preference is harder to see at a working level but is
commonly used to describe paternal love.

Social preferences are important because they exist in social relationships and actually explain
why we behave as we do. In predesigned settings, like working environments, social concerns
are fundamental in team working. If the manager can design working teams, he should have a
deep knowledge of each person’s ethics when working together. An individual with high
disadvantageous inequality concerns could feel highly frustrated if working with purely self-
ish colleagues.

3. Mechanisms to address the coordination issue

At this point, the reader should understand the relevance and problematics of coordination as
well as the effects that variations in the basic assumptions of the model have. These variations,
however, are usually endogenous features of the game rather than aspects we can influence on.
In this section, we present exogenous mechanisms that change the game’s rules pursuing an
increase in coordination and, consequently, in efficiency.

3.1. Reputation

Up until now, predictions have been made for games where interactions are unique, rather
than prolonged over time. If we think about a working team, a social event with our family
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and friends or any kind of community we belong to, it is reasonable to assume that we will
meet those people in the future and we may face similar situations where coordination
becomes crucial again.

In this respect, game theory makes a clear distinction between games that are played only once
(one-shot games) and games that are played for several periods of time (repeated games).
Repeated games, at the same time, can also be divided into finitely repeated games and
infinitely repeated games.

If a relationship is maintained over a predetermined period of time (finitely repeated games),
the theoretical prediction for the PGG is the same as the one of the one-shot game. Notice that
if individuals cooperate in this context it is because they expect to maintain this friendly
relationship in the future by building a reputation. However, if there is a last period, a last
day, a last meeting and a last task, there are no incentives to be friendly for tomorrow. Would
you strive in your last day of work? This phenomenon is named the end-of-the-world effect,
where cooperation drastically falls in the last period. Now, if there is going to be full free riding
in the last day, your incentives to cooperate in the second-to-last day disappear, so do your
incentives in the third-to-last day and so do your incentives in the first period.

The workaround for this is for there to be no last day or alternatively (given vital restrictions)
individuals do not know when the game is going to end. Using game theory terminology, the
game has an infinite horizon or there is a positive probability of the game ending. In this case,
positive levels of cooperation can effectively be achieved.

In experiments carried out in the laboratory, the existence of repeated interactions is common
and is combined with the social concerns inherent in each subject. This combination leads to
positive levels of cooperation that decay as time goes by, leading to an inverse U shape (see
Figure 1). If the number of periods they are going to interact with is known, an end-of-the-
world effect is always noticeable. This implies that reputation is necessary but it is not suffi-
cient as a mechanism to sustain cooperation over time.

Contribution

Time

Figure 1. Standard result of public goods game experiments.
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3.2. Step-level PGG

Another basic rule that can be changed to enhance cooperation is setting a particular threshold
level necessary for the public good to be shared [19]. In other words, unless a minimum level of
aggregate contribution is achieved, there are no public good advantages. For instance, recall
the salesmen example seeking for a salary increase of Section 2. The unit manager could ask for
a minimum sales target necessary for any salary increase to happen. If that threshold is
sufficiently high, and the maximum effort of every member is necessary to achieve it, free
riding is no longer attractive for them.

Obviously, a guaranteed success would be to set the threshold at maximum contribution such
that there are no advantages on free riding. If we talk about an investment, this is feasible, as
money is quantifiable. However, cases requiring human effort are more difficult to measure
and compute.

Targets are natural in firm environments, where employees must meet a monthly, weekly or
even daily goal. However, occasionally, these targets are settled too low such that part of the
staff can achieve them by themselves without the need of high levels of coordination. Thus, it
may incentivize the over-effort of some employees given that it is a take-it or leave-it approach.
The definition of the correct targets is therefore essential in concealing the free rider problem.

3.3. Communication

The standard PGG is based on the premise of individuals deciding independently and simul-
taneously on their cooperation to the public good. However, it is ordinary to see, especially in
working environments, how coworkers communicate among themselves. This communication
opportunity has been repeatedly ascertained to increase the level of cooperation in PGG.
Multiple communication mechanisms have been tested in the laboratory, such as non-binding
face-to-face communication, audiovisual conferences, audio communication or e-mail commu-
nication, among others [20-22] —face-to-face communication being the most efficient mecha-
nism. Nevertheless, this is not due to the loss of anonymity: verbal communication through an
anonymous chat room has been demonstrated to be almost as efficient [23].

This result pinpoints the importance of enhancing a friendly environment where communica-
tion flows as part of a firm’s corporate culture. In this line, many companies implement regular
informal meetings or outdoor activities as part of their staff’s routine for employee engage-
ment. Furthermore, in order for it to be as binding as possible, the barriers between the interl-
ocutors should be minimized.

3.4. Sanctioning

The most common mechanism to conceal the free rider issue and which counts with a vast
theoretical and experimental literature is sanctioning. Sanctioning can be understood in many
different ways: formal economic punishment in the form of a penalty, social punishment
related to hostility or even breaking bonds in the working or personal domain. It is used with
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the purpose of smoothening the contribution nosedive in repeated PGG and, for some cases,
reverts it.

