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Asymmetric Information within a Firm and Oligopolistic Equilibrium

Tit8 %k (Koji Ishibashi)
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Abstract

This study analyzes effects of asymmetric information between shareholders and
managers on oligopolistic equilibrium. In the model, the marginal cost of each firm
depends on manager’s effort and stochastic variables, where the level of effort and the
realized level of stochastic variables are manager’s private information. This study
assumes a situation where each firm competes in the oligopolistic market after the
shareholders have offered an incentive contract to the manager. As with the result of a
standard principal agent model, the effort under the optimum contract with asymmetric
information 1is smaller than that with symmetric information. Besides this
“informational cost effect” regarding manager’s effort, an additional “competition effect”
operates through competition in the oligopolistic market in this model, and level of
effort, marginal cost, output, price and profit in equilibrium are determined by the

composite effect of both.
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