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Prendergast (1993) has discovered a new “market failure”: In the mar-
ket, “subordinates have an incentive to conform to the opinions of
their superiors” (p. 757). 

She bases this on three assumptions. First, “the profitability of most
organizations depends upon how cheaply they can collect information.”
Therefore, for any given level of quality, the cheaper the better. Second, “the
worker [must] be provided with incentives to collect information” (p. 757) so
as to overcome his reluctance to engage in such distasteful activity. Third,
there is no objective information against which employee efforts can be meas-
ured. 

If these three conditions hold, they give rise, in Prendergast’s view, to the
“yes-man” phenomenon. Here, the worker, instead of ascertaining the facts of
the case—that is, the profitability of a new project, the desirability of new
machinery or new hires, or the evaluation of a subordinate’s productivity—
tells the manager what he thinks the manager wants to hear.

This thesis is a more-than-passingly curious one, as the uninitiated would
have supposed that any “yes-man” tendency would be summarily dealt with
by the market through the imposition of bankruptcy, stock sell-offs, or “hos-
tile” takeovers.1 After all, profits are earned in accordance with consumer sat-
isfaction, and this can hardly be accomplished if employees, instead of ferret-
ing out accurate information so as to produce high-quality goods and servic-
es at low prices, are busily engaged in “yessing” their managers.2 Management
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1Where is Michael Milken? Our need for him has never been more desperate. See
Manne (1966a,b); see also Block and McGee (1989).

2This applies, for example, to Bill Gates, president of Microsoft, one of the most prof-
itable corporations in U.S. history. Karen Fries, a top executive, describes personal meet-
ings with Gates: “‘It’s like going to a haunted house. Scary, but fun. Bill loves people who



cannot succeed unless it “makes the customer an offer he cannot refuse.” If
instead of helping the managers do this, workers tell them what they think
they want to hear, this will, at the very, least function as a competitive disad-
vantage. It therefore behooves us to delve into the reasoning of Prendergast, to
determine just how she is led to such a counterintuitive supposition.

There is no problem with the first of her three assumptions. The impor-
tance of collecting accurate information in an expeditious manner has a
strong pedigree within the profession.3 Nor can there be any serious objection
to the second assumption. Work has disutility, and the principle-agent prob-
lem must somehow be overcome. But the third presents difficulties. Why
should there be no objective information against which workers’ efforts can
be evaluated? Or, to express this in terms more amenable to economic analy-
sis, where is the evidence that the costs of unearthing such information would
be more costly than the losses of “yes-manning”?

Prendergast offers us three reasons why, in effect, it would be too costly
for the manager to “wait and see if the project is profitable before deciding
how well to reward the worker.” More explicitly, she specifies what the prob-
lem is with trying “to obtain more objective information on the true parame-
ter before rewarding the worker” (p. 757).

First, it may be “difficult” to “obtain an objective measure of the worker’s
input” (ibid.). But this is just like estimating the marginal-revenue product of
actual and potential employees. Of course it is difficult to do: there are joint
products; productivity depends upon how the worker “fits in” with others; it
is impossible to keep one’s eye on a given person all day long; etc. But this
challenge occurs in every nook and cranny of the economy. Why this obsta-
cle should be elevated to the status of a market failure is not at all clear. Nor
is the solution theoretically very formidable: those entrepreneurs who can
carry out such tasks prosper; those who cannot, do not.

Second, some amount of time may pass between the worker’s task being
completed and the reward (or penalty) being imposed. This calls for “com-
mitment” and “institutional memory” (ibid.). Again, this does not seem to be
an insurmountable barrier. There can be no denying that we live in an imper-
fect world; it simply does not pay to memorize trivial details. But we are
vouchsafed no reason to believe that most firms do not set their rewards and
penalties at least roughly in accord with the actual accomplishments of their
employees—that they do not “remember” who was naughty and who was nice
when it comes time, much later, to hand out bonuses, raises, and promotions.
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stand up to him.  He hates yes people.’ At Microsoft, she adds, everything depends on how
well you ‘defend your point of view’” (Newsweek, 11 July 1994, p. 41).

3See Hayek (1948), Stigler (1961), Kirzner (1973), Klein (1996, 1999), Foss (1994),
Lewin (1999).



When firms do not set wages and perks at least roughly comparable to pro-
ductivity, labor mobility tends to push the market toward equilibrium in this
regard. The worker who feels unduly belittled can leave; the firm that feels
cheated by the employee can fire him. There is always a passage of time
between work and reward, moreover. What makes this case special?

