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Mechanism of Irrational Decision-Making in R&D Project Evaluation :

Focus on the Principal-Agent Theory
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R&D project evaluation through the use of objective indicators is thought to be important in ensuring effective distribution of limited
managerial resources in the R&D-driven industry. Of these indicators, DCF (discounted cash flow) methods are often used ; however,
they may likely lead to irrational decision making, as they are fraught with problems with accuracy of predictions and conflicts of inter-
ests. Application of the principal-agent theory to this issue yields an interesting set of points. The principal-agent theory is based on the
assumption that the agent takes actions that prioritize their own profit over the principal’s in making decisions for the principal. In addi-
tion, a divergence of interests and asymmetric information between the agent and the principal often lead to an array of problems, par-
ticularly in conjunction with division of labor between them. In these circumstances, R&D project evaluation through the use of objec-
tive indicators may only generate a false sense of rationality in decision making. The key to preventing this is to build favorable
principal-agent relationships and to break with “prediction only matters” principles.
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