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Abstract 
 
In common agency games, one cannot characterize all equilibria by considering only direct mechanisms. In 
an attempt to overcome this difficulty, Peters [1] and Martimort and Stole [2] identified a class of indirect 
mechanisms (namely, menus) which are able to characterize every equilibrium. Unfortunately, menus are 
difficult to handle, and several methodologies have been proposed in the literature. Here, it is shown that, 
even if authors consider menus rather than simpler mechanisms, many equilibria described in the literature 
could have been characterized by direct incentive compatible mechanisms. Use of more sophisticated me-
chanisms was not necessary in these cases. 
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1. Introduction 
 
The restriction to direct incentive compatible mecha-
nisms is a cornerstone of contract theory. It provides a 
simple and elegant method for characterizing arbitrary 
equilibria in any principal-agent model, even with very 
complex communication between the players. Because of 
its tractability, the principal-agent model has been very 
successful, and it has revitalized many economic fields: 
Regulation, redistribution, insurance and others.1 Multi-
agent games have provided the basis for auction theory 
and the theory of the provision of public goods. 

Unfortunately, the restriction to direct incentive com-
patible mechanisms causes some loss of generality in 
multi-principal games. Intuitively, simple contracts fail 
to be general because the structure of the game involves 
endogenous information. For a principal, relevant infor-
mation includes not only the type of the agent (for exam-
ple his/her willingness to pay in a case of a duopoly) but 
also the message that the agent sends to other principals; 
the message sent sets a particular agreement between a 
principal and the agent, which could modify the agent’s 
willingness to pay for the products of other principals. 

A strategy for overcoming this limitation is to give up 
the concept of “direct mechanism” or any of its gener-
alizations, and consider the Taxation Principle. This prin-
ciple was introduced by Hammond [4], Guesnerie [5] 

and Rochet [6], and states that there is no loss of general-
ity in considering menus, or nonlinear prices. Peters [1] 
and Martimort and Stole [2] show that an equivalent of 
the Taxation Principle (they call it Delegation Principle) 
makes it possible to characterize any equilibrium of any 
common agency game. The problem with this approach 
is that the concept of menu is large for common agency 
games, and, even if it simplifies the game, equilibria re-
main hard to characterize. To reach tractable problems, 
other ad hoc assumptions are added to restrict the menu 
set. 

The present paper does not question the validity of the 
differing further assumptions made in the literature. We 
welcome assumptions (differentiability or continuity) if 
they allow ready characterization of equilibria in this 
class of games. The cost of these assumptions is proba-
bly a loss of generality.2 Nevertheless, the author does 
not believe that restrictions invalidate the results ob-
tained with menus. The methodologies used to find a 
fixed-point in common agency games in which menus 
are allowed are criticized. The present paper shows that, 
in almost all models of the common agency literature, 
equilibria characterized by menus could have been char-
acterized by direct mechanisms. The basic intuition is 
that menus can characterize a large set of equilibria be-
cause a principal, by using a menu, can create sophisti-
cated rewards. 

2In common agency games, some equilibria may be sustained by dis-
continuous menus; see Laffont and Tirole [7] chap. 17. 

1See Laffont and Martimort [3] for a complete survey. 
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Given menus, it might seem that analysis of common 
agency games is simply a matter of computation. Unfor-
tunately, though the use of menus may be helpful in this 
class of game, it does not permit ready characterization 
of equilibria. Below, it is argued that common method-
ologies used in the literature characterize only a re-
stricted set of pure strategy equilibria. Let us now con-
sider the “latent contract” concept, which gives insight 
into the main result. 

The next section presents a basic common agency 
model. Section 3 defines direct mechanisms and menus. 
Section 4 introduces the concept of latent contracts. In 
section 5 some examples are presented from the litera-
ture. Section 6 sets out conclusions. 
 
