
Hagedorn, Marcus

Working Paper

Contracting with Private Information

IZA Discussion Papers, No. 690

Provided in Cooperation with:
IZA – Institute of Labor Economics

Suggested Citation: Hagedorn, Marcus (2003) : Contracting with Private Information, IZA Discussion
Papers, No. 690, Institute for the Study of Labor (IZA), Bonn

This Version is available at:
https://hdl.handle.net/10419/20647

Standard-Nutzungsbedingungen:

Die Dokumente auf EconStor dürfen zu eigenen wissenschaftlichen
Zwecken und zum Privatgebrauch gespeichert und kopiert werden.

Sie dürfen die Dokumente nicht für öffentliche oder kommerzielle
Zwecke vervielfältigen, öffentlich ausstellen, öffentlich zugänglich
machen, vertreiben oder anderweitig nutzen.

Sofern die Verfasser die Dokumente unter Open-Content-Lizenzen
(insbesondere CC-Lizenzen) zur Verfügung gestellt haben sollten,
gelten abweichend von diesen Nutzungsbedingungen die in der dort
genannten Lizenz gewährten Nutzungsrechte.

Terms of use:

Documents in EconStor may be saved and copied for your personal
and scholarly purposes.

You are not to copy documents for public or commercial purposes, to
exhibit the documents publicly, to make them publicly available on the
internet, or to distribute or otherwise use the documents in public.

If the documents have been made available under an Open Content
Licence (especially Creative Commons Licences), you may exercise
further usage rights as specified in the indicated licence.

https://www.econstor.eu/
https://www.zbw.eu/
http://www.zbw.eu/
https://hdl.handle.net/10419/20647
https://www.econstor.eu/
https://www.leibniz-gemeinschaft.de/


IZA DP No. 690

Contracting with Private Information

Marcus Hagedorn

January 2003D
I

S
C

U
S

S
I

O
N

 P
A

P
E

R
 S

E
R

I
E

S

Forschungsinstitut

zur Zukunft der Arbeit
Institute for the Study

of Labor



 
Contracting with Private Information 

 
 
 
 

Marcus Hagedorn 
University of Bonn 

and IZA Bonn 
 
 

 
 

Discussion Paper No. 690 
January 2003 

 
 

 
 
 
 
 

IZA 
 

P.O. Box 7240   
D-53072 Bonn   

Germany   
 

Tel.: +49-228-3894-0  
Fax: +49-228-3894-210   

Email: iza@iza.org 
 
 
 

This Discussion Paper is issued within the framework of IZA’s research area Mobility and 
Flexibility of Labor. Any opinions expressed here are those of the author(s) and not those of 
the institute. Research disseminated by IZA may include views on policy, but the institute 
itself takes no institutional policy positions. 
 
The Institute for the Study of Labor (IZA) in Bonn is a local and virtual international research 
center and a place of communication between science, politics and business. IZA is an 
independent, nonprofit limited liability company (Gesellschaft mit beschränkter Haftung) 
supported by the Deutsche Post AG. The center is associated with the University of Bonn 
and offers a stimulating research environment through its research networks, research 
support, and visitors and doctoral programs. IZA engages in (i) original and internationally 
competitive research in all fields of labor economics, (ii) development of policy concepts, and 
(iii) dissemination of research results and concepts to the interested public. The current 
research program deals with (1) mobility and flexibility of labor, (2) internationalization of 
labor markets, (3) welfare state and labor market, (4) labor markets in transition countries, (5) 
the future of labor, (6) evaluation of labor market policies and projects and (7) general labor 
economics. 
 
IZA Discussion Papers often represent preliminary work and are circulated to encourage 
discussion. Citation of such a paper should account for its provisional character. A revised 
version may be available on the IZA website (www.iza.org) or directly from the author. 

mailto:iza@iza.org
http://www.iza.org/


IZA Discussion Paper No. 690 
January 2003 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

ABSTRACT 
 

Contracting with Private Information� 
 
This paper adds to the current literature on incomplete contracting that argues that deviating 
from a complete information, transaction-cost free environment may be may generate 
valuable insights. We achieve this by assuming bargaining with asymmetric information. We 
consider the consequences of asymmetric information for investment decisions and for the 
assignment of property rights. This analysis is crucial since any foundation must ensure that 
results of the kind derived by Grossman, Hart and Moore still hold. It is shown that 
investment incentives are guided by an additional element to standard hold-up models since 
the outcome of bargaining depends directly on the investment level. This may for example 
result in cooperative overinvestment. Although investment incentives are always positive 
from a social perspective, they can be negative from an individual's perspective. In our 
model, property rights are shown to still play a role. This arises from their tight interaction with 
ex-post bargaining. Optimal ownership structures are characterized and a new role for option 
contracts is identified. 
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