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Various Principal-Agent ScenariosFigure  12.8
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will propose her ideal point of 3 and that the principal will accept this. In other words, policy 
will shift from the status quo of 1 to a new position of 3. While delegation has been 
“successful”—the principal is better off than she was with the status quo—the principal does 
suffer some agency loss. Specifically, the agency loss is equal to 4, that is, the difference 
between the principal’s ideal point (7) and the delegation outcome (3).




