ECO381                                                                                                                                   Errata

Class 1 – Basic Incentive Contract
Corrections
Slides
· Slide 12 – in the right panel, it says “c(>0, c((>0” while it should be “c(>0, c((=0”.
· The corrected slide is therefore:
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Assignment 1

· In the answer key, Question 2, the last part, it says: “Step 2: We’ll verify that U(e*,w*) is at least as great as R=20. We have that U(e*,w*)=w*-5e*=6.9-5(10)=-3.1. Since this is smaller than the stockbroker’s outside option of 20, it is not efficient that Bill hires the stockbroker.”
· The correct answer is “Step 2: We’ll verify that U(e*,w*) is at least as great as R=20. We have that U(e*,w*)=w*-5e*=6.9-5(2)=-3.1. Since this is smaller than the stockbroker’s outside option of 20, it is not efficient that Bill hires the stockbroker.
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