
5.2 Spill-over with Side Payments

max
Li,Si,Ki

f(Li, Si, Ki)− wLi − pSi − rKi

fL = w fS = p fK = r

Ti = pSi

S∗i =
1

n

n∑
j=1

Sj ∀i = 1, . . . , n

f(Li, Si, Ki) = fLLi + fSSi + fKKi

wLi + pSi = f(Li, Si, Ki)− fKKi

Yi ≡ wLi + Ti + rK̄ −
n∑

j=1,j 6=i

(
Yj − Ȳij
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