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Abstract

Because of the incentive problem in enterprise, the principal must
set up the information evaluation system precisely measuring the agent’s
individual performance, and then using it to be the basis on making a
contrast to resolve moral hazard problem. In comparison with papers
which studied moral hazard problem assuming the principal can’t observe
the agent’s actions and both of them are risk averse, | assume that the
principal and agents with limited liability are risk neutral.

In order to avoid the free-riding problem, the principal mostly makes
a contrast whose incentive pay depends on agent’s individual
performance measured by information evaluation system. But the job
characteristics of R&D activities in team work have agents create
opportunity to shuffle off their responsibility. That enforces the principal
to take information evaluation system whose incentive pay based on
group performance. However, the principal still have an option of kinds
of group performance against the free-riding problem. For example, he
could take information evaluation system whose incentive pay based on
“Both agents must be successful” to avert agents shuffling off their
responsibility.

Due to innate organization work culture in enterprise have the
principal restrict what kinds of group performance used. For example, the
principal only take information evaluation system whose incentive pay
based on “Either one agent or not may be successful” in the organization
work culture which everyone isin diffusion of responsibility. And then it
will cause free-riding problem, agents will take advantage of this
situation to increase their utility. The principal must cost a lot to incur
agents working hard in comparison with the situation which agents don’t
shuffle out of their responsibility.



Keywords: Moral hazard problem, Performance evaluation system,
Risk neutral, Limited liability, Free-riding problem, Diffusion of
responsibility work culture
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