Experimental Economics (2021) 24:854-882
https://doi.org/10.1007/510683-020-09683-7

ORIGINAL PAPER

®

Check for
updates

Friend or foe? Social ties in bribery and corruption

Jin Di Zheng' - Arthur Schram?3® . Géniil Dogan*

Received: 21 February 2020 / Revised: 15 September 2020 / Accepted: 18 September 2020 /
Published online: 12 October 2020
© The Author(s) 2020

Abstract

This paper studies how social ties interact with bribery and corruption. In the labora-
tory, subjects are in triads where two ‘performers’ individually complete an objec-
tive real-effort task and an evaluator designates one of them as the winner of a mon-
etary prize. In one treatment dimension, we vary whether performers can bribe the
evaluator—where any bribe made is non-refundable, irrespective of the evaluator’s
decision. A second treatment dimension varies the induced social ties between the
evaluator and the performers. The experimental evidence suggests that both bribes
and social ties may corrupt evaluators’ decisions. Bribes decrease the importance of
performance in the decision. The effect of social ties is asymmetric. While perform-
ers’ bribes vary only little with their ties to the evaluator, evaluators exhibit favoritism
based on social ties when bribes are not possible. This ‘social-tie-based’ corruption
is, however, replaced by bribe-based corruption when bribes are possible. We argue
that these results have concrete consequences for possible anti-corruption policies.
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1 Introduction

People are often asked to evaluate others. Evaluations can be informal—Ilike
deciding on whom to ask on a date—or formal, such as deciding on whom to
hire for a job or when grading an exam. Evaluations may be affected by favorit-
ism or by monetary factors such as wedding dowries, expected productivity, or
bribes (Abbink et al. 2002; Gneezy et al. 2018). In this paper, we ask whether and
how the effects of favoritism and bribes interact in affecting an evaluation. This is
important question to address; as we argue below, the success of anti-corruption
policies may well depend on this interaction.

Monetary incentives may be legitimate or illegitimate and they may be socially
acceptable or unacceptable. Our interest lies in bribes. In most countries, basing
a decision on bribes is illegitimate (and in many cases socially unacceptable);
here, we refer to such decisions as ‘corrupt’. Corruption, defined as “the abuse
of public office for private gains” (World Bank and IMF 2002), is widespread. It
may have a major impact on a country’s economy. It has been empirically related
to decreased domestic and foreign direct investments (Mauro 1995), and distorted
government expenditures on the maintenance of infrastructure and efficient pub-
lic projects (Wei 1999). It retards firm growth (Fisman and Svensson 2007) and
increases public debt (Arusha and Friedrich 2017). Developing countries’ econo-
mies are likely to be particularly affected. This is because poorer countries are
more corrupt. The correlation between a country’s GDP per capita (World Bank
2018) and the corruption perception index (Transparency International 2018) is
high, at 0.72 (own calculation, Pearson correlation test, p < 0.01).

Though many people think of monetary bribes when thinking about corrup-
tion, non-monetary factors might also be important. For example, evaluations
might be affected by social ties that are irrelevant for the issue being considered
(Charness and Gneezy 2008; Chen and Li 2009; Fiedler et al. 2011). The mere
fact of having a close relationship with someone might bias one’s evaluation in
that person’s favor, irrespective of objective measurements of her acts. This too
will be referred to as ‘corruption’. In academia, for instance, coming from the
same hometown as the members of a selection committee increases candidates’
chances of getting into a prestigious academy (Fisman et al. 2018). In sports,
soccer referees tend to make more beneficial calls to players who are from
the same country as they are (Pope and Pope 2015). In investment, investors
exhibit home country bias and are reluctant to diversify their equity portfolio
across nations (French and Poterba 1991; Coval and Moskowitz 1999; Huber-
man 2001). In the labor market, “it’s whom you know that counts” (Xie 2017);
for some types of jobs a majority of job seekers find their jobs through personal
contacts (Granovetter 1995).

