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Research on a Principal-Agent Model with Organizational Structure
——Taking China’s Railway Transport Industry as an Example
TANG Hu, ZHAO Jian

(School of Economics and Management of Beijing Jiaotong University, Beijing 100044, China)

Abstract: Canonical principal —agent theory investigates noncomplex organizations without division of labor
among functions and multiple hierarchical structures. In complex organizations, agents always work in different
departments, and the division of labor among functions and the departments setting have endogenously determined
the directions of agents’ behaviors, which make the signals of agents’ behaviors difficult to evaluate. This paper
includes the organizational structure as an endogenous variable in the principal —agent model of two agents, to
illustrate the relationship among organizational structure, agents’ performances and organizational product.
Conclusions are as follows: with the intensity of the incentive unchanged, the output of the organization can
increase by changing the organizational structure and facilitating the coordination of different agents’ efforts.
Especially when the metering costs of each agent are prohibitive, a transformation of the organizational structure,
with one organizational structure superseded by another and one measurement superseded by another, can reduce
the internal metering costs of an organization and increase the efficiency. This model offers a new theoretical
perspective to analyze China’s railway transport organizational structure from three different levels: institution of
government departments, organizational structure in the railway industry, and railway firm’s internal organization.
Based on the results of the theoretical model and China’s railway transport organizational structure analysis, this
paper also gives some policy insights.

Key Words: organizational structure; principal —agent model; organizational output; complex organizations;
railway transport
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