2. The Model 
 
Consider a scenario in which there are a number of prin-
cipals (indexed by ) contracting with 

one agent (denoted by index 0). The agent’s type is 
drawn from a compact set  having a probability dis-
tribution 

 1,...,i n 


(.)F  that is common knowledge. The princi-

pal  also makes an action: He has to decide which 
allocation i  to implement. The implemented allo-
cation is observable and contractible. This means that a 
principal can write a contract which specifies his chosen 
allocation. Let us make the stronger assumption that a 
principal is not able to contract on a probability distribu-
tion over . The payoff to principal  is represented 
by the von Neumann-Morgenstern utility function 

i

iy 

iY

Y

i

1: ...iV Y Y    

and for the agent the payoff is represented by the function 

1: ...iU Y Y    

Preferences could be more general; the restriction to 
von Neumann-Morgenstern utility functions is not criti-
cal for any of the following results, but merely makes the 
model simpler. Moreover, applications in the literature 
invariably consider this class of preferences. The princi-
pals compete through mechanisms. Each principal’s 
mechanism is a map from iM  to , where iY iM  is the 

message space. Each set iM  (for any principal i ) is 

compact, and each map i  is measurable. For clarity, 

we require any mechanisms i  to be such that the im-

age set i iM  is a compact set. We denote by i  

the set of all available map i  to principal  when his 

message space is 

i

iM . We denote by 
i N

iM M

  the 

collection of the chosen message space, and   is the 
collection of . Denote by  the decision  

in  that the agent gets by sending the message  to 

the principal i . We explicitly assume that the rule 

i i m i iy

iY im

 .i  is enforceable. Once a principal has announced a 

mechanism, he commits himself to respect his own rule; 
if he receives a message , he cannot choose a deci-

sion different from 
im

 i im . Finally, since the sets 

 ii M  are compact, it follows that 

 
arg

 i im  ,
, i i

i i

max
σ m θ

m m M  
i M i

U σ ,
 

   
   (1) 

The agent’s pure strategy is to choose a message 

im iM  for each principal. Hence, a pure strategy for 

the agent is a map 0:σ Θ Σ M  . We denote by  

the collection of all these possible pure strategies and by 
0Σ

0i  the message sent to principal . i

Given the type set , the common agency game is 
the array: 

Θ

        ., ,M i ii N i N
= θ F

 0, ,Σ ,U ., , V .Γ Θ Σ θ  (2) 

 
3. Direct Mechanisms and Menus 
 
In the game MΓ  we have made only made standard 

assumptions concerning the sets iM . The message 

spaces may be quite complex. We can simplify the game 
by considering direct mechanisms. For each principal the 
message space iM  is given, and coincides with the 

agent’s type space . We thereby restrict the strategy 
spaces of the principals.  

Θ

The strategy of principal  is the map i :i iY 

i

0Σ

; 

we let  be the strategy space for principal , and 

 be the collection of all such strategy profiles. The 

strategy of the agent is then a map , and  denotes 

the collection of all such maps by 

iΣ

Σ

0σ

0i  the message sent 

to principal . i
Given , the common agency game induced by di-

rect mechanism is the array: 
Θ

        ., ,i i Ni N
θ F

 0, ,Σ ,i U . θ, , V .Γ = Θ Σ 
   (3) 

Direct mechanisms have an obvious appeal—the mes-
sage spaces are simple and given. But, to be useful, we 
need more than a simplification of the message space. To 
apply the traditional principal-agent methodology, we 
need also a definiton of the concept of incentive com-
patibility in our context. 

Definition 1 A collection of strategies   * *
0,i i N

 


   

is an incentive compatible equilibrium of the game Γ
  

if it satisfies the following two conditions: 

Copyright © 2010 SciRes.                                                                                  ME 
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   * *
0, , ,...,i i N

θ Θ σ σ θ = θ θ


              (4) 

and 

 *
0

, ,

ˆ ˆ , ,i i i i i

i N

if is such that



     

   

   
    (5) 

then  is not a profitable deviation. ˆiσ

When is it possible to restrict attention to direct incen-
tive compatible mechanisms? In other words, is it always 
the case that, for any equilibrium of the game M , there 

exists a incentive compatible equilibrium of the game 

 such that the two equilibria are outcome equivalent? 

For common agency games this is not so (see, for in-
stance, Peck [8], Martimort and Stole [2]). In games with 
multiple principals, equilibria may exist whose outcomes 
cannot be supported in equilibrium in the corresponding 
direct mechanism game. 

Γ


Peters [1] and Martimort and Stole [2] show that even 
if one cannot restrict attention to direct incentive com-
patible mechanisms, a modified version of the Taxation 
Principle applies. This principle states that, without loss 
of generality: 

1) One can restrict the set of message space and con-
sider the sets of all compact subsets of  rather than iY

iM . 

