

	
	

	









	




	







	









		

		
		

	
	




	
	


	
	



	
	


	
	
	
	
	
	
		
			
			
		

		
		
	

	

	



	
	
	
	

	







	















	Skip to main content












	

	

	
	

	

	
	












			

			





			






	




	


	
	





	








	

	
	
		
		
		
		
		
		
		
		
		
		
		
		
		
	

	
	
		
		
		
	


















	
		
	

	

	
		
	

	







	
		
		
		

		
		
		
		
			
				
				









	
	    












    
    






    
    







    




    






    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    






    
        
    


    
            
            
                
            
            
                
        Add Paper to My Library
        
        

    















	














	
	    







 



	




	







	




































    



			

			
				
				
				
				
				
						
				
				
				
					
						Share:
							
	
	
	


					

					
				
				
				




				
				

    
        
        
        
            

		
		
		
			
				
			
				
			
				
			
		

		
            

		
		
		
			
				
			
		
			
		
			
		
			
		

		
            

            
        

        
    

    


    




				
				
					

					
					Permalink

						Using these links will ensure access to this page indefinitely

						
							
							Copy URL
						

						
							
								
								Copy DOI
								

							

						
				

				
			

		


		
			
				
				




	
	
		
	

	
	
		
		
	

	
	

	
	
	
	Simplicity and Complexity in Contracts

	
    
        
            
            







    
    










    
    
    
    











			
                    University of Chicago Law School, John M. Olin Program in Law and Economics Working Paper No. 93
 
        

    
	

	
	
		
		
			46 Pages
		
		

		Posted: 19 Jan 2000
		
		
		
	

	
		
			
			




	See all articles by Karen EgglestonKaren Eggleston
Stanford University - Walter H. Shorenstein Asia-Pacific Research Center (APARC)
Eric A. Posner
University of Chicago - Law School
Richard J. Zeckhauser
Harvard University - Harvard Kennedy School (HKS); National Bureau of Economic Research (NBER)


		

	
	
	
	
	



	
	
	
	
		
		
	
	
		
			Date Written: January 18, 2000

		
	

	
	
		
		
	

	
	
		
	
	
		Abstract

		Standard economic models of contract imply that contracts should be highly "complex," by which we mean (1) rich in the expected number of payoff-relevant contingencies; (2) variable in the magnitude of payoffs contracted to flow between parties; and (3) severe in the cognitive load necessary to understand the contract. Yet most real-world contracts are simple along all three of these dimensions. We argue that many factors, often neglected in the literature, account for this discrepancy. The factors are categorized as asymmetric information, monitoring dynamics, evolutionary pressures, conventions, reliance on trust and reputation, enforcement costs, bounded rationality, and renegotiation. This positive analysis has normative implications for how lawyers draft contracts, and for how courts rely on the form of a contract (specifically, its degree of complexity) in order to interpret it. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
	

	
    

    
	

	
	
		JEL Classification: K12

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Eggleston,  Karen and Posner,  Eric A. and Zeckhauser,  Richard J., Simplicity and Complexity in Contracts (January 18, 2000). University of Chicago Law School, John M. Olin Program in Law and Economics Working Paper No. 93,  Available at SSRN: https://ssrn.com/abstract=205391 or http://dx.doi.org/10.2139/ssrn.205391 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	

	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Karen Eggleston

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				Stanford University - Walter H. Shorenstein Asia-Pacific Research Center (APARC)  ( email )

			

			
			
				
				
				
					Stanford, CA  94305
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Eric A. Posner (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
					
					[image: University of Chicago - Law School]
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				University of Chicago - Law School  ( email )

			

			
			
				
				
				
					1111 E. 60th St.
Chicago, IL  60637
United States
773-702-0425 (Phone)
773-702-0730 (Fax)

				

				
			

			
				
				
					HOME PAGE: http://www.law.uchicago.edu/faculty/posner-e/
				

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Richard J. Zeckhauser

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				Harvard University - Harvard Kennedy School (HKS)  ( email )

			

			
			
				
				
				
					79 John F. Kennedy Street
Cambridge, MA  02138
United States
617-495-1174 (Phone)
617-384-9340 (Fax)

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				National Bureau of Economic Research (NBER)  ( email )

			

			
			
				
				
				
					1050 Massachusetts Avenue
Cambridge, MA  02138
United States
617-495-1174 (Phone)
617-496-3783 (Fax)

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [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

				    2,597

			

		
		
		
			Abstract Views

			   11,809

		

		
		 
		
			Rank

			    9,893

		

		
	


	
		
            
            	      117 Citations
		

	

	
		
			
				      119 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    University of Chicago Coase-Sandor Institute for Law & Economics Research Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                University of Chicago Coase-Sandor Institute for Law & Economics Research Paper Series

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

                                
                                    
                                        FOLLOWERS

                                            5,778

                                    

                                    
                                        PAPERS

                                              913

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Omri Ben-Shahar at University of Chicago Law School

                                    

                                
                            

                        

                    

                
	
                    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:

                                        George G. Triantis at Stanford Law School

                                    

                                
                            

                        

                    

                


            

            
                
                

                	
                    Law & Economics eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Law & Economics eJournal

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

                                
                                    
                                        FOLLOWERS

                                              491

                                    

                                    
                                        PAPERS

                                           14,582

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Ronald J. Gilson at Stanford Law School, A. Mitchell Polinsky at Stanford Law School

                                    

                                
                            

                        

                    

                



                
            

            
        
        
        
                 
        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Controlling Agencies with Cost-Benefit Analysis: A Positive Political Theory Perspective

                        
                            By
                                
                                
                                    
                                    Eric A. Posner
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Agency Models in Law and Economics

                        
                            By
                                
                                
                                    
                                    Eric A. Posner
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Line Drawing, Doctrine, and Efficiency in the Tax Law

                        
                            By
                                
                                
                                    
                                    David A. Weisbach
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Property Rights in Emerging Platform Technologies

                            
                                By
                                    
                                    
                                        
                                        Douglas Lichtman
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            A Paradox of Spontaneous Formation: The Evolution of Private Legal Systems

                            
                                By
                                    
                                    
                                        
                                        Amitai Aviram
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Must Formalism Be Defended Empirically?

                            
                                By
                                    
                                    
                                        
                                        Cass R. Sunstein
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Harmless Error

                            
                                By
                                    
                                    
                                        
                                        William M. Landes
                                         and 
                                    
                                        
                                        Richard A. Posner
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Inequality and Indignation

                            
                                By
                                    
                                    
                                        
                                        Edna Ullmann-margalit
                                         and 
                                    
                                        
                                        Cass R. Sunstein
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Transaction Costs and Property Rights: Or Do Good Fences Make Good Neighbors?

                            
                                By
                                    
                                    
                                        
                                        Richard A. Epstein
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Winning the Art Lottery: The Economic Returns to the Ganz Collection

                            
                                By
                                    
                                    
                                        
                                        William M. Landes
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					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-l100 in   0.094 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	
