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ì @tt�4i |�@| |�i �h4 �?|ih@U|t ��|� |�i �Lh!iht |�hL�}� tTL| *@MLh 4@h!i|t

��ihi �Lh!iht UL44�| |�i�h *@MLh @?_ �@}it @hi ti| uLh ��t| L?i Tih�L_�H 5L @ �Lh!ih

��hi_ @| | ' � �t uhii |L *i@�i |�i �h4 @| | ' 2� OL�i�ihc t�?Ui |�i �h4 ?ii_t |�i

�Lh!ihc �| 4�t| 4@!i @ t��U�i?| �@}i Lgih �� @| | ' � @?_ �2 @| | ' 2 |�@| ��**

�?_�Ui |�i �Lh!ih |L t|@) hi}@h_*itt Lu �|t |)Ti�b L̀h!iht �@�i ?L �i@*|� @?_ i?�L)

*�4�|i_ *�@M�*�|) tL �@}it @| ML|� _@|it 4�t| Mi ?L?�?i}@|��i��f

6�?@**)c �i U�@h@U|ih�3i |�i U@T�|@* t|h�U|�hi Lh *i�ih@}i h@|�L U�Lti? M) |�i �h4

@| | ' f @t |�i ThLM@M�*�|) _ |�@| �|t |)Ti �t hi�i@*i_ MiuLhi | ' 2��� A�i �_i@ �t

|�@| }hi@|ih *i�ih@}i 4@!it |�i �h4 4Lhi i TLti_ |L @ �?@?U�@* t�Lh|u@** @| | '

� E��i�c |�i �Lh!ih<t |h@�?�?} Tih�L_� @?_c |��tc �?Uhi@tit |�i ThLM@M�*�|) |�@| |�i

�h4 ?ii_t |L |@T |�i U@T�|@* 4@h!i|t i�|�ih |L hi?i}L|�@|i �|t _iM| Lh |L �tt�i ?i�

i^��|)c ���U�c �i @tt�4i }i?ih@|it �?uLh4@|�L? @ML�| |�i �h4<t |)Ti� W? @__�|�L?c

�i U@T|�hi |�i t|@?_@h_ @_�@?|@}it @?_ _�t@_�@?|@}it Lu *i�ih@}i M) TLt|�*@|�?}

|�@| _iM| @__t tL4i ?i| Mi?i�|t fE_� |L |�i �h4<t TL|i?|�@* hi�i?�i t��2 �L?t�t|i?|

��|� |�i |h@_�|�L?@* |h@_i�Lg |�iLh�it Lu U@T�|@* t|h�U|�hic �i @tt�4i |�@| fE_� �t

@ t�?}*i�Ti@!i_ u�?U|�L? |�@| hi@U�it @ 4@ �4�4 uLh tL4i �?|ih�Lh �@*�i _W Lu |�i

*i�ih@}i h@|�L���

;Lq Vhfwlrq 9/ zh h{soruh krz orqj0whup frqwudfwv frxog d�hfw pdwwhuv1
<Wkh sureohp lv vlplodu wr wkh edvlf vfuhhqlqj sureohp ri d prqrsrolvw zkr idfhv fxvwrphuv

ri wzr xqrevhuydeoh w|shv dqg �qgv lw sur�wdeoh wr vhuyh erwk ri wkhp> vhh Pdvnlq dqg Uloh|
+4<;7,1 Wkh lqwhuhvw wr uhwdlq wkh zrunhu lq doo flufxpvwdqfhv uhtxluhv erwk �\ A �X . �Xo dqg
+4� �,\ A Xo � �Xk . �}=

43Wkh urexvwqhvv ri rxu uhvxowv wr wklv dvvxpswlrq lv frpphqwhg dw ydulrxv srlqwv ehorz1
44Zlwk plqru prgl�fdwlrqv/ wkh dqdo|vlv zrxog uhpdlq ydolg xqghu dq| prqrwrqlfdoo| lqfuhdvlqj

uhodwlrqvkls ehwzhhq wkh uhohydqw ohyhudjh udwlr dqg wkh suredelolw| ri hduo| glvforvxuh ri lqirupdwlrq1
45Vr \ uhsuhvhqwv wkh uhyhqxh ri d 433(0htxlw| �up zkloh [+g, lv wkh lqfuhphqwdo uhyhqxh +qhw

ri �qdqfldo glvwuhvv frvwv, gxh wr wkh srvlwlyh +wd{0uhodwhg ru lqfhqwlyh0uhodwhg, h�hfwv ri ohyhudjh1
46Whfkqlfdoo| zh jxdudqwhh wkdw g� 5 +3> 4, e| dvvxplqj [3+4, � 3 � [3+3, dqg [33+g, ? 3=

