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Abstract

The Principal-Agent Model explicates that corruption arises from imperfect information
on the part of the superior or boss (Principal) in supervising the subordinates’ duty
performance (Agent). This is the main reason public officers seek loopholes to achieve
personal gains, abusing their power. In the meantime, all public officers are not
guaranteed rewards or returns worthy of their scruples. Therefore, one approach to solve
the problem is imposing limited liability on the agents, so that the public officers are

incentivized to be honest as honesty is the main index in promotion considerations.
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1. U1 (Introduction)
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2. NFBUKUIAANIINGYE (Theoretical Framework)

2.1 LUIAAATEFAENSINABITREUUY
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MUANI1VBY Becker (1968, pp. 169-217) Uag Pashigian (1975, pp. 311-326) NyaiAs1e9%
WNefunginssuvemulegsnakazyana (HUSURMUNYvNg) 1lwminnsy (Ueduldngumung)
wazn1Asy imvuauleune) Aadl

N38UNITIATIERAUGUNIUYDITUUL: WeANTINVRILaUR IHAUUY

Wevhggsiavseyanamluvidangranewdigniung 1w1e1vaiaueliningaunse
HaUsgleridulanauunuunidningu wediglinuesiuaindenarivi dagu nsdlupraill
AYEANH 5195 Ul i UUULALINTENTA1999 wnudazder1uSuniungvune Tuiliesdu
Mvual lenaignseiauinazgnidminndunula unume p lagauudli unadnelued
UEfoamEAaedneAIUsy Wihduilnduresdnuiua1usuannsne v Inssy winignsesi
AURATEANLAINTTUNN eaunandy windu 71— p wiagldsuranauunusiu (Gross
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91915797 2 Avual TR OUlE U W uREIYIIULENAIASIBAITLN
wldsusmmmdanity v> 0 Fadu duanuauuudalignivldfemnminasdu 1- S
wilsele 2 MedranRuAuLuKaraINTIEliUTEd1 Wiy B + w widSuduuudigniule
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2.3 anuliiauuinsvasdayaritansiunisressudu
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3. N15a5719UUINEaBY (Model Setting)

nsdidymdmsuanudnuil Ae dedue (Principal) Tuiilvmneds NGB R
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UHUR wnumne r=aS(q)
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u(r)+w—1//, if e=1
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(6)

dmsuilsfdusssausslovidneiu u(-)  ddnwaeidu Increasing function  wa

v A

Concave function (u'>0, u"<0) "ufie JFusredainnuduiusluiianiafedtuiuaiuis



10

walaveudminsg alasuseiauniuaslasuninuneligedu widlilinansuunudananiae
lessauselenuinlisudueud dufie 1(0)=0 vued lussozduaundliduidounsiitinsn

WAL fuidmihssssinusuudmudurundlasuadnadulszdmnsiou

USUIUAa9IURT0T1UIUAAAIIM TNy Stochastic production na1afA® UTunal
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= a A
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wilwede fausgBonuduuuiiililly Wesan Liflndnguiiutumuwediazddundle
(1-7,)= Pr(q =qle= 1) wneds s duiiintfissefidedns uwdilvade
Tnevdnguidieglifivanosonisiduaifugnsvinanuiin
fadu avldn 7, > 7, vietude 7, -7, = Az > 0.

AImIanisevessaseleyi (Expected Utility)

AmmnisesessarsylemldmsugUasuyy) (v): msfiimihiiiga Tnvasids
Sodngvidedenn wdmaremmaniesessauslovidmiugtadutyy fil

v1:7r1[S((?)—F—w]+(1—71'1)[S(g)—£—w], if e=1 (7)

vo:7r0[S(J)—?—w]+(1—71'0)[S(g)—1—w}, if e=0. (8)

Taofl aunsil (7) wanseneaniswesessaustlovldmiudiadutyulunsdiid g
dadurutednd uazaunisi (8) uansimaniswesessnusglevidmiugdsduyulunsd
Adwhiidadunudens

