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Introduction
Theory of the Agency, is a theory that explains the social interactions between the principals and the agents, it is specially used to describe the relations in the business world. In this model, one of the parties determines the work (the principal), while the other gathering takes the necessary steps (the operator). In this relationship, the central contracts an operator to take the necessary steps or to play out an assignment that the main can't or does not have any desire to do. This hypothesis is otherwise called the central specialist relationship. For example, in companies, the directors are assigned by the shareholders to manage the company. In this way the shareholders (the principal) delegate to the directors (the agent) the controlling of the business to achieve jobs on their stead (Ahlvik, 2016).
Significance of the Agency Theory
The agency theory seeks to solve the problems that may exist in agency connections; that is, between the principals and the agents. The two main problems that they face are: 1) Conflict of interest between the principal and the agent where the agent seeks his own interest; 2) Difference in the risk profile between the agent and the principal that can lead to decisions in which the parties do not agree. The agency theory accept that both the main and the operator are propelled independent from anyone else intrigue. It is this quest for personal responsibility that prompts unavoidable characteristic clashes. On the off chance that the two gatherings are inspired without anyone else's input intrigue, specialists are inclined to look for personal circumstance goals that stray and even clash with the key's targets. Be that as it may, it is accepted that the operators must act in the selective enthusiasm of the principals (Bahli & Rivard, 2003).
[bookmark: _GoBack]This type of association is based on the theory of the agency, is mostly contractual and always legally based on commercial or labor agreements, it has a constant requalification aspect contingent upon the particular needs of the important. It will arrange the specialist to change purposes of the board or sufficiency profitable to offer an administration progressively acclimated to their needs. It is therefore not strange that there is a continuous modification of the most important aspects of the agreement between both parties. The agency theory leaves on the table also some clear problematic concerns about the contractual relationship of both parties. In the researchers’ opinion, the manager of business operations called as agent has to have a better reward than the efficient one that obtains those functions that they perform for the principal (Eisenhardt, 1989). 
Agency Theory Findings 
The authors of the Theory of the Agency consider that the company is a nexus of contracts that allows a collective to act as if it were a single member. In this sense, workers, managers, capitalists are linked together creating a legal entity that, afterwards, will allow each participant in the relationship to establish a bilateral contract with the entity itself and not so much directly with the other members. This vision of the company is based on the concept of agency relationship. This relationship is defined by means of a contract, according to which one party (the principal) hires another (the agent) to perform a certain service on their behalf in exchange for remuneration, which, in turn, implies a certain degree of delegation of authority. If both contractors intend to maximize their utility curve, there are reasons to think that the agent will not always act in search of the greatest benefit for the principal. This conflict of interest amongst principal and agent is recognized as the ‘agency problem’ (Kingston & Weng, 2014).
According to researchers, from the analysis of agency problems, two approaches are distinguished in the theory of the agency: the Positive Theory of the Agency and the Principal Agent Theory. Both support their approach in the contractual relationship and in the minimization of agency costs through the contractual process. However, the first analyzes the situations in which it is possible that there is clash among the principal and the agent, delimiting the mechanisms of government that limit the opportunistic or selfish behavior of the latter; while the second, more abstract and mathematical, focuses on the optimal design of contracts based on different assumptions about the preferences of agents, information structures and the nature of uncertainty (Kingston & Weng, 2014).
The Theory of the Agency is based on the idea that any relationship between economic agents is a conflict, given that the difference of interests between the parties promotes, to a certain extent, the tendency towards opportunistic behavior. This situation determines the need to incur a series of contractual costs that reduce said conflict between the parties when the principal can limit the deviations of their interests by establishing adequate incentives for the agent in the form of commissions, promotions, etc., as well as incurring costs of monitoring and control like observation of behavior, budgetary restrictions, procedures, etc. Sometimes, the agent can also invest resources in fidelity costs to ensure that it will not make decisions that harm the principal or that it will be compensated if it takes them (Ahlvik, 2016).
