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Abstract A celebrated resultin the theory of tournaments is that relative performance
evaluation (tournaments) is a superior compensation method to absolute performance
evaluation (piece rate contracts) when the agents are risk-averse, the principal is risk-
neutral or less risk-averse than the agents and production is subject to common shocks
that are large relative to the idiosyncratic shocks. This is because tournaments get
closer to the first best by filtering common uncertainty. This paper shows that, sur-
prisingly, tournaments are superior even when agents are liquidity constrained so that
transfers to them cannot fall short of a predetermined level. The rationale is that, by
providing insurance against common shocks through a tournament, payments to the
agents in unfavorable states increase and payments in favorable states decrease which
enables the principal to satisfy tight liquidity constraints for the agents without pay-
ing any ex ante rents to them, while simultaneously providing higher-power incentives
than under piece rates. The policy implication of our analysis is that firms should adopt
relative performance evaluation over absolute performance evaluation regardless of
whether the agents are liquidity (wealth) constrained or not.

Keywords Piece rates - Tournaments - Contests - Liquidity constraints

JEL Classification DS2 - D21

1 Introduction

Even though linear contracts are only proxies of the theoretically optimal non-linear
contracts, they are popular in several occupations or industries (e.g., sales, physician
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contracts with HMOs, contracts between processors and farmers, and faculty raises),
partly because they are simple to design and easy to implement and enforce.! The
most common linear contracts are the piece rate contract and the cardinal tournament.
Both of these are applicable when cardinal data on individual agent performance
are available. By contrast, ordinal (or rank-order) tournaments are informationally
wasteful when data on the agents’ cardinal performance are available (Holmstrom
1982). Under rank-order tournaments, the prizes are fixed ex ante. Under cardinal
tournaments, the sum of prizes is fixed ex ante and relative performance evaluation
determines each agent’s share of the pie. Under the piece rate contract each agent
is evaluated according to his absolute performance or according to his performance
against a predetermined standard, while under the tournament each agent is evaluated
relative to the performance of his peers. In particular, under both schemes each agent
receives a base payment and a bonus payment, but the bonus payment is determined by
absolute performance in piece rates and by relative performance in tournaments.? Fol-
lowing the footsteps of Lazear and Rosen (1981), Green and Stokey (1983), Nalebuff
and Stiglitz (1983), Malcomson (1984) and others, the comparison of cardinal tour-
naments and piece rates has been the subject of current literature (Tsoulouhas 1999;
Tsoulouhas and Vukina 1999, 2001; Hueth and Ligon 2001; Wu and Roe 2005, 2006;
Tsoulouhas and Marinakis 2007; Marinakis and Tsoulouhas 2009; Tsoulouhas 2010).3
This comparison is important because it allows us to contrast the efficiency of absolute
performance evaluation against relative performance evaluation.

Absent liquidity considerations, when agents are risk averse and production is sub-
jectto sufficiently large common shocks, the tournament is a superior incentive scheme
to the piece rate. This is because the tournament uses the information generated by
the performance of the group of participating agents as a whole, while the piece rate
does not. Specifically, if the disturbance in the output of each agent is correlated with
the disturbances in the output of the other agents, the information contained in the
average production can be very useful to the principal in creating a contract which
is a step closer to the First Best. Moreover, under the tournament, if the principal is
risk-neutral or is less risk-averse than the agent, an insurer—insuree relationship can
be developed between principal and agent allowing for a Pareto improvement of the
contract. That is, the principal will offer insurance to the risk averse agent by filtering
away the common shock from his responsibility. Insurance will make the agent more
tolerant to a higher-power incentive scheme and, therefore, the agent is expected to
increase his effort level.

! To some extent, the non-linearity of the theoretically optimal contract is due to the fact that contracts
accommodate all possible events. Holmstrom and Milgrom (1987), however, have argued that schemes
that adjust compensation to account for rare events may not provide correct incentives in ordinary high
probability circumstances.

2 The base payment ensures agent participation and the bonus provides incentives to perform. Under tour-
nament an agent receives a bonus if his performance is above that of his peers, and a penalty otherwise.

3 Note that Tsoulouhas (2010) examines a form of cardinal tournaments in which the weights on absolute
and group average performance are not equal. Under these tournaments, the total prize is not fixed and the
principal can increase his profit over standard tournaments, however, these tournaments are more difficult
to design in practice and, hence, to the best of our knowledge, they are not used.
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Are tournaments optimal under liquidity constraints?

One might conjecture that the superiority of tournaments over piece rates may not
survive under liquidity constraints. Tsoulouhas and Vukina (1999) and Marinakis and
Tsoulouhas (2009) have proved that the optimality of tournaments over piece rates
can break down when the risk-neutral principal is subject to a limited liability (bank-
ruptcy) constraint, which limits the payments a principal can make, provided that the
liquidation value of the principal’s enterprise is sufficiently small. This is so because
tournaments increase payments in unfavorable states, but these are the states in which
the limited liability constraint comes into play. The intuition is that contracts with risk
neutrality and limited liability for the principal look very much like those that would
have been obtained with risk aversion. In other words, if the principal is concerned
about the allocation of profit across states, he will no longer offer insurance against
common shocks via tournaments and will resort to piece rate contracts or fixed perfor-
mance standards. This paper investigates the optimality of tournaments over piece rates
when the agent, instead, is subject to a liquidity constraint which introduces ex post
limitations on the minimum payment the agent can accept or the maximum penalty
that can be imposed on him (Innes 1990, 1993a,b). The liquidity constraint prevents
the principal from compensating the agent by an amount smaller than a predetermined
level in all states of nature.

The models used by Lazear and Rosen (1981), Green and Stokey (1983) and others
allow the payments to the agents to be negative. In particular, under both the piece
rate and the tournament payment schemes, if the agents produced a sufficiently low
output they would usually have to pay the principal. Thus, according to the standard
literature, if the production of an agent is sufficiently low the principal will penalize
the agent by imposing a negative compensation and acquire whatever output the agent
produced. This is certainly inconsistent with what we observe in reality.

The liquidity constraint is partly an institutional constraint on contracts. It is
imposed by law for several industries in numerous countries. Such legislation aims at
removing the burden of excessive penalties imposed on agents for negative outcomes
beyond their control, rather than at maximizing social welfare. However, a liquidity
constraint for the agent may alter the choice the principal makes between tournaments
and absolute performance contracts. This can be due to a number of reasons. Some
of these reasons are in favor of tournaments and some are in favor of piece rates.
First, by increasing payments to the agents in unfavorable states, tournaments are
more likely to satisfy tight liquidity constraints for the agents. Second, by providing
insurance, tournaments may satisfy the liquidity constraints for the agents without
paying rents to them. This is so because tournaments increase the compensation to the
agents in unfavorable states but reduce the payments in favorable states. By contrast
piece rates may pay the agents ex ante rents when the liquidity constraints are tight
(i.e., when the minimum required payment to the agents is high), which reduces the
principal’s profit. If piece rates pay ex ante rents to the agents, they could be dominant
over tournaments from the principal’s perspective only if implemented effort under
piece rates were sufficiently higher. But, in general, tournaments allow the principal to
implement higher-power incentives than piece rates, which enhances the dominance
of tournaments. Third, agents may be unable to pay for insurance especially in low
states of nature if the liquidity constraints are tight, which works against tournaments.
Fourth, the attitude of the principal and the agents toward risk may change. Liquidity
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constraints may make the agents more tolerant to risk, in the sense that if the agents
know that their liability is limited, they may become indifferent among the range of
states over which the liquidity constraint is binding.* On the other hand, the liquidity
constraints for the agents are expected to make the principal care about the alloca-
tion of payments and, hence, profit across states to satisfy the liquidity constraints
and ensure agent participation. When the principal becomes less tolerant to risk, while
agents simultaneously become more tolerant to risk and, therefore, they are not willing
to pay enough for insurance, the principal may find it less profitable to offer insurance
to the agent through a tournament and may resort to piece rates again. Thus, in all, it
is not a priori clear if tournaments, which are normally superior over piece rates when
production is subject to common shocks, maintain their superiority under liquidity
constraints for the agents.

Our analysis shows that, surprisingly, in the presence of sufficient common uncer-
tainty a principal contracting with risk averse agents will prefer to offer a tournament
even when agents are liquidity constrained. This finding is diametrically opposite to
the result for the case when the principal, instead, is subject to limited liability. The
rationale for this result follows directly from the discussion above. It turns out that by
providing insurance against common shocks through a tournament, so that payments
to the agents in unfavorable states increase and payments in favorable states decrease,
the principal can satisfy tight liquidity constraints for the agents without paying any ex
ante rents to them while simultaneously providing them with higher-power incentives
than under piece rates. The individual rationality constraints for the agents are always
binding under tournaments, whereas under piece rates they are non-binding (that is,
the agents receive ex ante rents) when the liquidity constraints for the agents are really
tight (that is, when the minimum payment required to satisfy the liquidity constraints
is high). This finding establishes our claim that the principal can satisfy tight liquidity
constraints for the agents without paying any ex ante rents to them under tournament.
Our second claim, that the principal can implement higher-power incentives under
tournament, is facilitated by the fact that the piece rate contract cannot be defined for
apiece rate larger than one (in the sense that the principal would not make an offer such
that marginal cost exceeded marginal revenue) whereas the tournament is defined for
a larger bonus factor. The larger the minimum payment satisfying an agent’s liquidity
constraint, the higher the power of incentives the principal provides. In other words,
the principal counterbalances the increase in the base payment, which is required to
satisfy the liquidity constraint, with higher-power incentives in order to curb agent
rents and in order to reduce the likelihood that output is low. Tournaments provide the
principal with added flexibility in the determination of this power when the liquidity
constraints are really tight.

