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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
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to influence decision makers. Sometimes, this activity is aimed at realiz-
ing well-specified, immediate results: individuals campaign for pay in-
creases, choice job assignments, and promotions, and groups push for
larger budgets, acceptance of their policy proposals, adoption and con-
tinuation of their programs and projects, and rejection or abandonment
of those that are harmful to their interests. In other cases, these efforts
seem to be intended to create a general good impression with decision
makers, which may lead them to favor the individual or group in as-yet-
unforeseen decisions. Examples here would include both activities that
are clearly productive (doing a better job than necessary on some visible
task) and ones that are not of obvious direct value to the organization (the
sort of activity described as “buttering up the boss”).

As we shall argue, such influence activities may bring benefits to the
organization, but they also involve very real costs. Overall, their effect on
the efficiency of the organization can be significantly negative. Thus,
from the standpoint of standard economic analysis, it is not immediately
obvious why they are countenanced when they detract from the organiza-
tion’s performance. Our objective in this essay is to offer an economic
rationale for such influence activity and an analysis of its effects on the
design of the organization’s structure and policies. In particular, we offer
an explanation of the occurrence of influence activities as the outcome of
the interplay among rational, self-interested members of the organization.
Our analysis of the organization’s response to influence activities is simi-
larly based on optimizing behavior, with those who are charged with
designing the governance of the organization and with selecting and im-
plementing its policies accounting correctly for how their decisions will
affect behavior.

This approach to the analysis of organizations is characteristic of the
relatively new, but already very extensive, literature on the economics of
organization. This literature addresses a wide array of phenomena, rang-
ing from the choices of organizing as a corporation, a partnership, or a
not-for-profit (Fama and Jensen 1983) and of what extent of vertical
integration to employ (Williamson 1985; Grossman and Hart 1986),
through the design of the number of levels of hierarchy and the spans of
control (Rosen 1982; Bohn 1987; Geanakoplos and Milgrom 1985), to the
adoption of “golden parachutes” for managers in takeovers (Baron 1983).
However, the main focus of this work has been on issues of incentives and
compensation. These questions have most often been studied in terms of
formal models of the principal-agent relationship (see Arrow 1985; Hart
and Holmstrom 1987; Holmstrom and Tirole 1987). In this literature, one
or more “agents” act on behalf of a “principal”: workers on behalf of
owners, lawyers on behalf of clients, suppliers on behalf of customers.
The agents have an informational advantage: only the agent knows what
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action he has taken in pursuit of his or the principal’s goals, or only the
agent has access to the specialized knowledge on which his action is
based. The principal’s problem is to design a compensation and control
(monitoring) system that attracts and retains good agents and motivates
them to behave appropriately (in the principal’s interest). The asymmetry
of information prevents easy determination of whether a particular ob-
served action or outcome corresponds to desirable behavior and thus
renders the problem nontrivial.

The basis of our explanation is an argument involving informational
asymmetries. We take it as given that some of the information that is
important for the organization to make good decisions is not directly
available to those charged with making the decisions. Instead, it is lodged
with or producible only by other individuals or groups that are not em-
powered to make the decisions but may have a direct interest in the
resulting outcomes. Examples of such information are many. The direc-
tors of a firm may have the final say on whether a new plant will be built,
but only the division whose products will be made in the plant can
generate important parts of the relevant information on the likely
profitability of the new facility. The tenure and appointments committee
of a university may have the final decision on professorial appointments,
but it must rely on the department proposing the appointment for the
information needed to make the right decision. The manager of a produc-
tion line may be charged with setting the speed of the line, but only the
workers on the line know how onerous they find the work at different line
speeds and how much they must reduce the care they take in doing their
tasks (and, therefore, degrade quality) as the line’s speed increases. Or an
employer may have the power to set compensation, but she lacks direct
information on the market opportunities available to her employees and
can obtain such information only from them.

In such situations, the members of the organization may have an incen-
tive to try to manipulate the information they develop and provide in
order to influence decisions to their benefits. Such manipulation can take
many forms, ranging from conscious lies concerning facts, through sup-
pression of unfavorable information, to simply presenting the information
in a way that accentuates the points supporting the interested party’s
preferred decision and then insisting on these points at every opportunity.

This influence activity can be costly to the organization in a number of
ways. First, to the extent it is successful in biasing the decision maker’s
information, it may lead to decisions being taken that are inefficient from
the organization’s point of view.? Second, the time and effort spent on

2 Note, however, that decision makers who properly account for the incentives of
interested parties may be able to arrive at correct decisions despite attempts to in-
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influence activities (and in dealing with them) are resources with valuable
alternative uses. Yet, to the extent that influence activities are aimed at
shifting the distribution of the net benefits of decisions among the mem-
bers of the organization, these activities need bring no efficiency gain to
the organization that offsets the costs involved. Of course, if the influence
activities actually lower the quality of decisions, their net effect is even
more negative.

Thus, one would expect the organization to attempt to discourage ex-
cessive influence activities. The most direct way to do this would be to
ignore or even punish attempts at organizationally unproductive in-
fluence. This might be effective in some circumstances, especially when it
is clear that the behavior in question is designed to advance personal
objectives at the expense of organizational ones. However, in other cir-
cumstances this approach may be extremely expensive or impossible. In
particular, in many situations the decision makers may strongly suspect
that individuals or groups are attempting to manipulate their decisions by
distorting the information they produce and provide. Yet, it may be
impossible to be sure that this is going on (so that punishment is essen-
tially infeasible) or to undo the distortion so as to “ignore” the attempt at
influence.

There are three options the organization can adopt. First, it can limit
influence activities simply by closing the communication channels, at
least for some decisions. For example, the nth time a department chair
shows up in the dean’s office to complain about some decision, the dean
may feign having another appointment and effectively refuse to listen to
the complaints. However, even when this approach works, it has the cost
that valuable information is not made available to support decision mak-
ing. Moreover, in many situations it may not be feasible to close the
communication channels selectively; the chair may make an appointment
to discuss another matter, then bring up the old complaints again. As
long as the communication channels are open between decision makers
and other members of the organization, there will inevitably be opportu-
nities for influence activities.

Second, given that the channels are open, the organization’s decision
makers can reduce the returns to influence activities by committing them-
selves in various ways that limit their discretion and constrain their abil-
ity to respond to the information supplied by others. For example, a strict
seniority-based promotion scheme may be adopted, or provisions may be
included in the corporate charter that limit the ability of those charged

fluence their decision making by manipulating the information with which they are
provided. Even so, the interested parties may still have an incentive to try to influence
the decision making. (See, e.g., Milgrom and Roberts 1982, 1986.)
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