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Abstract

Different from traditional approach of cash-flow analysis, this paper discusses the problem of managerial incentive in transition economy condition from the perspective of control rights. High uncertainty confronted with transition economy and inefficiency of Chinese financial market decrease greatly the effect of equity-based incentive mechanism. Convertible bond, which possesses the dual properties of bond and stock, can bring both short-term pledgeable income and long-term value-creation incentive to managers. At the same time, its conversional property has a great advantage to mitigate the risk-taking of managers in transition economy of China. Our model shows that, well-designed convertible bond has an important role in realizing dynamic transferring of control rights in incomplete contract and controlling managerial opportunistic behavior in their investment decision. 
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1. Introduction

The last several decades have witnessed a surge of interest in managerial incentive. For researchers in the organizational economy field, a central catalyst was the 1976 publication of Jensen and Meckling. In that work the authors articulated the inconformity in utility function between principal and agent people and lead to normative thinking about managerial incentive. Then, Townsend (1979) attempted to resolve the conflict between external investor and inside executives by means of optimal contract. Based on their original contribution, many other scholars made further researches on incentive of executives from the angle of optional contract design and produce much valuable fruit. According to these existing literatures, we can mitigate agency costs by means of well design compensation contract which includes cash earning (Holmstrom,1999; Baker,2003)、stock option(,Hall,2003; Murphy, 2002)、career concern(Gibbons,1992 ) and so on..
While other researchers follow the view of “control structure”, which is put forward by Hirschman (1970), to analyze agency problems. They emphasized the influence of investor’s monitor (active or passive) on managers.  
Despite the widespread impact of the above researches, they have a common limitation, namely, they overwhelmingly emphasized the incentive effect of owners while neglecting the role of external creditors. Just as advocated by Jensen and Meckling (1976), managerial incentive is associated closely with corporate finance. In their opinion, the value of the firm V is not fixed, as MM assumed: rather it depends on the actions of management, specifically their consumption of “non-pecuniary benefits” (perks). Perks refer to things like fancy offices, private jets, the easy life, etc. These benefits are attractive to management but are of no interest to shareholders–in fact they reduce firm value. Based on these ideas they developed a trade-off model between bond and equity finance. According to the model, the optimal bond-equity ratio or capital structure for the firm is determined at the point where the marginal benefit of keeping the manager from taking perks is offset by the marginal cost of causing risky behavior. Different from Jensen and Meckling, Myers and Majluf (1984) focused on private information possessed by managers rather than managerial actions, and pointed out that private information is another important determinant of financial structure.
Incentive studies in the corporate finance literatures have broken through the limitation of single ownership analysis and stressed the “hard restriction power” of outside creditors. However, they always followed the approach of cash flow to consider managerial incentive problem and ignored the influence of control rights allocation on executive’s behavior. Hart (2001) reported that, “because of the incompletion of contract in real world, analysis based on cash flow alone does not yield a very satisfactory theory of managerial incentive”. Aghion-Bolton(1992)originally put forward the conception of “control right” and pointed that the allocation of control rights is very important in incomplete contract condition. Hart (1995), Hart and Moore (1998) went farther to develop this idea. Aghion and Bolton (1992) discussed the optimal design of corporate securities from the angle of allocation of control rights and indicated that optional finance contract should be of switch mechanism of control right: an entrepreneur holds the control right in case of good performance, while outside investors should take back control right once the firm goes into depravation. What’s more, they proved that debt contract and bankruptcy mechanism can achieve this effect. Hart and Moore (1989) focused on the design of optional financial contract so as to incentive entrepreneurs to repay their loans, and considered the granting of liquidation right to investors as an effective measure. 
The control rights of state-owned enterprises are actually in the hands of inside managers in case of owners’ absence and so their behavior play a great role in firm’s performance. In other words, shareholders should provide magnetic incentive to executives in order to make them exert great effort. Thus, during the reform of state-owned enterprise, we should pay much attention to the design of managerial incentive mechanism. The prevalence of stock option and MBO in western mature market provides much elicitation to the settlement of managerial incentive problem in Chinese state-owned enterprises, and more and more enterprises attempt to use them to resolve agency problems. However, an effective incentive mechanism needs the support of efficient market environment, which includes efficient financial market、healthy professional manager market and good law and supervising environment. Obviously, China is still during the course of economy transition and so much imperfection exists in the above three types of market. Therefore, strict imitation of western incentive manners often results in such problems as manipulation of stock price、insider controlling and so on, and eventually damages benefit of investors. What’s more, the income of managers from stock incentive is of great uncertainty because of the chaotic of Chinese financial market. According to behavioral economic theory, people pays much attention to short-term income and overlook future uncertain benefit（Colin Camerer, 2003）. Manager’s preference to assure income will also decrease the incentive effect of stock option. On the other hand, a single shareholder with full control rights is not tough enough for management. The reason is that the shareholder has the residual income claimant and intervention is costly. Thus from the point of view of the shareholder, stock option is hard to induce executive take effort, especially when government or institution acts as an investor.  
In contrast, a short-term creditor has a very different objective function: any funds left in the firm accrue to the shareholder, not to her (i.e., their gross rate of return is zero), and so her incentive to intervene is much greater. Note that it is the combination of cash flow rights and control rights that is vital here: it is important both that the creditor has a claim that is capped above (which makes her in effect impatient), and that she has the right to intervene in default states. The benefit of bond is that it is a way for the manager to commit to pay out free cash flow, which enables the manager to exert effort, while the defect of bond is that the manager loses the right to share value-creation, which results in short-term opportunism. Fortunately, convertible bond holds the property of bond and also can play the role of stock option once it has been converted. Thereby, it will be interest to focus on the incentive properties of convertible bond in transition economy.

