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Studies on incentives for investment in specific human capital

LUQ Pin-liang ,SI Chun-iin
School of Management. Fudan University, Shanghai 200433, China

Abstract: This paper explores the design of incentive scheme to induce agent to invest in specific human
capital, whose motivation to invest depends on career concerns. In case that investment is the agent’s hid-
den action and productivity is the principal’s private information, productivity-contingent contract can’t in-
duce efficient investment due to double moral hazard. Both up-or-out contract and promotion contract can
alleviate double moral hazard problem. But the efficiency of Promotion Scheme depends on the principal’s
reputation. Whereas up-or-out contract can achieve Pareto efficiency when human capital is specific e-
nough, or the marginal cost of invest is low enough.

Key words: specific human capital; investment; contracts incentive; up-or-out; up-or-stay
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