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We draw on the positive political theory and campaign finance literatures
to examine how interest groups allocate influence activities (e.g., monetary
donations, lobbying) across multiple government institutions when seeking
more favorable agency policy decisions. By modeling agency behavior in
the context of legislative oversight, we derive testable predictions about the
political conditions under which an interest group will influence (1) only the
agency, (2) the legislature and/or executive instead of the agency, and (3)
the legislature or executive in addition to the agency in order to induce a
shift in regulatory policy. One implication of our conclusions relating to (2)
and (3) is that empirical studies seeking to identify a relationship between
electoral campaign contributions and public policy using data on legislative
votes are potentially misspecified.

Disagreement with the merits of a proposed SEC rule is not
uncommon. Chairman Levitt has indicated his disappointment that
the firms fighting the proposal have not taken the opportunity to
engage the SEC but instead are focusing their resources on a
legislative effort to limit the authority of the agency.

Tom Daschle, U.S. Senate!

1. Introduction
Organized interest groups seeking to influence public policies face multiple
government institutions that participate in policy-making procedures and
that can influence final policy decisions. While legislatures and executives
enact policies through the periodic passage of statutes, agencies, operating
under legislative oversight, are frequently responsible for interpreting,
implementing, and enforcing statutes through the design of administrative
regulations. Courts also have an effect on policy outcomes, by determining

1. Letter to President Clinton, September 29, 2000. Emphasis added.
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whether new legislation is constitutionally valid, or whether administrative
rulings are consistent with enabling statutes. Interest groups must there-
fore decide how to allocate influence activities across multiple institutions,
a task complicated by the fact that policy decisions by one institution are
rarely made independently of another.

In this article we examine how interest groups design political strategies
aimed at achieving more favorable agency rulings than they would other-
wise obtain. In contrast to the voluminous literature considering how
interest groups affect the legislative process, there are relatively few studies
of how or when special interests decide to influence administrative out-
comes.> Among existing research, studies tend to focus on interest groups’
direct interactions with agencies. In a principal-agent model of the inter-
action between a legislature, agency, and single interest group, Spiller
(1990) argues that the legislature has some incentive to allow interest
groups to make resource transfers to agencies since this reduces the mini-
mum budget required to induce agency effort. In an empirical analysis of
the organization of interest groups’ lobbying activities, De Figueiredo and
Tiller (2001) examine why some telecommunications firms lobby the
Federal Communications Commission (FCC) using internal staff, whereas
other firms subcontract to external lobbying organizations. At a more
conceptual level, Buchholz (1990) argues that interest groups increase
their level of agency interactions—for example, by participating in
hearings—when salient policy issues are under administrative considera-
tion. According to these and related studies, interest groups are assumed
to be able to receive more favorable administrative rulings by directly
influencing the relevant regulatory agency.

Here we develop the argument that interest groups need not necessarily
directly lobby, or otherwise influence, agencies in order to shift agency
decisions. We demonstrate that special interests will influence legislatures
or executives in addition to, or instead of, agencies, in order to induce
changes in agency behavior in certain circumstances. As the above quote
illustrates, interest groups make choices about whether to directly engage
agencies when seeking favorable regulatory rulings or whether to exert
pressure indirectly by influencing political principals who oversee agency
decisions.

The implicit recommendation of the prior literature to lobby the rele-
vant agency is based on the premise that the agency has latitude to shift
policy in response to the interest group’s approaches. The positive political
theory (PPT) literature, however, which examines the interactions among
administrative, legislative, and judicial branches of government, suggests
that such a strategy could be counterproductive: the ability of an agency to

2. A large literature examines interest groups’ political influence strategies within the
context of legislative institutions, such as optimal campaign contributions or lobbying stra-
tegies within the U.S. House of Representatives and Senate (e.g., Snyder, 1990; Stratmann,
1992; 1995; 1998; Austen-Smith and Wright, 1994).
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shift policy unilaterally depends on the relative preferences of other players
in the policy process, such as the legislature and courts, and on the asso-
ciated threat of judicial or legislative override (Weingast and Moran, 1983;
McCubbins and Schwartz, 1984; McCubbins, Noll and Weingast, 1987
and 1989; Ferejohn and Shipan, 1990; Tiller, 1998; Tiller and Spiller,
1999). Indeed, attempts by the interest group to influence the agency
for favorable administrative rules could leave it worse off if the new
rules trigger a legislative reaction that establishes a less favorable policy
through statute.

We draw on the PPT and political campaign contribution literatures by
incorporating the strategic behavior of an interest group in a model of
agency decision making that includes legislative and executive actors.> We
are thus able to explicitly examine how interest groups decide to influence
one branch of government rather than another in order to affect agency
decisions. The central thrust of our argument is that interest groups con-
centrate their influence activities on influencing pivotal institutions. Pivotal
institutions establish the position of the equilibrium public policy, and
changes in the policy supported by a pivotal institution, for example, after
accepting campaign contributions, translate into changes in the equilib-
rium policy. Due to the strategic nature of interaction between govern-
ment branches, the pivotal institution in any given situation need not be
the agency that has responsibility for implementing policy. When the
legislature is pivotal, for example, the interest group induces a change
in agency policy by shaping the legislature’s policy preferences. We dis-
tinguish between primary, secondary, and tertiary pivots in different polit-
ical environments, demonstrating that primary pivots receive the greatest
level of an interest group’s resources. As far as we know, this is the first
article to analyze the allocation of interest group influence activities across
multiple government branches.

