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Research questions:  

1.) How do exogenous sources of utility figure into the 

formulation of a 2
nd

 best optimal risk sharing contract? 

 

2.) How can this structure be used in reduced form 

empirical work? 

 

Motivation 
- Are contracts optimal (Chiappori and Salanié 2002)? 

- What are some restrictions on the optimal contract in terms 

of the primitives? 

- No one has systematically analyzed how principal and agent 

“wealth” affect an optimal contract. 



 

 

Wealth effects and contracts, precedents 

 

- Guo and Yang (2004, JET) 

- Vera-Hernandez (2003, RAND) 

- Laffont, Matoussi (1995, RES) 

- Others… 

 

  



Ackerberg and Botticini (2002, JPE) 
 

contract = �	
principal traits� + ��
agent traits� + � 

 

Instrument: 

principal and agent traits = �
regional heterogeneity� + � 



Theoretical Model 
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Agent incentive compatibility 
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Using first-order approach (Rogerson 1985), 
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Theoretical Implications 
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Empirical framework 

 

' = �A + �B$	 + 
�B + �C − 1�$� + �C0 + �,% + D 

 

D = �,,%E + �BB$	E + �CC0E + 
�BB + 2�BC + �CC�$�E + �BC$	0 + �,C%0 + �,B%$	
+ #�,B + �,C(%$� + 
�BB + �BC�$	$� + 
�BC + �CC�0$� + G 

 

An Nth order Taylor approximation gives us  

N(3N-1)/2 restrictions on the coefficients. 

 

And all of this buys us  … ? 

  



 

Estimation 

 

- Survey data from Lac Alaotra, Madagascar.  

Collected to analyze reverse share tenancy; see 

Bellemare (2008, working paper) 

- Around 387 observations. 

  



   

 

  



 

  



 

- Caveats: 

a. Data 

b. Standard econometric issues 

 

- Future work 

a. More general theoretical model (e.g. incorporation of disutility of 

effort). 

b. Dynamic stochastic control framework (Schattler 1993, JET) 

 