4 This is certainly in accord with Laffont and Martimort (2002) who state (see p. 121): “A limited liability
constraint on transfers implies higher-powered incentives for the agent. It is almost the same as what we
would obtain by assuming that the agent is a risk lover. The limited liability constraint on transfers somewhat
convexifies the agent’s utility function.”

5 On the other hand, regardless of whether the principal offers a piece rate or a tournament, the liquidity
constraints for the agents are non-binding (that is, in some sense, agents receive ex post rents) when the
minimum payment required to satisfy the liquidity constraints is low. In that case, the analysis is similar

@ Springer



Are tournaments optimal under liquidity constraints?

The empirical application that stems from our analysis is that firms should adopt
relative performance evaluation via tournaments over absolute performance evaluation
via piece rates regardless of whether the agents are liquidity (wealth) constrained or
not. This finding enhances the generality of the results obtained in Lazear and Rosen
(1981), Green and Stokey (1983) and Nalebuff and Stiglitz (1983). For instance, in
the case of processor companies contracting with farmers who most often are liquidity
constrained, processors need not fear that the farmers’ liquidity issues detract from
the superiority of tournaments.® Processors have been using tournaments for decades,
especially with chicken growers, and there has been lots of mostly anecdotal evidence
that farmers complain about such payment schemes in the presence of wealth con-
straints. Last but not least, note that similar to Lazear and Rosen (1981), Green and
Stokey (1983), Nalebuff and Stiglitz (1983) and Malcomson (1984) we are not looking
for the optimal contract, instead, we contrast the efficiency properties of absolute to
relative performance evaluation by comparing cardinal tournaments to piece rates the
way they are used in practice.’

Section 2 presents our model and Sect. 3 presents the benchmark case without
liquidity constraints with mostly known results in the literature. Section 4 presents
our results when the agents are liquidity constrained and Sect. 5 determines the domi-
nant compensation scheme. Section 6 extends the analysis by relaxing the assumption
of risk-aversion for the agents. Section 7 concludes. Appendix A presents the main
results of a representative numerical analysis. Appendix B presents the results of an
analysis if common uncertainty were relatively low.

2 Model

A principal signs a contract with n homogeneous agents.® Each agent i produces
output according to the production function x; = a + ¢; + n + ¢;, where a is the
agent’s known ability, e; is his effort,  is a common shock and ¢; is an idiosyn-
cratic shock. The idiosyncratic shocks, €;, and the common shock follow independent

Footnote 5 continued
to the benchmark case in Lazear and Rosen (1981), Green and Stokey (1983) and Nalebuff and Stiglitz
(1983), and tournaments are optimal under sufficient common uncertainty.

6 Wealth constraints can certainly be a concern in contracts for salesmen as well.

7 Kim (1997) analyzes a setting with a risk neutral principal and a single risk neutral agent whose liability
is limited. He shows that the optimal contract is a bonus contract in which the principal and the agent
share the output, and the agent receives an additional fixed bonus only when output is greater than some
predetermined level. We differ from Kim because in our model there are multiple agents who are risk-averse
and their activities are subject to common uncertainty. Also see footnote 12 below.

8 Agent heterogeneity has been examined in a number of recent papers. In a model similar to ours,
Theilen (2003) examines optimal piece rate contracts in the presence of moral hazard and adverse selec-
tion. Tsoulouhas et al. (2007) consider CEO contests that are open to heterogeneous outsider contestants.
Mathews and Namoro (2008) examine the entry choice of heterogeneous agents over tournaments with
different prize levels. Konrad and Kovenock (2010) examine discriminating contests with stochastic con-
testant abilities. Kolmar and Sisak (2007) analyze discriminating contests among heterogeneous contestants.
Tsoulouhas and Marinakis (2007) analyze ex post agent heterogeneity to make the point that agent heter-
ogeneity compromises the insurance function of tournaments. Instead, Riis (2010) allows for agents who
are heterogeneous ex ante.
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distributions. Each agent’s effort and the subsequent realizations of the shocks are
private information to him, but the output obtained is publicly observed. The principal
compensates agents for their effort based on their outputs by using a piece rate con-
tract or a cardinal tournament. Agent preferences are represented by a CARA utility

02 .
function u(wj, ¢;) = —exp (—wi + ;—’a), where the agent’s coefficient of absolute

risk aversion is set equal to 1 for simplicity. The cost of effort is measured in monetary
units. Each agent has a reservation utility — exp(—u), where u is arbitrary (zero or
positive).

3 Piece rates and tournaments without liquidity constraints

We start by deriving the optimal contractual variables for the piece rate and the tourna-
ment without liquidity constraints for the agents. We assume that the total production
disturbance, 1 + ¢;, follows a normal distribution with zero mean and variance equal
toc/ /27, and the idiosyncratic shock, ¢;, follows a normal distribution with zero
mean and variance equal to d/ 278

3.1 Piece rates

The piece rate contract (R) is the payment scheme in which the compensation to the "
agentis w; = br+Brx;, where (br, Br) are the contractual variables to be determined
by the principal. The principal determines the optimal values of these parameters by
backward induction. Thus, the principal calculates each agent’s expected utility

61'2 ,BI%C
EUgp = —exp| —br — Bra@+e¢) + —+ ——

2a 227

To ensure the compatibility of the contract with agent incentives to perform, the prin-
cipal calculates the effort level that maximizes (1). First order conditions yield!'®

ey

e = aﬂR. (2)

To ensure the compatibility of the contract with agent incentives to participate, the
principal selects the value of the base payment, b, that satisfies the agent’s individual
rationality constraint with equality so that the agent receives no rents but still accepts
the contract. The agent’s individual rationality constraint satisfies EU p = — exp(—1u),
where EU is determined by (1) and (2). Solving for bg implies

X Br — aBk. 3)

9 As will become obvious in the remaining analysis, this assumption on the variance simplifies the expo-
sition.

10 Note that the concavity of the utility function implies that first order conditions are sufficient.
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Thus, by choosing the piece rate S, the principal can precisely determine the agent’s
effort because the agent will optimally set his effort according to (2). In addition, by
setting bg in accordance with (3) the principal can induce agent participation at least
cost. That is, agent incentives to perform are only determined by the piece rate Bg,
whereas agent incentives to participate are determined by the base payment bp.
Given conditions (2) and (3) the principal maximizes his expected total profit

n ¢ +a
ETTIg :Z[Exi —Ewi]l=n |:a+a,3R — 2”7,312? —ﬁi|. “4)

i=1

The solution to this problem satisfies

BrR=—"¢"- )

Condition (3) then implies

(6)

Given conditions (5) and (4) expected profit per agent is

(12

1
EHR=a+——C—ﬁ. (7)
2a+m

3.2 Tournaments

The cardinal tournament (T) is the payment scheme in which the compensation to
each agent is determined by a relative performance evaluation. Specifically, w; =
br + Br(x; — X), where X is the average output obtained by all agents and (br, B7)
are the contractual variables to be determined by the principal.!! Under a tournament
the agent’s expected utility is

n—1

1
EUTZ—GXP(—bT—ﬂT (Cl"‘ei)‘i‘lgT;Ej;ti(a‘i‘ej)

n

+e3+1n—1ﬂ;d ®
2 2 n Sz ]
n Again, as mentioned earlier, “hybrid” cardinal tournaments of the form w; = by + Brx; — yrx are

analyzed in Tsoulouhas (2010). These tournaments are more difficult to design in practice and, to the best
of our knowledge, they are not used.
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The effort level that maximizes (8) satisfies

n—1
e = apr. ©)
Further, the individual rationality constraint EUr = — exp(—u) implies
Iln—1(n—-1 d
br =u+ = 7. 10
T u—l—zn (ncH-m)ﬂT (10)

Then, given conditions (9) and (10), the principal maximizes expected total profit

ETT — +n—1ﬂ Iln—1(n—-1 n d ﬂ2 _ (11
T =n\|a " apr 2 " a m T uj.

