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Theme

The authors seek conduct an experiment to investigate the problem of moral hazard and the performance characteristics of various group incentive schemes deduced from economic theory, namely;

1. Partnership Schemes: Revenue Sharing (used as reference point)
Here, the lowest effort is observed because free-riding and shirking is a dominant Strategy
.
2. Target Based Schemes Forcing Contracts

Forcing contract is seen as a remedy to the shirking dilemma presented by revenue sharing. Here revenue target is set exogenously for the group and if it is achieved the workers share in all the revenue generated. Should it fails, each worker is paid a relatively low penalty wage. 

3. Profit Sharing

This is nothing more than a forcing contract scheme with a lower target and a penalty wage of zero.

4. Gainsharing
Again this is similar to the target based and profit sharing schemes but here the target is generated endogenously by the previous output of workers. Hence it is a forcing contract with a target based on historical performance.
5. Tournament-Based Schemes: Competitive Teams
In contrast to target-based schemes, tournaments make the payoffs of agents or groups of agents contingent upon relative, rather than absolute performance.
6. Individualistic Schemes: Monitoring
Under this mechanism, the firm offers its workers a wage W greater than their opportunity wage W if they exert effort level e*. The firm check the effort with a probability P in each period, should the worker be caught exerting lower effort, he will be fired.
According to the economic theory, the Partnership Schemes: Revenue Sharing suffer most severely from disincentive effects and hence represent the archetypical incentive mechanism for which free-riding is a dominant strategy that yields Pareto-inferior outcomes for all. Thus, using this scheme as a reference point against the others, the authors wanted to find the benefits that these other schemes bring to the group and what factors were crucial in allowing greater effort to be exerted under these schemes. The experiment was simple as it is only a matter of comparing the worst scheme (revenue sharing) against all of the others which according to economic theory can yield more efficient outcomes in terms of effort levels. 
The findings were as of following;

A. Shirking happens
When experimental subjects are placed under an incentive plan which provides strong incentives to shirk (i.e. revenue sharing scheme), their effort levels do approach the shirking equilibrium
 as they near the end of the experiment.
B. History matters

The history of a group and its performance in the past is an important predictor of how that group will perform when a new incentive programme is introduced.
C. A little competition goes a long way
Evidence indicates that one effective way to increase group effort is to introduce some within-firm competition between work units performing the same task the same task – setting up an intrafirm team tournament.
D. Monitoring works but it is costly
When monitoring is possible but not perfect, high level of effort can be elicited from workers. However, unless the probability of detection is great (and therefore, costly to maintain), such monitoring schemes are likely to fail. In other words, monitoring would only work if it is imposed properly. However, the trade-off is higher cost associated with the scheme.
� In this case, least effort will be exerted in comparison to other scheme. This is because each agent does not take into account the positive externality that his/her effort would bring to the group’s outcome.


� The equilibrium value can be obtained mathematically. The set up is that we have done in class where the tool of FOC is employed to find the effort level under Nash Equilibrium. 





