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Abstract

This study analyzes the optimum organization structure in sequential R&D projects.
When R&D projects are executed in two stages, namely, basic research and applied
research, there are two structures of organization that a firm can choose from: the first
one being an integrated organization where both stages are delegated to one researcher;
and the second one being a separated organization where both stages are delegated to
separate researchers. The problem that a firm faces is in choosing from two options: (1)
to let the researchers execute appropriate investments in the respective basic and
applied research; and (2) to let the researcher show the result of the basic research to
help decide whether to continue or to stop the project at the basic research stage. The
firm chooses the optimum contract and organization structure by considering these two
options. This study shows that the integrated organization is more desirable if the goal
1s to execute investments in two stages, but that a possibility exists that the separated
organization is desirable if the goal is to gather accurate information. Therefore, the
optimum organization structure for sequential R&D can be assessed by comparing

those two effects.
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