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Wage Contract Gray Income and
Career Concerns

YING FaN  XINQIAO PING
Peking University

Abstract We analyze the explicit and implicit incentives under the new salary system in a
simple 2-period dynamic model. We consider gray income as part of the manager s income and de-
fine the generalized’ career concern” and give up the assumption of completely competitive mar-
ket. By analyzing the effect of explicit and implicit incentives when the manager cares about gray
income we show that even explicit wage contract is introduced by the system the manager’ s
first-period effort doesn’ t necessarily increase and in no circumstance will the manager quit from
getting semi-legal gray income.
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