Third, Prendergast posits some sort of radical unpredictability4: at the time
the worker made his decision, he had no way of knowing whether he was right
or wrong, because there was “noise.” Project profitability, for example, depends
upon so many other people and phenomena (e.g., the weather, technological
change, etc.) “in a way that cannot be predicted when the initial inference is
made” (pp. 757–58). But Knightian uncertainty is a concomitant of all entre-
preneurial activity. We must again ask, why is this case so special? No one can
ever predict for sure; if they could, the most extreme versions of rational expec-
tations would be true, and there would be no need for a market at all. 

But even these extreme assumptions will not yield the conclusion desired
by this author. If there are one hundred workers, each making predictions
with no ostensible justification at the time they were made, still, some will do
better than others. These are the ones who will tend to be better rewarded by
the marketplace.

Further, there is always the expedient of manufactured prediction. A firm
interested in the ability of its labor force can very cheaply administer a test5

to its workers, where the correct answers are known in advance only to the
manager.6 Under the conditions posited by Prendergast, the management
would have every incentive to hide7 its true opinions. In this way, it could nip
“yessing” in the bud.

In any case, it is imperative for the Prendergast thesis that there be “no obvi-
ous metric by which to measure whether a worker’s report is correct” (p. 758).
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4See Lachmann (1977, 1986) for an elaboration of the thesis that the future is inher-
ently unknowable.

5Certainly, corporations go to great lengths to attempt to measure performance, and
reward it accordingly, lest they suffer an excessively high quit rate precisely for those
employees they wish to keep on the basis of these exams. If “yesmanning” was so perva-
sive, firms would hardly engage in such activities. For more on this see Brickley (2001). I
owe this point to an anonymous referee.

6It may be difficult for the orchestra conductor to know which instrumentalists are
carrying their full weight and which are shirking. After all, during the cacophony of a sym-
phony, it may be difficult to tell one from the other. But if there are problems here, there
are remedies, too. First, conductors are hired particularly on the basis of being able to sep-
arate the sheep from the goats even when there is a lot of “noise” occurring. Second, he
can always ask each member of the orchestra to play by himself, during practice, in an
attempt to “objectively measure” the various contributions of the musicians. The various
artificial tests of predictive power would be the business analog to the musical case.

7Or perhaps even better, falsify them (so as to trap the unwary).
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She needs this conclusion in order to explain the rise of “yesmanship.” For if
there are objective criteria, telling the manager something false in order to but-
ter him up is unlikely in the extreme to be a successful strategy.8

She states: 

In the absence of reliable objective measures of performance, firms gener-
ally resort to subjective evaluation procedures, where managers compare
their own findings to those of their subordinates. When the point of ref-
erence for adequate performance is the manager’s opinion, an endogenous
desire arises for the worker to conform to the opinion of the manager. This
arises because the only way to induce the worker to exert effort is by com-
paring the findings to the manager with those of the worker. (p. 758)

There are problems here. Why is it that firms only “generally” resort to
subjective evaluation procedures? Under the assumptions imposed by
Prendergast, there is no other alternative but to act in this way. Certainly, she
has not left room for any objective criteria. The fact that she falls short of writ-
ing consistently with her own theory may perhaps indicate that even she does
not fully take it seriously.

Notice, too, the almost imperceptible change from “opinion” of the man-
ager in the second sentence quoted above to her “findings” in the third. Only
one of these can be correct. If we are truly in a kaleidic (Lachmannite) world,
where the future is absolutely unknowable, then there can only be “opinions”
about what is to come, not “findings.” To the extent that there are indeed
“findings,” we have not moved entirely from the real world to one of
Prendergast’s construction.

Most importantly, there is nothing wrong with yesmanship under
Prendergast’s unrealistic assumptions! Let us assume with her that there are
no objective criteria for correctness in prediction. But let us also take it for
granted that the manager is somehow best able to discern things in this fog
that are reality9—after all, he wouldn’t be manager if he didn’t have some sort
of comparative advantage over his workers. Under these artificial conditions,
it is a sign of productivity that the workers be able to anticipate the manager.
Under these extreme assumptions, yessing, which is ordinarily counterpro-
ductive, becomes, paradoxically, productive.10

8With the exception of cases where the manager is using compliance of his underlings
as a consumption good. But in this case, it is the function of the CEO to root out such
behavior. And if this somehow fails to occur, there is still the fail-safe market mechanism
of lower stock prices, “hostile” takeovers, and bankruptcy.