2) The map  is the identity over the chosen subset 

of . 
iσ

iY

Given , the common agency game induced 

by menu is the array 
i N

Y = Y



         0, , , ., , ., ,Y i ii N i N
Γ = Θ Z Σ U θ V θ F

  .   (6) 

where 0Σ  is defined as  and 0Σ
*
0i  as . Where *

0iσ

iZ  denotes the set of all compact subsets of , and  

is a generic element of i

iY iT

 Z . We will use the obvious 

notatio iT  n . 
i N

T =



Theorem 1 The three following statements can be es-
tablished:  

1) For every equilibrium  * *
0σ ,σ  of the game MΓ  

there exists an outcome equivalent equilibrium  * *
0T ,  

of the game YΓ . 

2) For any equilibrium  * *
0T ,   of the game YΓ  

there exists an outcome equivalent equilibrium  * *
0,σσ  

of the game MΓ . 

3) For any incentive compatible pure strategy equilib-
rium  of the game , there exists a pure 

strategy equilibrium of the game 

 * *
0σ ,σ   ΘΓ

MΓ  such that the two 

equilibria are outcome equivalent. 
The two first statements have been shown by Peters [1] 

and Martimort and Stole [2]. The third is a result from 
Peters [9]. The last statement of the theorem is very gen-
eral, and it does not rely on any assumption about the 
action space available to the agent. It applies to all com-
mon agency models in the literature to date. 
 
4. Latent Contracts 
 
This section demonstrates how “latent contracts” can 
help to characterize a larger set of equilibria.3 By latent 
contract or or latent decision is meant any decision 
reachable by the agent but never implemented at equilib-
rium, whatever the type of the agent. For example, if a 
principal uses a incentive compatible direct mechanism, 
this mechanism does not involve any “latent contract”. 
This former mechanism is a map from the type set  to 
the decision set , denoted . By definition, for any 

decision  in the image set , there is a type 

Θ

iY iσ

iy iσ Θ 
θ Θ  such that  i iσ θ = y . 

Definition 2 We say that a menu  contains latent 

decisions if, given the strategies of the other players  

and 

iT

-iT
*
0 , 

*
0i, ,i iy T θ Θ iy            (7)     

From this definition, we can reach the following theo-
rem: 

Theorem 2 Consider the game YΓ  and a pure 

strategy equilibrium. If principals offer menus without 
latent decisions, then there exists an output equivalent 
incentive compatible equilibrium in the direct mecha-
nisms game Θ . 

Proof Consider an equilibrium  of the 

game 

 * * *
0i iT ,T ,σ 

YΓ . We wish to construct an output equivalent 

equilibrium in the game Θ . By assumption, menus 

 iiT ,T  do not involve latent decisions. One can con-

sider the agent’s equilibrium best reply *
0 , which is, 

for every collection of menu , a function from set T  Z
T Θ  to the set . We can construct unambiguously 

the following direct mechanisms denoted 

T
*
i : 

  * *
0, , ,i i i ii N θ Θ σ θ = T T θ      ,      (8) 

where the mapping *
0i  is defined as above. We have 

3Latent contracts were introduced by Hellwig [10], and the concept is 
widely used in the literature on foundations of competitive equilibrium; 
see for example Bisin et al. [11]. 
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Σconstructed the strategies  of the principals 

in the game . Let us construct the agent’s best reply, 

denoted . For all  and for all , we de-

note by  the image set of the mapping 

 * *
i iσ ,σ   

Σ
Θ

 σ Θ
0σ

i
σ θ Θ

i . 

Define the best reply mapping of the agent as follows: 

    Θ ,θ 

σ

* *
0 0 iσ,θ =, ,Θ   Σ θ       (9) 

For all collections of direct mechanism Σ 

 

, we 
have 

   
  *

0
1 2, N

U σ θ

h h Θ

 ,i i i N
h



  
i N



,σ σ 

1 2,h h

σ

,..., n

argmax

h 

  
,NΘ θ

θ >U



θ =

  
,...,

i i

h

h

   

 (10) 

Suppose not: 

 

  *
0

,

, ,

n

i ii N

Θ

U σ σ σ θ θ


   

  ,
  (11) 

By construction, 

    , ,
i N

 
 
 

*
0i i

i N
U σ σ σ σ Θ θ


  *

0i i σ, θ θ = U . Con- 

sequently, 

         *
0 , ,i i N

θ




 

i i  iU >U h
i N

Θ θ


    (12) 

Since by construction we have  i Θ, ii N σ   σ h

θ

, 

we generate a contradiction. 
Moreover, we have: 

  , ,...,θ Θ σ θ = θ  *
0, σ          (13) 

because, by definition for all  and for every prin-

cipal , 

θ Θ
i    * ,i= T θ

i iΣ 

* *
0 i θ . Hence the candidate equi-

librium is incentive compatible. 