S



A�i i�i?|t UL?t�_ihi_ �? |��t @?@*)t�t @hi t�44@h�3i_ �? |�i |�4i *�?i _itUh�Mi_

�? 6�}�hi ��

t=2t=0 t=1 t=3

Capital Structure 
Decision, d

Hiring Wage,w1 

Firm Invests, z
Retention Wage, w2

Type Revealed with prob= d
Final Revenue

t=2t=0 t=1 t=3

Capital Structure 
Decision, d

Hiring Wage,w1 

Firm Invests, z
Retention Wage, w2

Type Revealed with prob= d
Final Revenue

6�}�hi �G 5i^�i?Ui Lu i�i?|t�

� �@T�|@* t|h�U|�hi @?_ i TiU|i_ hi|i?|�L? �@}it
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���U� UL?Uih?t L? @ �h4<t u�|�hi |h@?tT@hi?U) _�t|Lh| �|t U@T�|@* t|h�U|�hi _iU�t�L?�

W? |�i �ht| tUi?@h�Lc |�i _�t|Lh|�L? t|i4t uhL4 �Lh!iht< �i@*|� UL?t|h@�?|t ���U�

�4Ti_i |�i4 |L u�**) UL4Ti?t@|i |�i �h4 uLh |�i *@h}ih i TiU|i_ hi|i?|�L? �@}it

?ii_i_ �?_ih }hi@|ih |h@?tT@hi?U)� W? |�i tiUL?_ tUi?@h�Lc �i@*|� UL?t|h@�?|t @hi

?L| M�?_�?} M�| |�ihi �t @ ?L?�UL?|h@U|�M*i �?�it|4i?| |�@| i?�@?Uit |�i �@*�i Lu

�Lh!iht< i Tih�i?Ui }@�?t �? |�i �h4 @?_ �t MLLt|i_ M) UL?tih�@|��i U@T�|@* t|h�U|�hi

_iU�t�L?t� W? |��t tiU|�L?c �i Mh�i�) t�L� |�@| @**L��?} uLh *L?}�|ih4 *@MLh UL?|h@U|t

�L�*_ ?L| t�Mt|@?|�@**) U�@?}i L�h UL?U*�t�L?t�

�L?t�_ih �ht| |�i tUi?@h�L ��|� M�?_�?} �i@*|� UL?t|h@�?|t @?_ i L}i?L�t i Ti�

h�i?Ui }@�?t� A�ihic |�i !i) ^�it|�L? �t ��i|�ih @ *L?}�|ih4 UL?|h@U| 4�}�| �i*T

hi_�Ui |�i �h4<t |L|@* i TiU|i_ *@MLh ULt|t tL |�@| ?L u�h|�ih _�t|Lh|�L?t L? U@T�|@*

t|h�U|�hit @hi hi^��hi_� W| �t t|h@�}�|uLh�@h_ |L tii |�@| *L?}�|ih4 UL?|h@U|t _L ?L|

hi_�Ui *@MLh ULt|tc i UiT| �? |�i |h���@*Q@?_ �?hi@*�t|�UQU@ti �? ���U� �Lh!iht U@?

u�**) UL44�| |L �Lh! uLh |�i �h4 �T |L |ih4�?@|�L?� W? t�U� @ U@tic �Lh!iht �L�*_

@UUiT| @ |L|@* �?|ih|i4TLh@* �@}i Lu � ��i? ��hi_ @?_c t�?Ui |��t �@}i �t �?_iTi?�

_i?| Lu _c |�i �h4<t U@T�|@* t|h�U|�hi _iU�t�L? �L�*_ Mi _i|ih4�?i_ M) |�i t|@?_@h_

|h@_iLgt�

Wu �Lh!iht U@??L| _�hiU|*) UL44�| |L �Lh! uLh |�i �h4 uLh 4Lhi |�@? L?i Ti�

h�L_c |�i t@4i igiU| 4�}�|c �? Th�?U�T*ic Mi LM|@�?i_ M) it|@M*�t��?} tL4i TiU�?�@h)