AmIAnTIvesessaselerddms U g9 (u ) Msidmiidge fdnvuy
Iededndvsodonn winlWldsumAnn T wesesausslen] dil

wy=mu(7)+(1-m)u(r)-y+w, ife=1 (9)

uy = g (7 )+ (1=, Ju(r)+w, if e=0. (10)
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U 6

Taed auni159 (9) LansAIAI I Isauselovulunsfinamunnss1aduaudodng
P ' Y] Na v Y A o & o
LALANNITN (10) EAAIAIANMIIUBI8550UTE Lo ulunNsAM TN TuALReRa

AIULIaT (Timing)
a v Yo v v . . A v o v Y a o oA
Sueu gusdudiyen (Principal: P) Budetauedyauiidmniinisia (Agent: A,) Tufe

393879 1 dhedminiisssdaaulaineneusunseufiasdygy auiasdynvisasie

lakadnswiiuaud widmnveusuleulvvesdygyilaeanasidyyideriuwdl deun 93aian

IS . L4

PN v Y Ao v a a va o o i o o
7 2 W3 nNe1599 (Agent: A,) azdindaulaufURnumeseauoInuTodndunnsaniy 899y

v s 14

danasionadnsuansaiy lnenaansve W iad Uy UILAIY v UAZNAANSYDUINTNNANTIY
WUy u (g 7i 4 Usenau)

AN 4

AIULIANYBINTSIEURd A kaEN SR UT AN e laavAusssuitn

VAU

e=1 (Vl’ul)

ﬁ’zyfy@ﬂﬁ?ﬁéﬁuww (Incentive Feasible Contract) lunssnsdayayrfiagiilinatsdu
THlunsU iR Sndesegnelsifouladidrdy 2 sens fail

Uszsinis ﬁ'auzfﬁﬁmﬁﬁyﬂﬁmﬁﬁgdh (Incentive Constraints: IC) namfe \udeygn
fgslalfidmidishsadesnsidurutedndinindurudenn

u, >u, (11)

Usensiaey Seulvdndinaguniusauie (Participation Constraints: PC) na1@e

U

Judyaiidesnislmdmihnmsiaseniuwas Ui iRmudaygn

u, >0. (12)
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4. nan1sAne (Results)

4.1 193531998 JURML: nsaldayavriasauysal

VoA

(1) Awualy gUsdudyw dnalnlun1snsiansy (Monitor) mMsuendmidisism
unsutoyasgvauysal (Complete Information) 31 fsiausiazuieiluauguls naife
131071 isvaulnudunudednduarivaulnuduaudens Tufivaneanuin awmdeus
ﬁﬁwﬁ%‘aé’msiﬁiamiuﬁﬂ’awﬁflﬁlmﬁgu fafinasadenifazgnlvioonainwns

(2) ¥t isisan fdnuwasdunanmiseuides (Risk-neutral)

(3) dwsudminidisnds nssudyanfninlisudynn vie o >0 Faduieuls

Y

YnAniaauAie (Participation Constraints: PC)

v v

Pndeauuitiiy meldanunisaindeyariasauysal §UsAulymaINnsansTINg

awva v A % v a o v I A o v v Y Ao & d';ue‘gj
ﬂqiﬂﬁUﬁ]ﬁu’]V]“U@\‘iL‘ﬂqﬂu’lwmqiﬁﬁllﬂl,ﬂu@ﬁqﬂ@ Vl'ﬂ%lﬁn%qumrﬁjf\]Lﬂuﬁuwsﬁ@ﬁmﬂmﬂﬂu@ IUﬂ']i

witeyveaUsAuday (Principal’s problem) Fslidndudesedudeuludadifnsunisygsla

(%
v

(10) tufe Tunmssdgaiesuayinliiidminnssialiausiuile (PC) winlu
ety e saui Uymvesddaduday laned

o A[5@Fw]e0-m)[5(g)-r ]