This paper attempts to analyze the managerial incentive problem confronted by many firms in transition economy conditions. Breaking through the idea of traditional cash flow, we focus on the incentive properties of convertible bond in incomplete contract world, where the allocation of control rights appears important. Our analysis indicates that the conversion option of convertible bond is consistent with the high uncertainty of transition economy, and thus in this condition   convertible bond may have some unique values which do not exist in mature market condition. Based on this idea, our model shows that, grant of some well-designed convertible bond to managers can restrict overinvestment and help firms to avoid under-investment at the same time. Besides this, the conversion path “bond—stock—option” contained by convertible bond reflects development path of firms and induces them to select appropriate financial strategy in different stage, which will be of great importance to prevent manager’s manipulation and rent-seeking of officers in order to gain listing qualification.

The rest of the paper is organized as follows. In Section 2, we analyze briefly the unique value of convertible bond in transition economy. In Section 3, we develop Tirole (2001) model through introducing allocation coefficient and describe the characteristic of executive’s behavior in different condition of control rights allocation. In Section 4, the advantage of convertible bond is shown. The granting of well-designed convertible bond to managers can make self-interested managers choose the investment strategy that would increase shareholders’ wealth. Section5 concludes the paper. 
2. The Unique Value of Convertible Bond in a Transition Economy