Social ties and favoritism have often been observed to play a role in the rela-
tionship between businesses and government. In China, guanxi is a well-known
phenomenon that prescribes personal connections as an important factor in find-
ing solutions to business problems. (Fan 2002). When the business to government
relationship relies too much on guanxi, rent-seeking behavior is likely to occur,
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as are nepotism and pork-barrel politics. Favoritism helps firms get governmental
contracts and approval, which typically require lengthy processes with interper-
sonal interactions. Moreover, social relationships affect norms, exacerbating cor-
ruption by normalising it (Collins et al. 2009). Through strong social ties, manag-
ers can find opportunities for corrupt behavior with a low risk of exposition. The
reverse also holds; when government bureaucrats turn businesspeople, corruption
can follow. For example, in Russia, regions that had a higher share of communist
party members have higher corruption levels even 20 years after the collapse of
the Soviet Union (Libman and Obydenkova 2013). Thus, social ties may increase
the likelihood of bribes (Bardhan 1997) and may damage the economy.

All in all, people in power may make biased decisions in response to bribes or as
a consequence of favoritism. Moreover, favoritism may interact with the likelihood
and influence of bribes or may have an effect of its own. Some may not consider the
favoritism inherent in the examples of the previous paragraphs to constitute ‘corrup-
tion’. Though we agree that the decision bias involved is different than for a monetary
bribe, both cases are characterized by a person in power benefiting from deciding
in favor of a specific other. Her gains from bribe-based corruption will typically be
material, whereas those from tie-based corruption are likely to be at least partially
immaterial (the utility increase derived from helping a friend find a job, for example).
Throughout the paper, we will therefore distinguish between ‘bribe-based corruption’
and ‘tie-based corruption’. The former involves decisions based on illegitimate mon-
etary transfers, whereas the latter refers to situations where allocation decisions favor
people with whom someone with power has strong social ties. !

It is generally acknowledged that both types of corruption are important phe-
nomena (though the term ‘corruption’ is not always used). The relationship between
social ties and bribery and how they affect corruption is, however, understudied.
People with strong ties might be inclined to bribe more (as a signal of being con-
nected, for example) or less (because the tie is already expected to work in their
favor). Similarly, the importance of social ties may in- or decrease when bribes are
made. Our aim is to shed light on these relationships.

We thus ask whether and how evaluations are affected by the social ties between
people or by bribes, and their interactions. To the best of our knowledge, we are the
first to study the interaction of the two types of corruption. Successful policy imple-
mentation may well depend on an understanding of this interaction. For example, a
policy where public servants alternate across key positions is often used to reduce
the social ties between those who make important decisions on procurement and
those who stand to benefit from these decisions. Such a policy will be more success-
ful if tie-based and bribe-based corruption reinforce each other—so that the reduced
social ties also diminish the effects of bribes—than if they are substitutes. More gen-
erally, the mere presence of social ties may affect the frequency of bribery or the
amount bribed. If so, and the extent to which bribery distorts outcomes will depend
on the occurrence of social ties. These are key issues that need to be understood to
better evaluate policies.

! A special cast of tie-based corruption is *nepotism’, where family ties are concerned.
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We study this in a laboratory experiment. To induce variations in social ties
in the laboratory, we apply an extended version of the minimum group paradigm
(Tajfel 1970; Henri Tajfel et al. 1971; Turner et al. 1979; Tajfel and Turner 1986;
Chen and Li 2009), using techniques developed in Robalo et al. (2017). This cre-
ates two ‘social groups’. We subsequently induce social ties between members
within a group. Any pair of participants are then considered to have a ‘strong
social tie’ if they are in the same group and a ‘weak social tie’ if they are in dif-
ferent groups.

We then add the possibility of corruption by introducing a real-effort ‘Bribery
game’. Subjects are grouped in triads consisting of one evaluator and two perform-
ers. The performers first individually perform a task where performance is objec-
tively measurable. Then, the evaluator designates a winner who receives a monetary
reward (from the experimenter) while the loser earns nothing. Before the evaluator
does so, in some treatments, the performers have an opportunity to bribe the evalua-
tor in an attempt to affect her decision. We distinguish between three situations with
respect to the social ties among the three triad members: (1) the evaluator has weak
ties with both performers; (2) she has a strong tie with one performer and a weak tie
with the other; or (3) all members have strong social ties with each other.