On the other hand, still incurring in the previous guarantee costs and loyalty costs, there will be certain situations in which divergences will arise between the agent's decisions and those that would maximize the wealth of the principal. The reduction in the welfare of the principal caused by these divergences is what is known as residual loss. Finally, the different attitudes towards the risk of the principal and the agent constitute another of the problems that can arise in an agency relationship, since these differences mean that each party prefers in a certain situation the execution of different actions. It is what is known as the cost of sharing risk. Given these difficulties, the theory endeavors to figure out what kind of agreement is most proficient to oversee the connection between the main and the specialist. Specifically, it tries to establish whether a contract based on the observation of the results is more efficient than a contract based on direct or personal observation of the behaviors (Eisenhardt, 1989). 
Management Practice Implications
The existence of perfect information, with which both parties know exactly what the agent's performance, will be, so that a contract based on direct observation of behavior is optimal. The existence of difficulties in obtaining complete information, so that the principal cannot determine if the behavior of the agent will be agreed upon or not is the main implication for the management practice. In this case, the principal has two possibilities one is to improve information on the behavior of the agent through mechanisms, such as accounting systems, budgetary systems, procedures, etc. and, therefore, use a contract based on the control of said behaviors (Argote & Greve, 2007).
The second possibility is to resort to the use of contracts based on the results obtained that, in some way, are a consequence of the agent's performance. However, in this option the agent may be rewarded or penalized for results that may partially be beyond his control good results may occur despite poor efforts and poor results may occur despite notable efforts due to many unforeseen circumstances; so that the principal is transferring part of his risk to the agent, with the consequent compensation required by the latter. The optimal choice between the two options depends on the balance between the cost of measuring the behaviors and the costs of measuring the results and transferring part of the risk to the agent (Ahlvik, 2016).
Uncertainty in obtaining results will be positively related to contracts based on behavior, given the increase in costs involved in transmitting the risk to the agent. In the same way it happens with the difficulty in measuring the results. Those tasks that, for example, require a long time to complete or a great effort of equipment, suppose a great difficulty in the measurement of the obtained results, at least, in the short term and, consequently, they will require contracts based more on the behavioral surveillance. As the agent has less risk aversion, it is more convenient for the principal to opt for contracts based on the evaluation of the results. Similarly, when the principal increases his aversion to risk it is also more interesting to transfer it to the agent through such contracts. The theory of the agency has had wide application, especially in the field of multinational companies. The central headquarters (the main one) controls the allocation of certain resources (within limits) according to their preferences (Eisenhardt, 1988). 
Still, given that to a certain extent it must obtain the cooperation and knowledge of the managers of the subsidiaries (agents) to achieve its objectives and, since it cannot perfectly control its behavior without incurring costs, they will be in a position to appropriate of some of the resources to meet their own purposes. Therefore, the problem faced by managers of the head office is how to ensure that managers of foreign operations respond effectively to the guidelines of the plant without resorting to deception and the pursuit of the interests of their units. Moreover, if they consider the fact that the geographic dispersion of the subsidiaries makes it difficult to apply the control mechanisms based on direct observation of behavior, which would undoubtedly be more appropriate given the peculiar characteristics of these businesses in relation to the domestic operations: more time and uncertainty in obtaining good results and greater risk (Argote & Greve, 2007).
Why Agency Theory Is Studied
The theory of the agency is one of the most studied and discussed topics on corporate governance. It is important that the objectives of the (main) shareholders and the agents (directors and management team) are always aligned. There must also be robust controls to ensure that agents are doing their part of the job. In general, the agency theory seeks to solve these problems and how to put controls in place to ensure that the risk of agents acting against the interests of the principals is minimized. The heads of an organization or a state office can utilize their basic leadership capacity to malevolently acquire individual advantages to the detriment of the resident or the investor (Ahlvik, 2016). 
