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A Study of Elegated Portfolio Incentive Contract

HE Xiang
( Central South University ,Changsha 410083, China)

Abstract ;

The paper studies absolute and relative performance optimal salary contracts and the incentive of contracts by develo-

ping an agent model. The study finds that the optimal effort level of managers is positively correlated with the ratio of sharing,and linear

contracts can stimulate magagers to work harder. Compared with absolute performance salary contracts, the relative performance salary

contracts increase the ratio of sharing and optimal effort level significantly. Moreover, agent cost is positively correlated with the risk of

fund investing and the managers’ risk aversion level in absolute performance salary contracts;while in the relative performance salary

contracts , the agent cost firstly increases with managers’ risk aversion level ,and then reverses,finally it stabilizes at a lower level.

Key words: agent; elegated portfolio; incentive;

salary contract





