
Accepted Manuscript

Title: Investing to cooperate: Theory and experiment

Author: Jean-Pierre Benoı̂t Roberto Galbiati Emeric Henry

PII: S0167-2681(17)30252-4
DOI: http://dx.doi.org/doi:10.1016/j.jebo.2017.09.011
Reference: JEBO 4146

To appear in: Journal of Economic Behavior & Organization

Received date: 23-9-2016
Revised date: 18-8-2017
Accepted date: 17-9-2017

Please cite this article as: Jean-Pierre Benoît, Roberto Galbiati, Emeric Henry, Investing
to cooperate: Theory and experiment, <![CDATA[Journal of Economic Behavior and
Organization]]> (2017), http://dx.doi.org/10.1016/j.jebo.2017.09.011

This is a PDF file of an unedited manuscript that has been accepted for publication.
As a service to our customers we are providing this early version of the manuscript.
The manuscript will undergo copyediting, typesetting, and review of the resulting proof
before it is published in its final form. Please note that during the production process
errors may be discovered which could affect the content, and all legal disclaimers that
apply to the journal pertain.

http://dx.doi.org/doi:10.1016/j.jebo.2017.09.011
http://dx.doi.org/10.1016/j.jebo.2017.09.011


Page 1 of 32

Acc
ep

te
d 

M
an

us
cr

ip
t

Investing to cooperate:

theory and experiment∗. †

Jean-Pierre Benôıt‡, Roberto Galbiati§and Emeric Henry¶

Abstract

We study theoretically and in a lab-experiment investment decisions in environments where

property rights are absent. In our setting a player chooses an investment level before interacting

repeatedly with a given set of agents. The investment stochastically affects the payoffs of

the game in every subsequent period. We show that more volatile returns make investment

more difficult in the absence of legal protection, and might force the investor to invest more

to guarantee cooperation. Experimental results are broadly consistent with the theoretical

findings.

JEL: C72, C73, C91, C92
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1 Introduction

An entrepreneur considers investing in a foreign country where there is a risk of expropriation. A

user of a public good needs to invest to improve its quality in a setting where overuse of the public

good is a serious concern. A firm must decide how much to invest in innovation in an environment

where intellectual property rights are weak. In all these examples involving an investment decision,

legal protection being weak or absent, the incentive to initially invest might appear weak. However,

these investments are typically embedded in a dynamic environment where the parties involved

keep interacting. In this context, the disciplining value of repeated interactions can serve as a

substitute for legal environments. In this setting, we explore theoretically and empirically how

the levels of investment differ depending on the legal regime and how they compare when we vary

a particular characteristic of the environment, namely the volatility of returns.
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