According to purely selfish preferences, if punishment is costly, nobody should engage in such
action. However, as social agents that we are, we do implement punishment, even in one-shot
situations. The next question we propose is related to how punishment, as a matter of fact, is
implemented. Should coworkers have the power to sanction each other? Should there be a
responsible person in charge of doing so? Can coworkers then return the hostile behavior
somehow? Should there be a certain level of agreement in a punishment decision?

The following section in this chapter tackles this issue by presenting different types of sanc-
tioning schemes.

4. Sanctioning

4.1. Peer punishment

Peer punishment is the most standard way of implementing a mechanism to address coordi-
nation dilemma. Peer punishment consists of the opportunity for each individual to penalize,
at the end of the game, those participants who have been free riders at a cost. This would be
comparable to endowing coworkers with the possibility of punishing each other at the end of
the day. Notice that this type of punishment is a public good itself, as everybody is better off if
free riders are sanctioned, but they prefer the rest to undertake the cost of doing so.

Consider, as an example of a social setup, a group of friends meeting for dinner, where each
one of them is expected to bring a dish and a beverage so that there is a variety of food and
drink for dinner. If somebody free rides from their part of the contribution, but indeed benefits
from what others have prepared, he could possibly not be invited again by his friends for
future dinner parties as a form of social punishment. In a working scenario, coworkers could
ostracize employees who free ride on effort exertion after an important task carried out by the
team. At an economic level, that free riding employee could be penalized by the firm in terms
of salary or even fired.

Experimental works have extensively proven that a combination of peer punishment, social
preferences, and long-term interactions leads to higher contributions. The key result in this
field is that peer punishment can indeed raise contributions to levels above those attainable in
the absence of such punishments [18]. Furthermore, these improvements in terms of efficiency
are also valued by individuals, who, if allowed to choose between a sanctioning environment
and a sanction-free environment, establish themselves in the former one after a learning
process [24]. Regarding the long-run effects, contributions reach significantly higher levels the
greater as the number of periods subjects interact increases [25].

Many authors suggest that the ability of costly punishments to sustain high contributions to
the public good depends crucially on the effectiveness of that punishment, that is, the factor by
which each punishment point reduces the recipient’s payoff [26]. According to the seminal
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work in this area [18], the cost of peer punishment should follow an exponential trend. For low
levels of punishment, it should be a 1-1 relationship, but as the impact of punishment
increases, this relation becomes a 3-1, that is, the cost the punisher bears is thrice the impact
the punished undertakes. Other studies, however, argue that for punishment to make a differ-
ence, it must inflict a penalty that is substantially higher than the cost of meting out that
punishment. In particular, they assert that the only punishment treatment that succeeds in
sustaining cooperation over time is the low-cost high-impact treatment [27]. In particular,
following [28], the cost-effectiveness ratio should be no less than 1-3 [28]. That is, in fact, the
inverse of the seminal punishment model in [18]: for every unit of utility that is deducted from
the punisher’s payoff, the punished individual should have his utility reduced in three units.

What we pick up from this is that peer punishment has the power of smoothening the coordi-
nation issue as long as the cost-effectiveness ratio is suitable and relations are maintained over
time. Regarding the dinner party, the free rider will have higher incentives to bring a dish if
they have scheduled more dinner parties for the next months and he identifies the risk of not
being invited anymore.

4.2. Counter-punishment

Counter-punishment, also known as perverse punishment, is a second-round punishment
phase, where sanctioned free riders can penalize their punishers back. If one allows the possibil-
ity of counter-punishment by punished free riders, cooperators will be less willing to punish
in first instance [29]. While with peer punishment, contributors use punishment as a signal of not
accepting low contributions in the future, counter-punishment is used to strategically signal that
future sanctions will not be tolerated. This way, peer punishment is reduced and contributions
show a decaying pattern. However, counter-punishment also has its bright side if used in a good
way. On the one hand, it can be used to sanction those who fail to sanction free riders, in other
words, those who have free-ridden on punishment. On the other hand, it can also be used to
penalize those who have exerted coercive punishment by sanctioning high contributions [30].
However, fairness concerns are necessary for this type of punishment to be used in this way.

In a company setting, counter-punishment could occur if a group of coworkers believed that
somebody is being too hostile with the novice who did not rise to the challenge in a first
attempt. This way, they could also decide to exclude the punitive coworker when organizing
the next outdoor activity.

4.3. Coordinated punishment

Individual effective punishment is sometimes not very truthful. In real life, it is usual that a
certain number of individuals are needed to effectively sanction opportunistic behavior. Every-
day examples of this condition are worker strikes, a state coup or any kind of boycott. In this
sense, coordinated punishment is implemented in the following way: at the end of the game,
players individually decide whether to punish or not to punish opportunists, forwarding that
if they succeed in reaching a threshold in the number of punishers, the damage inflicted can be
very large and the individual cost of coordinated punishment can be relatively low.
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Following this approach, coordinated punishment can be effective if the threshold that must be
reached is sufficiently high. According to [31], coordinated punishment performs remarkably
better than peer punishment when the requirement to punish a person is the emergence of a
coalition of at least 40% of the group members. Authors associate the effectiveness of coordi-
nated punishment with its ability to censor coercive punishment of the higher contributors,
which, as a matter of fact, was relatively frequent in their experiment.