Subjectto  PC: zu(7)+(1-7)u(r)—y+w=0. (13)

v oy
v a A

viald Wevhnsuddagmdnedu (g 21awwan A1) azlein o' (F')=u'(r") waza1niit

NIV LAMTINH1979 Tdnwazidunatanieenuldss wazilenduassauseloviilanwae

Increasing function uag Concave function vililaanuduius »" =7 =" faw
asUlain Tunsdindeyavnansauysal gUsdudguianunsasuuseiulad velmamig
smaduaudednd luinavimanuaunseiailugnmsanfiuafnseoldfay wude lidnezlyad

= Y I3 Yo ) W Y * X « . '
IoluAs1enLlaSUNASITTANAY WA 7 ISennsmtin “Full insurance

AunuazaaUselevivesnutednd: nsalteyavriarsauysal
Weliiesen1siny aunidn JUsiudgyussaunisrlidmiidssaduaudednd
= L3 ad Yoy o o Yo ¥ Y A o [ A o ea ' A
tuAe nauselevdansngUadudyyazlasu mndmthndsiaduautedndiininnit nsn
Wuaudeaa vietuife v, > v, wazneuntd 15 msun » =7 =r"  9uds 3ndeduni
Joyavnansanysal vilinsiuin s essauselevd v, tu JUsdudywlidndudedisieda
aa v Y o < v o A v v ¢ A o ¢
nsaimdmtnenduaudens tume r =0 agladn dunuuaskalsylevivesnIuedng
Julusnu aunnsit (14) (g f7e8wIn A2) Al
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ATAS > 1. (14)

v 6

S
B™ = AzAS  vineDa wauselevunlasu a1nn1siRIntn N3 odne
C™ =r" =y e sunuiietngsliluauiodng

AN 5
v o =~ oo Y v v oo A o ¢
LQE)UIGU @IE]‘U UNAU WV]WI%LQWWUWW@W?QQ%@?@B
e =0 e =1 - dad 4 o«
—> < > Goulvifdanvesniudedng
! e
|
1
o — > naUsglovuuarAunu
C"=r =y B

NAINT 5 @anansaeduletiuiuledn gUedudynaglasunalseleinainnis
(Expected  gain) 31nN15AMENAR15239T08m8 Wiy B = AZAS win1siurudedndd
funu Al Fadeelinstnenasneda edngdliduaudednd lnedngegntdoainduiuyuves

A o ¢ A | w * Y o ! FB o § v v v o D [
ANNTRERE v3aLIAY T =y NAMaTIeeInI1 C7 s i s lides aduy
ALTEAR 1130801BANAINTIBNNT iUTENBUD T NAUN WNanaULUIATBNUTElAIArane

4.2 1n3M5319989NnsU iR nsaldeyadrarshisuysal
Toquud

Ly

(1) fmuali gUadudayy laimmiaa'aq:lé’asmamiai (Incomplete Information) 11

Y
4 a wva Y A [ b=}

dmthidsausazune ihit SAnthiidhoewdedndgaianiol deiu {siudyw wwdedd

o ¥ = I A

1
doyayn Lwaf\]ﬂﬂmmwmwmnLaaﬂm Lﬂuﬂu%améiuﬂimuﬁmuLaaulm%ﬁﬁmé’mmigﬂa

v

(Incentlve Constraints: I1C) A7g
(2) Wmthiidnge Sanwasdunanmiannudes (isk-neutral) Wufe u(r)=r,Vr
(3) dwsuldmthfisisiauds mssudyyanildsudyan vie v, >0 FaduSeuly

v

YpAninnuAnsmde (Participation Constraints: PC)
anusouAtaivesdadudyy lansil

I{I;ai)}( 7[1[S(q_)—F—w:|+(l—7rl)[S(g)—ﬁ—w}
Subjectto  IC: mF+(l-zm)r—y+w2rr+(1-7)r+w

