
Figure 1: The Basic Principal-Agent Game

Principal w, b Agent

Agent

Take contract (T )

(

F −w + pH(S − b) +ǫPH

w + pHb− cH +ǫAH

)

High effort (H)

(

F −w + pL(S − b) +ǫPL

w + pLb− cL +ǫAL

)

Low effort (L)

(

0 +ǫPR

0 +ǫAR

)

Reject contract (R)

Notes: Final payoffs for the principal and agent are expected payoffs given the realization of
“success” or “failure” in the venture. These payoffs are perturbed by ǫ∗ in different ways for the
different solution concepts.
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