We consider an evaluator to be corrupt if she designates the lower performer as
the winner and either the lower performer has strong ties with the evaluator in case
bribes are not possible or the lower performer sends a higher bribe. A corrupt deci-
sion reallocates an award from a qualified agent to an unqualified one, thereby dam-
aging the integrity of the decision. Our construction allows us to abstract away from
common, but by no means necessary, aspects of bribes in the world outside the labo-
ratory such as welfare losses, or a violation of a rule or law. This allows us to focus
exclusively on the integrity of the decision making. Comparing evaluators’ deci-
sions across distinct sets of social ties when there are no bribes allows us to meas-
ure tie-based corruption. When bribes are allowed, evaluators’ decisions in cases
where their ties with both performers are the same (either a strong tie with both or
a weak tie) inform us of bribe-based corruption. Investigating how these decisions
change when the evaluators have a strong tie with one performer and a weak tie with
another informs us of the trade-off between tie-based and bribe-based corruption.

The laboratory provides a natural environment to address our research questions.
It has various benefits compared to observational field data. Since we are interested
in the effects of bribes and social ties on decision making, it is important to tease
out correlations that may systematically affect decisions. For instance, people who
exhibit self-regarding preferences might be more likely to respond to bribes than
those who have a preference for fairness. If the extent of social preferences is also
correlated with group membership and therefore social ties, this could bias the
results obtained from observational field data. Induced social ties in the laboratory
ensure that the differences between members of two groups are random on any other
characteristics than that created by design. Moreover, collecting data about corrup-
tion and bribes in the field has practical limitations. After all, not many people are
likely to report having given or accepted bribes. Finally, laboratory control allows us
to make inferences about causal relations that are not easily attainable in the field.
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For example, we can isolate the effect of bribes by comparing two cases that are
identical except for the possibility of bribing.?

Our results show little effect of social ties on the decision to bribe, nor on the
amount bribed. More than two-thirds of the performers send a bribe, but this varies
little with the social ties between performers and evaluator. This is reminiscent of
results reported by Benistant and Villeval (2019), where lying is affected neither by
one’s group identity nor by the beliefs about others’ lying behavior. These authors
conclude that “unethical behavior is mainly driven by the unconditional desire to win”
in competitive settings. As for evaluators, they value both performance and social ties
as long as no bribes are possible. A higher performance is clearly rewarded, but being
the only performer with a strong tie also provides a strong advantage. When bribery
is allowed, however, bribes crowd out both merit-based nominations (i.e., based on
performance) and social-tie-based nominations. The bribes themselves matter for the
evaluator; when there are no differences in social ties, a better performer only loses
the prize if she bribes less than her competitor. We conclude that bribes crowd out the
importance of social ties and decrease the objectivity in evaluators’ decisions.

Finally, our experiment contributes to studies on unethical behavior like bribery
by applying an arguably more realistic setting than in previous studies. Social ties
are omnipresent and to study the effects of bribery without taking these into account
misses an important feature of the world outside the laboratory. We use a real-effort
task in the experiment to create a more realistic 'performance environment’. We
believe that as a consequence of these choices, the findings in our experiment will
help in forming a better understanding of the effects of anti-corruption policies like
staff rotation.

The remainder of this paper is structured as follows: Sect. 2 provides a brief
overview of the relevant literature. Section 3 describes our experimental design and
Sect. 4 introduces the data and describes the results. Section 5 concludes.

2 Related literature

As discussed in the introduction, various studies have investigated aspects of bribery
and corruption in the laboratory.3 Here, we first discuss the literature on the other
dimension we are interested in, social ties. Social identity theory (Turner et al. 1979)
can be used to predict what will happen when there are social ties, but no bribes.
Multiple studies on shared group identity have shown an ‘in-group favoritism’ in
cooperation even when the ties between group members are “minimal”. In a semi-
nal paper, Chen and Li (2009) show that when sharing social ties, participants are
more prosocial; they are more altruistic, less inclined to punish misbehavior, and

