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ABSTRACT

Teamwork Management in an Era of Diminishing Commitment*

This paper studies teamwork management when the principal has different
degrees of commitment power. In a model in which both the principal and
agents are symmetrically uncertain about the agents’ innate abilities, implicit
incentives arise when the principal is not able to commit to long-term
contracts. The presence of implicit incentives makes the agents more
reluctant to behave cooperatively (they actually have incentives to ‘sabotage’
their colleagues). This forces the principal to offer more ‘collectively oriented’
incentive schemes than in the presence of commitment, in order to induce the
desired level of cooperation. Moreover, teamwork exposes agents to higher
risks than the ones they are exposed to in a Taylorist workplace. We find that
the optimal team size is constrained by risk considerations and is decreasing
in the uncertainty of the production technology and in the time horizon of the
team.
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NON-TECHNICAL SUMMARY

The organization of the workplace has changed drastically during the last two
decades. Teams are replacing the individual as the primary performance unit
in the company. It is argued that teams are able to react faster to volatile
environments and that teamwork permits a more efficient use of employees’
complementary skills. Many corporations hence aim to foster teamwork
among their employees. For instance, a 1994 survey of US firms found that in
64% of the responding establishments, at least half of the core workers were
involved in employee problem-solving groups, work teams, total quality
management practices, job rotation or combinations of these practices.

During the same period of time the employees’ trust in their management
appears to have diminished substantially. In a survey by the Conference
Board of a network of executives from 2,900 firms, two-thirds of the
responding companies claimed their employees to be ‘highly distrustful’. This
feeling of distrust may relate to the perception that there is less job security
than in former times. Indeed, the rate of job loss in the US has increased
considerably in the 1990s and displaced workers suffer from considerable
earnings losses. Moreover, wages appear to have become more volatile.
There is empirical evidence that due to greater product market competition,
wages in US firms have become more sensitive to the prevailing
unemployment and that internal labour markets seem to shield workers less
from outside labour market conditions. In general, it appears a rather robust
empirical fact that many employees believe their employer has breached
some aspect of their employment agreement and that firms are less willing to
insure their employees through long-term contracts.

Our paper shows that the occurrence of the above tendencies creates a
tension corporations have to deal with. While cooperation is particularly
desirable from the point of view of the firm, the firm finds it harder to induce it if
employees do not trust their managers’ promises, i.e. if managers have no
commitment for long-term contracts. We investigate the effect of diminishing
managerial commitment on two elements of teamwork management: first,
optimal incentive schemes; second, the choice of optimal team size.

In respect to optimal incentive schemes, we show that without commitment for
long-term wage contracts (salary paths), employees have an increasing
incentive to behave selfishly in order to appear more productive. We base our
analysis on the career concerns model introduced by Holmström. Diminishing
managerial commitment gives rise to two types of implicit incentives. While
career concerns make the agents work harder on their own tasks, they also
reduce the willingness of each agent to help his or her colleague. Each agent
does not only want to appear as being of high ability, but also better than her



colleagues. This kind of ‘passive sabotage’ arises even though explicit
incentive schemes actually reward employees for their colleagues’ good
performance.

A testable prediction of this analysis is that in order to restore the balance
between individually-oriented effort and teamwork, the principal must increase
the collective orientation of the explicit incentive scheme. This prediction is
corroborated by a recent survey among Fortune 1000 firms. Firms
increasingly seek to base their employees’ wages on team efforts and outputs.
In particular, this is the case for downsizing firms where presumably
employees’ trust in management is very low.

The second contribution of our paper is to show that team size is constrained
due to the agents’ risk considerations. Due to the team members’ unknown
innate abilities, teamwork exposes each agent to more risks than he or she
would be subject to in a traditional, individualistic workplace. In line with the
trade-off between incentives and insurance known from the moral hazard
literature, we show that due to these risks the principal cannot take advantage
of the full efficiency gains associated with the productive synergies of
teamwork. In particular, when managers cannot commit to leave the size of
teams unchanged in the future, the optimal team size shrinks.

Our analysis sheds some light on the risks associated with policies that aim to
develop individual skills and increase individual visibility as a substitute for job
security. Such efforts to increase ‘employability’ may involve a serious
drawback, since they may exacerbate the tendency for selfish behaviour
within the firm, unless they are accompanied by higher-powered team-
oriented incentives. Our work is hence also related to recent research that
points out that ‘innovative’ Human Resource Management (HRM) practices
are effective only if adopted together. Finally, our paper indicates that there
are important constraints on the restructuring of firms towards more
‘empowerment’ and teamwork: Even when the individual can be made
accountable for her performance, teamwork can be hard to implement due to
risk-sharing considerations.
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