Coordinated punishment has also been revealed to be effective in other kinds of social dilem-
mas like team trust games, also called team investment games. The common method of these
kinds of games is as follows. Subjects are assorted into groups of three, from which two are
assigned the role of investors and one is assigned the role of the allocator. In the first stage of
the game, the two investors must decide whether to invest or not in a common project, which
is only successful if both of them invest. Such project generates a surplus, from which the
allocator decides how much to return to each investor and how much to keep for himself, in
the second stage of the game. A punishment stage could be added to this standard team trust
game in next place. If this punishment scheme follows the basics of coordinated punishment
such that both investors must coordinate to sanction the allocator for there to be an effective
punishment, cooperation can be maintained [32].

Around us, there are many situations where coordinated punishment occurs, situations where
a certain level of agreement must be attained for punishment to be effective. Think about any
type of social community, where one of the members has misbehaved and the community is
considering expelling the mischievous member. In this case, communities frequently under-
take some kind of voting procedure for such decisions.

4.4. Pool punishment

There are numerous situations where punishment is not individually decided once the out-
comes are observed but must be agreed upon before the game even starts. This way, individ-
uals commit to punishment actions and there is no place for any kind of renegotiation of the
conditions or of backing down. This reflects how investments in monitoring and sanctioning
institutions to uphold the common interests are made.

In this line, different studies have explored how individuals indeed implement institutions of
this type, if offered such possibility. The credible threat of this institution sanctioning opportu-
nistic behavior at the end of the day enhances individual cooperation, which in turn has
positive effects on group cooperation [33, 34]. This effect is even more pronounced with the
option of counter-punishment [35].

In the last years, the comparison between peer and pool punishment has caught attention.
With the purpose of overcoming difficulties and inefficiencies related to individual punish-
ment (like the coercive punishment of high contributors we saw before), groups have contin-
uously developed forms of self-regulation, where sanctioning is delegated to a central
authority [36, 37]. Examples are specialized law forces such as the police, courts, state and
non-state institutions. Hence, it could be said that it is the punishment option preferred by
individuals [35, 38].
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At a firm level, the organizational hierarchy limits the sanctioning power. Besides all the
examples we have provided about social punishment between coworkers, actual penalizing
decisions come from higher bodies. A coworker can never fire you, a CEO can. In this sense,
the commitment of the application of sanctions is usually regulated by a series of protocols and
internal regulation specifying the consequences of unruly behavior in detriment of the firm. At
a societal level, the same applies; you cannot economically sanction your neighbor for tax
payment default or illegal parking. The most you can do is to report it to the relevant author-
ities for them to make use of their power.

The objective of all of these pre-designed rules that surround us is exactly to increase cooper-
ation and avoid free riding. If the threat that we are going to be certainly caught and punished
were large enough, prisons would be empty.

5. Conclusions

When we interact with other people we constantly face coordination dilemmas: in our neigh-
borhoods, with our families, with our friends or with the people we work with. We should all
put the best of ourselves so that everything works properly but there is always somebody who
decides to free ride on others” money or effort. Think about a supply chain selling a product
you want to buy through different channels. You can go to a local retailer to see the product,
obtain information about it or even test it. However, when you get home, you are going to buy
it online. The online supplier is indirectly benefiting from the service of the local retailer. We
are all free riders at some point.

However, this opportunistic response is not associated with any kind of particular mischief; it
is just a selfish reaction to a cooperative situation with a non-excludable outcome. Who is
willing to organize the next family trip? Fortunately, the world population is not composed
uniquely of selfish individuals who look the other way; most of us have social concerns for
inequality, reciprocity or even altruism. This conditions how we behave in all of the described
situations and brings to the surface at least someone willing to cooperate by taking the lead in
planning the next trip.

Nonetheless, this is not enough. If we want to conceal the free rider problem and enhance
further cooperation, we should try and form groups of people that share the same capabilities,
interests, motivations, and ethics. Relationships should be maintained for as long as possible
so that there is a better tomorrow for which everybody wants to fight today. Considering the
multichannel supply chain example presented before, if you trust your local retailer, you could
prefer to buy the product from him than from the unknown online supplier. Additionally, a
sanctioning mechanism would also be helpful.

Punishment opportunities are present in most of the interactions we talk about. Punishing
must not necessarily be an economic action, it can just be a social response of hostility,
ostracism or bond breaking. Generally speaking, if any sort of sanctioning is at reach for the
group members, cooperation significantly increases. In more detail, punishment can either be
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an individual decentralized decision or it can be a power endowed to a centralized authority,
like a government. For interactions involving numerous agents, the establishment of hierar-

chies with different responsibility levels is a more feasible way of ensuring collective coopera-
tion. But we do not need to go to massive populations to find such hierarchies: any task that
requires a team working at any small-scale enterprise will already need a “good” manager.
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