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Members of organizations spend considerable time, effort, and in-
genuity attempting to influence decision makers. Such influence
activities may bring benefits to the organization, but they also in-
volve real costs. This essay offers an economic rationale for such
influence activity as representing rational, self-interested behavior
in the presence of informational asymmetries and an analysis of how
the design of the organization’s structure and policies should re-
spond to the incentives for attempting influence. It is posited that
information valuable for the organization’s decision making is di-
rectly available only to members of the organization who have some
personal stake in the decisions. These individuals may then have an
incentive to try to manipulate the information they develop and
provide in order to influence the resulting decisions to their ben-
efits. This can be costly both in degrading the quality of decision
making and in diverting the attention and effort of the organiza-
tion’s members from more productive activities. The organization
has three different methods it can employ to discourage excessive
influence activities and to encourage more directly productive uses
of time and effort. It can limit access to decision makers and partici-
pation in decision making; it can alter its decision-making criteria to
favor those performing well in productive activities; and it can
provide direct financial incentives to encourage the desired alloca-
tion of effort. It is shown that an efficiently designed organization
will use such financial incentives only as a last resort. Instead, it will
always first alter its decision-participation policies and decision-
making criteria.

This paper is concerned with influence activities in organizations. As has
been well documented (see, e.g., Madison et al. 1980), members of or-
ganizations spend large amounts of time, effort, and ingenuity attempting

! This work was done while Milgrom was visiting the University of California, Berke-
ley. It was supported by the National Science Foundation and the John Simon Gug-
genheim Memorial Foundation. We thank Chris Winship and two anonymous referees
for their comments and suggestions. Requests for reprints should be sent to Paul
Milgrom, Department of Economics, Stanford University, Stanford, California 94305.

© 1988 by The University of Chicago. All rights reserved.
0002-9602/89/9407-0014$1.50

S154 AJS Volume 94 Supplement S154-S179



