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Abstract

This paper endogenizes the provision of incentives in a hierarchical information net-
work. Leaders in the hierarchy directly observe the state of common productivity and
exert effort accordingly. Followers in subsequent tiers must infer the state by observ-
ing the effort of a member one tier above them. This generates a network game in
which all members, except those without followers, have signaling obligations. The
question I address is how the division of output influences incentives within this game.
I show that the socially optimal division implies that signaling obligations reduce com-
pensation and payoffs. In contrast, when a leader chooses the division of output to
maximize his own payoff, members in the middle of the hierarchy suffer the lowest
payoffs. This result is consistent with numerous studies that find middle managers
suffer the highest burnout rate in large firms and organizations. In the context of my
model, this occurs because middle managers have relatively large signaling obligations
and low compensation.
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