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NN BEHARERY RS EENTERR AL

X

# 2 HPRABPARERARET A RB LR TAIBW EARST
FERRRXY, BEARELARLPH A, ANRARKGTIRE
FRBATAER SR, THEFOATREZWEH, SHSHEEIREHT
—BERREAN R AR, AP ERHRATREABZ D T QKA T
W, FEEETURY P L EUNRLRE. £5 - IMRANELREEY
W, BEAREKYT O HERAAERRME. FE—RHER, RNRRETT
AR By MathCAD 1% 2 3 5 4 #9 it B 07 %

XetiE HXHE, REEY, RREYH

—, 3l

nu\,

HARBEAZHARBE - LEFALNRET CNRRA, FHRARE
BRTFHmELAR, ZHEFE LERFE, R AT HE) 28
SRR, H X WE Fi53% N Laffont(1995) . Green(1987) Fu Wang(1995, 1997) ,

R, AENEZFHISREHLANTYR “EL8” WREHEA R A
h, TREWRISERLE 4. XA H 2L & SpearSrivastava (1987)
F1 Green(1987) 5| N\, HAREFRERIEMERRE, #FIF N Abreu, Pearce
Fu Stacchetti (1990), Thomas F1 Worrall (1990), Atkeson F Lucas (1992) Pl &
Wang(1995, 1997) , Zrix A d, RE A BRH X OWAIREREA, H
RE—HNAH R FE, FEMRAMERSTREN S SHA, #l
EENEABRA, RENEIRERFEN, CHAFHERSANKETK
T, AXHERAAFREIRSR - NERTALE. vae—IMELRE
AR, Bk, BNIRFT—PERESREFNANEFT B SREHL
A, BMNAXHER N FBFRELA, GIHKNRELREMA,

‘BT XAMAKRBEELZME. mBRN TR, nREERTUELAHNFE
R RMREKE, “WEER TUFEARNE. R, BREBESH 2
F-RE EAREARBE HHHMAAM, 12 Thomas Ffn Worrall(1990) 221
W, AN ELARRBEA Y, ZRMZANLETUHKHE, wRLFER
AEYE, VEEATREAGHEM. RN EAXAAERL T RHEA W
FAFHURRLHN,

BNMAEPIREEARNTEXBETRAZANY SR, &A1
G, BEMEATMBAT YNGR, FArbIRTFRENEHR. T

*FAPNRAELF R, BEHH: Susheng Wang, Economics Department, HKUST, Clear Water
Bay, Hong Kong; ®#,3: (852)2358 7630; Email: s.wang@ust.hk ,
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BHATEANH T RRERTYMRSER, SRR T HEEA LR £
WERENSANER, ZXHEAT, —MEBATLEN REFVWSEET
BABTHRM, wRRE—HEEEFRIFVE., IREANGHSFHZHA®H
BEAM XM, WREFERE - HEREEE, REVNSEXHETHEREZNF
FEGAREMEHNR T, AMIBRALHHERE T EZRERN T KR
BREANREER. ERATERA B RBARE, WHEA KRG E
REANKEARE. BAFRRREDSEZLF, ZHRARANKB TS
BRRRBUE,

EEAREBEAT, “BRRAY RREAMEFT 2N EANRA. £
W, Mg ARELTAEN, vEAELZERR—MERRBEEAE. T
FERAEAG —ABEXRFRTHEN. AEXH, RIEBREREARR
ARAFTIEES, EREALY, FEMFAEHL-BNEERGEMXN,
AERAFEHBER Y, B REEA TR RRSUN “BRT A
2, BRMNTURFERLZFAEEEARRS, FEHXBERT PR AWM
FR Y E R BT,

KREXEREH DT, £ 2F, RINU-NEARBESKELA 0 —
MEERBEMA -RREBRNTNMEA, 00 R R R R IHILH .
MAMABRKERPH BN EL =ZF T, FUFTRE-—PERRTETH
HANEN, EEFRNTURIA - PMLEETARRESL. EEXES
REERA R, E—HEEFEALT, BEEXHERME (cdosed-form solution) , 7
FEF, BRE-FTEENGEA CRB—ADEFEAT. AFE L TR
MR —REBAE, FATELNNERREE A, WRRENAHER
LEBT 5 WL,

(=) =ARERA

FR-AZH-REXR: —NEHRARA - MRBEALFE—F =&
FErzeY REANK. HHY B4 — Lebesgue TR E, YC R, XTHAW
REME, REAWEARE ac ABRE, XE ABRHERH Lebesgue T I
%, AR, FREEF—NHEEEK fzl0) HAKIE, gXHEH ey,
FHRARRE B o WEA B v(z) REF, REANREHTNRE o
FX At o B E K ule,0) RF. RAIVBE

V>0, v <0, uy>0, uy, <0, wu,<O0.

