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Impact caused by agents’ equity sensitivity in the moral risk model
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Abstract: The paper introduced equity sensitivity into the moral risk model with fairness preference which
can depict the diversity of fair understanding for agents to analyze how equity sensitivity affects the contract
structure and the optimal effort level of agents. The results with given parameters show that: the principal will
pay a fixed payment correlated with the fair sensitivity coefficient with complete information; when agents’ ef-
fort level cannot be observed by the principal the principal will eliminate unfairness by adjusting the fixed
payment for agents with a certain equity sensitivity coefficient; when the sensitivity coefficient is also not ob-
served the principal makes decision according to expected equity sensitive coefficient.

Key words: contract; moral hazard; incentive mechanism; equity sensitivity; fairness preference