9“In the land of the blind, the one-eyed man is King.”
10In the case of cooperative music playing, “yessing”—doing exactly what the conduc-

tor wants even if this means repressing one’s own individual interpretation—is precisely
the way to maximize production. The conductor is to the orchestra as the pianist is to the
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Prendergast wants to have her cake and eat it too. She gives us such unre-
alistic assumptions that “yessing” actually becomes productive. Under these
assumptions there is nothing left for the worker to do except agree with his
boss. It is impossible for “the worker to act honestly” (p. 769) if we interpret
“honest action” in its usual meaning so as to obviate the possibility of agree-
ing for the sake of agreeing. For honesty means telling the truth without fear
or favor, whether or not the boss agrees with the truth. But in the artificial
world constructed by Prendergast, there is no truth separate and apart from
the manager’s opinion. On the contrary, it is his views which define truth.
That is why it is impossible to “be honest” without “yessing.”

There are three main responses to the Prendergast thesis. One, we do live
in a rational world where it is possible to predict (even though there are no
guarantees of success). Here, the decisions of workers can be objectively eval-
uated, and rewarded or punished accordingly, even though this cannot be
done costlessly. In this model, there is simply no room for the yes man. The
market will continually root out this behavior, as it is incompatible with ascer-
taining the facts on the basis of which consumers can be satisfied.

Two, Prendergast is right: the world (or at least a significant part of it) is
essentially causeless; nothing can be predicted; “there is no obvious (or even
nonobvious) metric by which to measure whether a worker’s report is correct”
(p. 758). Here, the only thing to go by is the opinion (not “finding”) of the man-
ager. But in this case, it is perfectly “reasonable” to engage in yes-man behav-
ior. This is because of an implicit premise that the boss knows more than the
worker and that, therefore, the way to increase productivity is to somehow
train the latter into being able to mimic the former. That is to say, “yessing”
now, paradoxically, becomes productive.11

It is rather disingenuous of Prendergast, therefore, to claim that “the incen-
tive to conform implies inefficiencies . . . and is likely to lead to more central-
ized decision making than in the absence of the desire to conform” (p. 757).
The incentive to conform implies inefficiencies, but only in the real world—the
one in which market forces continually grind down all such tendencies. In her
artificial world, conformity with the boss does not at all imply inefficiency;
rather, the opposite. Nor is it true in the model she has constructed that con-
formity “will lead” to more centralized decision-making (e.g., the boss will do
things his way, and ignore the advice of the workers). Instead, this is logically
implied by her model. It follows from the fact that there are no independent

keys; and, just as the last thing the pianist wants is keys with “individuality” that “think
for themselves,” so too does the conductor strive to promote “yesmanship” amongst the
orchestra members. (This, of course, does not apply directly to soloists, an entirely dif-
ferent and more complex matter.)

11It becomes productive solely due to the force of Prendergast’s unrealistic assump-
tions.



criteria upon which an opinion different from the managers could possibly be
justified. 

From this statement, also, it would appear that the desire to conform is
exogenous. This is indeed true in the real world, where the market is busily
engaged in stamping it out, exactly as it treats all other forms of antiprofitable
behavior (shirking, cheating, stealing, etc.) But in the Prendergast world,
“yessing” is not exogenous. On the contrary, it again follows from the “fact”
that there are no independent standards with which to judge the worker’s deci-
sion-making. All that can be done in this case is to rely on the manager’s opin-
ion— and on the ability of the worker to ferret it out of him and replicate it.

There is a third reply to Prendergast as well.12 The not-too-implicit impli-
cation of her theory is that government intervention is justified in order to
eradicate, or at least reduce, the inefficiency of the market failure of yesman-
ship. After all, given the market-failure literature, to characterize something as
a member of that category is to call for the state to come in and fix it.13 But it
is within the bowels of government where the real yes-men problem lies. Here,
there is no automatic feedback mechanism of the market to rely upon, to quell
any incipient tendencies in the direction of yes-manning. At best they are
extraordinarily weak; at worst they are nonexistent.14 Thus, far from
Prendergast being able to make her point that the yes man phenomenon is a
market failure, the truth of the matter is that it is a government failure. If mar-
ket firms rely upon or are involved in yesmanship, they lose money and tend
to go bankrupt; if and to the extent that governments become embroiled in
this economic virus, the forces for their dissolution are either very much atten-
uated, or totally absent.
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