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Abstract

This study aims to explore agency theory within the marketing context, focusing on its
significance, applications, and resulting challenges. An agency relationship arises when a firm
engages an agent to perform a service and delegates decision-making authority, which may
lead to a conflict of interest between owners and managers. The theory’s roots trace back to
economist Adam Smith, and it formally emerged in the 1970s to explain the contractual
relationship between firm owners and managers, and how each party seeks to pursue their own
interests.

Agency theory relies on two main streams: positive agency theory and principal-agent theory;
it is used to determine the most efficient contract for governing the relationship between the
principal and the agent. The study discusses management mechanisms for controlling agency,
including outcome-based and behavior-based mechanisms. It also highlights the importance of
the theory in clarifying and designing marketing relationships, providing firms with insights
on how to manage marketers' behaviors.

The study addresses agency problems, categorized into pre-contractual issues (such as adverse
selection) and post-contractual issues (such as moral hazard and performance evaluation).
These problems include conflict of interest and information asymmetry. The study clarifies that
monitoring and incentives play a crucial role in designing effective control systems. It
concludes by indicating that agency theory provides valuable insights into performance
dynamics, risks, and sustainability in marketing.

Keywords: Agency Theory, Marketing, Conflict of Interest, Information Asymmetry,
Contractual Relationships.
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