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Appendix

A. Derivation of (12) to (14)

We start by deriving (12). From (9), when n(w,) = 0,

m(0)(1 = y)(x = ¢) = c0(r +9)
m(0)(1 —7) '

Wy =

Equating this to the expression for w, given by (5) for the case of risk neutrality gives,

m(@)(lfy)(xfﬁ)fce(rJr(S):w (r+0)(wy —b—h)
m(0)(1 — ) b 2 ‘

Using (8) with n(w,) = 0,

m(0)(x — ¢) = m(0)w, + cO(r + 5).
Substitution then gives

—yeb(r+96) (r+0)(wy—b— h)

m(0)(1 - 7) 4

Thus,
wy—b—h= —yAcl _ —[m(0)/ 4+ m(0)]Ac0 _ .
m(0)(1—7y)  m(0)[A/4+ m(0)] ,

which verifies (12).
Next, set the expression for w, from (12) equal to the one given by (6) with risk neutrality;
that is,

[r+ ¢m(0)](b+ h) + A(s+ h) .

bth—c= "4+ dm(0)

Solving for ¢ verifies (13).
Finally, from (8)

cO(r 4+ 9) = m(0)(x — w, — ¢).
That is,
cO(r+90) =m(0)(x —b—h+c0—c),

which, after rearrangement, verifies (14).



THE ECONOMIC JOURNAL [JULY
B. Comparative Statics Derivations

(a) Comparative statics for 0: Using (14),

a0 m(0)
b~ c[m(0) — (r +8)] +m(0)[cO+ (x —c—b—h)]’

The denominator of this expression is positive since, from (14), we have
cfm(0) = (r +0)] = =[m(0)/0)(x —c = b—h) >0
and
0+ (x—c—b—h) = cO(r+3)/m(0) > 0.
Thus, 00/8b > 0. Since neither s nor 4 enters into (14), we have 90/0s = 80/0. = 0.
(b) Comparative statics for wy: Using (12), dw,/0b = 1 — ¢(00/0b). That is,
Owy —c(r+9)+m(0)[c0+ (x—c—b— k)

b m0) — (r+0)] + MO0+ (x—c—b—h)]
From (14), ¢(r + 0) = (m(0)/0)[c0 + (x — ¢ — b — k)], so by substitution
Ow, _ [(=m(0)/0) + m'(0)][c0+ (x — c— b— )]
b m(0) — (r+8)] + m (O)[cO+ (x—c—b—h)]’
As ' (0)0 < m(0) and 0 + (x — ¢ — b — h) > 0 we have 0w,/0b < 0. Since s and A
appear in neither (12) nor (14) it follows that dw,/ds = dw,/d4 = 0.

(¢) Comparative statics for wg: From (5'),

Ows,  (r+06+2\ 0w, r+96
6b_< 7 )W‘ ;7 <0and
Owy, (b4 h—wy)(r+9) cO(r+9)

— = = 5 > 0.
9 22 2?

Finally, 0w,/0s = 0.
(d) Comparative statics for ¢: From (13),

9p_ 4 0900
b com(0) " 909

where
o¢ _ cOm(0)[—c(r+ A)] — [A(b — s) — cO(r + 1)][em(0) + cOm' (0)]
o0 [cOm(O)
and
a0 m(0)

b cm(0) — (r+0)]+m ()| + (x—c—b—1h)]

We thus have
o _ i m(0)A(b — s) + Om/ (0)[A(b — s) — cO(r + 2)]
b cOm(0)  c0m(0){c[m(0) — (r + )] + m'(0)[cO+ (x — c — b— h)]}

Multiplying both sides by c0m(0), the sign of 0¢/0b is the same as that of
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m(0)7(b — s) + Om! (0)[A(b — 5) — cO(r + 2)]

A= 0[m(0) — (r +6)] + m' (0)0[cO + (x —c — b— h)]

