

	
	

	









	




	







	









		

		
		

	
	




	
	


	
	



	
	


	
	
	
	
	
	
		
			
			
		

		
		
	

	

	



	
	
	
	

	







	















	Skip to main content












	

	

	
	

	

	
	












			

			





			






	




	


	
	





	








	

	
	
		
		
		
		
		
		
		
		
		
		
		
		
		
	

	
	
		
		
		
	


















	
		
	

	

	
		
	

	







	
		
		
		

		
		
		
		
			
				
				









	
	    












    
    






    
    







    




    






    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    






    
        
    


    
            
            
                
            
            
                
        Add Paper to My Library
        
        

    















	














	
	    







 



	




	







	




































    



			

			
				
				
				
				
				
						
				
				
				
					
						Share:
							
	
	
	


					

					
				
				
				




				
				

    
        
        
        
            

		
		
		
			
				
			
				
			
				
			
				
			
		

		
            

		
		
		
			
		
			
		
			
		
			
		
			
		
			
		
			
		

		
            

            
        

        
    

    


    




				
				
					

					
					Permalink

						Using these links will ensure access to this page indefinitely

						
							
							Copy URL
						

						
							
								
								Copy DOI
								

							

						
				

				
			

		


		
			
				
				




	
	
		
	

	
	
		
		
	

	
	

	
	
	
	Information Technology and Optimal Firm Structure

	
    
        
            
            







    
    










    
    
    
    











			
        

    
	

	
	
		
		
			34 Pages
		
		

		Posted: 23 Nov 1999
		
		
		
	

	
		
			
			




	See all articles by Amir  ZivAmir  Ziv
Columbia Business School


		

	
	
	
	
	


	
	
		
			[image: Multiple version icon]There are 2 versions of this paper
		
	


	
		
		

		
			
				

				
					

					
						
							
						

						
							
								
									Information Technology and Optimal Firm Structure

								
							
							
							
								
									Number of pages: 34
								
								
									Posted: 23 Nov 1999
								
								
							

							
							
								
								You are currently viewing this paper
							

							
						

						
							
							Downloads
							  986
							
						

					

					
					

					
						
							
						

						
							
								
									Information Technology and Optimal Firm Structure
									

								
							
							
							
								
								
									Posted: 16 Nov 1999
								
								
							

							
						

						
							
						

					

					
				

			

		

	

	


	
	
	
	
	
		
	

	
	
		
		
	

	
	
		
	
	
		Abstract

		In this paper I use a principal-agent framework to explore the relation between the hierarchical structure of firms and the accounting information technologies available to them. I allow the principal to choose the number of layers in the firm, the number of agents in each layer, and the quantity and quality of information in the firm (subject to the available information technology). Alternative information technologies are characterized by their monitoring efficiency, the impact of control reduction on information quality and the returns on monitoring effort.    

I find that demand for a layer of supervisors exists only for a limited set of parameters. Furthermore, only in a few extreme cases do the benefits of additional layers of supervisors   outweigh the costs. Obviously, there are reasons other than supervision for firms to use hierarchical structure; hence, my results demonstrate that from an information gathering perspective, in many cases, the required information rent associated with a hierarchical structure may outweigh its benefit, and in this respect "flatter" organizations are optimal. Structural changes in the economy that make monitoring more difficult might increase the information rent in a hierarchy.  Hence, the analysis in this paper may help explain the recent trend towards "flatter" organizational structures. 
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