PC: mr+(l-m)r—y+w=0. (15)
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levinsudleymdnedu (9 #7eMuIn A3) aglain

f:—{Z—;’[w+w}, (16)
s om)y (17)
Arx

1naun1sA (16) wag (17) aziuleain wikhsaszduauiodnd uaaeainulunudusuyii
Tinanauwnuluwinnuy sedu Tunsdldddldanursanisudnanauwnules Sani1 “lad Full

v @

Insurance” dutllawnan gUsAuTw andnarseanudsslunnegiuiegniasiaug

e 77, " wnuluilsnduessauselesuiidmtnignsiandedndlasu avvilimsiuin

Wi iU Juindnimeaudedndaasaudd alasuessaustlevivionuiianela
4 = € U ¥ lﬂl L2 dgj
wnteeiiiedla lngessausylovuanaiuanme aunisi (18) uag (19) fall

., 1—

9] =w>o, (18)
Ax

Ut =-2Y . (19)
AT

aun159 (18) aSuneledn Msrandednduailuad dneundngrundiludnisduiuadla
o & ° v fav Yo & Y% ~ a P ° ~
d159 viliessauselovun o sutduuln Tun19nseiueiy @aunisi (19) asuielaii sinsian
Fodndoralvaiey dnemumanguliiiemeniagnileandu auilinaneuunuinauldiguiy

aguledn nsdldeyarnasluanysalliaunsanisusinaneuwnuld (I Full Insurance)

1 Wededndumazlnsuranauunuiifual Wesain lunsalfdedudayyildondunaladngsnm

weladuauedndniodena Jnhnmsnanaiszanudsaisua i satudilesnmue

Fuyuuazaayselevivesnindednd: nsildoyayiasivauysal

AManudiddnyde gaduliyn msseaneuuny Wun Wmihiisise anndesiiesle
Amau Ao HUAUTyvIrdteameuLnuliaenndesiuAIA1AnTIveessauseleyives
Wit Tasdnglimindusunuandsloniannmisiduaudednd iledngdliamini
msradurutednd azléin

nr +(l-z)r' =y. (20)



15

v v

lorfuuil \913sannIonINalszlevgns ffdsfutiyrazlasu madmthiig
[
Huaubedndld duanduaunsi (21) feil

V]=7Z']§+(1—7[1)§—l//. (21)

LYY [

aundin wauselovignsndfsdudymazlisu mad i idisaduaudedndd
1nni nsdifuaudena vietuife v 2v, aldin Aunulaznalselevivesnudednd

Ouluany aunsii (22) (9 NIAKWIN Ad) Fai
ATAS > . (22)
Tned

AS=§5-5>0
B = AZAS  wuneds Nauselewinlesu a1nnsmaNntnfisnsiadadne

o

C™ =y =r" el duyuiietnyliluauiedng

v v

Nnaunsil (22) lunsdideyatnanshianysal wuiddutyudedddunuiiodngs
T mihfissadudedndwiniu wiowhdu » =y uinsdlil I/ Full Insurance visneAaa
Wmihidsasyiuan fanslvaieldiunanouunudnau tiesan gadutyulindnnisy
arundeslulsiudegniosionn nanlasagy funuuasnaysslestivesanudedng lunsd
Foyavnansliauysal fnsdidnvariduiioaivilduans lunmd 5 nanfe azdesiinisanena

[ A o Y A o o« | ' v v Y A o ¢
TR LW@‘Uﬂ@J\ﬂWLUUﬂU‘U@aG}‘c’J I@EJ"\]’]EJEJEJ'N'L!EJEJLVHﬂUWUV‘]UGUENﬂ’J']WU@ﬂWU

4.3 mslivanusziuuvisaudedng

Fodunmsronsdinsfnuluwuudasafiinuunde msfidhoduneadnaisyaudesly
faregniiosionun mihfisgseduansdsiiindnusedula q fagdeadeeuiulaléd as
¥Sunanouunuiiduan vnufiandiidheauiedndansn dafu uultdmihdissnafidu
Auffiazdoseanainarens viedosulsanmiudisaiidenalnsfunuih teauegson
feu wumeidunmsuttymdinaiAenslivdndsedutush (Limited liability) tiogdla
Fvihisslndunudednd