Since the denominator of the fraction is positive, the sign of 0¢/0b is the same as that of
260[m(0) — (r + )] + Am' (0)6[cO + (x — ¢ — b — h)]
— m(0)A(b — s) — Om' (0)[A(b — 5) — cO(r + 1))
From (14),x — ¢ — b — h= [O(r + 6)/m(0)] — c0; thus, the sign of 0¢/0bis the same as
that of
m'(0)0
m(0)
The first and third of these three terms are negative by (13); specifically, by the condition

¢ > 0. The second term is negative by »/(6)6 < m(0). We thus have d¢/0b < 0.
Next,

Am(0)[c0 — (b — s)] — AcO(r + 0) [1 - } — 0m (O)[A(b— 5) — O(r + 2)].

op b—s—c0

a2 cOm(0) >0
since, again from (13), b — s — 0 > 0.

Finally,

P A

s Om(0) <0
(e) Comparative statics for y: From (10),

0 im' (0

o _ % 50

90 [+ m(0)]
Then 8y/0) = — m(0)/[A + m(6)]? < 0, and the rest of the derivatives of y have the same

signs as the partials of 0 with respect to the various parameters. Specifically, 0y/0b > 0 and
0y/0s = 0.

(f) Comparative statics for u: From (11),

Ou_ Ju_ 9¢m(0) N du 0y
ab~— Opm(0) b Oy 9b’

where
ou —0y
26m(8) {0+ 1m0 L AP

and
ou  —o(pm(0) 4 A)
0 {3+ 9lom(0) + 71
Let ¥ = 6/{0 + y[¢pm(0) + 2]}* > 0. Then, we have

% _ f‘I’{y 64’8";(0) + [¢m(0) + ] %}.

Next from (13) we have
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Ab—s)

pm(0) ===

—(r+4)

SO

ob b 0> 0b b

opm(0) A Ab—1s)00 A { (b—ys) 00}
=—— = 1-— —.
0 0b
From above,
@ ' (0) @
b [i+ m(0)] b

Thus,
du y 90 [ (0)[¢m(0)+7] (b—s)
b _N<c9 +%{ L+ mO))F })
Since
w (0)[¢pm(0) + 4] ym/(0)[¢pm(0) + 4]
[4+ m(0)) m(0)[A -+ m(0)]
we have
ou Ay 00 [ m/ (0)[pm(0) + Alc0  (b—s)
b~ ‘Eq’(l +%{ WO+ m@)] 0 })
Then,

O nOLomi0) 009}

sign (gb) = fsign<1 T\ O @) 0

Without imposing more restrictions on m(0), this latter sign is indeterminate.
Next, since dy/0s = 90/0s = 0, we have

ou_oude
Os O¢ ds’
Since
ou —oym(0)

9 om0 < AP "

and, as shown above, 9¢/Js < 0, we have du/ds > 0.
Finally, using 90/0A = 0, we have

ou 8u6¢ 8u6,} oy
0k P OA " I OL {5+ y[pm(0) + 2}

The final term is the direct effect of 2 on u. Substitution gives,
ou oym(0) {b —5— 69:|
0% \{o+7[¢m(0) +23* ) L Om(0)

. ( Slpm(0) + 1] ){ m(0) } &y .
{6+ 7[pm(0) + A} ) LA+ m@F [ {6+ 7[dm(0) + A}
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5 _

ou _ Jr(b—s—c0) m(0)[¢pm(0)+ 1] .
T{ 0 i+ m(O)F +}‘

The sign of Ju/0A is the same as that of

_ib—s)  mO)gm(0) + 4
a0 U4 m0)]

Using (10) and (13) for y and ¢, the sign of du/0A is the same as that of
—m(0)/2+ m(0)(b—s) N m(0)[A(b—s) — cO(r+A)/cO0+ 2]  —m(0)[(b— s)m(0) + cOr]

0 7+ m(0))? O]} + m(0))

Thus, du/d4 < 0.
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< 0.



