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Team Production, Collective Reputation and Sharing Rule

JiNBO LI
(Guanghua School of Management, Peking University)

HuiHuA NIE
(School of Economics, Renmin University of China)

SHEN Ji
(Department of Economics, Yale University)

Abstract: Collective action is the core topic of the theory of contracts and organizations, but there
has been no satisfied solution to this problem for a long time because of the existence of free-rider
problem or moral hazard in teams. This paper provides a new approach to solve moral hazard
problem in teams: in order to send a good signal in market, a team will make a higher level of
joint effort than static game, which shapes collective reputation. The collective reputation can
subsidize the team for efficient loss due to free-rider problem, and so alleviates the conflict
between balanced budget constraint and incentive compatibility constraint. This paper indicates
that when the rent from collective reputation is big enough, different kinds of teams may

cooperate in some extent by appropriate sharing rule or ownership allocation.

Keywords: free rider, team production, collective reputation
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