£%

annsauitamvesdedudayy lansil

I{I;la;)}( ﬂ1[§—7—w]+(l—ﬂl)[§—£—w]

Subjectto  IC: mF+(l-zm)r—y+w2xr+(1-7)r+w (23)
PC: mr+(l-z)r-y+w>0 (24)
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Limited Liability Constraints:
7>,
(25)
r>-l. (26)

ﬂﬂﬂﬁ@wwﬁLLamq%’waﬁu ENUI N5 (25) wag aunsii (26) 1 Limited Liability
Constraints fifiudanandamilunsddeyatmansliauysal nedladulyn ahamdnussiu
uidmihiisgidednddn lidmansujiRnuvesegnifesezidutuls aglvadvielvatie e
Wisausivinnusemnudedndaain Aazldsuvanuseiuin azhifesgnadlmuiaunin -

Wievihmsuntaydnediu (g f18auIn AS) laaivualy @un1si (23) wagaun1si (26)
binding a9

ro =, (27)

A B (28)

v o

NEUNN (27) waz (28) azuiuladn deddadudywaziauedyn r* uay 7% lned

wanUseAudumi (Limited  liability) iiverdun1sgelaliidmingsinga Yjdaninieainy
Fodnd Fawane1aNnIANEIuLN Nadudssimuennadiuldmiindsiaiedhems lag
nsalAAInnisvetessauselevl (Expected utility) 918191 NRNTI992LRNTY Lazdlan

nngud Aauandly aunisi (29) (@ 21ANwIN A6) Asil

EUS =w—1+2%0 50, (29)
A

LY [

Turaued dhedUaduiyundesuniuaunuaindu nmstinanyseiuundiegnias

a = 1 % r-:ll o v a Y v W v 4{' =l a %
WisualiouAuseiumnuides vilvnanauunugnivesdvedudyuianas Wewseuiiguiu
ATUANWINNIUU

ATAS > Al;rl. (30)
T

LYY

nanlagasy Yaymiaasssudva nsdndvdnuseiuanuides degueruldyvsdede
guuiindy n C7 iy C¥ iiedngdliidmiiisiatednd dufe diidudyy deawuniu

AULEBININTY 9 INN1TIANEnUTEAU n38n155UTINgAnTsuvesgnies nedsuua
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Y Y

AUeAY
AINAT?

Ugyfnesuannaalsnin dudsulvresnanuseAuninann vagiheanu nanuseiu
] Y Aaa v o Ao g vy v o A o ¢ d'
fAnednlu Reulviifngaduduass Mildmihidisadednd (9 a1wil 6 Useneu)

AN 6

L s

Y Aaa v o Ao g vy v a o d'
LQ@U"LGUVIWVIQWE]U@UEI@Q WWWIWL%W“’U'W]W']T}@U‘U@?{@EJ

* *
e =0 e =1 o Saisd 4 o o«
< >« > Goulvifdanvesniudodng
! e
1
SB ! SB
e =0 L e’ =1 g 4 Hdad o o
< : > > Reulunfdgnduduans
: i
| 1
| ! s v
. — ” > HaUsEleniuazAunu
sB _ 7
C = =y o B

Ax

5. d@3Una (Conclusions)

wuudnaeudungiugnias (The Principal-Agent Model) a5uredyninisaessudui
\Ananmsiihegdsfutyrmieiduenndeyassraufismelunsnsansnmsujifnuves
Wnthiissluszduans faduannadrdgiinliidinidifgenfedesinidindauanrann
waUstlovidunulnenismasnseniing

