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Beliefs play a crucial role when making decisions. A firm is composed of
heterogeneous people. Thus, a manager has to face with various employees with heterogeneous beliefs.
IT managers and employees have different beliefs about the working environment, employees may not
act as intended by their managers. This paper studies how to control an employee who disagrees with

a manager about a contracting environment. We introduce the heterogeneity of the players® beliefs
about the working environment into the standard single-agent LEN-setting moral hazard model. Our
research found that the incentive rate and the manager®s expected utility increase with the
employee®s optimism when the manager and the employee disagree on the working environment. However,
if the employee is too optimistic and the manager is too pessimistic, the manager does not offer a
contract to the employee.
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