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In practice, many contracts are piecewise-linear. An important aspect of
this research is the complexity of contracts. The objectives of this study are to (1) examine
whether simple piecewise-linear contracts perform well relative to fine-tuned optimal contracts in
principal-agent settings, and (2) investigate the effects of non-uniform heterogeneity across agents

and/or psychological aspects of decision making such as counterfactual thinking and
epsilon-contamination.

Regarding the validity of simple contracts, for example, it turns out that a properly designed
simple quota-based piecewise-linear contract performs well on the entire region of the relevant
parameter values in a principal-agent problem under moral hazard and adverse selection.
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Case 1. There is no bunching in the menu of linear contracts (A > 1)
Pqv (17, 1), Ppr (17, A)

A best-case scenariaos under quota-based and piece-rate contracts
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worst-case scenario under quota-based contract

0.5 worst-case scenario under piece-rate contract
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