These advantages can appear as added advantages, huge and extravagant workplaces, private vehicle use; they can advance subordinates for reasons of compassion or family relationship; they can settle on choices that are excessively hazardous or that are gainful for the organization or the office in the present moment yet destructive in the long haul; They can likewise settle on choices that expansion their own capacity and enable them to maintain a strategic distance from the control of proprietors and residents. So it is important to understand the dynamics of the stakeholder’s interests before a contract is made to be followed (Eisenhardt, 1988). 
Use of Agency Theory 
The principal only relies on the theory of the agency and the use of a business model with agents if the result obtained after such an agreement is, from the economic and efficiency point of view, better than if it did it on its own. Framed in the development of the theory of agency, years later they began to value the costs that are associated to each of the parties that can come to form a relationship. These costs are the costs of productive control these costs are the main one allocated to the regulation of the agent's behavior. Residual loss happens when the agent makes decisions instead of the principal. There may be a devaluation of the power of decision. The principal would have handled certain decisions differently than the agent does. Bail costs are extra costs that the agent has to support to be faithful to the action previously committed to the principal. An unfulfilled closed agreement can, on many occasions, generate significant monetary (fines) and legal repercussions (breach of contract) (Shapiro, 2005).
The theory of the agency can be applied in multiple ways to several points of the business activity. An example of this may be the relationship that exists between the shareholders or owners of a company and the management team that composes it. The shareholders or owners do not cease to be a principal who has and entrusts the progress of an activity, the direction and management of the company to some agents, who carry out the managers. In short, when we talk about the theory of the agency, we speak of a model that focuses on some business or labor agreements to achieve a common goal that benefits both parties. The individuals of this collation will have to be part of a business activity and face the common conflicts that plague the market, but the achievement of an optimal agreement from the productive-economic point of view for both parties is essential for the theory of agency helps to support business development (Shapiro, 2005).
Conclusion 
The Theory of the Agency has been criticized for considering economic incentives as the only corrective mechanisms for inefficiencies associated with opportunism or for the excessive emphasis on economic efficiency that accompanies decision making, relegating organizational variables such as conflict, structure, power, communication and behavioral or psychological variables. The problem is to a more prominent or lesser degree in any type of business contract. Any specialist procured for any undertaking dependably has some limit with respect to choice and probability to escape control and decrease their exertion. The control and supervision of laborers has an expense so it very well may be powerful to contract foremen. This suggests the rise of a middle of the road dimension of specialists, since it will be important to control the foremen, yet it will have picked up in productivity as long as the foremen have fewer inclinations to escape than the laborers. There are frameworks that urge operators to control one another yet there is a farthest point to the control frameworks (Bahli & Rivard, 2003).


Reference
Ahlvik, C. (2016). Institutional awareness - Examining agency in institutional theory. Academy Of Management Proceedings, 2016(1), 16038. doi: 10.5465/ambpp.2016.16038abstract
Argote, L., & Greve, H. (2007). A Behavioral Theory of the Firm—40 Years and Counting: Introduction and Impact. Organization Science, 18(3), 337-349. doi: 10.1287/orsc.1070.0280
Bahli, B., & Rivard, S. (2003). The Information Technology Outsourcing Risk: A Transaction Cost and Agency Theory-Based Perspective. Journal Of Information Technology, 18(3), 211-221. doi: 10.1080/0268396032000130214
Eisenhardt, K. (1988). AGENCY- AND INSTITUTIONAL-THEORY EXPLANATIONS: THE CASE OF RETAIL SALES COMPENSATION. Academy Of Management Journal, 31(3), 488-511. doi: 10.2307/256457
Eisenhardt, K. (1989). Agency Theory: An Assessment and Review. The Academy Of Management Review, 14(1), 57. doi: 10.2307/258191
Kingston, G., & Weng, H. (2014). Agency Theory and Financial Planning Practice. Australian Economic Review, 47(3), 290-303. doi: 10.1111/1467-8462.12053
Shapiro, S. (2005). Agency Theory. Annual Review Of Sociology, 31(1), 263-284. doi: 10.1146/annurev.soc.31.041304.122159