Convertible bond is a bond which gives its holders the unilateral right to convert their bonds into equity. Much of the capital structure literature, such as the contributions by Jensen (1986), Stulz (1990), and Hart and Moore (1995), framed financial structure as an instrument to discipline managerial opportunistic behavior. Starting from this point, many studies discussed the effect of convertible bond controlling managerial opportunism. Green (1984) developed a model in which firms issue convertible bond in order to reduce costs caused by conflict between the shareholders and bondholders (the risk-incentive problem) and showed that combination of bond and common stock，which is similar to convertible bond, can effectively mitigate the problem of excessive risk taking of the entrepreneur. Brennan and Kraus (1987), Stein (1992), and Nyborg (1995) argued that firms use convertible bond in order to avoid adverse selection costs. Berglof (1994) constructed an incomplete contract model and showed that convertible bond can protect not only investor's benefit but also the entrepreneur’s private interest. Cornelli and Yosha(2003) focused on the entrepreneurial incentive to engage in “window dressing” in order to induce the venture capitalist to finance the second stage of the project. With a convertible bond contract, this signal manipulation is less profitable, because the venture capitalist will convert his debt into equity if the firm looks too good, which reduces the entrepreneur’s profit. Isagawa(2000) discussed the superiority of convertible bond to common debt and equity in controlling managerial opportunism and showed that well-designed callable convertible bond has an important role in controlling managerial opportunistic behavior that neither common debt nor equity. Klausm and Schmidt(2003) constructed a model to discuss the incentive properties of convertible securities. Despite of so many literatures about the incentive property of convertible bond, they followed the same analysis logic: convertible bond can mitigate managerial opportunism through financing capacity. In other words, they were still following traditional cash flow framework. On the other hand, as a derivative finance tool, the fulfillment of convertible bond’s function is closely linked with outside financial circumstance. Thus these research fruits based on western mature market may be not adapted to transition economy condition. In transition economy, does convertible bond possess any unique value which does not exist in developed countries?

Our paper is related to the literature on incomplete contracts and the optional allocation of control rights. Grossman and Hart (1986) argued that the allocation of control rights matters if only incomplete contracts can be written. At present, there are mainly two kinds of financing mode, namely equity financing and debt financing. As mentioned in the introduction, shareholder is not enough for management because he or she seizes the retained earnings. Secondly, the depression of Chinese stock market also makes equity incentive mechanism less attractive to managers.  Especially when control rights are really seized by insider manager because of owner’s absence, managerial incentive based on equity will lead to manipulation. What’s more, managerial incentive mechanism based on stock can not be applied to unlisted company which is in the majority. Summarily saying, the incentive effect of managerial incentive mechanism based on equity is very poor in transition economy condition. 
In contrast with the depression of Chinese stock market, Chinese bond market has come into being for many years. And a part of companies which are in the protected industry (for example electric power companies, telecom-companies and so on) and have achieved good performance have attempted to issue company bond. The creditors have a very different objective function: any funds left in the firm accrue to the shareholders, not to them, and so their incentive to intervene is much greater. It is noted that, the intervention of creditors also has some defection. First of all, debt constraint depends on the bankruptcy procedure. Hart (2001) argued that the high cost of bankruptcy mechanism will reduce the intervention effect of creditor. It is well known that Chinese law system is still imperfect and the legal cost to intervene is much higher than western countries. Second, when the debt level becomes huge and goes into bankruptcy procedure, the firm may be turned over to the creditor. In this condition, the creditor will become the residual income claimant and will act “soft” instead of “tough”. A third defection concerns Chinese debt financing circumstance. The most of debt financing of state-owned enterprises come from state banks. The reform of Chinese bank industry is much lagged. In other words, the state acts as the real creditor of enterprise and this decreases the disciplinary role of debt greatly. 

The biggest characteristic of transition economy is that there is full of uncertainty which will increase the incompleteness of contract and add the cost for carrying out contract. Convertible bond possesses both the property of debt’s security and stock’s speculation. The holder of convertible bond can reduce risk derived from incompletion of contract by his contingent conversion decision. Therefore analysis from the aspect of convertible bond may be an interesting attempt to resolve the managerial inventive problem of unlisted company in Chinese transition economy condition.