The solution to the principal’s maximization problem satisfies

Br= -, (12)
At
therefore,
P (13)
T =U - .
2 n__d_
e 7S
Given (12) and (11) expected profit per agent is
1 a? _
Ellr=aty g % 14
n—1 /27
By comparing (4) to (14) it can easily be shown that
n
El'IT>El'IR¢>—1d<c, (15)
n—

that is, tournaments are superior when total uncertainty is large relative to the idi-
osyncratic uncertainty (equivalently, when common uncertainty is relatively large)
and when the number of agents is large. This is so because tournaments eliminate
common uncertainty but they add the average individual noise of others. It is also
straightforward to show that b7 > bg and fr > Bg. The rationale behind the first
inequality is that the expected bonus payment under tournament is zero, whereas that
under piece rate is positive. Therefore, agents expect to be compensated for effort
through the base payment in a tournament. The intuition behind the second inequality
is that the principal implements higher-power incentives when common uncertainty is
removed from the responsibility of the agent under tournament. By comparing effort
under piece rates in (2) to that under tournaments in (9), it follows that effort under
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tournaments is larger provided that common uncertainty is sufficiently large, that is,
[n/(n—1)]d < c, whichis a prerequisite for tournaments to be superior to begin with.
Specifically,

4 Piece rates and tournaments with liquidity constraints

Next we turn to the case with liquidity constraints for the agents. The liquidity con-
straint is

wi = w, (16)

where w is the minimum permissible payment. The liquidity constraints for the agents
necessitate a support for the production shocks which is bounded below and above. The
support must be bounded below so that in the worst possible output state the liquidity
constraints are still satisfied (obviously they cannot be satisfied with an output space
which is unbounded below). For a similar reason, the support must be bounded above
to eliminate the case when the payment under tournament is below the minimum
required to satisfy the liquidity constraint when average output is unbounded above.
With bounded support for the production shocks one might expect that the First Best
is always implementable by punishing the agent severely for outcomes outside the
support (see p. 140 in Bolton and Dewatripont 2005). Note, however, that the liquidity
constraints of the agents prevent severe punishment of them.

The requirement of bounded support eliminates unbounded distributions such as the
normal, which we used in Sect. 3 (and is typically used in the literature for the setting
without liquidity constraints). The normal distribution is one of the assumptions that
are made in order to obtain a closed form solution for the case without liquidity con-
straints. Further, a truncated normal distribution provides neither a closed form solution
nor a numerical one. However, we were able to obtain significant insight through a
numerical analysis by assuming that the idiosyncratic and the common shocks follow
independent uniform distributions, in which case the sum of these shocks follows a
triangular distribution. Specifically, the idiosyncratic shocks, ¢;, follow independent
uniform distributions with support [—d, d], and therefore, the total production shock,
v; = ¢; +n, follows a triangular distribution with density f(-), the support of which is

12° Ap alternative approach would be to consider a modification of the payment schemes such that the agent
still receives the minimum payment required to satisfy his liquidity constraint, w, specifically, consider
max{w, w;} where w; is determined by the scheme. We ignore this approach for two reasons. First, this
paper compares simple linear cardinal tournaments to piece rates the way they are used in the empirical
applications stated earlier. Kinked schemes of the form above are not used in these applications. Second,
we pursued the analysis of the kinked case and it was intractable because the expected utility of a non-
linear (concave) transformation of a kinked payment scheme cannot be calculated analytically. However,
we determined that the results are qualitatively similar.
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assumed to be [—c, c] with zero mean.!? The following lemmata apply to piece rates
and tournaments with liquidity constraints.

Lemma 1 Under piece rates, when the agents are subject to liquidity constraints
in addition to individual rationality constraints, at least one of the individual ratio-
nality and the liquidity constraints for each agent binds depending on the values of
parameters w, U, a and c.

Proof First note that if both constraints were non-binding, then, the principal would
reduce the payments to the agent until one of the two constraints became binding
(that is, until the agent received no rents in an ex ante or in an ex post sense). As
shown in Sect. 3, solving without the liquidity constraint for each agent (in which case
the individual rationality constraint is obviously binding) implies that the contractual
variables (bg, Br) satisfy conditions (6) and (5), respectively, and therefore the pay-
ment w; may or may not satisfy the liquidity constraint in all states depending on the
values of parameters w, u, a and c. Therefore, when the individual rationality con-
straint is binding, the liquidity constraint is binding or non-binding (the latter when w
is relatively low). Solving without the individual rationality constraint (in which case
the liquidity constraint is obviously binding in the lowest possible state) implies that
the payments to the agent may or may not satisfy the individual rationality constraint
depending on the values of parameters w, u, a and ¢ again. Therefore, when the liquid-
ity constraint is binding the individual rationality constraint is binding or non-binding
(the latter when w is relatively large). O

Lemma 2 Under tournaments, when the agents are subject to liquidity constraints in
addition to individual rationality constraints, and assuming that the regularity con-
dition a > [n/(n — 1)]d holds, the individual rationality constraint for each agent is
always binding and the liquidity constraint for each agent is binding or non-binding
depending on the values of parameters w, u, a and d.

Proof First, similar to Lemma 1, the two constraints cannot simultaneously be non-
binding. Solving without the individual rationality constraint (in which case the liquid-
ity constraint is obviously binding in the lowest possible state) implies that by =
w+ PBrd. This is so because w; = by + Br (x; — X) = w and, given that¢; € [—d, d],

if the number of agents is sufficiently large x; — x 3 uniform[—d, d]. Then, since
the principal’s profit per agentis IT; = x; —by = a—w+ (“La —d) Br +n+&;, it
follows that expected profit per agentis ETlyr = a—w+ (”n;la — d) Br. To maximize
this expected profit the principal chooses the maximum S that satisfies the individual
rationality constraint with equality so that the agent accepts the contract. Therefore,
the individual rationality constraint is always binding. As shown in Sect. 3, solving

13 Note that the triangular distribution we use in our numerical analysis with liquidity constraints is a
first-order approximation of the normal distribution we use in the analysis without liquidity constraints.
Again, the model without the liquidity constraint can be analyzed and provide a closed form solution when
the total shock follows a normal distribution, however, it does not provide even a numerical solution when
it follows a triangular distribution. On the other hand, the model with the liquidity constraint can provide a
numerical solution with a triangular distribution, but it does not provide even a numerical solution with a
normal distribution.
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without the liquidity constraint (in which case the individual rationality constraint
is obviously binding) implies that the contractual variables (b7, Br) satisfy (13) and
(12), respectively, and therefore the payment w; may or may not satisfy the liquidity
constraint in all states depending on the values of parameters w, u, @ and d. Therefore,
when the individual rationality constraint is binding, the liquidity constraint is binding
or non-binding (the latter when w is relatively low). O

Note that the regularity condition a > [n/(n — 1)]d requires that agents are of
sufficiently high ability. The proof of Lemma 2, then, shows that the principal’s profit
is increasing in the bonus factor Br. The rationale why the individual rationality con-
straint is always binding for the tournament case but not for the piece rate case is
that profit is decreasing in the piece rate Sr. Therefore, unlike the tournament case in
which the principal benefits by increasing the bonus factor B7 until it yields no rents
to the agent, in the piece rate case the principal may prefer to provide the agent with
rents in order to increase his profit. Thus, there is a fundamental difference between
tournaments and piece rates in this respect, which drives the results in our paper.

4.1 Piece rates

We start by analyzing the piece rate case. The piece rate scheme can be written as w; =
bgr + Br (a +e; + v;). As Lemma 1 indicates, the individual rationality constraint
can be binding or not. Because of this, the procedure for determining the contractual
variables is somewhat different than the one we followed above for the case without
liquidity constraints (without liquidity constraints the individual rationality constraints
are always binding). With liquidity constraints, we determine the base payment bg
through these constraints, and the piece rate B from the profit maximizing condition.
Then we check whether this solution satisfies the individual rationality constraints.

Clearly, if the payment satisfies the liquidity constraint (16) in the lowest possi-
ble state, then, it satisfies the constraint in all states because the payment scheme is
increasing in the state. Therefore, if the constraint is binding in the lowest state, then
it is non-binding in all states. From the agent’s perspective, given that the principal
controls incentives through the payment scheme, the worst state is the one in which the
principal provides him no incentives to perform and the production state turns out to
be the worst, thatis, ¢, = 0 and v; = —c.% In the remaining analysis we focus on the
case when the liquidity constraint is binding in the lowest possible state. Therefore,
the principal will set

14 Recall that the liquidity constraint is an institutional constraint which prohibits penalizing the agent for
obtaining a low output, and it should hold regardless of whether the contract is optimal or not. The agent’s
optimal response under the contract should not be included in the calculation of the required base wage,
because we cannot assume the optimal contract in setting up the constraint. Instead, the constraint deter-
mines the agent’s optimal response under contract and the optimal contract. By setting effort at the lowest
possible level, and by setting the state at the worst possible realization, we can ensure that the piece rate
contract always satisfies the agent’s liquidity constraint. Note that under tournaments, instead, and given
the homogeneity of agents, efforts cancel out of the payment calculation.
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br=w— Br(a—rc). (17)

The expected utility for the agent is

c

2
EU; = —/exp (=Brvi) f(vi)dv; ew(—w— Brc — Brei + 26—;) (18)

—C

To provide correct incentives to the agent, the principal calculates the effort level e;
that maximizes (18). First order conditions yield

y 6-2 e;
- / exp (—Brv;) f(vi)dv; exp{ —w — Brc — Bre; + —2l (—ﬂR + —) =0
a a

—C

2
and, because neither [ exp (—Brvi) f(vi)dv; nor exp (—w — Bre — Brei + 5—},)

can be equal to zero, it follows that
ei = apr. (19)