2 For a discussion of the use of experiments in the social sciences, see Falk and Heckman (2009).
Gichter and Schulz (2016) provide interesting evidence of the correlation between laboratory measures
of dishonesty and evidence of corruption, tax evasion and fraudulent politics in the field.
3 For an overview from the social-psychology perspective, see Kobis et al. (2015, 2018).
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more efficiency concerned.* Robalo et al. (2017) show that individuals in groups
with strong social ties are more likely to participate in collective action like voting.
Solaz et al. (2019) suggest that voters are willing to support in-group corrupt candi-
dates even when this is costly. Goette et al. (2012) extend the analysis by consider-
ing naturally formed groups in the Swiss Army. They find that soldiers cooperate
more in a prisoner’s dilemma game when they share social ties. In settings of unethi-
cal behavior, subjects are less likely to lie to a socially closer member (Feldhaus and
Mans 2014), they cheat to benefit those with a shared social tie (Cadsby et al. 2016);
and when being treated unfairly, they are less likely to react with dishonest behavior
(Valle and Ploner 2017). For our experiment, this straightforwardly yields the pre-
diction that a performer who shares a social tie with the evaluator (while the other
performer does not) is more likely to be selected the winner.

To this point, we have considered social ties generated by membership of the same
group, as is the case in our experiment. Another strand of literature studies favoritism
and social ties more generally.’ The strength of a social tie is defined as the extent
to which two individuals care about each other’s welfare (Van Dijk and Van Winden
1997). Bosman and Van Winden (2002) study naturally-occurring social ties by allow-
ing friends to jointly sign up for a laboratory experiment. The platform used is the
power-to-take game, where a proposer is grouped with two recipients. The proposer
can confiscate some (or all) of the recipients’ endowments; in response, a recipient
can destroy her own endowment, leaving nothing for the proposer to take. The authors
distinguish between treatments where the recipients are friends and where they are
strangers to each other. The results show that friends punish the proposer more often
by destroying their endowment and are also more likely to coordinate on this punish-
ment (Reuben and Van Winden 2008). Other studies in experimental economics show
that closer social ties increase the likelihood of risk-sharing (Hayashi et al. 1996; Faf-
champs and Lund 2003; Angelucci et al. 2016), increase reciprocity in a “Lost Wallet”
game (Charness et al. 2007), and cultivate trust in trust games (Fiedler et al. 2011).
Meanwhile, ties decrease rejections of unfair offers in the ultimatum game (Kim et al.
2013). However, the role of social ties in bribery and corruption remains under-inves-
tigated. An exception is a recent study by Rong et al. (2016), who find in a committee
decision-making experiment that ‘negative’ social ties increase the use of deception.

For the interaction between social ties and bribery, two mechanisms may play a
role. On the one hand, social ties predict that an evaluator will prefer to designate
the winner from those with whom they share a tie. If, on the other hand, a bribe is
viewed as a gift, gift exchange (Fehr et al. 1993) and reciprocity (Fehr and Géchter
2000) predict that the prize is awarded to the higher briber. In the presence of social
ties, reciprocity might interact positively or negatively with social ties.

# In studies like Chen and Li (2009), a shared “group identity” is induced simply by grouping subjects
based on trivial shared preferences. This is enough to create in-group bias. Here we interpret such “mini-
mal groups” as yielding “minimal social ties”.

5 There is also a large literature that studies the related phenomenon of ingratiation, that is, making
effort to establish oneself as ‘likeable’ towards someone else. See Robin et al. (2014) for an example and
review of this literature.
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A pattern where social ties are valued when monetary incentives are absent but
are crowded out by monetary incentives has been documented in an entirely differ-
ent environment by Bandiera et al. (2009). They use a field experiment with fruit
pickers and their managers to investigate the effects of social connections between
workers and managers on effort provision. When managers have no marginal mon-
etary incentive, they favor workers who are socially connected, irrespective of the
workers’ ability. In contrast, when managers are paid performance bonuses based
on the average productivity of their workers, they favor the high ability workers irre-
spective of social connections.

The experimental literature on corruption is by now extensive.® This litera-
ture, however, includes no prior research where social ties between the briber and
bribee play a role. Moreover, previous experiments have typically involved abstract
decision-making environments. One exception is Gneezy et al. (2018), who do use
a real-effort task in their bribery game (subjects have to write a joke). The setup
there is otherwise similar to ours, because the jokes are subsequently evaluated by
an evaluator. In the Gneezy et al. (2018) experiment, however, performance is not
objectively measurable. This makes it hard to attribute any particular evaluation to
the bribes received. We believe that the experiment used in this paper increases the
external validity of this type of work by using a real-effort task where performance
can be objectively measured and performers can attempt to influence the evaluation
by bribes.

