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- Specifically, we argue that looking at the role and function of Al
agents through the lens of principal-agent relationships offers a
more actionable perspective in business and organizational contexts.

« The principal-agent framework, as traditionally defined in economic
and organizational theory, describes a relationship where the
principal delegates tasks to the agent, who acts on the principal’s
behalf. Applying this lens to Al agents emphasizes intelligent agents
working for humans and their role as systems designed to fulfill
specific objectives while operating within human-defined constraints.
From this perspective, Al agents function as intermediaries that
balance autonomy with alignment to organizational goals.

Mohammad Hossein Jarrahi & Paavo Ritala (2025) Rethinking Al Agents: A Principal-Agent Perspective.
California Management Review. https://cmr.berkeley.edu/2025/07 /rethinking-ai-agents-a-principal-agent-perspective
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* While Al agents of the future are expected to achieve
full autonomy, this is not always feasible or desirable in
practice. Therefore, to act efficiently and responsibly, Al
agents must strike a balance between autonomy and
human oversight. Unlike fully autonomous systems, the
principle of guided autonomy is about giving agents the
leeway to execute decisions within defined boundaries
of delegation. This approach provides a clear framework
within which the agent operates, reducing risks
associated with unrestrained autonomy when Al agents
may face unknown unknowns.

Mohammad Hossein Jarrahi & Paavo Ritala (2025) Rethinking Al Agents: A Principal-Agent Perspective.
California Management Review. https://cmr.berkeley.edu/2025/07 /rethinking-ai-agents-a-principal-agent-perspective
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- Similarly as in human principal-agent relationships, Al systems require
mechanisms to ensure their actions are safe, predictable, and
accountable. However, generative Al foundation models often exhibit
surprising performances that can be unpredictable, inconsistent, and even
erratic. While they may be useful for simple tasks, these behaviors can
prove catastrophic for more critical organizational processes, particularly
when autonomous execution is concerned. A useful strategy is to combine
these models with rule-based control mechanisms and structured
reasoning to mitigate the erratic behavior of generative Al systems, which
may include not only hallucinations but even deceptive actions. As Al
pioneer Yoshua Bengio recently noted, “The good news is that if we build
non-agentic systems, they can be used to control agentic systems.”
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Mohammad Hossein Jarrahi & Paavo Ritala (2025) Rethinking Al Agents: A Principal-Agent Perspective.
California Management Review. https://cmr.berkeley.edu/2025/07 /rethinking-ai-agents-a-principal-agent-perspective
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