The principal’s profit per agent is I[1; = (1 — Bg) x; —br = a + aBr — 11;312e —w—
Brc + (1 — Br) vi. Then the expected profit per agent is

ETlg =a+ aPr — apy — w — Pre. (20)

Maximizing the expected profit with respect to B yields

_a—C 21
Br = P 2D

Hence, given the contractual variables and the optimal effort level for the agent, the
expected profit per agent is

Ellg= a1 1 22)
R=39T40 27 %

Note that condition (22) indicates that the principal will make an offer only if w is
relatively low, otherwise production is unprofitable.
Given conditions (17) and (21), the individual rationality constraint requires

C
/ a—-c
P 2a

—C

3 5¢2 1 _
vi ) fw)dviexp| —w — —c+ —— + —a ) = —exp(—u).
4 8 a 8

(23)
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Clearly, (23) may or may not hold, depending on the values of parameters w, u, a and c.
If it holds, then the contractual variables to be offered by the principal satisfy (17)
and (21). If (23) does not hold, that is, if g in (21) violates the individual rationality
constraint, then the individual rationality constraint is binding. In this case, Sz must
be determined through the individual rationality constraint with equality. Given (18),
(19) and the density function for v;, the individual rationality constraint is written as

C
¢ — |v]

1
/CXP (=Brvi) — 7 —dviexp (Eaﬂﬁ - ﬂRC) exp(—w) = exp(—u). (24)

—C

Given that ¢ > 0, (24) is equivalent to

[1+ exp (2Brc) — 2exp (Bre)] exp (—Bre)
BAc?

X exp (%aﬁ,% - ,BRc) exp(@ —w) — 1 =0. (25)

A closed form solution for B is impossible to obtain from (25). As a result we have
to rely on computational methods in order to determine the piece rate values Br which
are individually rational. Our computations proceed as follows: we derive the contrac-
tual variables from Eqgs. (17) and (21) assuming that the liquidity constraint is binding
in the lowest state and ignoring the individual rationality constraint. Then we check
if the individual rationality constraint (23) is satisfied by the solution (in which case
it is non-binding) or if it is violated (in which case it is binding). If (23) is found to
be binding, then the piece rate S is derived by the solution of (25) using a Newton
algorithm and bp, is still determined by (17). In this case, when we have multiple solu-
tions for Br, we keep the one maximizing the principal’s profit. If (23) is found to be
non-binding we keep the solutions from Egs. (17) and (21).

4.2 Tournaments

Next, we turn to the tournament case. Recall that under the tournament the com-
pensation to each agent is w; = br + fr (x; —X), which can be written as w; =
br + Br (e; —e) + Brv, where ¥; = ¢ — €, with e denoting the average effort
and ¢ denoting the average idiosyncratic shock. Given that the agents are homoge-
neous, the contract is uniform for all agents and the optimal effort level is equal in
equilibrium for all agents.!> Thus, the compensation to each agent can be expressed
as w; = br + Brv;. As shown in the proof of Lemma 2,

15 Skaperdas and Gan (1995) have shown that if the agents are heterogeneous in their risk-aversion rates,
then, their equilibrium effort can be sensitive to the risk-aversion rate. In a model with limited liability for
the agents, they show that the more risk-averse agent exerts higher effort as insurance against loss. Instead
of heterogeneous agents, Konrad and Schlesinger (1997) assume that agents are identical and examine the
effects of risk-aversion on rent-seeking and rent-augmenting expenditures to show that risk-aversion may
have ambiguous effects on expenditures in rent-seeking contests. Our analysis indicates that our results
are qualitatively correct provided that the agents are risk-averse, but they depend quantitatively on the
risk-aversion rate.
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br = w + Brd. (26)

Similar to piece rates, if the liquidity constraint is binding in the lowest state, then it
is non-binding in all states, because the payment under tournament is also increasing
in the state. The agent’s expected utility is

d

EU; = —/exp(—ﬁTﬁi) f@)dv;
—d

n—1

n

1 2
X exp(—y — Brd — Br e + ﬂr;E;?zlej + _‘) 27

i 2a

The effort level that maximizes the agent’s expected utility satisfies

d
n—1 1 e?
- / exp (—=Brv;) f(¥)dd; CXP(—E — Brd — Br ei +Br—X7_jej + _l)
n n 1. 2a
4 J#
-1 .
X (—/3Tn + e—’) =0.
n a

Because the product of the first two terms in the equation cannot be equal to zero,
it follows that

n—1

e =

Cl,BT. (28)

n

Given Lemma 2, which states that the individual rationality constraint is always bind-
ing under tournaments with liquidity constraints, the principal chooses the value of the
bonus factor B that satisfies the agent’s individual rationality constraint with equality.
Thus, (26 ), (27) and (28) imply

. N2
EU; = —/exp(_ﬁTﬂi)f(ﬁi)dﬁi exp(—w— Prd + % (n n 1) aﬂ%)
Zd
= —exp(—u). )
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Note that in equilibrium the random variable x; — X = ¥; £> uniform[—d, d].te
Hence, ffd exp (—Brv;) f(¥;)dv; converges to

d
/CXP (=Brdi) %dﬁi _ 9P (.BTd)Zl—gTe;iP (—Prd)
—d

Then, (29) becomes

2
_&xp (Brd) — exp (=prd) exp (—w — Brd + l (_n ; 1) aﬁ%):—exp(—ﬁ)

2prd 2

1 (n—1\* , _ 2Brd
© exp 5( n )a’g T Prd Jowt o W) = S d) — exp (—frd)

(30)

Clearly, similar to the piece rate case, Eq. (30) has no closed form solution.
A solution can only be obtained by computational methods (recall that we use a Newton
algorithm). The principal’s profit per agentis I1; = x; —br = a—w+ (%a — d) Br
+ &; + n. Hence, given the optimal base payment and the optimal effort level for the
agent, the expected profit per agent is

n
EHT=a—w+(
n

a— d) Br. 3D
where Bt can only be determined numerically by solving (30).

5 The dominant contract under liquidity constraints

The principal’s decision about which compensation scheme to offer depends entirely
on expected profits. Clearly, under both schemes, expected profits decline when a
liquidity constraint is introduced in addition to the other constraints. Our analysis
indicates that these profits decline faster under piece rates as the liquidity constraint
becomes tighter. The intuition behind our result is that the liquidity constraint dis-
torts the agent’s incentives to perform because it reduces the penalty the principal can
impose for unfavorable outcomes. Therefore, the principal needs to provide higher-
power incentives. By filtering common shocks from the responsibility of the agent,
tournaments make the agent more tolerant to higher-power incentives, hence, it is
easier for the principal to implement higher-power incentives under tournament than
under piece rates. Moreover, the piece rate Sr cannot exceed 1 (i.e., because marginal

16 Convergence in distribution utilizes the Central Limit Theorem, which involves the limit of the distri-
bution’s cdf as n converges to infinity. For n around 30 and above, the convergence becomes near absolute.
For a value of n = 100 (which is used in Appendix A) the convergence error becomes smaller than machine
precision (2.21e-016).
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El(w)
EIT,(w)
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Ell(w)

b(w)

(b)

D T T e

by(w)

B(w)

()

Br(w)

w

Fig. 1 The expected profit per agent and the contractual variables for the piece rate contract and the
tournament

cost cannot exceed marginal revenue). By contrast, the bonus factor 7 can exceed
1 which enables the implementation of higher-power incentives.

Figure 1 illustrates that tournaments are dominant over piece rates when liquidity
constraints are introduced. In particular, panel (a) shows that expected profit is always
strictly larger under tournament regardless of the value of w, that is, regardless of how
tight the liquidity constraint is. Note that in our numerical analysis (see Appendix A),
the results of which are depicted in Fig. 1, we assume that [n/(n — 1)]d < c. That is,
we assume that common uncertainty is sufficiently large relative to the idiosyncratic
uncertainty. As shown in Appendix A, we use the parameter set a = 10, n = 100,
¢ = 3, d = 0.5, however, the results are qualitatively the same for any parameters
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satisfying the regularity conditions [n/(n — 1)]d < c and [n/(n — 1)]d < a. For the
case without liquidity constraints expected profits per agent are calculated by using
conditions (7) and (14). For the case with binding liquidity constraints expected prof-
its per agent are calculated by using condition (20) where Br is determined either
by (21) or by the numerical solution of (25), and condition (31) where, again, Br is
determined numerically by (30). Obviously, for the range over which the liquidity
constraint is non-binding, expected profit is flat and independent of w. We confirmed
this result for all possible values of common uncertainty that satisfy condition (15).
A sufficient increase in the minimum permissible wage w decreases the expected
profit under both schemes, but it does so much faster under piece rates. In fact, piece
rates cannot be defined at all after a critical value of w is passed (see point B in
panel (a)), because the principal needs to offer a piece rate larger than 1 to provide
correct incentives to the agent. However, given that Br cannot exceed 1, piece rates
cannot be defined.!” In interpreting the results depicted in Fig. 1, note that for w in the
range up to A the individual rationality constraint under piece rates is binding and the
liquidity constraint is non-binding. For w in the AB range the individual rationality
constraint under piece rates is binding or non-binding and the liquidity constraint is
binding. Under tournaments, the individual rationality constraint is always binding
(see Lemma 2). Lastly, for w in the range up to C the limited liability constraint under
tournament is non-binding.