ERATUNENHEF B ARABREEARE o BT REREREA
—AETFFEENGY s(@), INMAHELHTRE

so={s:Y — R,|s £ Lebesgue T Ji| £ }.
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EE, RMNERs@) >0, # AR THARKEL S BE, 4 U HREAS
SEEAANRRBETMUA, THLAXTREF AN EANSAREY
.

V= max [z - s@)f(ela)de

acA,s€sp

s.t. a€ arg;r}gﬁ/u[s(x),a']f(x|a')dx (2.1)

/u[s(x),a]f(x|a)dx >U.

Hgt R, ERAERHEENRE &4 IC) mAMAEE (IR) THRAMK
WA . R A A B 00 3R 3F W Mirrless(1974) . Holmstrom(1979) |
Grossman F Hart(1983) ., Holmstrom fr Milgrom (1987) ! % Kim fr Wang
(1998) . B FTREFWEERNE 2T ZMHER HFEEE R KA.

KT B QL) FREERTRE, AMMMBET —MNEEER, Y- HidE
{ve}i2o R4 SLF 447 F, Spear fur Srivastava (1987) £ 7 — MK % R E 7]
MW EE B 1

Viw) = a(w)7Ur(r'17:?U>§7s('7w) /{v[.’z; —s(z,w)] + aV[U(z,w)] }f[z|a(w)]dz
s.t. a(w) € arg max/{u[s(a;,w), a] + BU (z, w)} f(x|a)dx (2.2)
[tals(@, w),a(w) + BU(e,w)}flola(w)lds > w,

HFFAR we W R, fw R BREARESEEA N A4 5 A
WRHHR N, TR N A BRI a(),U(),s() F V().
FTFxAMA KR K BW SR, 3F I Rogerson(1985a) , Abreu, Pearce Fu
Stacchetti (1990) , Atkeson Fun Lucas (1992) Pl & Wang (1995, 1997) ., £ H 2
Thomas s Worrall (1990) i % 7 % — M E 4 KR EH A S, o Rabk KA
BEIL R, R EARRETURE G, EETURHERER.
B AREEAT RE-MFARRAIA DGR TALIRIHEAR
KRB A, WRZHIE {5} 5 %T'fiiiiﬁ HEt R T — AR
WERBEK S B yerr ~ fClye ), B4, REFANERTY AR LRTH
2 XTHFEE-ATH ﬁ%%ﬁiﬂ:%{}ﬂ?ﬁﬁﬂlﬁﬂ}ﬂ@ﬁ Uly) %%,

VRAFA (2.2) FHBRAAEAERY w BRI, BX Ulw,y) —HREL, TREMN—A
Uw,y) = [{u(s[U(w,),y'], alU (w, y)]) + BUU(w, 9), ¥} £ (¥ |a[U (w, 9)])dy’

HFHAN wEW fiy €Y R, Spear F Srivastava(1987) ¥tk &t 15y = A B4l 444 73
WA, EEUAEES AN,
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KA ERTERT A RREF M HE LT
ma [ {vle — s(e, )] + aV(e)Hloly, ay)lde

a(y) U()ss(49)

s.t. a(y) € argmax/{u[s(a;, y),a] + BU(z)} f(x|y, a)de

/&L 2,), ()] + BU ()} flzly, a(y)ldz = U(y),
U(y) > T(),

MNTHHMyeY, CR-MEEREEY, THERECEENE KN —A
B4 (a,50,V)., AEMIFF, #ER/EKATUEREAATw=U(y).
ERERU() B—ABEHER, RNALARAXACLARKMTU. &
RAEV, (23) AWAX U HKMERRAR, RIEH v RRE, W
Bt ARRSEMELRRSWEY, FXL, 22 & 23) £HRE v,
y=T(w) B A, BOR B 0 V2 TR T R AR W R B 2y ——(2.2) #
E—ITR, W (23) WRR -1 H£.

