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		Abstract

		This paper extends the standard principal-agent model to allow for subjective evaluation. It is shown that the optimal contract entails the use of more compressed evaluations relative to the case with objective performance measures. The degree of compression increases as the correlation between the principal's and agent's beliefs decreases. It is possible for the agent to implement a contract with high power incentives, however this necessarily entails a high level of "conflict" in the relationship, with the optimal amount of compression resulting from trading off between performance incentives and the socially wasteful "conflict" that they create. The model is also used to show how a bias or discrimination against an individual can lead to lower wages and performance. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
	

	
    

    
	

	
	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			MacLeod,  William Bentley, On Optimal Contracting with Subjective Evaluation (May 2001).  Available at SSRN: https://ssrn.com/abstract=276122 or http://dx.doi.org/10.2139/ssrn.276122 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	

	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						William Bentley MacLeod (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				Princeton University  ( email )

			

			
			
				
				
			

			
				
				
					HOME PAGE: http://www.wbmacleod.edu
				

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
					
				
					
					
					
				
			

			
				
				
				


				National Bureau of Economic Research (NBER) 

			

			
			
				
				
				
					1050 Massachusetts Avenue
Cambridge, MA  02138
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				Columbia University - Department of Economics  ( email )

			

			
			
				
				
				
					420 W. 118th Street
New York, NY  10027
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
						
						


						
					
					[image: IZA Institute of Labor Economics]
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				IZA Institute of Labor Economics  ( email )

			

			
			
				
				
				
					P.O. Box 7240
Bonn, D-53072
Germany

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				      462

			

		
		
		
			Abstract Views

			    3,422

		

		
		 
		
			Rank

			  114,920

		

		
	


	
		
            
            	        2 Citations
		

	

	
		
			
				       42 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    University of Southern California Center for Law & Social Science (CLASS) Law & Economics Research Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                University of Southern California Center for Law & Social Science (CLASS) Law & Economics Research Paper Series

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            4,580

                                    

                                    
                                        PAPERS

                                              694

                                    

                                

                                
                            

                        

                    

                
	
                    Contracts & Commercial Law eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Contracts & Commercial Law eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,423

                                    

                                    
                                        PAPERS

                                           11,067

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Albert H. Choi at University of Michigan Law School

                                    

                                
                            

                        

                    

                


            

            
                
                

                	
                    Labor: Personnel Economics eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Labor: Personnel Economics eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              670

                                    

                                    
                                        PAPERS

                                           13,540

                                    

                                

                                
                            

                        

                    

                
	
                    Ethics eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Ethics eJournal

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              647

                                    

                                    
                                        PAPERS

                                            9,279

                                    

                                

                                
                            

                        

                    

                



                
            

            
        
        
        
                 
        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Firms' Choice of Method of Pay

                        
                            By
                                
                                
                                    
                                    Charles Brown
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Job Characteristics and the Form of Compensation

                        
                            By
                                
                                
                                    
                                    W. Bentley Macleod
                                     and 
                                
                                    
                                    Daniel Parent
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Economics & Corporate Culture

                        
                            By
                                
                                
                                    
                                    Benjamin E. Hermalin
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Leading for the Long-Term

                            
                                By
                                    
                                    
                                        
                                        Benjamin E. Hermalin
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Military CEOS

                            
                                By
                                    
                                    
                                        
                                        Efraim Benmelech
                                         and 
                                    
                                        
                                        Carola Frydman
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Leadership: A Personnel Economics Approach

                            
                                By
                                    
                                    
                                        
                                        Edward P. Lazear
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Kinship, Control, and Incentives

                            
                                By
                                    
                                    
                                        
                                        Chu-chia S. Lin
                                         and 
                                    
                                        
                                        Ivan P. L. Png
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Subjective Evaluation of Performance Through Individual Evaluation Interview: Empirical Evidence from France

                            
                                By
                                    
                                    
                                        
                                        Marc-arthur Diaye, 
                                        
                                    
                                        
                                        Nathalie Greenan, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Who Gets the Reward? An Empirical Exploration of Bonus Pay and Task Characteristics

                            
                                By
                                    
                                    
                                        
                                        Wendelin Schnedler
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	
		
	
		
	
		
	
		
	
		
	
		
	
		
	
		
	
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l200 in   0.115 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	