Tunsesnuuudyn egslaliidwihiisgduauiednddu lunsdidhodweidoya
Imansfiauysal (Complete Information) axdesiinisanesassda wedngliduaudednd lne
eedosiuiuuresnudedad Maretesnindunufingn mhissesliueady
Audena videyoueenIINTITNT LileUsznauainduilinansuuvusiaifieniuseldiiaiamane

nsdifeyariansliauysal (ncomplete  Information) wudn fUsAudyyause
9NV ImsLﬁﬂﬁunuLﬁasﬁﬂgﬂﬁﬁmﬁwﬁ%’g%é’méwhﬁ"uﬂitﬁmm%’mwﬁ%yjaﬁdnmiﬁ
anysal mngldkdnnseanuidsslulvitudegniesimun uazannisidheduendnaise
anadsafanan vilidmehAssseduandldiindnusedule q favdsaeanudiulalii s
I¢Sunanouunuiiduan vnufiandiidheauiedndanin dafu uultdmihdissnafidu
Auffazsiseananaunis vieseslsanmbussiaiidoanlneiusunii ileauegsen

oty wwamanislumsudtamdanandonislindnuss fususn Limited  liability)
iiogslardmihisglndurudednd rrunseuiunseng q 1wy nsdaviduilanudednd e
Ussifiunsvieueeadmiiisg dnslintanienansuunuiiasiodiminissidodnd
sufensiarsandeuiumisnassnsiunsdfimy [Husu
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AMARNUIN

v

Al: mmm‘ﬂmmmamﬁﬁ N: ﬂimsua:uamnmiawm

Principal Solves

r{r;l%)}( 7z1[S(?)—F—w]+(1—7zl)[S(g)—g—w}

Subjectto  PC: zu(7)+(1-7)u(r)-y+w=0. (al11)
The Lagrangean Function:
L= w[3(@)-7-w]+(1=m)[S(a)-r—w]+ 2] mu(7)+(1=7)u(r) -y -+ ]
The First-Order Condition: (PC is binding)

oL [ |
6_720: —7r1+i[7z1u (r )}=0 :i:%ﬁf) (al2)

Z—zzo; —(1—ﬂ1)+1[(1_ﬁ1)u'(£*)]:o y%ﬁ (a13)

wnuaNN1SN (a2) Tu aunsh @3) azlaan

A= L1 (a14)

7))

Nnaunsh (@1d)  aglddn o' (7 ) =u'(r") wazaniismsiudt Winhiinge &

snwagiunaramennudss wavilesnduessauseloviddnwae Increasing  function  wagy
Concave function vilwlamuduius » =7 =" ae

Ao g v vy Y a o I3 A o ¢ Ny | ¢
A2: ‘Vﬁ"\!ﬂLV@JWS@@J‘VWHIMLQW“U']V]WWiUT\]LUUQU%@aWBI ﬂimsﬂﬁiﬂﬁmqﬁaqiaﬂuim

91N v, > v, wlen

T, [S(q_)—r*—w]+(1—7r])[S(g)—r*—w}Z;ro[S(q)—w]+(1—7zo)[S<g)—w]

W”( ) w-mS(g) + 77

ﬂlS(q)— 0S(q)— S(q)+7S(q)zr

[7-7]8(q)~[= - EO]S( )>”*
|:S }AﬂZr*
ASAz =71

AZAS > r (a21)

Expected gainof honest  First—best cost
of inducing honest




tﬂl % Y 4#‘ 4 3| ‘ﬂl
HAYANN IWINENNAN294 1TUNANNIIANNLALN Risk Neutral

o u(t)=t, vt

LAY h(u)=u, Yu

WAz t=y

Thude hy)=y, Vy

wlidh || B” =ASAz [2[C" =1 =y ] (a22)

v o

A3: msundeymvesdeRudnyen: nstiteyavmansliauysal

Principal Solves

r{r;l%)}( 7z1[S(E)—F—w]+(1—7zl)[S(g)—ﬁ—w}

Subjectto  IC: aF+(l-zm)r—y+w2xr+(1-7)r+w (a31)
PC: mr+(l-m)r-y+w20. (@32)

fauali aun1si (@31) wae @un1sil (a32) Binding
mr +(1=m, ) r+w=0

h{m} (433)

