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Dynamic Contract Theory of Capital Formation and Managerial Replacement
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In this research, I explore a dynamic theory of investment and costly
managerial turnover assuming not only agency conflicts between the firm manager and investors, but
also the limited commitment of investors to the firm"s manager-replacement policy. | incorporate the

possibility of the successive discretionary replacement of managers until the firm is finally
liquidated, and develop a continuous-time agency model usin? the g-theory of investment. I derive
the joint dynamics of the average q, marginal g, and optimal investment--capital ratios involved in
manager turnover.
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