Ti?@*|)c uc uLh |�i �Lh!iht ��L _iT@h| i@h*)� vi| �Lh!iht< �i@*|� UL?t|h@�?|t �4�

Ti_i u |L Mi ��}�ih |�@? |�i �?�|�@* �@}i �� E|�@|c t@)c UL�*_ Mi _iTLt�|i_ �? @

t@ui @UUL�?| @t @ }�@h@?|ii uLh |�i T@)4i?| Lu u�� Oi?Uic @ Ti?@*|) Lu u U@? hi�

_�Ui �Lh!iht< hi|i?|�L? �@}i |L �2 ' �2E_� � u L?*) �u |�i�h �?�|�@* �@}i �t E@|

*i@t|� �� ' u� W? t�U� @ U@tic |�i |L|@* i TiU|i_ *@MLh ULt|t Tih �Lh!ih �L�*_ Mi

�� n�2 ' un d�2E_�� uo ' �2E_� i @U|*) @t �? |�i U@ti ��|�L�| Ti?@*|�it @?@*)3i_

2f



�? 5iU|�L? e�

�L?t�_ih ?i | |�i tUi?@h�L ��|� ?L?�M�?_�?} �i@*|� UL?t|h@�?|t @?_ i?_L}i?L�t 5�

W? t�U� @ U@tic *L?}�|ih4 UL?|h@U|t UL�*_ �4ThL�i 4@||iht L?*) �u |�i) UL?|h�M�|i_ |L

@ Mi||ih @*�}?4i?| Mi|�ii? |�i �h4<t i TLt| �?Ui?|��i |L �?�it| �? 5 E|�@| _iTi?_t L?

|�i ti?t�|���|) Lu hi|i?|�L? �@}it |L 5� @?_ |�i LM�iU|��i Lu i @?|i �@*�i 4@ �4�3@|�L?

E|�@| U@**t uLh 4�?�4�3�?} �|t |L|@* *@MLh @?_ 5 ULt|t�� �L|�Uic �L�i�ihc |�@| *L?}�

|ih4 UL?|h@U|t _L ?L| @__hitt |�i u�?_@4i?|@* ?L?�UL?|h@U|�M�*�|) Lu 5� A�i hi@tL?

�t |�@| *L?} |ih4 UL?|h@U|t i�|�ih *i@�i |�i ti?t�|���|) Lu �2 |L 5 �?@giU|i_c Lh u�**)

i*�4�?@|i |�i ti?t�|���|) Lu |�i igiU|��i hi|i?|�L? �@}i |L 5� A�i |�L �@)t �? ���U�

|��t ti?t�|���|) �L�*_ Mi i*�4�?@|i_ �t M) i�|�ih E�� UL44�||�?} |�i �h4 |L @ �ih) ��}�

hi|i?|�L? �@}i EtL |�@| �Lh!iht @hi ��**�?} |L t|@) �? @** t|@|itc �hhitTiU|��i*) Lu |�i

�@*�i Lu 5� Lh E��� � �?} @ �ih) ��}� Ti?@*|) uLh |�i �Lh!iht ��L *i@�i i@h*) EtL |�@|

�Lh!iht @hi ��**�?} |L t|@) @| @ 3ihL hi|i?|�L? �@}i �? @** t|@|itc �hhitTiU|��i*) Lu |�i

�@*�i Lu 5�� �L|� �@)tc |�i �h4 �L�*_ UL4T*i|i*) *Lti �|t �?Ui?|��i |L �?�it| �? 5

tL �Lh!iht< i Tih�i?Ui }@�?t ��** t|�U! @| |�i�h 4�?�4�4 �@*�i 5� ��| |�i? |�i �h4

�L�*_ �@�i ?L hi@tL? |L _�t|Lh| �|t U@T�|@* t|h�U|�hi _iU�t�L?c ���U� �L�*_ _i|ih4�?i_

M) |�i t|@?_@h_ |h@_iLgt�

A��t TL*@h ?L��?�it|4i?| tL*�|�L? �t �?*�!i*) |L _L4�?@|i |�i tL*�|�L? ��|�L�|

*L?}�|ih4 UL?|h@U|t U�@h@U|ih�3i_ �? �hLTLt�|�L? �� AL Mi t�hic �u |�i ThLTLh|�L? Lu

^��U! *i@h?iht �? |�i TLT�*@|�L? Lu �Lh!iht �t @ML�i |�i Uh�|�U@* *i�i* >Wc |�i tL*�|�L?

