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ABSTRACT
When our perceptions and judgments are influenced by a variety of cognitive processes that are
not dominated by the actual data, subjectivity can arise and decision making can become
distorted. From HRM perspective, an understanding of cognitive processes is important for
credibly demonstrating its value proposition in the transactions that take place in an organization.
One good news is that the recent advances in behavioral economics have empirically proved the
significance of individual cognitive bias and its implications for Judgment and Decision Making
(JDM). Considering the past linkages of HR with economics, the basic strength of rationality of
its models, and the advances in economic thoughts, this thesis wanted to bring up a more
rigorous intellectual structure for HRM through behavioral economic outcome perspective of the
cognitive processes and biases in HR related decision making.

From a wide spectrum of HRM contexts, we examined two areas displaying economic
character, viz. Collective Bargaining (CB) and Performance Management System (PMS). In both
contexts, monetary transactions are involved, trade-offs are salient and hence economic
experimentation is possible.

Using the ultimatum game from the discipline in behavioral economics, the experimental
study in CB was conducted with the objective of testing regression to mean hypothesis in a
collective bargaining situation, where an industrial dispute arising from profit-sharing, between
the management and labour was to be resolved. The dependent variable was distribution of the
sum at the end of each negotiation process (measured through the split difference) and the
number of transactions taken for each negotiation. Cognitive overload (manipulated at 4 levels),
endowment effect (manipulated at 2 levels), agent strength (manipulated at 3 levels), role-

reversal (manipulated at 2 levels), gender (manipulated at 2 levels) and regulatory orientation of



personality (manipulated at 2 levels) were the independent variables. 168 participants
participated in the study. Participants were randomly assigned to either the management or the
union roles. Results revealed that, the division of sum regressed toward the mean more under
cognitively constrained condition. Results from agent strength found that the agents with
minority strength made offers with significantly large standard deviation invoking stalemate
condition in the process. Results on gender informed the larger influence of women in bringing
up equitable distribution of money in collective bargaining.

Drawing strength from the rich theoretical base of Transaction cost economics (TCE) and
the definition of opportunistic behavior, ‘self interest seeking with guile’ (Williamson, 1979), we
explored and extended the situations to a bell curved PMS. In PMS experiment, the dependent
variable was the opportunistic behavior measured through a self-developed questionnaire. The
major independent variable was PMS information load (manipulated at 2 levels), through
presentation of two scenarios viz. when an individual knows about her/his performance rating
and not of others; and when performance ratings of all subjects are revealed for comparison.
Gender (manipulated at 2 levels), age (measured at 4 levels), work experience (measured at 3
levels) and regulatory orientation of personality (manipulated at 2 levels) were the other
independent variables. 135 participants participated in the study. In the experiment, it was found
that the trade-offs were different at both information levels, though the stimulus (performance
score) was the same. It was further found that the reason for such a context-dependent shift in
opportunistic behavior was due to employees marking the achievements of their colleagues in the
organization, as reference points with which to compare their relative position in the appraisal.
This supported the Prospect theory assumption that the value function was found to kink at the

reference point generating a quantum of change in display of opportunistic behaviors. Our study



has further reiterated the earlier findings that a people would maximize expected payoffs when
they are below the reference point; and same people would be less opportunistic when the
expected payoffs are at/above the reference point.

Results of both studies were discussed for their theoretical and practical significance. Our
findings indicated that errors in judgment is prevalent and it calls for crafting default setting of
HRM contexts, which can absorb the impact of cognitive effects and can guide behavior of
subjects to desirable outcomes when cognitive abilities limit capacities. For example, in CB, it
was suggested that negotiation teams may consist of agent pairs of equal size for a balanced
approach and may consist of mixed gender, to ensure success in an important and long drawn
traditional HR activity like collective bargaining. In PMS, it was suggested that the propensity
for an employee to make opportunistic choices can also be reduced if the organization could
design a full grown metric system of evaluation and appropriate PRP plans; Organizations can
repair the mistakes emanating from competition and social comparison, by erecting regret-free
preferences designed around PMS; and that organizations can create ethical boundaries by
instilling and embodying ethical values in performance-reward system.

This study has made a significant contribution to the literature by identifying and
accounting for the predictable irrationalities in collective bargaining and performance
management system through the emerging field of behavioral economics. These results may
benefit HR practitioners who can work on cognitive effects, and other relevant demographic and
personality factors of individuals and teams for producing desired outcomes in HR related

decision making.
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