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A The basic agency model and its uses
(Hendrikse, Chpt. 5 & 6).

A Incentive management: Watered down version
of Holmstrom & Milgrom (1991).

A Exercise.

AEnd at 11.45 ¢é. Higly relevant
SMG, 1st floor w/ TL Hill & Ram Mudambi,
Temple U.: oLonging to Belong
Governance of Knowledge Intensive
Organi zations. o
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EE | THEH BELL JOLURMAL OF ECOMDMICT

pets from ohagprving @ ilsell. As Mirees' | 1974) gxample (p. 24E) indicnies, ks
vile: may occasionally be neglig:.

Some indicators of the value of the signal can be fownd by sosdving 113
Roughly speaking, the more varialion @ sigeal causes in 005 the mome valushle
it will be. This sesms &flioelr 10 formalize, and | belisve Bal of o geseral
kevel signals can only be comgared by vaing Blckwsll's nolion of finesess
(ner Bleckwell {19510 and sl remiark 4 ghavel,

6. Asymmetric information

B In many respecis the model we have analyred & very primiiive. Oine
wnreslistic fealure ix the assumplion kol ke agent chooses Ris sction having
the same informacion as the principal, thet is, before anything aboul @ & re-
vealed. Commaonly this will not b2 the casze. Afer the sharing nbe s Axed, the
agend will often lesrn =omeibing new aboul the difficely of his sk or the
eanironment in whch il is oo be performed. The lollowing extension of o
miodel applies to such cases. ™

Lt 3 b a sipsal sbout & which the apent observes prior (0 choosasg 2,
%0 that his choice bezomes a femction arz). As before, we suppress 8 and writs
JFir, vz} forthe joint dessity function, whare v is some sdditional informalion
abderved By btk partion. The Besl sharing rule s, )] ¢an B defermined by
solving the program:
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I-[trr_l"lx,_l-lz.a:l i ihe conditkonal demsiiy of x and v, given & ased the eomom
o, aiell s in 1B moangingl densily of ;. Lelling wizipish be the mulipher func-
tlon for (245 and & the multipler for (23), poinl-wise oplimization gives the
sharciernsion;
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This equation closely resembles sguatkon | 13, Again the second term o the
rijght-hand sids indicates devialions from 2 firsi-best soluion, ead qualiiaiively
one cun draw concheskons similer vo those Tor the calier model. The dilference
i Chal the devEilion from firsl-best risk sharing 1= delermined by & welghted
avernge of the Incentive effects in the various slales g, with B waighs uiz o)
heing dependen on the probabdiny of ¢ and the desirabiity (or cost) of Frcing

¥ Thn cormuponds 4 Modal 2 in Hams snd Basie 1978
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0 T hSoviet ma n a g sucbéess indicator was a
measure of gross output, such as weight, quantity,
square feet, or surface area. Gross output indicators
played havoc with assortments, sizes, quality, and
so on. Nikita Khrushchev complained of chandeliers
s 0 h e thatyheyipull the ceilings down on our
heads. 0 faBous Soviet cartoon depicted the
manager of a nail factory being given the Order of
Lenin for exceeding his tonnage. Two giant cranes
were pictured holding up one giant nail. o

-- Paul Craig Roberts
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Table | Ringelmann’s rope-pulling experiment

——Number of rope Average weight Added weight
pullers Total weight per rope puller per rope puller
1 1.00 1.00 1.00
2 1.86 0.93 0.86
3 2.55 0.85 0.69
4 3.08 0.77 0.53
5 3.50 0.70 0.42
6 3.78 0.63 0.28
7 3.92 0.56 0.14
8 3.92 0.49 0.00

Source: Ringelmann (1913, p. 9)

Ringelmann, M. (1913). « Recherches sur les
moteurs animes: travail de I'homme; » Annales de
I'Institut National Agronomique, 12, 1-40.
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Steven Cheung (1983: 5)
claims that riverboat
pullers who towed
wooden boats along
shore line in Pre-
communist China agreed
to hire monitors to whip
them to restrict shirking.
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