WTRINER NS TR, (23) R A — W,

Git1 ARREXEE, RNRFESE v ~ f(ly,0) R—HBRT
k8. KEYRACRAFTHERATARARRRARN. LREW, KA
B )3 A 2R DR R B — T A IR B B AL P B R

G2 BEBAAETHS HANEA. EEALFEF, EFFRE
RAET HEAHRTBERLSN N, E—FEHEE. Lucas (1978) 5 Stokey
F Lucas (1989) X HE X EHNENLFFE LT &8, #ERAATRMRE
EWhE. £, CHERRE XM, £, N2 TUALNRNRER
HEGARTREEENE. A2AF, FREIEAREKHRTH.

Hit3 HA QW NFEAREZRAET K U(z,w) XEXFTH
RE. ERTHRELE S Ulz,w) TR, flin, ZRS, WHET—HEM
HRAEF 0, X5 Ul,w) RE. THRSEMERZN, WEREH Uz, w)
FAERBEE. BRRERNKHER Q3) A FEXHF—ME; BLTH
RAT YRR M ERIE {v:}20 FEKF.

(Z) # MR KR E

RINAAEER M X THER, ARt AN HANESE (vs,00), F
Y1 ~ fClyo00) REF v RABEBEY f(ly0) BEHL2A. RAKE

{v}2o R—MEAZRT AR, A f &5 Y?2xA - Ry, RNMA
N:{071727"'} %%Fﬁﬁ%i%&n

BiZ 1(BRAKXEER) N TFHAAWH v € Yoo € Afut € Nyyyr ~

f('|ytaa't)7 &ﬂ]% f('|yt,at) 7?575\'75@%’] {“t}?io %’T‘J‘jiﬁﬁ {yt}t =0 ﬁ@%%%
EEEH. SREANIAGRT] s WEL {s:}20 8, ZHRANFHAEH

T (2.3)



2 H EHE: —AHIBPRELR 343

v Ro>R Ho=uy—s) krEtHANEH. REARZAR w
Ry xA— R, u=u(s,001) RFRFEL AW, XEREHRE—
B8y, —/MAFIF N Spear fu Srivastava(1987) . 4724 o W B ARR T — MWK
FAoupr. Fo, o WEERETOENEEN . RIVHEEZS SRR H
ﬁH—F: 2
S={s:Y? > R,|s & Lebesgue F Ji| £}.
HHR AW, B EREHTUNRES L-HRISEZARWK B L4
st =38y, y-1) . RINFBAME RN ZALSERNNEBREZL K MR
B, REREMEH, BNTUE —RNFSRELREMR (23) b
FEFA. EXHEALT, BIN—2FH a-1 = a(ys—1) . B4, ﬁﬁrlﬁ]ﬂz
A={a:Y — Ala & Lebesgue T £ }.
E\i, &%g y’] {atastautafta} %ﬁi}(jb
ay = a(yt), St41 = 3(yt+17yt)a U1 = u(3t+17at) ft+1 f(yt+1|ytaa't)-
WD AR AR (2o FAT B a() EXMBEAT B0, RAHNF s <t
Fuffr 7 By Borel TR EH ¢ Y — R, HA1H:

E () yt+1 ]—/ / / yt+1 yt+1|yta (yt)]dyt+1}

- flyelye—1, a(ye—1)]dys - - - dyss1,

;Ettljys,ui' RIAH, WERTALE {5} M A BEK {o.} EXWHE
BT BN, REAT s <t AW Borel TR EK ¢ : Y o R, RATH:

E{ T} P(ye+1)] = / / / ©(Yt+1) yt+1|yt,at)dyt+1}
(yt|yt 15 Gt— 1)dyt ~dysq1-
B] At AT X
Byle(@)] = [ o(@)faly,a)de
W 2R N = (o,y1, - ,u), B
LY|={U:Y — R|U & Lebesgue T N £}.
FH, FERL, EXIRBANELT, RIWEALTEES, y=uf
r=y1. EREHR I‘ﬂﬁﬁﬁ’ﬂ"/\iﬁ%ﬁ

Viyg) = max E{a(h )} ot~y ht
(0) = o Facuen 70 ; ol

st yip1 ~ fllye,a(RY)], VE>0,

{ (ht)} € arg{ l’l’}la}j E{a‘r} Zﬂ‘r 1 (h’ )7G'T—1]S‘t'y1'+1 ~ f('|y‘raa"r)7

=1

EE OO S g tufs(),ah )] = Tln), Voo € Y.

