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principal-agent, or delegation, problems. One of the 
Founding Fathers in the United States, James Madison 
(1788), famously recognized these problems in the 
Federalist Papers, Number 51, when he noted, “In fram-
ing a government to be administered by men over men, 
the great difficulty lies in this: you must first enable the 
government to control the governed; and in the next 
place oblige it to control itself.”

We can think of the outcomes produced by delegation in 
terms of (i) agency loss or (ii) whether delegation is success-
ful. Agency loss is the difference between the actual conse-
quence of delegation and what the consequence would have 
been had the agent been perfect. A perfect agent is one that 

A principal-agent, or delegation, problem 
refers to the difficulties that arise when a principal 
delegates authority to an agent who (a) potentially 
has different goals from the principal and (b) cannot 
be perfectly monitored.
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a. Single-Chain Delegation Model of a Parliamentary System

b. Multiple-Chain Delegation Model of a US-style Presidential System
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Source: Figure taken from Strøm (2003, 65). By permission of Oxford University Press.

Agency loss is the difference between the actual 
consequence of delegation and what the 
consequence would have been had the agent been 
perfect. A perfect agent is one that does what a 
principal would have done had the principal been 
the agent.

Note: Figure taken from Strøm (2003, 65). By permission of Oxford University Press.
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