Ty
Wy dun1sh (a33) lu @aumsi (a32)

ﬂl{—w}+(l—ﬂl)£*—l//+w=0

7Ty
7+ LA —mw Ay — Bt
+ =y -w
7Ty 7Ty
.
—(7—m)r LWy
7Ty 7Ty
*
—-Arr Arw
7Ty 7Ty
; 7,
=ty —w
Ax

r :—{Z—Oyﬂrw} (a34)




22

WU @unns (a34) Tu @unsi (a33)
}w}

(a35)

13991091 Harduassndsslamivasidvutinnaisanstiiiuaudadmnsd

winru U=r+w-y (a36)
U1 7 unuluisdduassnisslamiraadutininnma

U =7 +w-y

[tm ),

AT

A

azlan

_, 1-
g =mly A’:‘Z)"’ (@37)

W " unuluiaiduessoilseTamiraadvtinianma
P2 * 7Z-O
azlen U=y A+ My
Ar
_ny
Ar
* T
"4 (a38)
Ar




AG: vyeunganivhliidmthissaduauiednd: nsdiveyatiansliauysal

3318 ULNUlMIuALUTodRE Wnumle
7[1?*+(1—7z1)f =y (a41)

naUszlovigrsvesisfudaym Wegnieadunuiednd fo
v]=7z]§+(l m)S—y (ad2)

v W P £

naUseleviansvesiisrudyy Wegntosdunudena fe

v Y

vy =m,S +(1-7,)8 =0 (243)

ndeuly v, > v, 2wl
7S +(1-7)S -y 2 x,S+(1-7,)
rS+S-nS-y>n,S+S-rx,S
(nl§—7z0§)—(7r1§—7z0§) >y
ATAS =2y (ad4)

R -~
Expected gainof honest First—best cost

of inducing honest

1%}

v 6

A5: MSEUBNANUTENULVIANUTDARE

Principal Solves

I{l}}ég}( 71'1[§—7—w]+(1—7r1)[§—£—w]

Subjectto  IC: mrF+(l-m)r-y+w2xr+(1-7))r+w (a51)
PC: zr+(l-z)r—y+w20 (a52)

Limited Liability Constraints:
7>l (a53)
r>-l (a54)

el aun1sfl (a54) wae @aun1sil a51) binding
azlaan o= (ab5)

Wy @unns (a55) Ty aunisdi (as1)
ar? +(1-z)) () —y +w=r,7" +(1-7,)(~1)+w
P +(1-m) (<) -y 2 m7™ +(1-7,) ()

—SB —SB _
nr” =l+ln —rgr> +l-Ir, =y
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SB

(7, =7 )7 +(my— 7y ) =y

Ar7FSt = Azl +y

7o+ (a56)

Ar’

A6: yusnganvihlidnthissaluaudednd: nsdiivanuseiu

119550U5218vUNAIANTIVD AU
SB —SB SB
EU> =mr +(1—7z1)£ —y+w

— 7, (_1+Alﬂj+(1_ﬂl)(_z)-w+w

=-Ir, +"Z—7:['—l+lﬂ1 -y +w
Y7,
=w—Il+—=—
Ar v
EUSB=W—Z+%>O. (a61)
T

HaUselevianivesiUshuday Wegnteaduaudednd Ao

v =r, (S -7 —w)+(1—7z'l)(§—KSB —w) (a62)

Toedit 1 =—1=0

L3 a YU v v A o [ ¥ A
Naﬂiﬂmuqmmmﬁﬂmﬂuumm LN@Qﬂu@QLUUQUQ@Qa A
v’ =1, (§—w)+(1—7r0)(S—w) (a63)

Arx
AS > Lg (a64)
[Eg—
Expected gainof honest 4

Second —best cost
of inducing honest