Convertible bond is generally considered as combination of common debt and stock option. Suppose that t common debt is B, conversion option is OP, cash flow is CF, non-risk rate is r (t), conversion price is K, face value of the convertible bond is X, credit price dispatch is
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, the continuing time of the convertible bond is T, thus using the B-S equation, we can describe the convertible bond pricing model as below:
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The value of OP is calculated by the option-pricing model: 
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According to the above formula, if manager is granted some convertible bond, he can obtain both ensured benefit B and sharing of enterprise’s value-addition by exercising conversion option. On the one hand, ensured benefit from bond can reduce manager’s risk-taking which comes from depravation of external systematic circumstance (it is out of control of manager) and optimize the share of risk between principal and agent people. On the other hand, the option incentive function of convertible bond after its conversion can induce manager’s long-term effort.
When managers are granted some fraction of convertible bond, they act as the principal of shareholders before they exercise conversion. In this way, managers and shareholders act as principal of each other and the bidirectional agency relationship will be advantageous to alleviate their conflict of interest. Obviously, managers can obtain from convertible bond into equity only when they improve greatly company’s performance and make their companies gain listing qualification ultimately. Thus, managers will exert great effort in order to gain this profit. At the same time, the characteristics of convertible bond in different stages also reveal the common development route of enterprises. That is to say, companies can choose an appropriate financing approach from debt to convertible bond and ultimately to stock based on the performance of company. This will be advantageous to prevent manager’s manipulation and rent-seeking of officers in order to gain listing qualification.
3. Managerial Incentive Model Considering Control Rights 

The best known papers concerning control rights are Grossman and Hart (1986) and Philippe Aghion and Patrick Bolton (1992). They advocated that the allocation of control rights is very important because contract is incomplete in real world. These literatures take as their starting point the idea that the relationship between an entrepreneur (or manager) and investors is dynamic rather than static. As the relationship develops over time, eventualities arise that could not easily have been foreseen or planned for an initial deal or contract between the parties. Basing on control rights theory, Hellmann（1998）discussed several conditions where the entrepreneur may give up control rights. Their model showed that the entrepreneur has to trade off between cash flow rights and control rights because he or she is confronted with the wealth constraint. Tirole (2001) discussed agency problems in project finance. In the following, we will develop this model by considering control rights and analyze the impact of allocation of control rights on managerial behavior.
3.1 Introduction of Tirole’s model（2001）

The model supposes that entrepreneur has one project that requires investment. The entrepreneur has equity
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). Assumption: The entrepreneur is risk-neutral and protected by limited liability. Discount rate is zero. The project generates some verifiable income or profit at the end. The outcome may be a success (yield income
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As we will see, the NPV is positive, when the entrepreneur behaves.

At the same time, suppose
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. And it means that investment is worth funding only if the contract with the investors induces entrepreneur to behave.

To be induced to behave the entrepreneur must be compensated by the investors. Because of risk neutrality, it is optimal for the entrepreneur to receive 
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At the end, pledgeable income which the investors can get is 
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Tirole (2001) pointed out that the positive NPV (formula (1) follows) can’t guarantee the investors’ pledgeable income to achieve 
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 (Formula (3) follows). For example, let A=0, Formula (4) has completely possibly been followed.


[image: image23.wmf]I

P

B

R

P

I

R

P

h

h

-

D

-

>

>

-

)

/

(

0

           (4)
In this case, rational investors will refuse to invest the project.
3.2 Development of Tirole’s Model－Considering Allocation of Control Rights 

Tirole (2001) model studied the general problem about enterprise financing and explains why some projects which had profit prospect frequently did not attain investment. But the paper simply thought that control rights in the venture enterprise have already completely been allocated to one side at the initial moment and is fixed. We will introduce the allocation coefficient of control rights based on Tirole’s model and analyze general managerial incentive problem.

Suppose the control rights that the manager remise is
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[image: image26.wmf]l

, he will monitor action of insider managers and this will reduce the manager’s private income
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Suppose: After the owner has the control rights λ, he will carry out corresponding monitor to insider manager, the monitor cost will be 
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 (this kind of cost is undertaken by the owner), simultaneously manager’s private income will be reduced to
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Suppose the owner’s anticipated income is 
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Then, the condition that the contract about allocation of control rights maintains stable is:
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Might as well supposed that
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 into formula(5), then the condition that the contract maintains stable becomes:
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3.3 Discussion of the Developed Model
The fact above indicates that, the owner hopes to have partial control rights so as to guarantee the effective monitoring to managers. At the same time the owner wants to hold that the manager can take the control rights of the enterprise as far as possible, in order to make him operate the enterprise independently. From the above formula (7), we can find the factors which affect the size of
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This indicates that, the higher that the expected benefit of the enterprise’s owner, the more control rights that the manager should transfer. Once the manager does not reach anticipated target of shareholders, then they will guarantee the investment repayment by intervention of decision-making or firing the manager.
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[image: image45.wmf]0

