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1 As usual, this document assumes that firms are risk-neutral, which means that they maximize (expected) profit. 
2 In other words, this is where the probabilities for writing down expected utility/profit come from. 
3 As you’ve learned in ECON 201, the cost function comes from choosing the cost-minimizing input mix. 
4 In class, we have assumed quasilinear utility and unit demand (i.e. buyer only values first unit of the good). 
5 The seller can set different quantities/prices for different consumers or groups thereof when consumers are 

identifiable (first-degree and third-degree price discrimination), or can use more sophisticated pricing schemes, such 

as bundling and two-part tariffs. 
6 When players are firms, as when studying oligopoly, this is expected profit. 
7 When the action space is continuous, this is usually assumed to be pure. 
8 When the principal is a firm, as is often the case, this is expected profit. 
9 When the agent has multiple possible types (e.g. second-degree price discrimination), each type has an IR 

constraint and, for the second best, an IC constraint. 


