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Abstract

In rank-order tournaments, the performance of agents with the same
principal is compared with each other, every agent’s compensation de-
pends on his rank in all agent sequences, but unrelated to his own abso-
lute performance. The incentive comes from the compensation spread
among agents, and the top compensation is beyond to agent’s marginal
productivity. Rank-order tournaments provides strong explanation for the
rapid increase of manager’s compensation in western countries, and also
gives theoretical instruction for reforms on managers’ compensation sys-
tem in China. However, few studies on rank-order tournaments are found
in domestic literatures currently. In the view of the influence of top man-
agement teams’ (TMT in brief) characteristics, counterproductive be-
havior and collusion on compensation spread, this dissertation establi-
shes initial extension model, further extension model, and asymmetric
collusion-proof mechanism. Then it analyzes the factors influencing com-
pensation spread. The main results of this dissertation are;

First, it proves that compensation and firm performance are smaller
if there existing counterproductive behavior. In the original model of rank-
order tournaments, agents are hypothesized as identical without consider-
ing their difference in characteristics. This dissertation establishes an ini-
tial extension model of rank-order tournaments by introducing variables of
TMTs’ characteristics. Further, counterproductive behavior to decrease

competitors’ performance resulted from rank order tournaments is also
.1
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considered, on the base of the initial extension model, this dissertation
then establishes a further extension model by introducing counterproduc-
tive behavior. Comparing this two extension models, it is clear that com-
pensation spread and firm performance are smaller than those without
counterproductive behavior, this theoretical conclusion are proved by ex-
perimental study.

Second, under the condition that TMTs’ characteristics is symmet-
ric information, there doesn’t exist a collusion-proof contract on compen-
sation spread according to asymmetric mechanism. Present researches on
asymmetric collusion-proof mechanism distinguish collusion individuals in
the view of discrimination, which is against the practice that fair employ-
ment is urged in many countries. However, This dissertation puts forward
some new points in the view of TMTs’ characteristics. When TMTs’
characteristics is symmetric information, TMTs’ can distribute benefit
based on this common information. So it is impossible to make a compen-
sation spread contract to motivate managers to make great efforts.

Third, under the condition that TMTs’ characteristics is asymmet-
ric information, it is impossible to have managers with advantageous in-
formation to tell the truth, and a side-contract based on TMTs’ charac-
teristics cann’t be arrived. Managers’ status in acquiring collusion benefit
will be various with their characteristics. Under the condition that TMTs’
characteristics information is asymmetric, one side with advantages in in-
formation will always make report favorable to himself, then the third
party can not have those with advantages in information to tell their true
type, therefore, he can not make a side-contract to meet all sides’
needs.

At the last, under the condition that TMTs’ characteristics is
asymmetric information, it is possible to make a compensation spread
contract according to the asymmetric collusion-proof mechanism. When

.2.



Abstract

TMTs’ characteristics information is asymmetric, collusion cohorts have
to make negotiation without perfect information, asymmetric information
leads to distrust and conflict, all sides cannot make an agreement on
benefit distribution. Therefore, asymmetric information is helpful to pre-
vent collusion, and some compensation spread contract can be made to

motivate managers to make great efforts.
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