Again, in our numerical analysis we assume that common uncertainty is relatively
large, thatis, [n/(n — 1)]d < c. If, instead, common uncertainty were relatively low,
that is, if [n/(n — 1)]d > c, absent a liquidity constraint for the agent the tournament
would be suboptimal, as condition (15) indicates. In terms of adjustments to panel (a)
in Fig. 1, expected profit under piece rates would be higher up to point A. Recall that
the piece rate is not defined beyond point B. Further, over range AB, expected profit
under tournaments is shown by condition (14), and expected profit under piece rates
is shown by condition (22) if the individual rationality constraint under piece rates is
non-binding. Thus, expected profit under tournament would be larger if

! —a2 + ! ( + —Cz) u

= c)|——\a >u—w.
d

2 \a nzl VoXs 4 a

Hence, if u — w is sufficiently small, the principal will still find it optimal to switch
to a tournament even though common uncertainty is relatively low, primarily for the
sake of satisfying the liquidity constraint. That is, the liquidity constraint can reverse
the preferences of the principal. Appendix B provides the numerical analysis when
the individual rationality constraint under piece rates is binding, instead. This analysis
also supports the finding above. '3

Panel (b) indicates that the base payment is always larger (and positive) under
tournament, but it increases with w, that is, when the minimum acceptable payment

17 1n other words, the principal does not find it profitable to make an offer that the agent will accept.

18 We are thankful to an anonymous referee for highlighting the importance of this possibility for the
analysis.
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increases the base payment must also increase to provide correct incentives to the
agent to participate. As mentioned earlier, the rationale behind the positive b7 and the
negative bp is that the expected bonus payment under tournament is zero, whereas
that under piece rate is positive. Therefore, agents expect to be compensated for effort
through the base payment in a tournament. Under piece rates the bonus also com-
pensates the agents for their effort costs. In fact, the expected bonus exceeds the cost
of effort and the base payment is negative. Further, panel (c) indicates that both the
piece rate Sg and the bonus factor fr increase when w increases and the liquidity
constraint is binding. There are two reasons for this: First, because the base payment
increases when w increases, the principal must provide the agents with higher-power
incentives in order to exert more effort and make up in lost profit due to the increase in
the base payment. Second, when w increases, the principal provides the agents with
higher-power incentives in order to minimize the likelihood that output is low and the
principal is forced by the liquidity constraint to pay the minimum acceptable wage
to the agent when, absent the constraint, it would have been optimal to pay less or
impose a penalty. Again, note that piece rates are not defined for a piece rate above 1,
whereas under tournaments the principal can continue to provide incentives to the
agents through a bonus factor larger than 1, which explains the increased dominance
of tournaments over piece rates for large values of the minimum acceptable payment w.

6 Piece rates and tournaments with risk-neutrality

We now simplify our model by assuming that the agents are risk-neutral. Relaxing
risk-aversion allows us to obtain closed form solutions for the contractual parameters
even with liquidity constraints. Under risk-neutrality and without liquidity constraints,
the determination of the optimal bonus factor for both the piece rate and the tourna-
ment leads to trivial results, especially because the provision of insurance is a major
issue in contrasting piece rates to tournaments. This is the reason why our baseline
model includes risk-aversion for the agents, even though a closed form solution cannot
be obtained. The analysis with risk-neutrality and liquidity constraints, however, con-

forms with our findings for the more interesting risk-averse case. Agent preferences
2

are represented by u (w;, ¢;) = w; — ;—’a We assume that both production shocks 7
and ¢; follow identical and independent distributions with zero means. The support of
n+¢&; is [—c, c] and the support of ¢; is [—d, d] . We start with the case of no liquidity
constraints for the agents.

Under a piece rate contract w; = bg + Brx;, the agent’s utility is

2

e
u(wj, e;) = br + Pre; + Bra + Prn + PrEi — i,

hence, his expected utility is

2

e’
EUg = br + Brei + Bra — j.
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Maximizing expected utility with respect to e; yields a condition identical to (2) above.
The agent’s individual rationality constraint then implies

_ a
bR =u— —,3% —aﬂR.
2
The principal’s expected profit per agent is
1 2 —
Ellg =a+aPfr — EaﬂR —u.
Maximizing with respect to S yields
Br = 1.
The intuition is that when agents are risk-averse, the optimal choice under piece rates

is the solution of “selling the enterprise to the agent” (i.e., a piece rate of 1 so that, in
light of moral hazard, the agent assumes all the risk). It follows that

bR =u— a,

| W

and expected profit per agent at the optimum piece rate is
ETI 3 —
=—a—u.
)
Under a tournament w; = br + Br (x; — X), the agent’s utility is:

&2

1 1
(€i+8i)—;§(€j+€j) —Z,
J#i

u(w;,e)=>br+pBr .

hence, his expected utility is

n—1 1 ei2
EUr =br + Br " ei_;gej 54
JFl

Maximizing expected utility with respect to e; yields a condition identical to (9) above.
The agent’s individual rationality constraint then implies

1 (n—1\>
br =+ - 2
T M+2( " )aﬂT

The principal’s expected profit per agent is

n—1 1 (n—1\* , _
Elly =a+ afr — - apr —u.
n 2 n

@ Springer



K. Marinakis, T. Tsoulouhas

Maximizing with respect to Sr yields

n

Br =

n—1

Hence,

a’

| =

br =u+
and expected profit per agent at the optimum tournament is
ETI 3 u
=—-a—u,
=2

which is identical to that under piece rates. The intuition here is that when the agents
are risk-neutral the principal cannot charge them a risk-premium for removing com-
mon uncertainty from their responsibility, and the contract induces the agents to exert
the same effort e; = a they would exert under piece rates. This result conforms with
the Lazear and Rosen (1981) finding that both piece rates and tournaments are equally
efficient with risk-neutral agents.'?

We continue with the case of liquidity constraints for the agents. In this case, under
piece rates, it follows that

1
br + Brxi 2w©ﬁ+§a+n+8i2w-

Thus, in the worst state of nature, the liquidity constraint must satisfy

1
U+ —-a—c=zw.
5 zZw
If w satisfies this inequality, the optimal piece rate contract is the one determined

above without liquidity constraints. By contrast, for a sufficiently large w, the liquid-
ity constraint is binding. Thus,

br =w — Prla —c),
while the optimal effort is still given by (2). Expected profit per agent satisfies
ETlg :a—a,B,ze —w+ Bra—o).
Maximizing with respect to Sz implies

a—c
2a

Br =

19 Again, note that Lazear and Rosen (1981) considered rank-order tournaments though.
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It can be shown that the individual rationality constraint yields

If the individual rationality constraint is binding, B is calculated from the constraint
with equality. That is,

1 1
w— Brla— )+ Sap +aPr = & Saff +cPr+ (w—7) =0

—c+/c? —2a (w—1u)
< Br = . ,

because Br cannot be negative and provide correct incentives.
Under tournaments, the liquidity constraint implies

br+Br(xi —x)>w < br+pPr(ei—e)+Pr(ei —8) > w.

Given agent homogeneity, it follows that

1 n
br+Br(i—8)>wsu+-a+
2 n—1

(i —8) =z w.

Thus, in the worst state of nature, the liquidity constraint must satisfy

1
— — > .
u—|—2a c>w

If w satisfies this inequality, the optimal tournament contract is the one determined
above without liquidity constraints. Similar to the piece rate case, the liquidity con-
straint is binding for a sufficiently large w. Thus,

br =w + Brd,

while the optimal effort is still given by (9). Expected profit per agent satisfies

n—1
EHTZ( a—d)ﬂT-Fll—E,
n

where, similar to Lemma 2 above, we assume that the regularity condition ”n;]a —d>0
holds. If the individual rationality constraint is binding, 87 is calculated from the con-
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straint with equality. That is,

because the principal will obviously choose the highest-power incentives that are
feasible.

To summarize the analysis with risk-neutral agents, the optimal piece rate under
liquidity constraints for the agents is determined according to the following procedure:

(i) Set g = 1 and calculate bg = — 3a.

(i) If bg + Bg (a — c) > w, then the liquidity constraint is always non-binding
(while the individual rationality constraint is binding) and the optimal piece rate
contract is the one determined above without a liquidity constraint. Otherwise,
we continue with step (iii).

(iii) Calculate Bg = % and bg = w — Br(a — ¢).

(v) IfcBr+ %a,B R > U —w, then the individual rationality constraint is non binding
(while the liquidity constraint is binding) and the optimal piece rate contract is
the one calculated in step (iii). Otherwise, we continue with step (v).

.~ 2_ -7
(v) Calculate B = w and bg = w — Br(a — c), which define the
optimal piece rate contract in this case (where all constraints are binding). The
expected profit per agent can then be calculated as

ETlg = a —a (Br)* — bg.

