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ABSTRACT

One of the main causes of corruption in government agencies is due to the issue of moral
hazard, resulting from asymmetric information, as information are not equally observed after the contract
for the work assignment has been applied. In fact, the commanding officers lack sufficient information
to monitor the performance of lower-level government officials, creating opportunities for them to seek
personal gain through corrupt practices. To design policy mechanisms aimed at addressing corruption,
this study employed the framework of the Principal-Agent Model and analysed incentive measures that
could reduce corrupt behaviour among lower-level government officials. The results of the modelling
analysis in this study found that there are no guarantees for government officials that they will receive a
fair compensation if they perform their duties honestly and with integrity. Therefore, one solution to this
problem is to provide limited liability as an incentive to encourage government officials to be honest.
This can be done by using a corruption index as a criterion for considering promotions in the government

sector.
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v o o

(1) fuiaAutityen Tlarunsnaasildatineanysal (incomplete information) 4161394 wsazUIE
v

H 1 v 1 1
UfEninndaaantednegasavield Al §UaAuiyen azdeclddynyn eqalalifimaineniay
p - RIS A A o o W . X X v
Wueudedne lunsdiiasi Seuladnaninniunigela (incentive constraints: IC) magl

(2) A9 Hanwouzlunataneauides (risk-neutral) Supe u(r) = r , Vr

(3) ArususNIIANHIMARNA (rationality) Nsfudtynyrananllfudynyn vse Uy = 0 asdewdu

q

A

Jeuladnains A usanile (participation constraints: PC)

o o

ansnsouwitlymaesdiisdutinyn lanall

1>

max m[S(@) — 7 —wl+ (1 —n)[S(q) — 7 —w]
subjectto  IC: mrF+ A —m)r—yY+w=m,r+ (1 -

HO)T_‘-I-W,
PC: mir+(Q—nmn)dr—yY+w=0.
(7)

Wavinnisuitoyundnesi (g nasigadluniacwan A3) azladn

* — _ |
r= Anw + W]'
(8)
77,* — (1_7-[0)111 —w.
AT
(9)

'
a

AINANN19N (8) waz (9) aviiuladn udAisaazidupudadnd winqaaanldwuuaunald

nanauunuliwingy dadu lunsaidasldanuisanifuinaneuwnwla Fandn <l full Insurance”
P Yo o o Y o = A v :// P o =% o *
Wasnnann fusAuiyen lanannnszanudasldanegiudiagnifasianun Wevdnen 77 iy 77 unu
Tuderiduassalsslamivemnsandedns azninlilasuassolssTomd uamnasae auni1sh (10) waz (11)

0* — (1_71-1)1!} > 0
ATt

)

(10)

U*=—M<O. (11)
= AT
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& 4

AmauunuliaanafesiuAtaandsesessnlselamiaecanma lnganalivindusuyud1dalaniaan

I S d o o na
maluaudednel inadnaalisnmauautedned azladn

T+ (A —m)r* =1, (12)

a A Yo

amnsonnalsylamignngsAuiymaslasu winsmaduautedndls Asaunish (13)

v =m S+ (1 —m)S — .
(13)

a o o

annfdn nadszlomignsndiAuiyaiarlaiy wnsisaduaudedndiuinndinsminidu
AudRas WTatuAe V1 = Vg arladn duyuuazuatsylamivesponudednd idudsil ATAS = ¢

Tnaft AS =S —8 > 0uaz BF® = AnAS fe uadszlamiildfuainaaiudednd dou

CFB = = r* fe dunuitednydliifdunudedns (g nsigalunianuan A4) faiu aransoagy

1641 lunsdldeyatneanslaianysal wudnduisAuinyansdesldrunuinednaslisnsaiiuiedneivingy
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max 7T1[5_'_7:_W]+(1_7T1)[-S_7_”_W]
{rr}

subjectto  IC: myFf+ (1 —mr—yY +w =myr + (1 —mp)r +
w, (14)
PC: mqr+ (1 —m)r—yY+w =0,
(15)
Limited liability constraints:
T =—l, (16)
r=-L (17)

ANALAAITIEFL AZWLF1 @NNN9N (16) WAz aNn197 (17) lu limited liability constraints AL

o o

danantfoyunlunsdideyatnaansladanysal TnefivAunye aiwmandseiuunidwinightedn

24

41 windfiRaudasandednd ldduanisUfiewduduls dufeusdnlaaiie wddeldsy
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B = 14+ % (19)
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Y o o
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NIANUIN

magawil A1: nsutleymaesdieAuinyen: nedideyatnnasanysal andymluaunish 6

The LaGrange Function:
L= m[S@—-7—wl+1—-n)[S(q) -1 —w]

+ Almu@@) + (1 —u(r) — ¢ + wl
The First-Order Condition: (PC is binding)

a I (=%
a_i =0: -1, + Almu' (7%)] =
(a1)
a 1ok
a_i: 0: —1-m) + A —-mDU' ()] =
(a2)

