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Trust in management in organizations
Employee trust in their managers allows a firm to delegate decision-
making, aiding both productivity and profitability
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AUTHOR’S MAIN MESSAGE
Delegating authority can make firms more productive and profitable, as employees are often better informed 
than managers. Managers must be able to trust that employees will not misuse their autonomy, and employees 
need to trust that managers will keep their promises. If they are trusted, managers can delegate decision-making 
to employees with confidence that a promised future reward will be sufficient to appropriately motivate them. 
Consequently, trust is an important input into running a firm well. One policy option to facilitate better-run firms 
is to promote management training programs, much like a modernized version of the state-sponsored training 
programs offered in the US in the post WWII period.

ELEVATOR PITCH
It is not possible for a formal employment contract to 
detail everything an employee should do and when. 
Informal relationships, in particular trust, allow 
managers to arrange a business in a more productive 
way; high-trust firms are both more profitable and 
faster growing. For example, if they are trusted, 
managers can delegate decisions to employees with 
confidence that employees will believe the promised 
rewards. This is important because employees are often 
better informed than their bosses. Consequently, firms 
that rely solely on formal contracts will miss profitable 
opportunities.

KEY FINDINGS

Cons

Market downturns can cause trust to be broken, 
as managers find it harder to keep past promises 
in tough times.

External negative shocks mean that trust tends to 
be lost over time, rather than earned.

Labor mobility makes trust more difficult; shorter 
employment relationships reduce the reputational 
costs to managers from breaking their word.

Trust is difficult to manage in organizations 
because it is the combination of social norms, 
managerial practices, and individual relationships.

Pros

Formal employment contracts are incomplete, 
necessitating informal agreements to fill the gaps; 
these informal agreements rely on two-way trust 
between managers and employees.

Trust comes from individual relationships between 
an employee and their managers, managerial 
reputation, and social norms.

Trust allows for more effective task allocation and 
organizational structures, which can allow firms 
to better utilize employees’ knowledge and skills, 
aiding profitability.

Competition in the product market can engender 
higher levels of trust within organizations, as 
competition spurs firms to be more productive.

Decentralization of decision-making authority when
employees trust (or do not trust) their managers
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Source: Authors’ own compilation based on data from the Australian
Workplace Industrial Relations Survey 1995. Online at: https://dataverse.
ada.edu.au/dataset.xhtml?persistentid=doi:10.26193/UUGUFF




