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Abstract

Based on the analysis of organizational aspects of data processing in decision making, an
economic explanation of the hierarchical organization of management in the firm is provided.
Contrary to the prevailing opinion that "the explanation of hierarchy may in many cases be more
sociological and psychological than purely economic in the mainstream sense™ (Radner, 1992, p.
1384) the paper shows that decreasing returns to scale in information processing is a necessary
condition for hierarchical organization of management in business firms. However,
decentralization of decision-making is desirable only if an additional (sufficient) condition is
satisfied, i.e., if the information workload of the decision-making sector is sufficiently large.
Moreover, the paper shows that specific features of human information-processing in the firm
such as disagreement about the goals of data analysis or the possibility of random errors do not
imply a hierarchical organization of management, but could change forms of the efficient
decision-making structures. Finally, contrary to the results recently presented in economic
literature, the paper shows that in the firm, unlike in computer systems, there is no unique
architecture for the efficient information-processing structures, but a number of various efficient
forms can be observed.
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Abstrakt

Na zakladé€ analyzy organizacnich aspektl zpracovani dat v rozhodovacim procesu se podava
ekonomické vysvétleni hierarchické organizace managementu ve firmé. Na rozdil od
prevladajiciho nazoru, podle n¢hoz mize byt vysvétleni hierarchie v mnoha ptipadech spise
sociologické a psychologické nez Cisté ekonomické ve smyslu hlavniho proudu (Radner 1992, str.
1384), ¢lanek ukazuje, ze klesajici vynosy v rozsahu ve zpracovani informaci jsou nutnou
podminkou pro hierarchickou organizaci managementu ve firm¢. Decentralizace v rozhodovacim

! Most of this work was done during the author’s stay at Tinbergen Institute in Amsterdam and at the Department of
Economics of New York University.



procesu je vsak vhodna, jen kdyz je splnéna dalsi (postacujici) podminka, t. j. kdyZ je informacni
zatizeni rozhodovaciho sektoru dostateéné velké. Clanek navic ukazuje, Ze specifické rysy
zpracovani informaci ¢lovékem ve firm¢, jakymi jsou naptiklad neshoda ohledné cilii analyzy dat
nebo moznost ndhodnych chyb, neimplikuji hierarchickou organizaci managementu, ale mohly
by zménit formy efektivnich rozhodovacich struktur. Clanek nakonec ukazuje, oproti vysledktim
nedavno prezentovanym v ekonomické literatute, Ze ve firm¢ neexistuje (na rozdil od
pocitacovych systémil) jedina stavba efektivnich struktur zpracovani informaci, nybrz ze je
mozné sledovat mnozstvi riznych efektivnich forem.
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