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Abstract: The classical theory of incomplete contracts asguhat contractual
incompleteness will bring on inefficient specifiarhan capital, but it can’t explain
the fact that employees efficiently invest in sfiechuman capital abounds.
Introducing repeated games and the asymmetricnvgton of investor’s ability into
the classical holdup model, this paper provesdhhbugh contractual incompleteness
will definitely cause the holdup problem, holdupymt necessarily impede efficient
investment in specific human capital under someaditmms. Specially, |1 argue that
reputation is also the source of power. This pa@racters three perfect Bayesian
equilibria: Good reputation induces good-type ageninvest social-best specific
human capital in the first period, and compel bgzetagent to exit market; neutral
reputation induces both good-type agent and bael-Bgent to invest social-best
specific human capital, however, bad reputatioruged both good-type agent and
bad-type agent to exit market. Also, this papeuesghat the optimal property rights

in static model are not necessarily optimal in agitamodel.
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