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Incentive Theory: questioning the impersonal 
dimension of exchange 

•  General Equilibrium Model 
•  Arrow - Debreu (51) 
•  The introduction of Asymmetric information. 
•  The market is not anymore a central place 

where quantities of a specified good are 
exchanged. It becomes a local face to face 
exchange place where economic actors are 
able to identify themselves and to contract 
together.  
•  Stiglitz 74, Mirrles 71, Spence 74 & J-J 

Laffont. 
•  Solutions:  
•  A menu of contracts 
•  Implicit agreements (Gibbons 98, 01, 04) 

•  No differences within and between firms 
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Incentives within firms: FACTS 

•  « De 59% en 1994, le pourcentage de cadres bénéficiant 
d’une partie variable dans leur rémunération est passé en 
2005 à 71%. Mais si ce chiffre est significatif, il ne doit pas 
en occulter un autre : dans le même temps, le poids du 
salaire variable dans la rémunération annuelle a diminué. 
Concrètement, pour 54% des cadres percevant un salaire 
variable, celui-ci représente au plus 10% de leur 
rémunération annuelle. C’était le cas de 48% d’entre eux il y 
a dix ans. », Source APEC 2005 
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FACTS 
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FACTS 
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Facts 
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FACTS 

•  Sources : 
Enquête CEGOS 
2008 – 
« Climat et 
relations 
sociales dans 
les 
entreprises » 
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Incentives within firms 

•  The problem of selective intervention 
(Williamson 1985) 

•  Negative experience 

•  Foss 2003 (Oticon Spaghetti 
Organization) 

•  Positive experience 

•  Lazear 2000 (Safelite Glass 
Corporation) 

•  Mix experience 

•  2008 HB Case (Engstrom) 
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Applications and Implications: One Case Study 

•  Application 

•  Lazear E. 2000, “Performance Pay 
and Productivity”, American 
Economic Review, 90, 1346-1361  
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Applications and Implications 

•  Lazear E. 2000, “Performance Pay and Productivity”, American 
Economic Review, 90, 1346-1361  

•   Safelite Glass Corporation 
•  Introduction of a new management strategy 

•  Individual incentives  

    W = S                  => W = s + by 

•  3,000 different workers over a 19-month period 

19 months

9
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Lazear 2000 

• Consequences 

•  Average productivity :  a 44-percent increase in 
output per worker! 
•  50% due to adverse selection effect 
•  50% due to moral hazard effect 

•  Variance around individual productivity changed 
•  Reduced or increased? 

•  Average wage increased of 7% 

SSA – April 09- 12 !

Lazear 2000 

•  Is it a success? 

•  Profit and wage increase? 
•  Costs of implementation? 
•  Costs of control? 

•  Impact on quality? 
•  Other more optimal solutions? 
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Final Conclusion 

•  Organization is (in part) an incentive system 

•  This incentive system must be chosen depending on  

•  Environment 

•  The way production is organized (contribution of the 
actors is observable and/or verifiable or not) 

•  When you consider an activity which can be easily 
incentivized it might be externalized. When It is not, control 
might replaced incentives (i.e. integrate) 


