NAKE Workshop, Tilburg 9-13 December 2002

Patrick Bolton

Incomplete Contracts and the Theory of the Firm

Background Readings

Holmstrom, B. and J. Tirole, “The Theory of the Firm” in R. Schmalensee and R.D. Willig
(eds.), Handbook of Industrial Organisation, vol. 1, North-Holland, (1991)

Milgrom, P. and J. Roberts, “Economics, Organization and Management”, Prentice Hall

(1992)

Hart, O. “Firms, Contracts and Financial Structure”, Clarendon Press, Oxford, (1995)



I. A Review of the Classics

Alchian, Armen and Demsetz, Harold. (1972). “Production, Information Costs, and Economic

Organization.” American Economic Review, 62(5):777-95.

Chandler, Alfred (1962) Strategy and Structure. New York: Doubleday and Company

Chandler, Alfred (1977) The VVisible Hand: The managerial revolution in American business. Cambridge,

Mass.: Harvard University Press

Coase, Ronald, "The Nature of the Firm," Economica, 1937, 4, 386-405.
Jensen, Michael and William Meckling “Theory of the Firm: Managerial Behavior, Agency Costs

and Ownership Structure”, Journal of Financial Economics, 1976

Klein, Benjamin, Robert Crawford and Armen Alchian (1978) “Vertical Integration,
Appropriable Rents and the Competitive Contracting Process”, Journal of Law and Economics, 21:
297-326

Simon, Herbert, (1951). “A Formal Theory of the Employment Relationship.” Econometrica,
19:293-305.

Williamson, Oliver E., 1975, Markets and Hierarchies: Analysis and Antitrust Implications. New
York: The Free Press.
Williamson, Oliver E., 1979, Transaction Cost Economics: The Governance of Contractual

Relations, Journal of Law and Economics, 22, 233-261.

Williamson, Oliver, The Economic Institutions of Capitalism. New York: Free Press, 1985.



11. Incomplete Contracts and the Theory of the Firm

Grossman, S. and O. Hart “The Cost and Benefits of Ownership: A Theory of Vertical and
Lateral Integration”, Journal of Political Economy, 94:691-719 , (1986)

Hart, O. and J. Moore “Property Rights and the Nature of the Firm”, Journal of Political Economy,
98: 1119-58 , (1990)

Bolton, P. and M. Whinston “Incomplete Contracts, Vertical Integration, and Supply
Assurance”, Review of Economic Studies, 60:121-48 | (1993)

Hansmann, H. “The Ownership of Enterprise”, Belknap Harvard , (1996)

Hart, O. and J. Moore “Cooperatives versus Outside Ownership”, Quarterly Jonrnal of Economics,
forthcoming 2000
Hart, O. and J. Moore “On the design of Hierarchies: Coordination versus Specialization” ,

mimeo (1999)

Aghion P. and P. Bolton “An ‘Incomplete Contracts’ approach to Financial Contracting”,
Review of Economic Studies, 59: 257-82 , (1992)

Bolton P. and D. Scharfstein “A Theory of Predation based on Agency problems in Financial
Contracting”, American Economic Review, 80: 94-106 , (1990)

Bolton P. and D. Scharfstein “Corporate Finance, the Theory of the Firm, and Organization,”,

Journal of Economic Perspectives, Winter 1998

Hart, O. and J. Moore, “Default and Renegotiation: A Dynamic Model of Debt”, Quarterly
Journal of Economics, 113,1-41 (1998)



ITI. Complexity and Optimal Contractual Incompleteness: the Hold-up Problem and

Authority

Maskin, E. “Nash Equilibrium and Welfare Optimality”, Review of Economic Studies, 66, 23-38
(1999)

Hart, O. and J. Moore “Incomplete Contracts and Renegotiation”, Econometrica, 56:755-86 ,
(1988)

Maskin, E. and J. Moore “Implementation and Renegotiation” Review of Economic Studies, 66, 39-
56 (1999)

Aghion P., Dewatripont M. and P. Rey “Renegotiation Design with Unverifiable Information”,
Econometrica, 62:257-82 , (1994)

Che, Y-K., And D. Hausch, “Cooperative Investments and the Value of Contracting”,

American Economic Review, (forthcoming) (1998)

Aghion, P. and J. Tirole, “Real and Formal Authority in Organisations” , Journal of Political
Economy, 105, 1-29 (1997)

Maskin, E. and J. Tirole “Unforeseen Contingencies and Incomplete Contracts”, Review of

Economic Studies, 66, 83-114 (1999)

Segal, I. “Complexity and Renegotiation: A Foundation for Incomplete Contracts”, Review of
Economic Studies, 66, 57-82 (1999)

Hart, O. and J. Moore “Foundations of Incomplete Contracts” , Review of Economic Studies, 60,

115-138 (1999)

Bolton, P. and A. Rajan, “The Employment Relation and the Theory of the Firm: Arm's

Length Contracting vs Authority”’, mimeo Princeton University, 2000