The related procedure under tournaments is:

(i) Set Br = ;=5 and calculate by = u + %a.

(i) If by —dPr > w, then the liquidity constraint is always non-binding (while the
individual rationality constraint is binding) and the optimal tournament con-
tract is the one determined above without a liquidity constraint. Otherwise, we
continue with step (iii).

2
d+fd2=2( L) a(@-w)
() «
optimal tournament contract in this case (where all constraints are binding).

The expected profit per agent can then be calculated as

(iii) Calculate fr = and by = w + Brd, which define the

n—1
Elly =

aBr +a —br.

Figure 2 summarizes the findings of the risk-neutral agent case. As Fig. 2 shows,
expected profit is identical for piece rates and tournaments when the liquidity con-
straints are non-binding, however, when the liquidity constraints are binding, expected
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— IR, ICr, and LCr Bindin;
— IRr and ICr Binding / LCr Non-Binding——— =

El(w) ﬁ LCr anéd ICr Binding / IRx Non-Binding

IRr and ICr Binding J
LCr Non-Binding :

[ IR, ICx, and LCx —|
: Binding :

w

Fig. 2 The expected profit per agent for the piece rate contract and the tournament, when agents are
risk-neutral

profit under tournaments is higher. These findings enhance the generality and robust-
ness of our main result.

7 Conclusion

A familiar result in the principal-agent literature is that when agents are risk averse
and production is subject to relatively large common shocks the tournament is a
superior compensation scheme to the piece rate. The superiority of tournaments over
piece rates may not survive under liquidity constraints. Prior research (for instance,
Tsoulouhas and Vukina 1999; Marinakis and Tsoulouhas 2009 for limited liability
on the principal) would lead someone to expect the same result even when limited
liability is imposed on the agent instead of the principal. In addition, one might
also expect that limited liability would make the agents more tolerant to risk (in
the sense that liquidity constraints convexify the agent’s utility function) and the
principal less tolerant to risk (in the sense that the principal cares about the allo-
cation of payments across states in order to satisfy the liquidity constraints). The
reduced interest of agents in getting insurance, as well as the reduced ability of the
principal to provide it, might diminish the scope for tournaments. However, there
is a fundamental difference between limited liability on the principal side and lim-
ited liability on the agent side. Under limited liability for the principal, the agents
cannot be suckered by the prospect of payments the principal cannot make, there-
fore, a limited liability constraint is introduced to put a maximum on the payment
to the agents in low states. Liquidity constraints for the agents, instead, put a min-
imum on the payments to the agents in low states. Our analysis builds on this fact
to show that in the presence of common uncertainty a principal contracting with risk
averse agents will prefer to offer a tournament even when agents are liquidity con-
strained.
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The rationale for our result is that by providing insurance against common shocks
through a cardinal tournament, so that payments to the agents in unfavorable states
increase and payments in favorable states decrease, the principal can satisfy tight
liquidity constraints for the agents without paying any ex ante rents to them while
simultaneously providing them with higher-power incentives than under piece rates.
The larger the minimum payment satisfying an agent’s liquidity constraint, the higher
the power of incentives the principal provides. In other words, the principal counter-
balances the increase in the base payment, which is required to satisfy the liquidity
constraint, with higher-power incentives in order to curb agent rents and in order to
reduce the likelihood that output is low. Tournaments provide the principal with added
flexibility in the determination of this power.

Acknowledgments We are grateful to Metin Balikcioglu for comments on an earlier draft, and to Elias
Dinopoulos, Duncan Holthausen, Charles Knoeber, Wally Thurman and three referees for very useful
suggestions. The paper also benefited from comments by the participants of the 2008 conference on Tour-
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the Association for Public Economic Theory meetings in Galway, Ireland. An earlier version of the paper
was titled “Tournaments and Liquidity Constraints for the Agents.”

Appendix A

This following table (Table 1) presents the main results of a representative numerical
analysis when common uncertainty is sufficiently large thatis, when [n/(n —1)]d < c.
In particular, for the parameter set a = 10, n = 100, ¢ = 3, d = 0.5, we derive the
vector of contractual parameters for a specified range of w.

Appendix B

This following table (Table 2) presents the results of a numerical analysis if common
uncertainty were relatively low, that is, if [n/(n — 1)]d > c. In particular, for the
parameter set a = 10, n = 100, ¢ = 1, d = 3, we derive the vector of contractual
parameters for a specified range of w.

@ Springer



Are tournaments optimal under liquidity constraints?

Surpuiq-uoN Surpurg 610611 ¥186°0 61067 paumap 10U Yd - - - ¥
Surpuig-uoN Surpurg 610611 ¥186°0 6106'% pauyap 10U ¥d - - - 6'¢
Surpuig-uoN Surpurg 610611 7186°0 61067 pauyap J0u ¥d - - - XS
Surpuiq-uoN Surpurg 610611 ¥186°0 61067 pauyap 10U ¥d - - - Le
Surpuiq-uoN Surpurg 610611 #186°0 61067 pauyap jou ¥yq - - - 9¢
Surpuiq-uoN Surpurg 6106'+1 ¥186°0 61067 pauyap 10U ¥d - - - S¢
Surpuig-uoN Surpurg 610611 ¥186°0 61067 pauyap j0u ¥d - - - ¥'E
Surpuiq-uoN Surpurg 6106'+1 ¥186°0 61067 pauyap 10U ¥d - - - ¢e
Surpuig-uoN Surpurg 610611 ¥186°0 61067 pauyap 10U ¥d - - - 43
Surpuiq-uoN Surpurg 610611 7186°0 61067 pauyap 10U ¥d - - - T'e
Surpuig-uoN Surpurg 610611 ¥186°0 6106y pauyap 10U ¥d - - - ¢
Surpuiq-uoN Surpurg 610611 #186°0 6106t pauyap 10U ¥d - - - 67T
Surpuiq-uoN Surpurg 6106'+1 ¥186°0 6106 pauyap 10U ¥d - - - 8T
Surpuig-uoN Surpurg 610611 7186°0 61067 Surpurg Surpurg 1061 66660 S66T 7— LT
Surpuiq-uoN Surpurg 6106'+1 ¥186°0 61067 Surpurg Surpurg 1LSSY 81860 oTEH— 9T
Surpuig-uoN Surpurg 610611 ¥186°0 61067 Surpurg Surpurg 6CI8Y SSL6'0 €8TEY— ST
Surpuiq-uoN Surpurg 610671 71860 6106t Surpurg Surpurg 7890°S 6296°0 Sove y— T
Surpuig-uoN Surpurg 610611 ¥186°0 61067 Surpurg Surpurg €TE°S 2056°0 TISEY— €T
Surpuiq-uoN Surpurg 610611 ¥186°0 61067 Surpurg Surpurg €LLS'S °LE60 209¢ v — (44
Surpuiq-uoN Surpurg 610611 ¥186°0 61067 Surpurg Surpurg 11€8°S 6£76°0 SLIE Y— |4
Surpuig-uoN Surpurg 610611 7186°0 61067 Surpurg Surpurg ¥80°9 ¥016°0 6CTLE T T
Surpuiq-uoN Surpurg 6106'+1 ¥186°0 61067 Surpurg Surpurg 1LEE9 9968°0 €9LE Y — 6’1
Surpuig-uoN Surpurg 610611 ¥186°0 61067 Surpurg Surpurg £685°9 67880 9LLE b 81
Surpuiq-uoN Surpurg 610611 ¥186°0 61067 Surpuig-uoN Surpurg HOrH1 62680 9E'TT— LT
Surpuig-uoN Surpurg 610611 ¥186°0 61067 Surpuig-uoN Surpurg T 1 62680 9EP T — 97
Surpuig-uoN Surpurg 610611 7186°0 61067 Surpuig-uoN Surpurg [Saaal 62680 9EP TI— Sl
Surpuiq-uoN Surpurg 610611 ¥186°0 61067 Surpuig-uoN Surpurg HOT T 1 62680 9ErTI— 1
Surpuiq-uoN Surpurg 610611 7186°0 61067 Surpuiq-uoN Surpurg [ Ciad! 6268°0 9¢r'TI— €1
Surpuiq-uoN Surpurg 610611 ¥186°0 61067 Surpuig-uoN Surpurg HOTH1 62680 9E T — Tl
Surpuig-uoN Surpurg 610611 ¥186°0 61067 Surpuig-uoN Surpurg TP 1 62680 e T — I'1
Surpuiq-uoN Surpurg 610641 ¥186°0 61067 Surpuig-uoN Surpurg POV H1 62680 9¢ T — T
“Inoj, IoJy “InoJ, 10J Ad o] Ad 10] ofem

