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Relevance of Agency Theory in Software Development 
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Abstract - In the Information technology field there has been lots of development. The development of 
software is increasing every day. IT professional are developing software for different business needs. 
Software is developed with internal IT professional as well as out sourcing. In many cases the outsourcing has 
been unsuccessful. In some cases the internal software development has also created some conflict. The 
relationship between the software developers and the project mangers is undesirable. This paper addresses 
these failed relationships and suggests a solution to a problem. The solution would be to diagnose the 
relationship from both sides. Secondly Agency theory can be implemented to resolve the conflict between                 
the two.  

Software development has been troublesome for many years. When actual result is compared to the 
desired and originally anticipated result, a large number of software project tend to run late, exceed the budget 
or may even be canceled. Now a days large number of organization are moving towards the software 
implementation either by outsourcing or through the software development department. When a contractor 
and runs develop software late, exceeds the budget there are often significant dispute between the 
development organization and the client who is funding the project. There may be the disputes that may lead 
to litigation for breach of conduct. 

 Agency theory is directed at the ubiquitous of agency relationship in which one party (principal) 
delegates work to another who performs the work. Agency theory is concerned with the resolving the problem 
between the principal and the client. It helps to resolve the two problems that arise in the agency relationship 
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I. Introduction 

n the Information technology field there has been lots 
of development. The development of software is 
increasing every day. IT professional are developing 

software for different business needs.  Software is 
developed with internal IT professional as well as out 
sourcing.  In many cases the outsourcing has been 
unsuccessful.  In some cases the internal software 
development has also created some conflict. The 
relationship between the software developers and the 
project mangers is undesirable. This paper addresses 
these failed relationships and suggests a solution to a 
problem.  The solution would be to diagnose the 
relationship from both sides. Secondly Agency theory 
can be implemented to resolve the conflict between the 
two. 

Software development has been troublesome 
for many years. When actual result is compared to the 
desired and originally anticipated result, a large number 
of software project tend to run late, exceed the budget 
or may even be canceled.  Now a days large number of 
organization are moving towards the software 
implementation either by outsourcing or through the 
software development department. When a contractor 
and runs develop software late, exceeds the budget 
there are often significant dispute between the 
development organization and the client who is funding 
the project. There may be the disputes that may lead to 
litigation for breach of conduct. 

Agency theory is directed at the ubiquitous of 
agency relationship in which one party (principal) 
delegates work to another who performs the work. 
Agency theory is concerned with the resolving the 
problem between the principal and the client. It helps to 
resolve the two problems that arise in the agency 
relationship. The first problem is the conflict in the desire 
goal of principal and agent. And secondly it may be 
difficult for principal to verify what the agent is actually 
doing. 

There are many conflicts in regard to the 
software development regarding the time, its final 
product and the cost increase in the process of 
development of the software.  Agency theory would be 
helpful in maintaining the relationship between the 
principal  and  the  client.  In  software is a technical field  
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there are managers at the top level who may know how 
to use the software but many not be capable of 
understanding the depth of the software during the 
software specification process they might point out the 
requirements that are understand by them in a little 
different than the software developer.  In this case the 
agency theory can play an important role in defining the 
requirements of the final product, the timeline needed 
and the cost required to develop the software. 

Software development may contain issue that 
involves legal, economic, management and managerial 
and technological. Due to uncertainties about cost or 
technology the developer faces there is a risk of having 
to abandon the project at any level. The user many not 
be able to fully understand the system and might think 
from their point of view, Given the limited information, 
the management and the developer may make decision 
in their own interest.  In this case we can relate the 
importance of the theory like agency theory. 
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