)

(

2

0

>

-

D

-

-

=

¶

¶

*

b

H

b

H

c

P

B

P

c

R

R

P

B

l


According to the above inequation, the more private income that the manager obtains, the more control rights he must transfer.

 (3)     
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This formula shows that, the higher probability that the enterprise exhibits good performance when manager behaves, that is to say the bigger that the manager’s “behaving” action contributes to performance of enterprise, then the smaller control rights that he should transfer, because it is convenient for manager to exert his ability. However the success probability of the manager’s “behaving” action is after-validate probability, it can be regarded as a function of the ability or prestige of management team. Therefore, the better prestige of manager is, the smaller control rights he should transfer.

(4)      
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The smaller 
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 is, the smaller the contribution difference of manager between his two action choices is. Namely, the negotiation power of manager is very poor in this condition. In order to obtain managerial position, he has to give up more control rights. 

4 The Incentive Model involving Convertible Bonds

Noldeke and Schmidt (1998) showed that it may be efficient to use a “conditional ownership structure” in the Grossman- Hart model, which can be implemented by using “options on ownership rights” that played a similar role to the convertible bond considered here. The following part generalizes Noldeke and Schmidt in several respects. In Noldeke and Schmidt, both parties were assumed to have unlimited wealth, while in this paper, the manager is wealth constrained and protected by limited liability. What’s more, their “option to own” is an all-or-nothing decision, while in our model, the manager may get the option to convert his debt claim into some fraction
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 of the equity of the firm. Finally, we discuss the impact of dynamic transferring of control right between manager and owner on manager’s choice of investment strategies.
In the model of section 3, control rights dynamically transfer between managers and owners, but the impact of debt is ignored. As we point out in section 2, the role of shareholders in Chinese state-owned enterprises id very poor, so we will introduce convertible bond to analyze its effect of managerial incentive in transition economy.
date 0                 date 1            date 2                            date 3



Financial Policy    State Realization    Investment Decision     Return Realization             (  Equity, Debt  )       （Good, Bad）    （Expansive, Defensive）
Fig.1. Sequence of events and decisions.

At date 0, the firm's financial structure (common debt is a zero-coupon discounted bond with a fixed face value) is chosen to maximize the firm's market value (shareholders' wealth). Since our purpose is to show how convertible bond can reduce the inefficiency caused by a manager's opportunistic behavior, we assume that the firm's financial policy is under the current shareholders' discretion. The manager has discretion over the operating policy. This setting is similar to those described in models by Stulz (1990), Hart and Moore (1995), and Mayers (1998). 
At date 1, whether the product market condition is good (state g) or bad (state b) is revealed. The condition is observable but unverifiable, so any state-contingent contract cannot be agreed upon. This is the traditional assumption used in the incomplete-contracting literature. After observing the market condition, the manager chooses the firm's operating strategy at date 2. There are two possible strategies the manager could pursue, an expansive strategy and a defensive strategy. For simplicity, we assume that no additional financial cost is required to undertake the strategy, as in Zweibel (1996). The manager's decision is only to change the asset structure of the firm. One can regard the expansive strategy as using liquid assets to purchase additional plants and labor, which increases the firm's production capacity. On the other hand, the defensive strategy can be regarded as increasing liquidity or maintaining the status quo.

We assume that the manager must make her decision as soon as possible after the product market condition is revealed. One can imagine a situation in which the manager is required to make a swift decision because the firm's profit decreases if her decision is slow in coming. Under this assumption, there is not enough time to adjust the firm's capital structure between dates 1 and 2.