Supppose that principals play , and principal  

deviates toward σ  (all other players keep their 

strategies). The agent’s bast play is then . 

The “no latent decision assumption” implies that 

*σ i

 ,θ


* *,i i0  

 * *
0, ,i i i ii N T such that T θ  *

i, = yy  θ Θ   

(14) 

Hence 

 *
i = T   *

i,i N 

*
0σ

           (15) 

Using the definition of , we can state that 

    
i

* * * *
0 0

, ,i N  ,

, , , ,

i

j i i j i i

Σ

θ = Θ T θ



     

  

  

,

j N 
     (16) 

Under the “no latent decision” condition: 

 

*

*

, ,i i

i i

i N y T h Θ

such that h = y

     


          (17) 

Hence, for all θ Θ , ther  e exists    N
i ih θ ,h θ Θ  

such that: 

        

      
 

*

\

* * * *
0 0

\

,

, , , , ,

i i j j
j N i

i i i j i i
j N i

h θ h θ

= Θ T θ Θ T θ

 

   



 


 
 
 
 
 
 

 
 (18) 

Moreover, by definition       * *
0i i j i ih θ ,h θ σ , ,θ    . 

Suppose that for principal  the deviation is strictly 
profitable: 

i

     

     

* *
0

* * *
0

, , ,

, , ,

i j i i
j N

i j i i
j N

V θ θ dF θ

> V θ θ dF θ

  

  











  

  
    (19) 

Equation (19) can now be rewritten as 

      

     

* *
0

* * *
0

, , ,

, , ,

i j i i
j N

i j i i
j N

V Θ T θ θ dF θ

> V T T θ θ dF θ

 














   (20) 

which is a contradiction. We conclude that  * * *
0, ,i i      

is an equilibrium of the game ΘΓ . By construction, this 

equilibrium is output equivalent to the equilibrium 

 * * *
0i iT ,T , . 

Consider now the following example: 
Example 1 Each principal ( ) must make a de-

cision (

1,2i =
1
iy  or 2

iy  with ). The corresponding 

payoffs are given by the following matrix: 

1,2i =

 

 1

2y  2

2y  

1

1y  (2,2,3) (0,3,1) 

2

1y  (1,0,1) (1,1,2) 

 
where the first element in each cell refers to the payoff of 
Principal 1, the second element to the payoff of Principal 
2, and the last element to the agent’s payoff. 

If we consider that principals are using direct mecha-
nisms (which are take-it or leave-it offers since informa-
tion is complete), there is only one pure strategy equilib-

rium: Principal 1 plays 2
1y  and principal 2 plays 2

1y . 

Agent’s payoffs are not relevant, since the the agent 
plays no role.  

If principals are allowed to use menus, so that they of-
fer subsets of  1 2

i iy , y , then there are two pure strategy 

Copyright © 2010 SciRes.                                                                                  ME 



G. PIASER  55 
 
equilibria. In the first equilibrium, principal 1 offers the 
degenerated menu  and the principal 2 offers the 

menu . In the second equilibrium, principal 1 of-

fers the menu  and principal 2 offers the menu 

. The agent chooses 

 2
1y

1 2
1 1y

 2
2y

2
2y

y ,

 1
2y , 1

1y  from principal 1 and 

1
2y  from principal 2. The outcome  is finally 

implemented. The outcome 

 1 1
1 2y , y 

 2

 1
1y

1 2
1 1y

1 1
1 y

y ,

y ,  cannot be sup-

ported by an equilibrium if principals use only direct 

mechanisms. If principal 1 offers , the direct me-

chanism  is not the best reply for principal 2. He 

gets more by offering . The outcome  can 

be implemented because menus  and 

 1
2y

y 2
2  1 1

1 2y , y 
 2

2y1
2y ,  

embed latent decisions: 2
1y  and 2

2y  are not chosen by 

the agent, but they are crucial because they prevent de-
viations. 

