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The assignment of authority entitles the decision maker to undertake decisions that impose externalities on the payoffs of other members of the organization. This paper studies how the optimal allocation of decision rights depends on the preferences of the organization’s members. It adopts a mechanism-design approach to show how the communication of private information affects the efficient allocation of authority. An extension to multiple decision areas shows that decentralized control rights may enhance organizational efficiency unless there exist strong complementarities between different decisions.
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