At date 3, the firm's return is realized. The distribution of the return depends upon both the product market condition and the manager's decision. If the manager chooses the expansive strategy in state g, the firm generates a high return,
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. Contrary to the expansive strategy, the defensive strategy generates a constant return
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, that is, the probability of a high return from the expansive strategy is strictly larger in state g than in state b. Therefore,
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 hold. The former inequality means that, in state g, the expansive strategy is more desirable for shareholders than the defensive strategy. The latter means that in state b, shareholders prefer the defensive strategy. Hereafter, we call the pair of the expansive strategy in state g and the defensive strategy in state b the first best. Also, we call the expansive strategy in state b the over-investment, and we call the defensive strategy in state g the under-investment.

In accordance with Jensen (1986), we assume that the manager has a tendency to over-invest. At the same time, we assume that financial distress is costly for the manager because she cannot accept any benefit, or it may lead to a loss of her reputation. Also, the manager may incur litigation costs in default. Formally, the manager obtains a non-transferable benefit B> 0 from undertaking the expansive strategy and zero from the defensive strategy. In addition, a cost A > 0 is imposed o n the manager if the firm goes into default. Default occurs when the firm cannot meet a promised payment. 
Isagawa (2000) constructed a model to show that the firm's debt level affects the manager's decision through the default cost, and proved that, when default cost is deadweight for the manager, i.e.,
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 is satisfied, the first best cannot be attainable by any capital structure composed of only common debt and equity. 
4.1 The Role of Convertible Bond
In transition economy condition, the role of debt is also discounted greatly. So we pay much attention to convertible bond which is the combination of common debt and stock option. Suppose that shareholders issue some internal convertible bond to their managers. Convertible bond gives its holders (managers) the unilateral right to convert their bonds into the firm's equity.
When managers are granted some fraction of convertible bond, their investment decision is influenced not only by their private income B and default cost A, but also by their income from convertible bond. On the contrary, their income obtained from holding of convertible bond depends on their investment decision to some degree.

Suppose that manager’s income from convertible bond can be divided into two parts: the income C from creditor's rights and the income D from share rights after conversion. In this way, the investment decision of manager is dependent on four variables: A、B、C and D.
When 
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，then the manager will choose expansive strategy in good condition whereas defensive strategy in bad condition. Because the manager’s income is B when he chooses expansive strategy in bad condition, but he can obtain the bonds income C when he chooses defensive strategy, although he may lose his private income B in this condition.  Because of
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, defensive strategy is chosen. Besides the role in controlling managerial opportunism of investment decision-making, convertible bond makes manager act as principal of shareholder, and this will be also helpful to avoid managerial opportunism.
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, the manager’s expected income from expansive strategy in good condition is 
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；while the expected income when he chooses defensive strategy in good condition is C, thus, 
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, manager will choose expansive strategy in good condition and avoid under-investment. Obviously, D represents the value which manager can obtain through converting convertible bond after the expansive strategy achieves success. The bigger D is, the stronger manager’s incentive to choose expansive strategy in good condition is. 
If
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, manager will choose expansive strategy without hesitation under traditional Isagawa (2000)’s model.  When convertible bond is introduced, the expected income of manager when he choose expansive strategy under bad condition is 
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 whereas his expected income from defensive strategy under the same condition is C, thus, 
If
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, manager will choose defensive strategy under bad condition. Therefore, over-investment is controlled effectively. 

Following the above analysis, if the convertible bond which will be granted to managers is designed well, so as to satisfy the following formula:

 
[image: image77.wmf]l

l

h

h

P

B

A

P

C

D

P

B

A

P

C

-

-

+

£

£

-

-

+

)

1

(

)

1

(


Then the managerial opportunism in investment decision can be controlled effectively.