Let us consider a second example. 
Example 2 The type of the agent is  with prob-

ability , and  with probability . Pay-

offs are given by the following matrices: 

1θ

1-1p = 1/ 2 2θ 1p

 

1θ  

 1

2y  2

2y  

1

1y

2

1y

 (2, 2, 3) (0, 3, 1) 

 (1, 0, 1) (1, 1, 2) 

2θ  

 1

2y  2

2y  

1

1y

2

1y

 (0, 1, 2) (1, 0, 1) 

 (0, 3, 1) (2, 2, 3) 

 
This game has an equilibrium in the menu game. Each 

principal proposes the menu  1 2
i iy ,

1θ

1,2y , i =

1
1

; the agent 

chooses  if his type is , and chooses 

 if his type is . Since the set of possible me-

nus is very small, we can check that for principal 1 no 
deviations (which are the singletons) are profitable. The 
same holds for principal 2. The outcome can also be 
supported as an equilibrium in the direct mechanism 
game. For principal 1 the former strategy can be repro-
duced in the following way: he plays 

 1 1
1 2y , y 

 2
1y , 2

2y 2θ

y  if the agent 

sends the message , and plays 1θ
2
1y  if the agent an-

nounce . Principal 2 plays the same strategy (2θ
1
2y  if 

 and 1θ
2
2y  if ). The agent can reach any cell by 

misreporting his type. By analogy with the menu game, it 
is best for the agent to announce his real type. Using a 
similar argument, one can check that the strategies de-
scribed are also best replies for the principals. 

2θ

In the preceding example, the menus   and 1 2
1 1y , y

 1 2
2 2yy ,

1
1

 do not embed latent decisions. For principal 1, 

y  (resp. 2
1y ) is chosen when the agent’s type is  

(resp. ). Similarly, for principal 2, item

1θ

2θ
1
2y  is chosen 

if the agent is of type , and 1θ
2
2y  is chosen when the 

type is 2 . Menus do not embed latent decisions, so that 

the equilibrium can be sustained by direct mechanisms. 
Moreover, at equilibrium, the agent reveals his true type. 

θ

Consider a last example taken from the literature.  
Example 3 (Biais and Mariotti [12]) There are two 

principals (indexed by ), and their decision spac-

es are 

1,2i =

 1 2Y = 0,1 Y = . A generic decision is 

denoted by 

= Y

 q

θ

t,

-q t

. The two principals have the same 

utility functions , where  is the information of 

the agent, 

θ

 0,1θ . The distribution function of  

over 

θ

 0,1  is denoted by F . Agent preferences are 

represented by the utility function , where the 

variable 

-t λθq

 0,1λ ; this is common knowledge. The 

agent is constrained to accept contracts   and 1 1t ,q

 2q2t ,  such that 1 2 1qq +  . Assume that  E θ < λ . 

Then an equilibrium exists in which each principal offers 

the menu    θM = qt, Y such that

q =

q = tE

1

. If the 

two principals offer this menu, the agent (whatever his 
type) will choose the allocation  and  t = E θ . If 

one principal deviates, and offers a unique contract 

 t ,q  , then 

1) If  t ,q   is below the line  t qE  , the agent 

will accept this contract and the deviating principal 
makes zero profit, as he did at equilibrium. The deviation 
is not profitable. 

2) If  t ,q   is above the line  t qE 

1q

, the agent 

will always accept the contract offered. Whatever his 
type, the agent will buy a quantity q  from the 

other principal. Since  t q E   , the deviating prin-

cipal makes losses. 
This argument can easily extended to any kind of 

menu. If we now look at the best direct mechanism 
against the menu M , it is obvious that the degenerated 

mechanism gives the contract   ,1E    to every type. 
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It is also clear that, if one principal plays that mechanism, 
it is not the best reply for the other principal to play that 
same mechanism. He should offer the contract  t ,q  , 

where t q   . This contract is accepted by the agent 

only when his type is 1 

2θ

1θ

, in which case it provides 
positive profit to the principal. The equilibrium charac-
terized by Biais and Mariotti [12] is efficient, so that if 
we ignore it, we may reach wrong conclusions. 
 