Wnuannsf (a2) lu aunsii (a3) azldan A = ——zeu' (7*) = u'(r*)

'(T*) u ( )
LL@u"ﬂ']ﬂ‘V]LT'\V]?']UQW CREDE Nﬂﬂjﬂ’meﬂuﬂﬂq\iwq\?ﬂqqﬂJLﬂﬂ\? LL@uﬁ\?ﬂ’ﬁu@??ﬂﬂiwiﬂ’ﬁuﬂﬂﬂﬂmw
increasing function Laz concave function M lilaauduius ™ = 7° = 1™ e
Q.E.D.
P o Ao g o0 = - g \ -
ﬂ'}ﬁ'W@"ﬂJVl A2: V']"‘!ﬂLVN'VJ@NVWneLVF’HiQQLﬂuﬂusﬁ'ﬂz{mﬂi ﬂimm@g@‘m'ﬂmmmyﬁm
ANV = Vg azladn
- * *
m[S(@ —r"—w]l+ (1 - nl)[S(c_I) —r*— W]
>m[S(@) —w]+ (1 - no)[S(c_[) — W]
AmAS = 1* (a3)
ANN197 (a3) nunai expected gain of honest = first-best con of inducing honest wazLiasan
rsaailunanannapaai@en (rsk neutral) e w(t) = t, Vt uaz h(u) = u, Vuuwazt = Y
iude h(Y) = P, Vi aglidn [BFE = ASAR] = [CFB = r* = y]
Q.E.D.

mMaAigaud A3: nsuiileymnaesdiaduinyen: netideyatinaislianysal andymluaunish 7

Principal Solves: Y{H:Clic T4 [S(C_I) —r— W] + (1 - 7-[1)[5(6_1) -r-

For
w] _
subjectto  IC: myF+ (1 —mw)r — Y +w >y + (1 —
T)T + W, (a4)
PC: myr+(1—m)r—yY+w=0.
(a5)
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Avuald aun1afl (ad) way aunnsd (a5) Binding azléin o7 + (1 — me)r +w =0

Tufe
- 1-1o)r+w
P [( )T ]
To
(ab)
ety (a6) Tuaunaf (a5) azl@an
(1-m)r*—w
o [ 4 1 et =
0
(a7)
o ' P * o
Sngiannisluad azldan r=——yY—w
- ATt
(a8)
UNUALNNIT (a8) luannnaf (a6) avldn
- 1 o
7= ——[ 1—-m [—— —W]-l—W]
Ll -ng) -2y
(a9)
o , o, - 1-m
dnstlannislud azlaan o = QoM w
4 AT
(a10)

wmanudn Werduassadselomivassnmansdiiuaugednd wihviy U =7 +w — Y i

T unuluisiduessodselomasigma azlddn U =17 +w — ¢

viseilue U* = a-m)yp
. AT
@11)  antu i 7 unuluisiuasndsylemfaessingma
I Vs
azlddn U* = _ Ty (a12) Q.E.D.
- AT

I o a e d e e mw . .
mngail A4: waamanzanivn bimaduautedne’ nadidayatiinanslianysal
Avunle nnsanaApauwnuliiduaudadme uwnusos
7-[17:* + (1 _— T[]_)T_'* - l/),
(a12)

v o o

e a P ~ o A o o
RS N@ﬂﬁ‘:ﬁiﬂ’ﬂu?ﬂ%ﬁ“ﬂ@ﬂﬁi NAULRYTN m@@mumlﬁuﬂusﬁmm AR

U = 7715 + (1 —m)S -1,
(a13)
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'
v o

waz nalselomignisesdivAuiys Wegnideaduaudesn Ao
vy =S + (1 —my)S ;7 =0
(a14)
anitenla vy = vy iy S + (1 —m)S — P = myS + (1 — mp)S v
e expected gain of honest = first-best cost of inducing honest visn ATAS = 1,1)
Q.E.D.

miﬁmﬁf A5: naguavdniaziuusiiaaTedned
Principal Solves: r{r;ax T [S_' —r—w]+ (1 - 7'[1)[.5 —r—w]
7r
subjectto  IC: P+ (1 —m)r —yY +w >y + (1 —
)T + W, (a15)

PCT[lT_'-I-(l—ﬂl)T_‘—l/J-l-WZ 0,
(a16)

Limited Liability Constraints:

T = —l,
(a17)
r=>-—L
(a18)
Auualy aun1s9 (a54) waz aunns7 (a51) binding azlédn
rs8 = —. (a19)

WNUANNI9N (219) Tuannisi (a15) axlsdn

T+ (1 —n)(D)—yY+w=mnmB+ (1 —mp) (=) +

AnrSB = —Aml + 4,

PB4+ ¥ (a20)

8
B

Q.E.D.
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m?ﬁ@@urﬁ'AG: vnqawnzauiivn lsaluaidedad: nedludnyseiu
wassadsslamFaneaviasinema
EUSB =m B+ (1 —m)rB —yY +w,
=m (-l+ L)+ A -m)(-D -y +w,
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