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In a team project with significant complementarities between various players' individual tasks, news of early
success by some encourages others to push ahead with their own tasks while lack of success has the opposite
effect. This ex-post disparity in incentives created gives rise to two differing implications, ex ante, for an ideal
team transparency. Sometimes it is better to commit to complete secrecy within the team of the various
participants' interim progress as it mitigates the negative effect of failures. In some other situations,
commitment to full disclosure is better as players are then encouraged to be proactive by exerting efforts in the
early rounds and motivate other team members into continued activities by way of interim progress.
Transparency (of outcomes) has thus double edges — it can boost incentives or dampen incentives.

© 2011 Elsevier B.V. All rights reserved.

1. Introduction

In any organization transparency of activities, progress and
procedures (or the lack of it) shape important incentives for its key
members. A popular view is that an organization should be
transparent. Several contributions have already shown why taking
an unqualified stand on this subject could be wrong.1 In this paper, we
highlight a novel and confounding implication of transparency in a
team context involving players who engage in a multi-task project
with significant complementarities.

We consider a two-agent joint (or team) project with observable
efforts. Each agent's effort influences the probability of success of the
specific task assigned to him. The overall project is successful only if both
tasks are successful. The agents are allowed two attempts to complete
their tasks. While a team member is able to observe his partner's first
attempt, its outcome, i.e., whether it is successful or not, can be credibly
conveyed only by the organization (or the teammanager).2,3 This setup is

not unnatural and is becoming a more acceptable description of some
work environments: (i) mutual observability of efforts can be a
distinguishing property of certain types of team works, for instance in
softwaredevelopment sometimes importantmembersmaybe seated in a
‘war room’ or ‘dedicated project room’, known as team collocation, to
facilitate rapid progress of the tasks that are complementary in nature;4

and (ii) although the supervisor (or the project leader) may not always
observe efforts, hewill have the special expertise to determine the state of
progress of various tasks. We also consider a variant model where efforts
are not observable within the team.

An example is an R&D team project broken down into different
components, all of which must work for the composite to succeed.5

Researchers often make several attempts to crack a problem. Lack of
progress in the initial stagesmaybe suppressed tokeep teammoralehigh;
also, if one component meets early success, the news, while morale-
boosting, might be suppressed to prevent crucial methodological
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1 See Angeletos and Pavan (2004), Bac (2001), Fang and Moscarini (2005), Gavazza
and Lizzeri (2007, 2009), Levy (2007a,b), Mattozzi and Merlo (2007), and Prat (2005).

2 Given the obvious motive of encouraging partners into actions, any claim to success
by a team member is always going to be viewed with due skepticism.

3 In several works, Winter (2004, 2006, 2009, 2010) analyzes team settings with
complementarity between various members' tasks and each member having only one
opportunity to attempt his task. The main focus of his papers are on the design of effort-
inducing rewards/incentives under observable as well as unobservable efforts, with the
former giving rise to sequential efforts and the latter corresponding to simultaneous efforts;
the effort outcomes inhismodels arenot observable until at thevery end.On incentivedesign
with complementarities across tasks but in a principal–agent setting (rather than team
setting), see MacDonald and Marx (2001).

4 Teasley et al. (2002) study the positive impact of collocation on team productivity.
See also Eccles et al. (2010). The environment of observable efforts (i.e., collocation)
and its implications for team incentives is the main focus of peer transparency studied
in a field experiment paper by Falk and Ichino (2006), two recent theoretical papers by
Winter (2006, 2010) as cited above, and the work of Mohnen et al. (2008).

5 Projects of this nature are quite common in the industries, especially in software
engineering or in the development of any new product or technology. Academic
researchers in some disciplines carry out collaborative projects with considerable
complementarities under the supervision of a project leader who oversees project
development and coordination.
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information from leaking out to competitors.6 The organization, however,
cannot make selective reports on progress, choosing only to announce
“goodnews”, otherwise teammembers candeduce the state of theproject
from the level of publicity, in the sense of Milgrom (1981). Suppose that
the organization aims tomaximize the probability of the project's success.
Should it always disclose its information about the project's up-to-date
progress?7

Clearly, an agent with a failed first attempt will find the information
about another agent's success/failure relevant. An early success by
another team member can conceivably embolden an agent to exert
effort in the second stage, while failure can discourage him. Thus,
committing to a policy of disclosure may have sharply divergent results
for the manager. Concealing the information, on the other hand, may
narrow this divergence. This occurs because, absent this information on
outcomes, an agent will be left to infer the occurrence of success or
failure, i.e., their likelihoods, fromhis partner's first-period effort choice.

We are going to argue that a policy of disclosure may not always be
preferred. First, with disclosure we derive an equilibrium where both
agents exert effort in the first round, and if one fails then he exerts
effort once more provided the other agent has been successful in the
first round. Next, we analyze the situation where only first-round
effort choices, but not the outcomes, are observable.We find that if the
effort cost is non-negligible but moderately low, secrecy weakly
improves on disclosure by uniquely implementing in subgame perfect
equilibrium themaximal individual and collective efforts over the two
rounds (which is also an equilibrium under disclosure along with
another equilibrium involving lower efforts). However, for higher
costs disclosure may have a very different impact: rather than
chancing their luck with little efforts in the early rounds in the case
of secrecy, with disclosure the agents tend to be proactive by exerting
efforts in the early rounds so that any individual success prompts
others to continue with their efforts in the later stages. So there is a
double edge to transparency of outcomes — it can boost incentives or
dampen incentives.

