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Auctioning incentive

THE OPTIMAL FIDUCIARY CONTRACTS FOR URBAN DEVELOPMENT :

A THEORETICAL APPROACH

Kiyoshi KOBAYASHI

This paper concerns with fiduciary contracts for urban development between a princip-
al (public sector) and an agent (private sector). In fiduciary contracts for urban de-
velopment, agents typically know more about their tasks than their principals do,
though principals may know more about what they want accomplished. We cannot ex-
pect any developer to function as well as it would if all information were costlessly or if
the incentives of principals and agents could be costlessly aligned. Thus, the basic ele-
ment of fiduciary contracts is to design incentive schemes that can share risk and simul-
taneously preserve incentives. This paper presents an economic mechanism for agents
to be induced to reveal their true private information. Our mechanism is capable of de-
signing the optimal incentive schemes that overcome the principals® inability of observ-
ing the agents’ behavior under a broad class of fiduciary contract problems.




