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Abstract The results on the design of incentive compatible mechanisms for implementing public 

decisions establish that there is no general solution to the incentive problem if the mechanisms 

are required to be informationally decentralized. However, even when the planner possesses the 

knowledge of the agents' characteristics, he may need to reach these decisions through a 

decentralized decision mechanism, in which the agents act in accordance with their incentives 

to select the public decision. Thus, even within a complete information model with an informed 

planner, one may need to find mechanisms that implement public decisions via decentralized 

decisions of the agents. We show that there exists a mechanism which resolves this problem. 
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responsible for any error in the paper. 
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1. Introduction 

Since Leonid Hurwicz (1972 a,b) called attention to the requirement of informational 

decentralization and incentive compatibility in the design of economic mechanisms, a rich 

literature has succeeded his seminal work. Both in the models specifically addressed to 

economic environments, as well as in the context of abstract, general models of collective 

decisions, there are now conclusive answers as to which class of these models can generate 

outcomes which are optimal, and/or consistent with the true characteristics of the agents. 

Surveys of this literature can be found in Green and Laffont (1979), Laffont and Maskin 

(1982), and Groves and Ledyard (1987).1 

One of the central results that has emerged from this literature on the theory of 

incentives is that the requirements of informational decentralization together with incentive 

compatibility essentially restrict us to a very narrow class of economic mechanisms. The only 

class of mechanisms that preserve both informational decentralization and the appropriate 

incentive properties are those in which, for each agent, acting according to his true 

characteristics is a dominant strategy. In this class of models, either preferences are special 

(as in Clarke (1971), Groves (1973), Groves and Loeb (1975), and Green and Laffont (1977)), 

or the economy is large enough to eliminate any impact on the overall allocation of any 

single agent's deviation from truth (as in Roberts and Postlewaite (1976) and Hammond 

(1979)).2 Extending incentive compatibility to a more general class of economic environments 

requires one to sacrifice the truth-dominance property, and this has led to models in which 

the incentive properties of the mechanisms under study are analysed in terms of the Nash 

equilibria of the relevant game (as, for example, in Groves and Ledyard (1977), Hurwicz and 

Schmeidler (1978) and Hurwicz (1979)). However, these models call for a compromise on the 
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