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The Mechanism Design of Tournament Incorporating Heterogeneity

WEI Guangxing, CHEN Yongheng
(School of Economics and Management, Chongging Jiaotong University , Chongqing 400074 , China)

Abstract ; Although heterogeneity is popular in tournament, it receives few academic attentions. The game relation-
ship between contestants, the principal-agent relationship between contestants called the agents and tournament or-
ganizer as the principal are analyzed. The optimization model is developed to design the optimal mechanism , attain
the optimal efforts and the optimal revenues. The effects of heterogeneity on the optimal mechanism , efforts and reve-
nues are investigated , respectively. The findings can be concluded as follows. Firstly, the heterogeneity will change
the tournament mechanism. The heterogeneity resulting from weaker contestants will reduce the mechanism parame-
ters monotonously , while that from stronger contestants will decrease and then increase the parameters. Secondly , the
heterogeneity will reduce competition level of tournament because all the contestants, no matter strong or weak , make
less effort. Thirdly,in case of the heterogeneity, the contestant with low ability can only gain the reserved revenues,
but the contestant with high ability can obtain extra revenues that will decrease when heterogeneity becomes too
large. Finally, the heterogeneity resulting from weaker contestants will decrease the principal’s profits, while that
from stronger contestants can increase the principal’s profits only when contestants becoming strong enough.
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