2 ﬁiﬁiﬂ BHEMAAFTHE R t €N Himt se <y WG, BREAES2 FHPEATELER
x4 .
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FHRRNRSR S ERHA 50 = s(vvems) BRI RS, 3 F BT L E F
5 %
4 = max E{a(ht)} S ot oy — s(ys, yi—
(v0) s(-,)eS {a(ht)} 0 ; [y (Y2, Y2—1)]

{a(ht)} € arg {arr;gnin{“*}ZﬂT Luls(yr, Yr-1), @r—1]
=1

S.b.Yrqg1 ~ f( |y‘raa"r)

E{“(h)}Zﬂt Yuls(ye,ye1), a(h* )] > Tlwo), Voo €Y

F—MESRIEW (23) fr (24) RMRH. FRABEK 19F, THRIEAFL
Mt K.

HERR LGBIRM) %% U c L(Y), (24) WA — 22 (23) B— Mk, 3T
(23)#, acAseSHVUecLY),

(2) B—FBIRR

X (23) FAMEE. E—FREF IR EFHRAERUWETHARTA
WR., EXFERT, ARGt =0, %&RMETEINE AT
U, xANF AT LR R N

Viy) = max /{v[a; —s(z,y)] + &V (x)} flzly, a(y)|dz

a(')EA,U(')EL[Y],S(-,-)ES

s.t. a(y) € argmax/{u[s(x,y),a] + U (z) } f(z|y, a)de,

/{u 2,),a(y)] + BU(2)} flzly, a(y)ldz = U(y),
vo) > U
ﬁ#,%%ﬁﬁ?uﬁt=0%ﬂﬁﬁﬁ,@?ﬂ%%%ﬁ%%%%%

BB BRI RAT. WRAEFREIRE L, Uly) <U, REAR2F 4.
AEZMREF, RINZLA%THEES, FR-ATEXHEY:

VO = o5, o [ 1 = @) + aV(a)}flely, a)lde

s.t. a(y) € argmax/{u[s(x,y),a] + U (z) } f(z|y, a)de, (2.6)
[ tals(@,9),aw)] + BU()Hlaly, ay)ldz = Uy).

FoWEEA (23) BRR#MERER, (25) %k, (26 &H. (23)RK
ETEANTREARPAECMRSTHTEZE, 25) RIET RN K
TEZY, W @6 FAaMFRIERT. Bk, (23) FHRELRHE W,
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HEAFRERBPAT, W (25) Fn 26) FREL L THRI XN ERT
ERHRATT. R (23) @, W4 (25 F (2.6) §EAME.
EXZMEEF, RNETERXEFRERER (23).

=, BESH

EE—FF, BIRZRER 23) W—LEF.

ﬂ?ﬂﬁ 2(75}9&}% BE) u(s,a) =u(s) —c(a).
Bk 2, F— BRI (FOA) g, A4 (23) ABERT

V) = e [ {ole — s(e,)] + aV @)} f(aly,a)ds (31)
/{u[s(x, y)] + BU(z)} fu(z|y, a)dz = ' (a), (3.1a)
[tulste, )] + U@} (el a)ds = (@) + Ule). (3.1b)

Yo ot —f, h R X R, HM -

= (0+)H‘j’ 4 s=h(z,2) £
FREE LR 2 W) . 4
{ ,2), ifz> (E)Jr)),

oo =g T
PR 20840588 EHR 2T, % FOARY, ALRGEL R
s(z,) = 8{, \w) " oly, a)] + o)}, (32)
20 ) AL (31) 100 IR A4 B BT

] 2%5)% GRE-FWEALy, RARKAREHIHA—F. £%
%%A%M%*'F&ﬁ@%ﬁkfﬂ%*, KAVH h(z) =()'(5) B

h(z), if z > (0+),
o(z) =
S
ﬁlsé\)

s(a,v) = ¢>{A(y)%[x|y,a(y)] +uw).

Bl 4, ﬁn% () 2177, F v B RRA, #F 2 > 0, RA1H h(z) = 2'/7
F1uoh(z) = ﬁfiﬁ/\%%&ﬁ@ KU uoh, BIIEE Y>3,

%ﬁﬁ%@“u T q: s(w,y) WEEM, REFWANy) WES T EHEERE:

EIE 3(IAMY) EMK2T, FFOARY, H L(zly,a) o, N
BAVLAXNTRAR yeY, AMy) >0,u(y) >0,
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FR-ANFHEANELFY, X TRLNEERR S, P (v}
B yer ~ F(lae), TR R yerr ~ f(lyeae), B, U),V(y) o f(ly, a) #
BTy, Mo, 23)RRT

1
%g%&]fﬂy/ & — 5(2)] f(zla)de

st. ac¢€ argmax/ a'lf(z|a’)dz, (3.3)

ﬂ/ 2), alf (z]a)dz = T.