5. Applied Common Agency Models 
 
Let us now focus on examples taken from the literature. 

To characterize equilibria in the set of menus is not a 
trivial exercise. Martimort [13] and Martimort and Stole 
[2] have introduced a sophisticated methodology. 

1) They consider that principal i uses direct mecha-

nisms  to reply to the menus  and to the agent’s 

strategy. 

*
1σ

1 1/ 2p =

*
iT

2) From the best direct mechanism, one can deduce a 
menu. 

3) If this is done for every principal, and if each prin-
cipal is playing the menu derived from the best direct 
mechanism, we finally obtain an equilibrium. 

At equilibrium, menus do not involve latent decisions; 
each item is chosen by some agent. This method pro-
vides no gain over the traditional method; any equilib-
rium characterized using this methodology can be char-
acterized by the simple use of direct mechanisms. Here is 
an example that shows how this methodology fails to 
characterize any equilibrium of a common agency game. 

Example 4 The type of the agent is  with prob-

ability , and  with probability 1 . Pay-

offs are given by the following matrices: 

1θ

1p

 

 

 1

2y  2

2y  

1

1y

2

1y

 (2, 2, 3) (0, 3, 1) 

 (1, 0, 1) (1, 1, 4) 

2θ  

 1

2y  2

2y  

1

1y

2

1y

 (4, 2, 2) (2, 3, 0) 

 (1, 0, 1) (1, 1, 5) 

 
This common agency game has one pure strategy 

equilibrium. The first principal (P1) plays the menu 

 get an utility of 3 and the principal 2 plays the 

menu 

 1
1 1y , y 2

 1
2y , and gets an expected utility of 2. Clearly, 

the first principal has no profitable deviation (he gets his 
maximum payoff). The second principal has two possible 

deviations in the menu game:   and  . If 

the second principal plays  or the menu 

2
2y


1 2

2 2y , y

 2
2y  2

2y1
2y ,

2

 

the agent will always choose the item  in princi-

pal’s 1 menu. Hence, deviating gives to principal 2 an 
expected utility of 1.  

 1y

Using the Martimort-Stole algorithm we cannot char-
acterize the equilibrium described above. If principal 2 is 

playing the menu  1
2y , the unique best reply of princi-

pal 1 is to play the direct mechanism (with incentive 
compatible revelation of type): 

  1 θ   1
2 = y1 1 1θ =   

Playing this mechanism is equivalent to playing the 

menu  1
1y . The best reply to the menu  1

1y  for prin-

cipal 2 (in the set of direct mechanisms) is to play the 
mechanism  

  2 θ   2
2 = y2 1 2θ =   

or equivalently the menu  2
2y , and not the menu  2

1y . 

By construction, menus characterized by the Marti-
mort-Stole algorithm do not embed latent decisions; they 
support equilibria which can also be supported by direct 
mechanisms. 

This methodology has been used, explicitly or implic-
itly, in several papers: Biais et al. [14] Calzolari [15], 
Laffont and Pouyet [16], Martimort and Stole [17] and 
Khalil et al. [18], and in several other unpublished papers: 
Olsen and Osmundsen [19], Diaw and Pouyet [20] or 
Calzolari and Scarpa [21]. These authors are able to cha-
racterize regular and realistic equilibria. Nevertheless, 
these equilibria could have been characterized using the 
standard methods of mechanisms design. Moreover, the 
authors may not succeed in characterizing all of the equi-
libria of the communication game.  

When Martimort and Stole [17] consider a complete 
information version of their game (i.e., when   1Θ  ; 

roughly speaking, when their model is qualitatively sim-
ilar to our first example) by using menus, they are able to 
characterize equilibria that could not have been charac-
terized by direct mechanisms. (Direct mechanisms are 
take-it or leave-it offers in that case.) They do not then 
use the methodology presented above. Hence for com-
plete information games, their analysis of their model is 
invaluable.4 

Martimort [22] proposes an original methodology. He 
proposes focusing on direct mechanisms, and extends the 
4They use the term “singleton contracts” instead of take-it or leave-it 
offers. 
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type set: the agent can report a type belonging to the set 

, with , . At equilibrium, whatever his 
type is, the agent is reporting his true type, but the fact 
that he can report 

Θ Θ Θ Θ Θ

\    , (a type which does not ex-
ist) and get an outcome that cannot be reached if he re-
ports any , extends his possible strategies. The 
message  is never sent at equlibrium, but the possibil-
ity of reporting an “absurd type” makes some deviations 
of the other principals unprofitable, as in examples 1 and 
3. Clearly, this methodology is able to characterize equi-
libria that cannot be characterized if we restrict our at-
tention to direct mechanisms. Sending the message  is 
clearly a “latent decision”. 