o1 A1 LU Ld 19 o1 A1 au ad 449 wnwiuiy

CO=p€C=0200] = U Q] = D :SoN[LA PWeIR] | IqEL

pringer

a's



K. Marinakis, T. Tsoulouhas

Surpurg Surpurg ¥SLOYI €0ET'1 1S19°L pauyap 10U JYd - - - L
Surpurg Surpurg 86911 81T T 601S°L pauyap 10u Yd - - - 69
Surpurg Surpurg YrIL Y] €CITT L9OV'L pauyap j0u ¥d - - - 89
Surpurg Surpurg 1€EL 71 870T'1 YT0E'L pauyap jou Yd - - - L9
Surpurg Surpurg 11SL¥1 1961°1 1861°L pauyap 10U Yd - - - 99
Surpurg Surpurg S89LYI vL8T'T LE6O'L pauyap jou Jyd - - - $9
Surpurg Surpurg €58L Y1 98L1'T £686'9 pauyap 10U Yd - - - 79
Surpurg Surpurg P108°H1 8691°T 6188°9 pauyap jou ¥d - - - €9
Surpurg Surpurg 691811 6091°T ¥08L'9 pauyap 10u Yd - - - 79
Surpurg Surpurg LTIESTT 6IST'T 9L9°9 pauyap 10U ¥d - - - 19
Surpurg Surpurg LSYS¥1 6Tr1'1 Y1LS9 pauysp 10u Yd - - - 9
Surpurg Surpurg 1658 ¥1 LEET'T 69919 pauyap 10U ¥d - - - 6'S
Surpurg Surpurg LIL8 VI S74N €79€°9 pauyap Jou ¥d - - - 8¢S
Surpurg Surpurg 9¢88 11 TSIl 9L5T°9 pauyap j0u Y - - - LS
Surpurg Surpurg LY68¥1 6501°1 6TS1°9 pauyap jou ¥d - - - 9¢
Surpurg Surpurg S06'+1 79601 8%0°9 pauyap 10U Yd - - - S¢S
Surpurg Surpurg SrI6¥I 6980'1 YEv6'S pauyap jou ¥Yd - - - 7S
Surpurg Surpurg 1€26'71 TLLO'T 98€8°S pauysp 10u Yd - - - €S
Surpurg Surpurg 60€6'11 SL9O'T 8EEL'S pauyap 10U ¥d - - - 49
Surpurg Surpurg 8LE6 VI LLSO'T 6879°S pauyap Jou ¥d - - - s
Surpurg Surpurg LEVET1 8LY0'T 6£7S°S pauyap 10U Yd - - - S
Surpurg Surpurg 88611 8LE0T 6811°S pauyap jou Jd - - - 6
Surpurg Sutpurg 876V 1 LLTOT 8EI¢’S pauyap 10U Yd - - - 8t
Surpurg Surpurg 65S6'11 SLIOT L80T'S pauyap 10U ¥d - - - Lt
Suipurg Surpurg 6LS6'71 TLOO'T 9¢01°S pauyap 10u Yd - - - 9t
Surpurg Surpurg 685611 L9660 78667 pauyap 10U ¥Yd - - - St
Surpuiq-uoN Sutpurg 610671 71860 6106t pauyap jJou ¥d - - - 4y
Surpuig-uoN Surpurg 610611 ¥186°0 61067 pauyap j0u Yd - - - €y
Surpuiq-uoN Surpurg 610671 71860 6106t pauyap jJou ¥d - - - Ty
Surpuig-uoN Surpurg 61061 ¥186°0 6106 pauyap 10U Yd - - - 'y
"InoJ, 10§ "Inoj, 10y ¥4d 0¥ 4d 0¥ ofem

o1 i 1L Ld 19 o1 it AL ag ua WA

panunuod | I[qey,

pringer

a's



Are tournaments optimal under liquidity constraints?

Surpurg Surpurg LLIL'ET LLEOD'T €I€9 Surpurq-uoN Surpurg LLOS VT S196°0 €ESOVI— e
Surpurg Surpurg 60vL €l 1920°1 ¥8LI'9 Surpuiq-uoN Surpurg LLOS' V1 S196°0 €S0P — e
Surpurg Surpurg 1€9L°€1 SPI0'T YEY0'9 Surpurq-uoN Surpurg LLOS Y1 S196°0 €S0P — €
Surpurg Surpurg T8LEI 9200°1 6L06°S Surpurq-uoN Surpurg LLO' V1 S196°0 €S0 — 6'C
Surpurg Surpurg 1708°€1 90660 6ILL'S Surpurq-uoN Surpurg LLO VT S196°0 €S0P — 8T
Surpurg Surpurg 8TTYE1 ¥8L6°0 €5€9°G Surpuiq-uoN Surpurg LLOS' VT S196°0 €S0P — LT
Surpurg Surpurg TOP8'€l 996°0 186t°S Surpuiq-uoN Surpurg LLOS' VT S196°0 €ESO I — 9
Surpurg Surpurg €968°¢I SES6°0 $09€°S Surpuiq-uoN Surpurg LLOS' VT S196°0 €ES0 I — ST
Surpurg Surpurg 1L8°€1 LOV6°0 wes Surpuiq-uoN Surpurg LLOS V1 S196°0 €S0P — v'T
Surpurg Surpurg T88el 9LT6'0 6280°S Surpurq-uoN Surpurg LLOS¥1 S196°0 €€S0PT— €T
Surpurg Surpurg 6568°€1 PP16°0 1£v6°t Surpuiq-uoN Surpurg LLOS VI S196°0 €S0 — (4
Surpurg Surpurg 8506°€1 60060 9208'¥ Surpurq-uoN Surpurg LLOS' V1 S196°0 €S0 — 1c
Surpurg Surpurg I6°€l 1,880 €199t Surpurq-uoN Surpurg LLOS V1 S196°0 €501 — 4
Surpurg Surpurg X 1€L8°0 W61ISY Surpurq-uoN Surpurg LLOS VI S196°0 €ES0 Y1~ 61
Surpurg Surpurg 8YT6E1 L8580 19LEY Surpurq-uoN Surpurg LLOS' VT S196°0 €ES0YI— 81
Surpurg Surpurg LTO'ET #18°0 12ETt Surpuiq-uoN Surpurg LLOS#1 S196°0 €ES0PI— L1
Surpuiq-uoN Surpurg 6LYY 1 7026'0 6LYY' Y Surpuiq-uoN Surpurg LLOS¥1 $196°0 €ES0PI— 91
Surpuiq-uoN Surpurg 6LYY V1 2026°0 6LYY Y Surpuiq-uoN Surpurg LLOS V1 S196°0 €S0P — Sl
Surpuiq-uoN Surpurg 6LV 1 7026°0 6LYY ¥ Surpurq-uoN Surpurg LLOS¥1 S196°0 €ES0PT— 71
Surpuiq-uoN Surpurg 6LYY Y1 2026°0 6LYY Y Surpuiq-uoN Surpurg LLO V1 S196°0 €S0 — ¢l
Surpuiq-uoN Surpurg 6LYY Y1 2026°0 6LYY' Y Surpurq-uoN Surpurg LLOS Y1 S196°0 €S0 — Tl
Surpuiq-uoN Surpurg 6LYY 1 7026°0 6LYY' Y Surpurq-uoN Surpurg LLO' VT S196°0 €ES0 I~ 'l
Surpuiq-uoN Surpurg 6LYY Y1 7026°0 6LYY' Y Surpurq-uoN Surpurg LLOS' VT S196°0 €501~ I
“ImnaQj, HO% “maoj, How oSem

o1 Al LI 19 19 ¥d 10§ 01 Ad 1o A1 | ag ¥a wnwiurpy

€=p1 =201 = u‘Q] = D :son[eA 1o)WeIRd T IqeL

pringer

a's



K. Marinakis, T. Tsoulouhas

Surpurg Surpurg 6£96°CT 969C'T 880€°6 pauyap jou ¥d - - - S¢S
Surpurg Surpurg SE00°€El S09C'1 91816 pauyap jou ¥yd - - - ¥'S
Surpurg Surpurg 9Tr0 €l YISTT Ws0'6 pauyap Jou ¥d - - - €¢
Surpurg Surpurg 1180°€l el $976'8 pauyap 10U Yd - - - s
Surpurg Surpurg T6ITEl 62T’ 1 986L'8 pauyap 10u Yd - - - s
Surpurg Surpurg LOSTET SETT'l S0L9'8 pauyap 10U Yd - - - S
Surpurg Suipurg 9¢61°¢l PITT 12v$'8 pauyap 10U Yd - - - 6
Surpurg Surpurg €Tel SHOT'1 SEIT's pauyap Jou ¥d - - - 8Y
Surpurg Suipurg 869T°€1 6v61°1 9787’8 pauyap Jou ¥d - - - LY
Supurg Surpurg 10€°€1 1681°1 ¥SSI'8 pauyap Jou ¥d - - - 9t
Surpurg Surpurg sseeel €SLI'T 920'8 pauyap jou ¥d - - - (4
Surpurg Surpurg Y69¢°€1 ¥SOI°1 7968°L pauyap jou Yd - - - 'y
Surpurg Surpurg LTOY'E1 PSSI'T T99L°L pauyap Jou ¥d - - - ¢y
Surpurg Surpurg TSEv el €SPl 65€9°L pauyap 10u Yd - - - (a4
Surpurg Surpurg 1L9%°€1 1€l TS0S°L pauyap 10U Yd - - - 'y
Surpurg Suipurg 86v°El LYTI'T TLE'L Surpurg Surpurg 6860°S 60660 Y8167 — 14
Surpurg Suipurg 98TS°¢l erITl 6THT'L Surpurg Surpurg LLIES 86L6°0 9816%— 6'¢
Surpurg Suipurg 7865°¢1 LEOT'T THIL Surpuiq-uoN Surpurg LLOS¥1 $196°0 €ESO I~ 8¢
Surpurg Surpurg L8S €T €60°1 16L6'9 Surpuiq-uoN Surpurg LLOS 71 S196°0 €ESOTI— Le
Surpurg Surpurg 6¥19°€l T80°1 L9¥8°9 Surpuiq-uoN Surpurg LLOS' Y1 §196°0 €ESO I~ 9°¢
Surpurg Surpurg w9El €ILO'l 6£1L9 Surpuiq-uoN Surpurg LLO V1 §196°0 €ES0 I~ S¢
Surpurg Surpurg 7899°€1 T090°1 L08S9 Surpuiq-uoN Surpurg LLO V1 S196°0 €ESO I~ ¥'E
Surpurg Surpurg PE€69°€1 6¥0'1 L¥t'9 Surpurq-uoN Surpurg LLOS' Y1 S196°0 €ESO I~ €'¢
“maoj, 10j “mnaoj, 10j ofem

