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The Investment Game Based on Equity Preference:
A Behavioral Solution to Hold — up Problem

Li Xiaoying' and Zhang Fenglin®
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2. Department of Economics Dongbei University of Finance and Economics)

Abstract: Hold — up problem is a central topic of incomplete contract theory. The classical literatures argue that if the contract is
incomplete the agents’ specific investment will bring on hold — up risk so as to induce inefficient specific investment. But the
literatures with regard to hold — up problem usually assume that the outcome of bargaining is insensitive to investment cost. By
introducing the bargaining mode of the relevance of investment cost into investment game and combining the factors that affect the
bargaining power in traditional model and the behavioral factor of agents’ equity preference this paper proves that compared with
traditional investment game in the case that investment cost influences bargaining power both sides have more investment incentives.
The hold — up risk faced by employer and employee depends on the initial bargaining power of both sides and both sides may even make
investment over social optimal.
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