3 Experimental design

The experiment was run at the CREED laboratory of the University of Amsterdam.
We recruited 336 participants (14 sessions with 24 subjects each) from the CREED
subject pool. The currency used in the experiment is ‘points’. Earned points were
converted to euros at the end of the experiment at a rate of 1:1. On average each ses-
sion lasted approximately 1 h and the average earnings were 21 euros, including a 7
euros show-up fee.

There are three parts in the experiment. We give instructions separately at the
beginning of each part.” In the first two parts, we generate two groups and create
social ties within each. In the third part, we conduct a bribery game in which triads
are formed, consisting of one evaluator and two performers. The evaluator selects
one performer as the winner of a contest. As discussed above, there are three ways

© The most recent literature review of experiments on corruption appears to be Bobkova and Egbert
(2012), which discusses the original papers like Abbink et al. (2002), Abbink (2004), Abbink and Hen-
nig-Schmidt (2006), Barr and Serra (2009), Cameron et al. (2009). Subsequent laboratory studies include
Fahr and Djawadi (2012); Armantier and Boly (2013), Berninghaus et al. (2013), Vetter (2013), Abbink
et al. (2014), Drugov et al. (2014), Zhang (2015), Zhang (2015), Banerjee (2016), Campos-Vazquez and
Mejia (2016), Fisar et al. (2016), Salmon and Serra (2017), Abbink et al. (2018), Vranka and Bahnik
(2018), Czap and Czap (2019), Gneezy et al. (2018), Biihren (2020) and Parra (2020).

7 Experimental instructions and questions asked in the exit survey can be found in Appendix A in Elec-
tronic supplementary material file.
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to form the triads based on their social ties. One treatment dimension distinguishes
between these. In a second treatment dimension we separate the cases where per-
formers can bribe the evaluator from cases where they cannot. We apply a full-facto-
rial 3 X 2, between-subject design with a real-effort task.

3.1 Social ties

Upon arrival at the laboratory, each of the 24 subjects first individually reviews three
pairs of paintings. Unknown to the participants, all paintings are made by children
under the age of four.® Subjects are asked to indicate their appreciation for paintings by
dividing 100 “appreciation units” between the two paintings in each pair. More units
indicate a higher relative appreciation. An example of this task is shown in Fig. 1.

Subjects use a slider to adjust their relative preference for the two paintings. The
slider keeps the sum equal to 100. The default position is at the middle of the bar (at
50-50), indicating indifference between the two paintings in a pair. This task is not
incentivized. Once subjects have finished, they are separated into two groups of 12
based on their preferences for paintings on the left or right. One group has a higher
score for paintings on the left and the other group has a higher score for paintings
on the right. All subjects move to a new seat. One group moves to new seats in the
original laboratory, the other to seats in an adjoining laboratory.

After subjects have been reallocated across the two laboratories, they read the
instructions for the second part of the experiment. The purpose of the second part
is to create stronger social ties between subjects in the same laboratory than those
between two subjects in distinct laboratories. The procedures used follow those
introduced in Robalo et al. (2017). There are three tasks: first, subjects choose a
slogan for their own laboratory to be selected from three options. They do so by
chatting without time constraint via a chat box that is only available to subjects in
the same laboratory.” The group decision is made via majority rule. Subjects are
informed that the chosen slogan will be shown on their computer monitors for the
remainder of the experiment.

The second task in this part 2 is a tournament between the two laboratories. This
aims at further strengthening the social ties within the laboratory. Each subject indi-
vidually reviews five pairs of paintings and is asked to determine the sources of the
paintings in each pair; see Fig. 2 for an example. They are told that each painting
may have been made by a child under the age of 15 or by a professional artist.'?
There are four possible answers for each pair (both by children; left by child, right
by professional, etc.). For each correct answer by an individual, the accumulated
score of the laboratory as a whole increases by one. The laboratory with the higher

8 See Appendix B in Electronic supplementary material file for more details.

° Appendix C in Electronic supplementary material file provides an example of these chats.

10" Paintings by professional painters are obtained from MoMA’s online gallery, which are freely avail-
able for research purposes. For the children’s paintings, we are grateful to the “Global Children’s Art
Gallery” (naturalchild.org/gallery) for granting us permission to use these. All paintings used are shown
in Appendix C in Electronic supplementary material file.
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final score receives 24 points as a prize to be divided equally amongst the twelve
subjects in that laboratory.