�? �hLTLt�|�L? � �t M) _i�?�|�L? Mi||ih |�@? |�i @*tL ui@t�M*i tL*�|�L? ��|� _ ' _W

@?_ 5 ' �E_W� 	 5Wc ���U� U*i@h*) _L4�?@|it |�i tL*�|�L? ��|� _ ' _W @?_ 5 '

5 	 �E_W�( �? �Lh_tc |�i ?L��?�it|4i?| tL*�|�L? �L�*_ L?*) @}}h@�@|i |�i ThLM*i4 Lu

�?_ih�?�it|4i?| �? 5�

W? UL?|h@t|c ��i? |�i ThLTLh|�L? Lu ^��U! *i@h?iht �? |�i TLT�*@|�L? Lu �Lh!iht �t

Mi*L� >W EtL |�@| |�i �h4 L�ih�?�it|t �? 5� �| �t TLtt�M*i |�@| u�**) i*�4�?@|�?} |�i ti?�

2�



t�|���|) Lu |�i hi|i?|�L? �@}it |L 5 �t �@*�@M*i t�?Ui |�i @*|ih?@|��it Lu ?L��?�it|4i?|

@?_ L�ih�?�it|4i?| @hi ?L| �?@4M�}�L�t*) h@?!i_�2f W?|ihit|�?}*)c �? |��t U@tic |�i

�ht|�Mit| �?Ui?|��it |L �?�it| �? 5 )�i*_ tL4i��ihi �? |�i 4�__*i Lu |�Lti Thi�@*i?|

�?_ih |�i t�Lh|�|ih4 @?_ *L?}�|ih4 UL?|h@U|t� A��t �4T*�it |�@| tL4i UL?|hL**i_ h@?�

_L4�3@|�L? @UhLtt ML|� UL?|h@U|tQt@)c @ UL?|h@U| uLh ���U� |�i i?uLhUi@M�*�|) Lu |�i

t|�T�*@|i_ hi|i?|�L? �@}i Lh i@h*) _iT@h|�hi Ti?@*|) �t �?Uih|@�?Q4�}�| �4T*i4i?|

|�i R�ht|�Mit|� ti?t�|���|) Lu |�i |L|@* i TiU|i_ *@MLh ULt|t |L |�i �?�it|4i?| 5� 6Lh

�?t|@?Uic @ UL?|h@U| ��|� Rh@?_L4 Ti?@*|�it� ��** hi_�Ui |�i �?Ui?|��it uLh |�i �h4

|L �?�it| �? 5 hi*@|��i |�i t�Lh|�|ih4 UL?|h@U| ��|� ?L Ti?@*|�itc M�| �L�*_ �?Uhi@ti

|�i4 hi*@|��i |L |�i *L?}�|ih4 UL?|h@U| �? ���U� |�i Ti?@*|) @TT*�it ��|� Uih|@�?|)�

A��t @h}�4i?| t�}}it|t |�@| |�i ThLM*i4 Lu L�ih�?�it|4i?| �? 5 E@?_ |�i hi4i_)

M@ti_ L? �?@?U�@* @}}hitt��i?itt� �t *�!i*) |L Mi *itt Tih�@t��i |�@? |�i ThLM*i4 Lu

�?_ih�?�it|4i?| �? 5 E@?_ |�i hi4i_) M@ti_ L? �?@?U�@* UL?tih�@|�t4��

. �|�ih t|@!i�L*_iht

NT |L |��t TL�?|c L�h 4L_i* �@t uLU�ti_ L? |�i _)?@4�Ut Lu |�i hi*@|�L?t��T Mi|�ii?

|�i �h4 @?_ �|t �Lh!iht� OL�i�ihc |�i �?|��|�L? �i �@�i _i�i*LTi_ �t hi@**) ^��|i

}i?ih@* @?_ U@? Mi @TT*�i_ |L @*4Lt| @?) t�|�@|�L? �? ���U� �?uLh4@|�L? @ML�| @

�h4<t |)Ti �?��i?Uit |�i |ih4t Lu |h@_i Mi|�ii? |�i �h4 @?_ �|t t|@!i�L*_iht� AL

�**�t|h@|i |�i }i?ih@*�|) Lu L�h @h}�4i?|c |��t tiU|�L? i @4�?it |�i hi*@|�L? Mi|�ii?

