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The Optimal Incentive Contract for College Teachers
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2. School of Economics and Management, Tsinghua University;

3. China Centre for Human Capital and Labour Market Research, Central University of Finance and Economics)

Abstract: The job of a college teacher has multi-task. Objective measurement can’t entirely
reflect teachers’ working effort. The evaluation bias under imperfect objective measurement system
may cause incentive distortions. Subjective measurement is relatively perfect, however, it has the
credibility problem: the school has incentives to renege on teachers’ contributions. This paper will
investigate the combined use of subjective and objective measurement. We will show that this dual
evaluation will increase the utility of the school. We also derive two important implications. (1)
Substitutability : when objective measurement is not that distortionary, the existence of the objec-
tive measurement will hinder the use of the subjective measurement even if subjective measurement
itself is relatively perfect. (2) Complementarity; in some circumstances, the introduction of the
subjective measurement can make it feasible to use objective measurement, which can’t be used a-
lone. It will increase simultaneous use of both subjective measurement and objective measurement.

Key words: college teacher; incentive contract; subjective evaluation; substitutability; com-

plementarity
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