5. Conclusion

The designing of managerial incentive mechanism plays a crucial role in the success of ongoing state-owned enterprise reform. In contrast with tough power of debt, managerial incentive mechanism based on equity is not tough enough on management. Especially the inefficiency of Chinese financial market in the course of economic transition decreases greatly the effect of equity-based incentive tools. At the same time, absence of owner for state-owned enterprise makes managers gain the real control rights and so can obtain much nontransferable private benefit. Therefore, the essay breaks through the traditional cash flow framework and analyzes the problem of managerial incentive from the point of view of control rights. Through introducing of consecutive variable of control rights allocation (
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), we develop Tirole (2001) model. We prove that the allocation mechanism of control right exerts important impact on manager’s behavior and the optimization of 
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) is influenced by the expected profit of owner, manager’s private profit, the success probability when manager works hard etc. Next we go further to introduce debt and discuss the impact of convertible bond on the dynamic transferring of control rights. Our model shows that, granting a certain amount of well-designed convertible bonds to managers has an important role in controlling managerial opportunistic behavior in their choice of investment strategies.

As mentioned above, convertible bond may be of much more unique value which does not exist in developed countries. With the constriction of knowledge, we just focus on its incentive property in this paper. Thus the exploration of other potential function of convertible bond in transition economy condition is also worthy. Of course, when we use convertible bond as an incentive instrument, we should make special design so as to avoid of manager’s manipulation for excessive profit. And how to design well convertible bond is also an important and interesting topic.
Reference
Aghion, Philippe, Patrick Bolton, 1992, An ‘Incomplete Contracts’ Approach to Financial   Contracting, Review of Economic Studies 59, 473-494.
Baker, Terry; Collins, 2003, Stock option compensation and earnings management incentives, Journal of Accounting, Auditing &Finance, 18(4),557-582

Bengt Holmstrom, 1999, Managerial incentive problems: a dynamic perspective, Review of Economic Studies 66, 169-182.

Berglof, Erik. Ernst-Ludwig von Thadden, 1994, Short-Term versus Long-Term Interests: Capital Structure with Multiple Investors, Quarterly Journal of Economics 109, 1055-1084.
Brennan, M.,& Kraus, A, 1987, Efficient financing under asymmetric information. Journal of Finance

Brian J. Hall, Kevin J. Murphy, 2000, Optional exercise pricing for executive options,    American Economic Review 4,243-259

Brian J. Hall, Kevin J. Murphy, 2001. Stock options for undiversified executives, Journal of Accounting & Economics 33, 3-42

Camerer, Colin F. 2003. Behavioral game theory: Experiments on strategic interaction. Princeton: Princeton University Press.
Cornelli & Yosha, 2003, Stage financing and the role of convertible bond, Review of Economic Studies, 70, 1-32

George P.Baker and Brian,J.Hall. 2004. CEO incentives and firm size, Journal of Labor Economics 22, 767-798.

Gibbons, R, Murphy, Kevin J, 1992, Optional incentive contracts in the presence of career concerns: theory and evidence, Journal of Political Economy, 100, 468-506

Green, R., 1984. Investment incentives, debt and warrants, Journal of Financial Economics
13, 115– 136
Grossman, Sanford and Oliver Hart., 1986, The Costs and Benefits of Ownership: A Theory of Vertical and Lateral Integration, Journal of Political Economy 94, 691-719.
Hall, Brian J, Murphy, Kevin J, 2003, The trouble with stock options, Journal of Economic Perspective,17(3), 49-70

Hart, Oliver, 2001, Financial contracting, Journal of Economic Literature, 39, 1079-1101

Hart, Oliver and John Moore, 1990, Property Rights and the Nature of the Firm, Journal of Political Economy 98, 1119-1158.

Hart, Oliver, 1995, Firms, Contracts, and Financial Structure, Oxford: Oxford U. Press.

Hart, Oliver and J. Moore, 1995, Debt and Seniority: An Analysis of the Role of Hard Claims in Constraining Management, American Economic Review 85, 567–585.


