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The Probability of winning the promotion
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Case 1:
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—worker 1 wins if €>0 > &2 0.5



Case 2:

— If E1 =O%p1 = 0.5

—If Ei=1->p; = P]’Ob(5>_1): 0.6

—If E; =5>p; = Prob(e>-5)=1



Case 3:

— Prob(1 wins) = Prob(&> 5— Eq)

— If E1:O 9p1=PrOb(5>5)=O

—1If E1 =5 =2 p; = FProb(¢>0)= 0.5

— If El :109131 = PfOb(g>_5): 1
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Di(Ei ) EJ) = 0.5 + ad(Ei - EJ)

where @ = 1/R = R is the range of the distribution
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Optimal Individual Effort, given the contest rules
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EU, =p1(E,,Ex)[a+S] + [1-p;(E;,Exnla—E*/2

=a+p(E;,Ey)S — E?/2

=a+ [05+ ad(E; — E»)]S — E?/2
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Maxg; EU; = a + [0.5 + ad*(E; — E»)]*S — E? /2

F.O.C: ad*S — E; =0
- E1 = ad*S
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Socially Efficient Effort Levels

— /)82 Q=dE; + dE, =d (B, + Ey)
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Max g1, g2 d* (Ey + Ep) —E[/2 —E; /2

F.OC: d=E; =0 & d—E; =0

In general, E; =d for 1=1,2