R4 (EERETHRERRK) wRYo-1H, a=0HLELE
PHAY (33) WARKATERRKEU =0,

V =

g, A& peyidigja g

(—) =ML KREY

B S04 A 80 R RO R R Y, KSR S
M &y Bhattacharyya fu Lafontaine(1995) %% & #, & F# Kim Fr Wang(1998)
MmUY R A TREFERESEA RN, REEAHRGFER, A EHE
B, WEREHRLH, F—MHSEE, RINBEELRAXFE—IEY
%, ?

5 5(RERMRY) WRZHAFMRBASLEN G TR, BOR—H
EMAY, BLAFE-MTHANFEUEY, BERHRLAEER ()

s(z,y) = o(y)z + ¥(y), (4.1)
H i o(y) F(y) BEX -
la*(y)] — B [ U(z) falzly, a* (y)]d= .
o(y) = Tafulely,a ( s , (4.2a)
vl) = U) +<la* )] - B [ Ula)flalysa* )}z
B fwf[ ly, a* (y)|d= o ()] — (@) fuloly, a* (1)) dz
fxfa[x|y,a*(y)]d${ 2 ﬂ/U Walelw,a"wld }(4.2b)
HEa V() e () iTFREN:
/ [z + aV(z) + BU ()] falz]y, o* (y)]dz = '[a" (y)], (4.3a)
/ [z + aV(2) + BU(2)]flz|y, a* (y)]dz = V(y) + U(y) + cla”(y)]. (4.3b)

% (A1) RWHE, EFL246T, FOARY? BNXALRATHE
W (a,y) € AxXY,H [U(z)fulzly,a)de <0 F [zfou(zly,a)dz <0 g1, 3#F
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HXHERHyEY H oy 20, M4 a*(y) W IC KK ZH 44 (SOC) st
BWyeY gor, AR, FOA R,

5l 1 A
Yt = @y + Yp—1 + €,
etNN(070'2)7
Ul(y) = by,
c(a)=7a2,
HPb>0Ho>04%%. M4
flaln,0) = =53, R0 = [ef@lpa)do=a+y,
MR 5 F R
P i )]
a l—«a ’
_1-ab1-f) 1-b1-H) _1rl+bB-a)p?
oo = e s [ ]

_1-0-pb | L+bB—a)?
T 1—a VT 2—a)®

V(y)

FAMFF FOA 3, B FAMERWII, RHHERE T A5t T o
&S

EEW R EAAA L TARLEEWEAN, ER AR NS % L
Wy, b E E B % (FDD) B% 2R BHH RN L RPAT: FA4
# (BIV) fatsh Ak (CIV), FAMERRTA ALY AddVFsE LS,
SRR R AR R, FRERE WAL RA R, RN
BEMNFARTEEXS, BLRFRAEEERTRREELS, HRAR
ARMSMZ AR, H—FE, EFASERRT CIV), EELHH, %
AR CEHE, KREUARE AN, BEALESLEHE, FAENE
FRTETH—F. ALY, EIVHETELSLHNHE M EZHHRA
W, W CIVHEFAE-—NMEARSBRAN., XL, CIVHRAGELIR
BEAHRANEAL.

ERARARANFH R BN BT HF S HANAL. ERHTHER
Y, A %507 T W 55 40 4 A TR 17 T 8 — AL T35 L Tao Fo Wang(1998),
Wit T —AFARAARIRENAL: EFEH, Fraw CIV AR dw
WA MO RHESAHARE LT, ARITOEA R, £58 00— E %
W r Bk, RIVEBERARBANG AR S0 M2l 8, 35 Tao
1 Wang(1998) I — 3. B4, Y EHBTF RS H, F%LEWAK K
F—A K.
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(Z) R FETHERSER

