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Contract Design for Service Outsourcing under Joint Production Perspective

Zhang Zongming' ,Du Rong' , Liao Xiuwu’
1 School of Economics and Management, Xidian University, Xi'an 710071, China
2 School of Management, Xi'an Jiaotong University, Xi’an 710049, China

Abstract ; This article analyzes the contracting issues arising in service outsourcing where the service output depends on the joint
effort of a client and a vendor, and unverifiablity of their effort and vendor’s private cost information will result in poor perform-
ance and failure of the outsourcing. To address these two risk factors, i. e. , unverifiablity of effort and vendor's private informa-
tion, we propose a principal-agent model to reveal the private information of the vendor, and then we analyze the optimal contract
under asymmetric information, at last we investigate the service environment characteristics” impact on the adverse effects of the
two risk factors. The results indicate that under symmetric cost information the incentive share only depends on the relative impor-
tance of the collaborative parties. However, when the vendor has private cost information, the incentive share of low cost vendor
remains the same as that under symmetric information, but the incentive share of high cost vendor is affected by the distribution
and cost ratio of the two type vendors. The adverse effect of vendor's private cost information is higher when the vender plays a
more important role, and the adverse effect of unverifiablity of effort is higher when the client is almost equally as important as the
vendor.,

Keywords ; joint production ;service outsoureing; contract design;private information ; principal-agent model
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