The confounding implications of transparency in this paper further
demonstrate the complexity of the issue. On this subject, Prat (2005)
had first pointed out the importance of distinguishing between
transparency of actions and transparency of the consequences of
actions. In a principal–agent model where the agent is motivated by
career concerns, the principal benefits by committing to learn only
about the consequences of the agent's action and not the action itself.
With the agent's ability unknown to both the principal and the agent,
if the principal observes the agent's action then the agent may dis-
regard his own signal of a payoff relevant state (from the principal's
point of view) and choose an action that a high-ability type might be
expected to select (state and outcome, along with the agent's ability,
jointly determine the principal's payoff), thus hindering the principal
from discerning the agent's ability.

In a different principal–agent formulation where the principal is
informed about the agent's productivity, Fang and Moscarini (2005)
have argued that making worker's quality transparent through wage
differentiation could either benefit or harm the firm. Specifically,
differentiated contracts convey “good news” to some workers about
their ability, which raises morale and effort, but “bad news” to others,
whichdepressesmorale andeffort; thenegative effect onoutputmaybe
large enough to justify offering the same contract to all employees. In

our analysis there is no ability parameter, only efforts matter and the
issue is about strategic disclosures of individual successes and failures.

Several other works noted in the introductory paragraph have
studied the negative effects of transparency in various applications and
especially in politics and bureaucracies. Levy (2007a,b) shows that in
committee decisions through voting, transparency of individual votes
leads to worse decisions when those casting votes are motivated by
career concerns. Mattozzi and Merlo (2007) study the relationship
between political transparency and the quality of politicians attracted
and show an inverse relationship, i.e., with more transparency quality
drops. Gavazza and Lizzeri (2007) have argued that when the service
qualities of different public offices are released, demands for better
quality providers increase which, in the absence of high-powered
incentives, leads to crowding and rationing, ultimately lowering the
incentives of high-quality provision. Gavazza and Lizzeri (2009) delve
into several subtle and complicated issues of transparency of the
political system, of government spending and revenues. The authors
argue that while transparency of government spending is beneficial,
improved transparency of taxes (i.e., revenues), through better
intertemporal smoothing of the tax burden, can paradoxically lead to
more wasteful transfer spending by political parties. In a macroeco-
nomic application, Angeletos and Pavan (2004) analyze the welfare
effects of varying levels of transparency of some payoff relevant public
information in economies with strong complementarities between (a
continuum of) agents' investments and the possibility of multiple
investment equilibria; greater transparency improves coordination of
agent activities, but given that coordination can lead to a collectively
good or bad equilibrium, more transparency may be beneficial or
harmful. Different from the above literature, Bac (2001) relates
transparency of decision making in public offices to opportunities of
establishing connections with key officials that may ultimately result in
more corruption.

Finally, we would like to make a distinction between transparency
in teams as analyzed in this paper and the idea of interim review (or
feedback) inmultistage tournaments (recent contributions are Aoyagi
(2010), Gershkov and Perry (2009), and Goltsman and Mukherjee
(2011)) where interim performance evaluations are used as a
strategic device to incentivize competing players to exert greater
efforts over several rounds. In ours, the issue is not about using
interim outcomes directly as the basis for a winner-take-all reward,
rather the question is whether making first-round outcomes public
would help or hinder teammembers' effort incentives and its effect on
the team's success which is a common goal for the teammembers. Our
work is thus closer to the team problems studied by Winter (2004,
2006, 2009, 2010).8

In the next section, we provide an outline of the model. In
Sections 3 and 4 we analyze the two cases, disclosure and secrecy. Our
main results comparing the two mechanisms appear in Section 4.
Section 5 concludes. All proofs are relegated to the Appendix, except
for the proofs of Lemmas 4 and 5, which are available online.

2. The model

A joint project consists of two tasks, with two agents (henceforth
“players”) assigned one task each. The joint project succeeds if and
only if both tasks are completed successfully. A player is given a
maximum of two periods to successfully complete his task; effort is
discrete, costs c per unit, and is perfectly observable. Towards the end
of Section 4 we discuss the implications for our analysis if efforts are
not observable.

6 Even just the news of interim progress of one firm may prompt rival firms into
greater activities (as in Choi (1991) where a firm's success in the initial stages, by
conveying that the project is feasible, is “good news” to its rival) or discourage them
(as in the R&D race of Bag and Dasgupta (1995), where early success reveals a firm to
be a “high” type, thereby intimidating weaker firms). Thus there may be other reasons,
besides internal incentives, why an organization may prefer secrecy or not.

7 Sometimes the supervisor may choose to only occasionally announce the state of
progress for reasons other than strategic disclosures, time constraint being one of
them. This paper assumes away the time constraint and focuses only on strategic
disclosures.

8 In Bag and Pepito (2010), we consider issues of peer transparency in teams where
team members make repeated efforts towards a joint project. There, outcomes are not
observed until at the very end of the project's duration. It is shown that transparency
of efforts during the project's development is beneficial when efforts are complemen-
tary in the project's success but neutral if the efforts are substitutes.
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