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Motivation crowding theory, in labor economics and social psychology, suggests that extrinsic

motivators such as monetary incentives or punishments can undermine intrinsic motivation. For

example, if the imposition of a fine or other concrete penalty results in an increase of a prohibited

behavior, the penalty is said to "crowd out" the intrinsic social disincentive by associating violations

with a more psychologically acceptable cost. Tangible incentives crowding out intrinsic motivation

is known as the overjustification effect. Similarly, the Yerkes-Dodson law describes physiological or

mental arousal first strengthening and then crowding out productivity over short time scales.

The backward bending supply curve of labour, showing a worker offering fewer hours after their

hourly compensation rate exceeds a certain point 'F'.

The theory contrasts with the relative price effect on which mainstream economics is based. In

neoclassical labor microeconomics, when the supply of labor is decided by the worker, such as in

volunteer or paid voluntary labor, the amount of work performed is often described by the

backward bending supply curve of labour. The curve indicates that while workers will initially chose

to work more when paid more per hour, there is a point after which rational workers will choose to

work less, as the marginal value of more money is outweighed by the loss of available time. Since

the vertical axis only represents extrinsic compensation, the curve does not represent a complete

description of voluntary labor.

Researchers are interested in understanding the conditions which maximize motivation and

productivity. Recent studies and literature reviews suggest that as managers have become more

aware of the conditions involved in influencing overall motivation, external incentives for volunteers

and laborers have not led to decreases in intrinsic motivation or output productivity. Those results
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are consistent with an earlier meta-analysis that found intrinsic motivation is only diminished by

tangible rewards when they are both expected and given simply for doing a task, and then those

rewards are removed, instead of given for achieving the task's goals, or given unexpectedly.
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