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Sudy on Principal-agent Contract Incor porating Overconfidence

Huang Benxiao ,Huang Jian
(School of Economics and Management ,Wuhan University ,Wuhan 430072 ,China)

Abstract : The traditional studieson principal-agent relationship are based on the hypothesis that both participants are fully rational . However ,

lots of researches show that the participants are not alwaysfull rational ,and one of the most obvious behaviorsisoverconfidence. This paper in-

tegrates the behaviora economic theory with the principal-agent theory ,and incorporates the overconfident agent into Hol mstorm-Milgrom mod-

e ,and adjuststheindividual rationality constraint to establish a new principal-agent contract with the overconfident agent. The result shows that

the factors afecting the overconfident level of the agent include the absolute risk averson coefficient and the endeavor cost of agent as well as

some exogenous uncertainty factors,and the new model can bring higher profit to both the principal and the agent.

Key words: overcorfidence; principa ; agent ; principa-agent contract
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