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QIZAIBA ATH| XHAT ek HPH| YauH BHEHE SHeR

Revamping the Financial Support System

for Academic Researches:
Incentive Compatible Approach

Chae-Yeol Yang* : Dam Cho**

Abstract

We start from the observation that the current financial support system for academic
researches is plagued with inefficiencies and irregularities. Researchers (mostly professors)
are sometimes even indicted on charges of fraud or embezzlement of research funds. One
reason may be that the legal and systemic rules in managing and executing research funds
are too rigid to accomodate complex realities in the researches. Another reason may be that
researchers are private utility maximizer and therefore they are prone to moral hazard in
the use and the report of research funds.

We model current financial support system and derive some implications. The current
financial support system for academic research is modeled in a game theoretic framework,
where a fund provider is a principal and a researcher is an agent in the game. The focus of
the analysis is the researcher’s decision about the true or false reporting of the use of
funds. Depending on the parameter values of the model, the researcher may or may not
report truthfully.

Based on the analysis using incentive compatible approach, we suggest some measures to
revamp the current inefficient and humiliating system. The key is to adjust the parameter
values so that the researcher may have the right incentive to report truthfully. This can be
achieved by changing rules governing the use and the report of research funds. Specifically,
the intangible assets - effort of the researcher which is one of the most important assets in

the knowledge economy - should be considered as valid inputs in the research. The accounting

¥ Associate professor, School of Business Administration, Chonnam National University, corresponding author.
** Professor, School of Business Administration, Chonnam National University.

BT #3527 3T 20064 6% 733



yie - =

rules must be changed to consider the use of intangible assets as expenses. This may
require the paradigm shift of all the people involved. In addition, a new kind of financial

support system for researches based on the menu of contract approach is suggested.

Key words: financial support system for academic researches, incentive compatibility,
false reportannouncement.
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