
Bureaucratic agency exercise 2

The bureau maximizes utility XβZ1−β subject to W (X) ≥ B and X = α̂
1

γ−1 . Using the

first constraint, we find that the reported cost is
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Hence the bureau chooses α̂ to maximize
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which yields the FOC
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which can be simplified to (
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However, we can’t find a closed form solution for α̂.
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