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How much do you tip?
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Tipping Matters

 Based on U.S Census (2011) data there are over twelve 

million employees in the United States that rely on tips as 

part of their income (conservative estimate).

 Classification of tipped employees varies by country and 

by profession (Lynn, Zinkhan, and Harris 1993).

 In the United States the following employees are 

generally regarded to receive some of their wages in the 

form of tips: servers, hair dressers, taxi drivers, and porters.
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Tipping Matters
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 Tipping benefits both the employee and the employer.

 For the employee, the amount received in tips is often 

larger than the amount received in salary.  Service 

contact employees that receive tips are frequently paid 

the minimum wage in the State that they work in.

 When employees receive enough tips employers can 

pay these employees less.  All employees must receive at 

least $7.25/ hr (federal minimum wage rate) but 

employees that receive tips that exceed the minimum 

wage may receive less in terms of wages.



Tipping
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 In the service sector where services are co-created by 

consumers and providers (Parasuraman, Zeithaml, and 
Berry 1985), tipping serves as a quality control function 

(Lynn and McCall 2000).

 The concept of tipping is a unique phenomenon in the 

service sector because it creates a situation where 

employees are paid by both the employer and the 

customer (Azar 2004).



Tipping and the Agency Problem
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 The service contact employee’s role is to act as the 

agent of the business (the principal); however, because 

the employee receives compensation from both the 

principal and the customer the interests of the employee 

and the principal may not be aligned.

 A server that also prepares deserts may give the 

customer a more than generous portion because this will 

please the customer and result in a higher tip (at the cost 

of the principle who incurs a higher cost).



Tipping and the Total Bill
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 Our work examined the relationship between the total bill 

and the size of the tip provided by the customer to the 
employee.

 We examine both the nominal size of the tip and the 

proportion of the total bill provided as a tip

 We hope to identify instances where the agency 

problem would be most prominent. 

 We make the assumption that the principle wants to sell 

more and as sales increase (beyond the initial service) 
the amount of effort for the employee increases as well.

 For example, selling a customer a desert or an extra drink in 

addition to the meal in a restaurant takes more effort than 

simply selling the meal



Hypotheses
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 H1: The total amount of money received as a 

tip has a positive linear relationship with the 

total amount of the bill.

 H2: The total bill will have a negative linear 

relationship with the proportion of the total bill 

provided as a tip.



Sample
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 We collected data from two different businesses: a hair 

salon and a restaurant.

 Both businesses were located in the suburbs of a large 

metropolis and in areas that feature a very large 

commuter population.

 Data was collected between October 2013 and May 

2014 from two servers in the restaurant (one male and 

one female) and one hair dresser (female).

 Our sample contained 365 transactions for the restaurant 

and 280 transactions for the hair salon.



Model Formulation
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 Dependent Variable: Total amount of the bill and the 

proportion of the bill provided as a tip

 Independent Variable: The amount of the total bill

 Control variables:

 Type of payment: credit or cash

 Gender of payee

 Number of people in party

 Gender of server

 Repeat customer

 Age of customer

 Ethnicity similarity

 Discount
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Variable 

 

Explanation 

 

 

tiBill  

 

The total amount of the bill for transaction (t), in the restaurant (i) or hair 

salon (j). 

 

tiCredit  Whether a customer paid in cash or credit.  This was a binary variable with 

credit was coded as 1 and cash coded as 0.  

 

tiGP  The gender of the payee.  This was a binary variable with males coded as 1 

and females coded as 0. 

 

tiN  The number of customers within the same group of customers. 

 

tiGS  The gender of the server.  This was a binary variable with males coded as 1 

and females coded as 0. 

 

tjRpt  Whether the customer was a repeat customer or not.  This was a binary 

variable with a repeat customer coded as 1 and a non-repeat customer as 0. 

tjAge  The age of the customer. 

 

tjE  This variable records whether the customer shares the same Hispanic 

ethnicity as one of our hair dressers.  If the customer was also Hispanic we 

coded this as 1 and if not the customer was coded as 0. 

 

tjD  This variable represents whether a discount was applied.  Discounts were in 

the form of coupons or discounts to certain professions (military and 

teacher).  If a discount was applied then this variable was coded as 1 and if 

not the variable was coded as 0. 

 

 



Model Formulation
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(1) 0 1 2 3 4 5ti ti ti ti ti ti tiAmt b b Bill b Credit b GP b N b GS e        

(2) 0 1 2 3 4 5 6 7tj tj tj tj tj tj tj tj tjAmt b b Bill b Credit b GP b Rpt b Age b E b D e          

(3) 0 1 2 3 4 5Prti ti ti ti ti ti tib b Bill b Credit b GP b N b GS e        

(4) 0 1 2 3 4 5 6 7Prtj tj tj tj tj tj tj tj tjb b Bill b Credit b GP b Rpt b Age b E b D e          

Equations 1 and 2 correspond to Hypothesis 1

Equations 3 and 4 correspond to Hypothesis 2



Results
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Restaurant ͣ

(sample = 365)

Hair Salon ͣ

(sample = 280)

Total Bill: b1 = 0.175*** Total Bill: b1 = 0.192***

F = 97.915 , R-sq = 0.571 F = 97.915, R-sq = 0.819

***significant at the p < 0.001 level
ͣ None of the control variables were significantly related to the dependent at the 

level of p < 0.05

H1: The total amount of money received as a tip has a positive 

linear relationship with the total amount of the bill.



Results
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Restaurant ͣ

(sample = 365)

Hair Salon ͣ

(sample = 280)

Total Bill: b1 = -0.002*** Total Bill: b1 = -0.001***

F = 5.214 , R-sq = 0.055 F = 6.874, R-sq = 0.128

***significant at the p < 0.001 level
ͣ None of the control variables were significantly related to the dependent at the 

level of p < 0.05

H2: The total bill will have a negative linear relationship with the 

proportion of the total bill provided as a tip.



Discussion

15

 As the size of the total bill increases then the proportion of 

the total bill provided as a tip decreases.  

 Consumers may be willing to provide a $5 tip on a $20 bill 

(25% of the bill provided as a tip).  However, if the bill was 

$100 then the consumer would be less willing to provide 

25% of the bill as a tip.

 If the size of the bill equates with greater effort then 

consumers may have less incentive to sell more because 

the proportion of the total bill that would be provided as 
a tip would decrease.



Limitations and Future Research
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 Prior work has found that perceived service quality has a 

small but significant impact on the amount that 

consumers provide as a tip (Lynn and McCall 2002).

 An automatic gratuity would appear to alleviate the 

agency problem because employees would receive a 

set proportion of the bill and would thus be more 

incentivized to sell more.

 As of January 1, 2014 the IRS will tax automatic gratuity as 

a regular wage.  This means that employers will have to 
pay extra costs (Medicaid and social security) when they 

institute an automatic gratuity



Thank you!

Questions/ Comments

A copy of this presentation is available 

from:

www.kashefmajid.com

Joshua Bailey Kashef Majid

kmajid@umw.edu

Gladys Peralta

http://www.kashefmajid.com/