@ �h4 @?_ �|t U�t|L4iht� �t �i t�L�c |�ihi �t @ _�hiU| T@h@**i* Mi|�ii? @? i @4T*i

�? ���U� U�t|L4iht _i�i*LT ��4@? U@T�|@* �t�?} @ ThL_�U| @?_ L?i �? ���U� �Lh!iht

_i�i*LT ��4@? U@T�|@* �Lh!�?} uLh @ �h4�

AL �?_iht|@?_ |��tc UL?t�_ih @ �h4 |�@| ti**t @ ThL_�U| *�!i @ UL4T�|ih t)t|i4�

A�i �h4 ti**t |�i t)t|i4 |L U�t|L4iht @| tL4i �?�|�@* _@|ic @?_ �? Lh_ih |L hi4@�? �?

53Lq idfw/ �up ydoxh pd| ru pd| qrw lqfuhdvh zlwk wkh orqj0whup frqwudfw vroxwlrq1

22



M�t�?itt 4�t| ti** @? �4ThL�i_ �iht�L? Lu |�i t)t|i4 |L �|t U�t|L4iht @| tL4i tiUL?_

_@|i� Wu |�i �h4 �t @? �??L�@|Lhc u�|�hi }i?ih@|�L?t Lu |�i t)t|i4 ��** �4ThL�i �?

�@)t |�@| Mi?i�| |�i �h4<t 4Lhi tLT��t|�U@|i_ U�t|L4ihtc ��L U@? |@!i @_�@?|@}i

Lu |�i ?i� �4ThL�i4i?|t� OL�i�ihc �u |�i �h4 �t ?L| ��i�i_ @t @? �??L�@|Lhc |�iti

tLT��t|�U@|i_ U�t|L4iht ��** UL?|�?�i |L M�) |�i t)t|i4 uhL4 |�i �h4 @| |�i tiUL?_

_@|i L?*) �u |�i t)t|i4 �t t|iiT*) _�tUL�?|i_� A�i *itt tLT��t|�U@|i_ U�t|L4ih �t

?L| �?|ihit|i_ �? |�i �??L�@|�L?tc @?_ �t ��**�?} |L T@) *itt |�@? |�i tLT��t|�U@|i_

U�t|L4ih uLh |�i t)t|i4 �u |�i �h4 �t @? �??L�@|Lhc M�| t�?Ui t�U� UL?t�4iht @hi ?L|

UL?Uih?i_ @ML�| u�|�hi �??L�@|�L?tc |�i) @hi ��**�?} |L T@) 4Lhi uLh |�i t)t|i4 �?

|�i i�i?| |�@| |�i �h4 |�h?t L�| ?L| |L Mi @? �??L�@|Lh�

`�|� 4�?Lh @_@T|@|�L?tc |�i @?@*)t�t �? 5iU|�L? � U@? Mi @TT*�i_ |L t�L� |�@|c

�?_ih hi@tL?@M*i T@h@4i|ihtc �? Lh_ih |L ti** |�i t)t|i4 |L ML|� tLT��t|�U@|i_ @?_

�?tLT��t|�U@|i_ U�t|L4ihtc |�i �h4 ��** Th�Ui |�i ThL_�U| tL |�@| |�i tLT��t|�U@|i_

U�t|L4iht hi@*�3i UL?t�4ih t�hT*�t ��i? |�i �h4 �t *i@h?i_ |L Mi @? �??L�@|Lh @?_

�?tLT��t|�U@|i_ U�t|L4iht hi@*�3i UL?t�4ih t�hT*�t ��i? |�i �h4 �t *i@h?i_ ?L| |L

Mi @? �??L�@|Lh� W? |��t U@tic �| uL**L�t |�@| |�i @�ih@}i Th�Ui Lu |�i t)t|i4 @UhLtt

|�i t|@|it �? ���U� |�i �h4<t |)Ti �t hi�i@*i_c �t *L�ih |�@? �? |�i t|@|i �? ���U�

�| hi4@�?t �?!?L�?� W? L|�ih �Lh_tc }hi@|ih |h@?tT@hi?U) *i@_t |L *L�ih i TiU|i_

u�|�hi t@*i Th�Uit� �*i@h*)c ��|� |��t *�?!@}i �? T*@Uic |�i hit�*|t LM|@�?i_ �? Thi��L�t

tiU|�L?t �L�*_ i |i?_ |L |�i U@ti �? ���U� U�t|L4iht @hi |�i hi*i�@?| t|@!i�L*_iht�

H �L?U*�_�?} hi4@h!t
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