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The Optimal Incentive Contract between Central
and Local Governments in the
Grain-for-green Project:

WEI Li*, YANG Xian-bin', LIU Yan?®

(1. College of Trade and Public Administration, Chongqing University,
Chongqing 400044, China;?2. Institute of Population Resource and
Environmental Economy , Chongqing University, Chongging 400044, China)

Abstract: Based on the cost-benefit analysis on local governments imple-
menting grain-for-green policy, this paper uses the Multi-Task Principal-A-
gent Model, which was put forward by Holmstrom and Milgrom in 1991, to
set up a Double-Task Principal- Agent Model, and forms a new analytical
framework of the optimal incentive contract between central and local gov-
ernments through introduction of land resources endowment accordingly.
The result shows that the central government should set a fluctuant benefit
distribution ration for local governments according to land resources endow-
ment in the area, the Arrow-Pratt measure of absolute risk aversion of local
governments, the variability of performance of the grain-for-green project,
and so on. Moreover, it’s very important to link the benefits of local gov-
ernments with the performance of this project. Finally, it puts forward some
policy suggestions to improve the positivity of local governments to imple-
ment relative policies.

Key words: grain-for-green project; incentive contract; principal-agent;
land resources endowment (s &+ M)
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