Hart, O., and J. Moore, 1998, Default and Renegotiation: A Dynamic Model of Debt, Qua-rterly Journal of Economics, 113-141.
Holmstrom, Bengt, 1999, Managerial incentive problem: a dynamic perspective, Review of Economic Studies, 66, 169-182

Hellmann, Thomas, 1998, the allocation of control rights in venture capital contracts, RAND Journal of Economics, 29, 57-67

Isagawa, N, 2000, Convertible Bond: An Effective Financial Instrument to Control Managerial Opportunism, Review of Financial Economics 9, 15-26.
Jensen, M. Meckling. W, 1976, Theory of the Firm: Managerial Behavior, Agency Costs, and Ownership Structure, Journal of Financial Economics 3, 305-360.
Jensen, M, 1986, Agency costs of free cash flows, corporate finance, and takeovers, American Economic Review, 76, 323–329.
Klausm. Schmidt, 2003, Convertible securities and venture capital finance, Journal of Finance, 3, 1190-1167

Mayers, D. 1998, Why firms issue convertible bonds: the matching of financial and real investment options, Journal of Financial Economics 47, 83–102.

Murphy,Kevin J, 2002, Explaining executive compensation: managerial power versus the perceived cost of stock options, University of Chicago Law Review, 69(3), 847-870

Myers and Majluf, 1984, Corporate financing and investment decisions when firms have information that investors do not have, Journal of Financial Economics, 13, 187-221

Nobuyuki Isagawa, 2000, Convertible bond: An effective financial instrument to control managerial opportunism, Review of Financial Economics, 9, 15-26

Noldeke, Georg, Klausm. Schmidt, 1998, Sequential investments and options to own, RAND Journal of Economics 29,633-653

Robert Gibbons., Incentives and Careers in Organizations,  
Stein, J.C, 1992, Convertible bonds as backdoor equity financing. Journal of Financial Economics 3, 167-190

Stulz, R, 1990, Managerial Discretion and Optimal Financing Policies, Journal of Financial Economics 26, 3-27.

Tirole,Jean., 2001, Corporate governance, Econometrica 69, 1-35.

Zweibel, J.1996, Dynamic capital structure under managerial entrenchment, American Economic Review 86, 1197-1215.

_1198933306.unknown

_1199011631.unknown

_1199020818.unknown

_1199020950.unknown

_1199021012.unknown

_1199021075.unknown

_1199021113.unknown

_1199021038.unknown

_1199020976.unknown

_1199020885.unknown

_1199020936.unknown

_1199020850.unknown

_1199020777.unknown

_1199020796.unknown

_1199011652.unknown

_1198935518.unknown

_1198935785.unknown

_1198995352.unknown

_1199011597.unknown

_1198937126.unknown

_1198935729.unknown

_1198933470.unknown

_1198933802.unknown

_1198933376.unknown

_1198932887.unknown

_1198933054.unknown

_1198933167.unknown

_1198933277.unknown

_1198933119.unknown

_1198932978.unknown

_1198933008.unknown

_1198932923.unknown

_1198583182.unknown

_1198932749.unknown

_1198932831.unknown

_1198932853.unknown

_1198932812.unknown

_1198584221.unknown

_1198777326.unknown

_1198932729.unknown

_1198777080.unknown

_1198583548.unknown

_1198584026.unknown

_1198583830.unknown

_1198583862.unknown

_1198583874.unknown

_1198583809.unknown

_1198583401.unknown

_1198583452.unknown

_1198583279.unknown

_1198321620.unknown

_1198502033.unknown

_1198582982.unknown

_1198583061.unknown

_1198583095.unknown

_1198583024.unknown

_1198582960.unknown

_1198582961.unknown

_1198502623.unknown

_1198502640.unknown

_1198502736.unknown

_1198502496.unknown

_1198329860.unknown

_1198501668.unknown

_1198501999.unknown

_1198474502.unknown

_1198329378.unknown

_1198329412.unknown

_1198329574.unknown

_1198324812.unknown

_1197798559.unknown

_1198321505.unknown

_1198321583.unknown

_1197800101.unknown

_1197791924.unknown

_1197792485.unknown

_1197791884.unknown