WRENBEEBEK f(=2ly,0) FHR f(zla), BLEMNBRAT —NEL
BA, CRUER SR, & R() = [2f(zle) bkt @k, £XMHERL
T, f(zly,a)U(y) Fa V(y) ¢y MR, FH i dF 5 RATLE T UHFZ
i

s(z) =z+ (1 - B)U +c(a*) — R(a*), (4.4a)
V= R(a*) — c(la*_); (1- ﬂ)U, (4.4b)

oo™ iy Rie) =d(a") g, EwRNTHEZNAHE, % o=0=0H,
MEANBIEE, 72 AR W E LR

Spear-Srivastava MM B —MEAMA, CANULSHPIRANELFHH
— st t. R H M T By Spear-Srivastava A A 7 40 T #

s(z,w) =z +w— Pu+c(a”) — R(a*), (4.5a)
V(w) = %_;(“*) — w, (4.5b)

o f R(a*) =) kg, Ha=Ulz,w) REH., 2B T B RE—
b, RATLA A K H M T 8 Spear-Srivastava & jn o = 8 WH M4 F
B, @XE, CHUREENL

Wi EE S IR WM (44) &5 Spear-Srivastava A W (4.5), W B
w=u=UHa=08 B MERHEEAH, RINWEAE-fKL, BXCAY
a#p,

&, 7+ #

(=) — AR

BAE 3 VHLN, BEY 23) TURAEINFE [s(z,9),0(y), V(y),
AW), W] X FTAW y Y, TATE U TIUAF - ZEX:

V() = [ {vle — s(a0)] + oV (@)} loly, afw)ldo, (.12
[tulste, )]+ U@} flaly,aw)de = <law), (5.10)
[tulste )] + 80 @)} loly, a)lde =T + claw)), (5.10)
s(2,) = #{2. 2w 2 ol aw)] + ) }, (5.14)

J{vlz = s(z,y)] + aV (@)} fu[2|y, a(y)ld=

M= )]~ [ulote, 0] + B0 (@) ke, a0

(5.1e)
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HEEY, (23) WBLAHFRXEGTE, BAE-RERALT, G ERHE
A, BNTHEAZAMAN KRS —AEFH. I MHERFTURE—A
Pk S it B e, HERRL, RNBREZXAERNG TS —4
REABHZELAR 2B p— ST HRE e, RARBRAARY, X4
RN TRFHELAA.

iz 3(RE P HEMKIEAN) REARRNEFER.

Rz 4(AIRAA) Y RARN,
/q‘r\Y=(y1,y2,"',yn)$ﬂ

ai =aly;), sij =s(y;u), Vi=V(w), U:i=U(y),
pij(a;) = f(yilys, i), e = (i), X = Aws)-
3

Vi=) (y; — si5 + aVj)pij(ai),
j=1
> [ulsi) + BU 10, (a:) = ' (a:),
j=1
3 [u(si) + BT Ipij(a:) = T; + c(as),
j=1
sip = ¢>[Aip;j(ai) +Hi}, k=1,---,n,
pij(as)

o Zj(yj — 835 + an)p;j(ai)

C M ai) — Yo, [ulsis) + BU; Y (a:)

ﬁ%ﬁﬁ;ﬁ#‘] iaj = 1727 crry N, iiﬁﬁ\jfﬁy%i T ﬁ/l\/E% (aiasi,ja‘/ia )‘jaui) o
M= g s € RV Frdh, RINVEEIAAFRE IR L4 R 5 RiT4H.

#—%H—MFE.
L% s, i TR KM
> [u(si) + BUIpi (i) = ¢ (ai), i=1,---,n. (5.2)

B—Aai i (5.2) PH—AMFRERRE.
2. afos, iHH

-1

1-— CVP11(G1) —apm(al) —apln((h)
v ( _ap2:1(012) 1-— a}?zz(az) —ap%n(ag) )
—app1(an) —appz(an) -+ 1— appn(an)
( > v(y; — s15)p1i(e1) )
: : . (56.3)
22 0(Yj — Snj)pnj(an)
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. A F a,sFV,itH
_ >5[y — 85) + aVjlpi;(a;)
(a;) = 32 [ulss;) + BU;1p(as)’

4. ?‘éiafﬂ%*ﬁ@u
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A Recursive Dynamic Agency Model and a
Semi-Linear First-Best Contract

SUSHENG WANG

(Hong Kong University of Science and Technology )

Abstract A recursive dynamic agency model is developed for situations where

the state of nature follows a Markov process. The repeated agency model is a special case.
It is found that the optimal effort depends not only on current performance but also on
past performances, and the disparity between current and past performances is a crucial
determinant in the optimal contract. In a special case when both the principal and the
agent are risk neutral, the first best is achieved by a semi-linear contract. In another
special case of a repeated version, the first best is again achieved when the discount rate
converges to zero. For the general model, a computing algorithm is developed, which can
be implemented in Math CAD to find the solution numerically.
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