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The talk draws from two papers in dynamic contract design. The first paper considers a basic

model, in which a principal incentivizes an agent to exert effort to increase the instantaneous arrival rate of
a Poisson process. The effort is costly to the agent and unobservable to the principal. Each arrival yields a
constant revenue to the principal. The principal, therefore, devises a mechanism involving payments and a
potential stopping time to maximize her profits.
The second paper builds on the first paper's framework and considers a more complex setting where a
principal hires an agent to run a local service store. Customers request service in one of two ways: either via
an online or a traditional walk-in channel. The principal does not observe the walk-ins, nor does she observe
whether the agent exerts (costly) effort to increase customers' arrival rate. This creates an opportunity for
the agent (i) to divert cash (that is, to underreport the number of walk-in customers and pocket respective
revenues) and also (ii) to shirk (that is, not to exert effort). This leads to a novel so far unexplored double
moral hazard problem. We also present dynamic contracts that maximize the principal’s profit.
In both papers, we derive the optimal contracts which have simple and intuitive structures. Further, in the
second paper, we extend the model to allow the principal to either (i) monitor the agent or (ii) manipulate
the relative attractiveness of the online- against the walk-in- channel (by allowing the use of dynamic price
discounting). Both tools help the principal alleviate the double moral hazard problem: we derive optimal
strategies for using those tools to guarantee the highest profits.
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