o1 Nl LI 19 19 ¥d 10§ 1 ¥d 10§ A1 ¥ e ¥Mq WINUWIUIA

panunuod g 3[qey,

pringer

a's



Are tournaments optimal under liquidity constraints?

Surpurg Supurg 9L1€TI 9L6€'1 6261711 pauyap jou ¥d - - - L
Surpurg Surpurg SE9E°TI S68¢°1 989011 pauyap Jou ¥d - - - 69
Surpurg Surpurg 6807°C1 €I18¢'1 ¥76°01 pauysp j0u JYd - - - 89
Surpurg Surpurg YSYTl 1€LET €618°01 pauyap jou ¥d - - - L9
Surpurg Surpurg 8861 C1 8Y9¢° ¥69°01 pouyop 10U Yd - - - 99
Surpurg Surpurg 1€vS Tl SoGEl 69501 pauyap J0u Yd - - - $9
Surpurg Surpurg 1.85°C1 18Y€°1 T 01 Pauyap 10U Yd - - - )
Surpurg Surpurg LOE9TI 96£€°1 881€°01 pauyap Jou ¥d - - - €9
Surpurg Supurg 8€L9°C1 1€l TE61°01 pauyap 10U ¥d - - - 9
Surpurg Surpurg 991L°C1 sTeel §L90°01 pauyap Jou ¥d - - - 19
Supurg Surpurg 68SLTI 8CIET SI¥6°6 pauyap Jou ¥d - - - 9
Surpurg Surpurg 8008°CI 1S0€'T ¥S18°6 pauyap jou ¥yd - - - 6'S
Surpurg Surpurg €8Tl €967°1 689°6 pauyap jou ¥d - - - 8'C
Surpurg Surpurg £€88°CI SL8T'1 §795°6 pouyop 10U Yd - - - LS
Surpurg Surpurg 6£T6C1 98LT'1 LSEY'6 Pauyap 10U Y - - - 96
“maoj, 10j maQj, 10J ofem

o1 Al LI 19 19 ud 10§ 1 ¥d 10§ A1 AL ¥y ua WINUWIUIA

panunuod g 3[qey,

pringer

A's



K. Marinakis, T. Tsoulouhas

References

Bolton P, Dewatripont M (2005) Contract theory. MIT Press, Cambridge

Green J, Stokey N (1983) A comparison of tournaments and contracts. J Polit Econ 91:349-364

Holmstrom B (1982) Moral hazard in teams. Bell J Econ 13:324-340

Holmstrom B, Milgrom P (1987) Aggregation and linearity in the provision of intertemporal incentives.
Econometrica 55:303-328

Hueth B, Ligon E (2001) Agricultural markets as relative performance evaluation. Am J Agric Econ 83:
318-328

Innes R (1990) Limited liability and incentive contracting with ex-ante action choices. J Econ Theory
52:45-67

Innes R (1993) Financial contracting under risk neutrality, limited liability and ex ante asymmetric infor-
mation. Economica 60:27-40

Innes R (1993) Debt, futures and options: optimal price-linked financial contracts under moral hazard and
limited liability. Int Econ Rev 34:271-295

Kolmar M, Sisak D (2007) Multi-prize contests as incentive mechanisms for the provision of public goods
with heterogeneous agents. Working paper

Kim S (1997) Limited liability and bonus contracts. J Econ Manag Strategy 6:899-913

Konrad KA, Kovenock D (2010) Contests with stochastic abilities. Econ Inquiry 48(1):89-103

Konrad KA, Schlesinger H (1997) Risk aversion in rent-seeking and rent-augmenting games. Econ
J 107(445):1671-1683

Laffont JJ, Martimort D (2002) The theory of incentives; the principal-agent model. Princeton University
Press, Princeton

Lazear EP, Rosen S (1981) Rank-order tournaments as optimum labor contracts. J Political Econ 89:
841-864

Malcomson JM (1984) Work incentives, hierarchy, and internal labor markets. J Political Econ 92(3):
486-507

Marinakis K, Tsoulouhas T (2009) Are tournaments optimal over piece rates under limited liability for the
principal? North Carolina State University Working Paper

Mathews T, Namoro SD (2008) Participation incentives in rank order tournaments with endogenous entry.
J Econ 95:1-23

Nalebuff BJ, Stiglitz JE (1983) Prizes and incentives: towards a general theory of compensation and com-
petition. Bell J Econ 14(1):21-43

Riis C (2010) Efficient contests. ] Econ Manag Strategy 19(3):643-665

Skaperdas S, Gan L (1995) Risk aversion in contests. Econ J 105(431):951-962

Theilen B (2003) Simultaneous moral hazard and adverse selection with risk averse agents. Econ Lett
79:283-289

Tsoulouhas T (1999) Do tournaments solve the two-sided moral hazard problem? J Econ Behav Org
40(3):275-294

Tsoulouhas T (2010) Hybrid cardinal tournaments. Econ Bull 30(3):2279-2288

Tsoulouhas T, Marinakis K (2007) Tournaments with ex post heterogeneous agents. Econ Bull 4(41):1-9

Tsoulouhas T, Knoeber C, Agrawal A (2007) Contests to become CEO: incentives, selection and handicaps.
Econ Theory 30:195-221

Tsoulouhas T, Vukina T (1999) Integrator contracts with many agents and bankruptcy. Am J Agric Econ
81:61-74

Tsoulouhas T, Vukina T (2001) Regulating broiler contracts: tournaments versus fixed performance stan-
dards. Am J Agric Econ 83:1062-1073

Wau S, Roe B (2005) Behavioral and welfare effects of tournaments and fixed performance contracts: some
experimental evidence. Am J Agric Econ 87:130-146

Wau S, Roe B (2006) Tournaments, fairness, and risk. Am J Agric Econ 88:561-573

@ Springer



	A comparison of cardinal tournaments and piece rate contracts with liquidity constrained agents
	Abstract
	1 Introduction
	2 Model
	3 Piece rates and tournaments without liquidity constraints
	3.1 Piece rates
	3.2 Tournaments

	4 Piece rates and tournaments with liquidity constraints
	4.1 Piece rates
	4.2 Tournaments

	5 The dominant contract under liquidity constraints
	6 Piece rates and tournaments with risk-neutrality
	7 Conclusion
	Acknowledgments
	Appendix A
	Appendix B
	References



<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Gray Gamma 2.2)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (ISO Coated v2 300% \050ECI\051)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.3
  /CompressObjects /Off
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJobTicket false
  /DefaultRenderingIntent /Perceptual
  /DetectBlends true
  /DetectCurves 0.1000
  /ColorConversionStrategy /sRGB
  /DoThumbnails true
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams true
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts false
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 149
  /ColorImageMinResolutionPolicy /Warning
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 150
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.40
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 149
  /GrayImageMinResolutionPolicy /Warning
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 150
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.40
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 599
  /MonoImageMinResolutionPolicy /Warning
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 600
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile (None)
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /CreateJDFFile false
  /Description <<

    /BGR <>
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /CZE <>
    /DAN <>
    /ESP <>
    /ETI <>
    /FRA <>
    /GRE <>

    /HRV (Za stvaranje Adobe PDF dokumenata najpogodnijih za visokokvalitetni ispis prije tiskanja koristite ove postavke.  Stvoreni PDF dokumenti mogu se otvoriti Acrobat i Adobe Reader 5.0 i kasnijim verzijama.)
    /HUN <>
    /ITA <>
    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /LTH <>
    /LVI <>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /POL <>
    /PTB <>
    /RUM <>
    /RUS <>
    /SKY <>
    /SLV <>
    /SUO <>
    /SVE <>
    /TUR <>
    /UKR <>
    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
    /DEU <>
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /ConvertToCMYK
      /DestinationProfileName ()
      /DestinationProfileSelector /DocumentCMYK
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles false
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /DocumentCMYK
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [595.276 841.890]
>> setpagedevice