θ Θ
θ

θ

Let us reconsider our last example. 
The equilibrium can be also characterized in the fol-

lowing way. The first principal plays the direct mecha-
nism 

   1 2
1 1 2 1 1:σ θ ,θ ,θ y , y  

 
 
 

1
1 1 1

1
1 2 1

2
1 1

=

=

=

σ θ y

σ θ y

σ tθ y













 

where  is an absurd type. θ
The second principal plays the direct mechanism 

   1 2
2 1 2 2 2:σ θ ,θ ,θ y , y  

 
 

1
2 1 2

1
2 2 2

=

=

σ θ y

σ θ y








 

The direct mechanisms  and  constitute an 

equilibrium. The best strategy for the agent is to reveal 
his type. (We do not describe the agent’s strategy, as it is 
very long and is not necessary.) The first principal has no 
profitable strategy; he gets his maximum payoff in each 
state of nature. For the second principal there are many 
possible direct mechanisms. But the second principal 
cannot get a payoff greater than 2: in every state of na-
ture, if  is implemented, the agent will report the 

type  to the first principal 2 (whatever his real type) 
and the second principal will get a payoff of value 1. 
Thus, principal 2 has no profitable deviations. If princi-
pal 1 plays the direct mechanism 

1σ 2σ

2
2y

θ

Thus, principal 2 has no profitable deviations. If prin-
cipal 1 plays the direct mechanism 

   2 2
1 1 2 1 1:σ θ ,θ y , y  

 
 

1
1 1 1

1
1 2 1

=

=

σ θ y

σ θ y








 

then the second principal has a profitable deviation; play-
ing the mechanism 

 
 

2
2 1 2

2
2 2 2

=

=

σ θ y

σ θ y








 

gives him a payoff of value 3. The weakness of this ap-
proach is that there is no theory of how to determine the 
set  and of how to construct the mechanism  for 

values of  which are not in . Indeed, Martimort [22] 
characterizes the equilibrium using the Martimort-Stole 
algorithm. 

Θ 1σ

θ Θ

 
6. Conclusions 
 
Almost all of the literature on common agency with in-
complete information focuses on equilibria that can be 
characterized by direct mechanisms.5 Some papers ex-
plicitly apply the Revelation Principle even if it is not 
applicable. By doing this they may characterize only a 
subset of all equilibria, and miss some realistic equilibria. 
Other articles use different mathematical tools and more 
complex mechanisms, but without characterizing a larger 
set of equilibria. We still lack a simple, general, system-
atic approach for characterizing all of the equilibria of a 
large class of common agency games. The complexity of 
the existing methodology (menu or extended types) in-
dicates that this will be a demanding task. 
 
7. Acknowledgements 
 
I am grateful to Andrea Attar, Eloisa Campioni and Piero 
Gottardi for their comments and suggestions. I thank also 
François Boldron, Cyril Hariton, Sylvain Latil, Patrick 
Leoni and Martin Meier and seminar participants at 
CORE and at the European Economic Association Con-
gress in Amsterdam for their help and comments. All 
errors are mine. 
 
8. References 
 
[1] M. Peters, “Common Agency and the Revelation Princi-

ple,” Econometrica, Vol. 69, No. 5, September 2001, pp. 
1349-1372. 

[2] D. Martimort and L. Stole, “The Revelation and Delega-
tion Principles in Common Agency Games,” Economet-
rica, Vol. 70, No. 4, July 2002, pp. 1659-1673. 

[3] J.-J. Laffont and D. Martimort, “The Theory of Incen-
tives,” Princeton University Press, Princeton, 2002. 

[4] P. Hammond, “Straightforward Individual Incentive Com- 
patibility in Large Economies,” Review of Economic Stu-
dies, Vol. 46, No. 2, April 1979, pp. 263-282. 