The final task in part 2 is an other-other dictator allocation task. Each subject is
asked to allocate two points (in increments of 0.1) between a random participant in
the own laboratory (excluding herself) and a random participant in the other labora-
tory. This provides an alternative measure for the closeness a subject feels towards
someone in the own laboratory compared to someone in the other laboratory other
than a direct question regarding closeness (see question 5 in exit survey in Appendix
A in Electronic supplementary material file). It is an indication of the social ties
with co-members relative to the others.

To avoid possible spillovers to part 3 of the experiment, the results for the tourna-
ment and other-other allocation are revealed only at the end of the experiment. All
decisions are paid, including the group tournament, other-other allocation, and the
payoffs in the bribery game that is introduced in the next section.

To inform them about the composition of the triads, subjects are told from which
laboratory are the evaluator and the other performer. There are three possible composi-
tions. Denote the evaluator’s laboratory by ‘A’; then any performer from laboratory A is
defined to have a strong social tie to the evaluator. Any performer from the other labora-
tory (B) has a weak social tie to the evaluator. This yields the three triad compositions
summarized in Table 1, where we label the name of the treatment groups according to
the performers’ relationships to the evaluator. Note that having 12 subjects in each of
the two laboratories allows us to form exactly 8 triads in each of the treatments. Com-
bining the social-tie treatment with the bribe/no-bribe treatment dimension, Table 2
illustrates all treatment cells and lists the number of subjects in each.

3.2 The bribery game

The third part of the experiment is a bribery game with a general structure similar to
Gneezy et al. (2018). Each performer receives a 5-points endowment. Then, all per-
formers conduct the real-effort task developed by Weber and Schram (2016); their
results are sent to the evaluator in their triad. Subsequently, the evaluator selects
one winner from the two performers. The winner receives an additional 10-points
reward. The evaluator receives a fixed payoff of 10 points.

3.2.1 Task

Performers in this part are asked to find the sum of the largest numbers in two
10 X 10 matrices (Fig. 3). Each cell in these matrices contains a two-digit number
between 01 and 99. The task is to find the highest numbers in each of the two matri-
ces and add them up. After entering a number, a new pair of matrices appear, inde-
pendently of whether the previous answer is correct.'! The two performers are given

' Success in this task is mainly related to the ability to focus in searching for the highest numbers. Sch-
ram et al. (2019) show that there are no gender differences in ability when the task is done in a non-
competitive environment.
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Score (left) is: 28 Score (right) is: 72

LI

Send Data

Fig. 1 Group allocation: painting pair 1. Notes: Subjects can move the grey slider. The sum of apprecia-
tion units is 100. The default position is at 50-50

'0 ' 1( 4IM
L)
M i W

\».
%' «1 WX "///«,.ﬁ

/‘ W@/ =2

2l

s dg’

Please choose the sources for Pair 1.

They are both painted by children.

They are both by professional painters.

The one on the left is by a professional painter, the one on the right is by a child.
The one on the left is by a child, the one on the right is by a professional painter.

OK

Fig.2 Group tournament. Notes: Screenshot of the first pair of paintings in the group tournament. The
painting on the left is by the 11-year-old Yavagina M. from Minsk, Belarus. The painting on the right is
by Sam Gilliam “coffee thyme”. The correct answer is then that the left is painted by a child and the right
by a professional painter
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Table 1 Triad composition

Table2 Number of subjects in

treatment groups

Both weak ties One strong tie Both
strong
ties

Evaluator A A A
Performer 1 B A A
Performer 2 B B A

A and B refer to laboratory A and laboratory B. We define labora-
tory A as the evaluator’s laboratory. (1) Both weak ties: the evalua-
tor comes from one laboratory, both performers from the other; (2)
One strong tie: the evaluator and one of the performers are from one
laboratory, the other performer is from the other laboratory; (3) Both
strong ties: all three players are from the same laboratory

Amount of correct additions in this round so far:
Amount of incorrect additions in this round so far:

51

54

56

31

58

79

53

30

10

33

48

22

68

67

63

72

19

56

59

36

79

61

69

39

38

60

25

77

70

a1

45

17

27

56

17

74

39

62

26

86

21

4