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Introduction

When employees help each other in organizations, they expect to receive favors and rewards from others in the future. This behavior is often known as social exchanges in organizations. Social exchange involves voluntary actions of employees and are motivated by the possibility of receiving returns in the future. For example, when Paul helps Mary to write part of her computer programs, Paul expects someone (Mary, Paul’s colleague, Paul’s boss) to recognize his effort and help him (or reward him) in the future.  

In general, there are two types of social exchanges found in organizations: transactional and relational exchanges. Under transactional exchanges, employees and employers negotiate a list of tasks and responsibilities ahead of time. Employees are motivated by the incentive in the contract to complete their tasks. Relational exchanges, on the other hand, are less specific about the list of tasks, rewards, and the duration.  One party may provide a service to another party expecting the other party to reciprocate.  However, the form and timing of reciprocation is not known.  In other words, when you help others, you may or may not receive benefits in the future. 

Because of this uncertainty, individuals have reasons not to contribute in organizations. In other words, they only complete their required tasks and will not give favors to others. However, this does not prevent certain individuals to receive favors from others. This is also known as the free rider problem. Free riders only receive and do not give. Free riders impose problems to organizations because if too many of them are there, organizations will be less able to complete their tasks (or have to hire more employees to get things done).

Takahashi (2000) was able to show despite free rider problem, social exchanges still prevail in society. This project is to show whether social exchanges can be developed in organizations when there is possibility to free ride.

Basic Requirements

1. To re-create Takahashi’s (2000) computer simulation model.

2. Relax core assumptions of Takahashi’s model into organizational setting

A1. Territorial System – Under complete information, actors know everybody and their behavior in the society (simulation 1). Because of incomplete information, actors now only know nearby actors defined in the matrix grid (simulation 2). 

Modification – A1a Creation of departmental units.

In organizations, neither condition is true. Thus we will create departmental units such that actors will know their neighbors in the same unit. More complex rules of knowing may be done in hierarchical structure.

A2. Lack of Arbitrator – In Takashi’s model, there is no centralized body that promotes social exchange, a somewhat reasonable assumption in society. In his case, when an actor receives, the value is worth twice (see p. 1118 and footnote 14).

Profit = 2 x Receipt + Leftover

Modification – A2a Creation of organizational reward policy.

Since organization benefits from social exchanges, it will act as an arbitrator that recognizes and rewards exchanges. Thus, 

Profit t = b1 Receipt t + b2 Gift t + b3 Leftover t

When an actor gives, he has opportunities to receive something from other actors (subject to others fairness criterion M). In our modification, we add gift to define how much an actor gives to another actor. Organization then rewards the actor based on the amount of his gift. The organizational policy of gift has to be determined and may be subject to the following --

b1 >1, b2>1 and (b1+b2) = 2

Note: A2a can be further modified by changing the organizational policy of gift (a) fairness – actors who give more than take may receive more gifts; (b) feedback from actor behavior – if more actors give as simulation evolves, the organizational policy will shift to more gifts; reverse otherwise

A2b Addition of organizational memory to organizational reward policy.

Organizations do not have to reward gifts immediately and may only do so at certain time of the year (e. g. monthly bonus, annual promotion). When reward takes place, organizations may not remember exactly who gives how much and when it takes place. Thus, 

Profit t = b1 Receipt t + b2 Gift t + b3 Gift t-1 + b4 Leftover t

The value of b2 will then capture the strength of reward policy and the value of b3 will capture the strength of organizational memory. The memory rule needs to be further determined and may be subject to this

b3 Gift t-1 + b4 Gift t-2 + … bi Gift t-i such that bi >0 and sum of bi = constant

Note: Different values of b1 to b4 thus capture various organizational contexts. For example, low b1 represents mechanistic assembly-type of organization in which the value of receipt is about the same as the gift (e. g. factory). High b1 shows organic knowledge-intensive organizations such that the value of receipt far outweighs the gift (e. g. consulting firm).

Further Requirements

A3. Downward strategy is used in Takahashi’s model (p. 1112). Both upward and downward strategy may be applicable in organizational setting.

A4. Everyone assumes the same level of importance in Takahashi’s model (e. g. no mayor, no governor). Organizations have multiple levels of hierarchy (managers, directors, CEO). If so, we need to model promotion of actor. This can be done by organizational policy – if an actor’s profits exceed certain level, he can be promoted to a higher level. Levels matter because (a) there may be different profit formulas depending on the level of hierarchy; (b) actors at higher levels can spawn more offspring.

A5. In organizations, certain actors will be asked for help (gifts) more often. The role of requests is not modeled in Takahashi’s model and can be done in our case. For example, an actor is asked/requested more if (a) he gives more (b) he is higher in the hierarchy (c) offspring asks their parents more.
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