[5] R. Guesnerie, “On Taxation and Incentives; Futher Re-

5The equilibrium characterized in Biais and Mariotti [12] is a notable 
exception. 

Copyright © 2010 SciRes.                                                                                  ME 



G. PIASER   
 

Copyright © 2010 SciRes.                                                                                  ME 

58 

marks on the Limits to Redistribution,” Bonn Discussion 
Paper, 1981. 

[6] J.-C. Rochet, “Le contrôle des équations aux dérivées 
partielles issues de la théorie des incitations,” PhD thesis, 
Université Paris IX, 1986. 

[7] J.-J. Laffont and J. Tirole, “A Theory of Incentives in 
Procurement and Regulation,” MIT Press, Cambridge, 
1993. 

[8] J. Peck, “A Note on Competing Mechanisms and the 
Revelation Principle,” Mimeo, Ohio State University, 
1997. http://economics.sbs.ohio-state.edu/jpeck/reveal.pdf 

[9] M. Peters, “Negotiation and Take-It or Leave-It in Com-
mon Agency,” Journal of Economic Theory, Vol. 111, No. 
1, July 2003, pp. 88-109. 

[10] M. Hellwig, “On Moral Hazard and Non-Price Equilibria 
in Competitive Insurance Markets,” Discussion Paper No. 
109, Sonderforschungsbereich 21, Bonn, May 1983. 

[11] A. Bisin, P. Gottardi and D. Guaitoli, “A Note on the 
Convergence to Competitive Equilibria in Economies 
with Moral Hazard,” In: P. J. J. Herings, G. Van der Laan, 
and A. J. J. Talman, Eds., Theory of Markets, North Hol-
land, 1999, pp. 229-246. 

[12] B. Biais and T. Mariotti, “Strategic Liquidity Supply and 
Security Design,” Review of Economic Studies, Vol. 72, 
No. 8, July 2005, pp. 615-649. 

[13] D. Martimort, “Exclusive Dealing, Common Agency and 
Multiprincipal Incentives Theory,” RAND Journal of 
Economics, Vol. 27, No. 1, Spring 1996, pp. 1-31. 

[14] B. Biais, D. Martimort and J.-C. Rochet, “Competing 
Mechanisms in a Common Value Environment,” Econo-
metrica, Vol. 78, No. 4, July 2000, pp. 799-837. 

[15] G. Calzolari, “Incentive Regulation of Multinational En-
terprises,” International Economic Review, Vol. 45, No. 1, 
February 2004, pp. 257-282. 

[16] J.-J. Laffont and J. Pouyet, “The Subsidiarity Bias in 
Regulation,” Journal of Public Economics, Vol. 88, No. 1, 
January 2004, pp. 255-283. 

[17] D. Martimort and L. Stole, “Contractual Externalities and 
Common Agency Equilibria,” Advances in Theoretical 
Economics, Vol. 3, No. 1, 2003. http://www.bepress.com/ 
bejte/advances/Vol3/iss1/art4 

[18] F. Khalil, D. Martimort and B. Parigi, “Monitoring a 
Common Agent,” Journal of Economic Theory, Vol. 135, 
No. 1, July 2007, pp. 35-67. 

[19] T. Olsen and P. Osmundsen, “Multinationals, Regulatory 
Competition and Outside Options,” Mimeo, Norwegian 
School of Economics and Business Administration, 2003. 

[20] K. Diaw and J. Pouyet, “The Dilemma of Tax Competi-
tion: How (Not) to Attract (Inefficient) Frms?” CentER 
Discussion Paper No. 2004-68, 2004. 

[21] G. Calzolari and C. Scarpa, “Non-Intrinsic Common 
Agency,” ENI-FEEM Nota di lavoro 84.99, 2004. http:// 
ssrn.com/abstract=200558 

[22] D. Martimort, “Multi-Principaux Avec Anti-Selection,” 
Annales d’Economie et de Statistique, Vol. 28, No. 1, 
October 1992, pp. 1-37. 

 



<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /CMYK
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments true
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.66667
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /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 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.66667
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /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 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /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 ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /CreateJDFFile false
  /Description <<

    /BGR <>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /CZE <>
    /DAN <>
    /DEU <>
    /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.)
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
  >>
  /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 [595.276 807.874]
>> setpagedevice