Although some recent research has considered the relationship between
pivotal politicians and interest groups’ political strategy (Krehbiel, 1999),
the focus has been on legislative actors within a single institution. We
contribute also to this literature by extending the analysis of pivotal
players when agencies and executive bodies are included in the policy-
making game.* In doing so, we find that the nature of who is pivotal can be

3. Although a few existing studies have incorporated interest groups as institutional actors
in broader policy games, they have typically done so in the context of a simplified version of
the policy process. Spiller (1990) and de Figueiredo et al. (1999) argue that interest groups
provide information as well as financial benefits to legislatures, reducing the informational
disadvantage that legislatures face vis-a-vis agencies. While these articles also examine the
relationship among interest groups, legislatures, and agencies, the focus is on understanding
how information asymmetries affect the incentives of legislatures to allow special interests to
influence agencies. This article relates to these analyses by considering, under the perfect
information scenario, the conditions under which interest groups choose to lobby agencies
and/or their political principals.

4. Also see Holburn and Vanden Bergh (2002) for a more conceptual approach to
the problem.
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quite different from the conclusions in the existing literature. While Baron
concludes that, “Attention thus should be directed to those legislators in
the middle, i.e., those who are mildly opposed to x” (Baron, 2001:28), we
argue that interest groups will concentrate on influencing relatively
extreme institutional actors (and yet who are still pivotal) in various situa-
tions.”> Even though our model is quite stark, we are able to develop a rich
set of predictions about interest groups’ political strategies that can form
the basis for future empirical testing.

2. Pivotal Political Institutions and Campaign Contributions

In this section we develop a three-part theoretical framework for analyzing
interest groups’ political strategies. In the first part we adopt a canonical
model of how strategic interaction among multiple branches of the gov-
ernment (legislative, executive, and administrative) influences an agency’s
decision about where to determine policy through an administrative rul-
ing.® We thus initially analyze equilibrium policies in the absence of interest
groups and associated influence activities. In the second part we extend
the game by introducing a single interest group as an additional player.
Since our emphasis is on understanding how the structure of government
institutions affects interest group political strategy, we assume that the
group has no direct competition. This would arise if opposing interests
face free-rider problems or high costs of implementing political actions.
Our model thus builds on the client politics rather than interest group
competition literature (Baron, 2001; Grossman and Helpman, 2001). The
interest group makes campaign contributions which have the effect of
purchasing political votes for policies that would not normally obtain.
Although we use campaign contributions here as the mechanism by
which interest groups influence political actors, our approach also
applies to lobbying activities. Contributions are made to the government
in office rather than to political candidates in election situations. Our
goal here is to determine how interest groups allocate campaign con-
tributions across different branches of government in order to influence
agency policy decisions. Finally, in part three of the model, we consider
how the group’s optimal campaign contribution strategy changes when it
may also contribute to agencies as well as to legislatures and executives
(we thus introduce elected agency heads, as opposed to appointed heads
as in the first two parts of the model).

5. By “extreme” we refer to the minimum and maximum in a linear ordering of the
institutions’ ideal points. Since we assume that the ideal point of a legislative institution is
determined by the median legislator, that legislator is necessarily not “extreme” within his or
her legislative chamber.

6. For expositional simplicity, we exclude courts from our analysis, though the game is
readily extended to incorporate additional institutional players. See the following for an
analysis of policy games that also include judicial actors: Ferejohn and Shipan (1990); Spiller
(1990); Tiller and Spiller (1999); Vanden Bergh (2000); Spiller and Vanden Bergh (2003).
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2.1 Pivotal Institutions and Policy Equilibrium with no Campaign
Contributions

We begin with a simple spatial model, based on models used in the existing
literature (e.g., Ferejohn and Shipan, 1990), that illustrates the intuition
that agencies do not make policy decisions in a vacuum, but in the shadow
of political oversight and the threat of statutory override, budget cuts, and
committee hearings. The model allows us to identify the political environ-
ments when an agency moderates its rulings in deference to political actors
and which particular actors have the greatest influence on the agency. This
forms the basis for subsequently analyzing the interest group’s political
strategy regarding which actors to lobby or to donate campaign con-
tributions to.

2.1.1 Players and Payoffs. We initially model the interaction between
four players: the House, the Senate, the executive, and the regulatory
agency.” The policy preferences of elected actors reflect the interests of
the relevant constituents and organized groups that determine their elec-
toral success.® The preferences of the regulatory agency, which we assume
for the moment is appointed, reflect those of the appointing political
actors.” Each actor’s utility depends on the distance between its ideal
policy position, j, and the actual policy outcome, x. We assume that
the range of policy outcomes can be captured in a single continuous
dimension and that utility is linear, symmetric, and single peaked.'° Polit-
ical actor ;s utility is represented by U/ = —|x — j|. A policy that is closer to
an actor’s ideal point is thus preferred to one further away.

2.1.2 Policy Game and Equilibrium. The policy-making game proceeds
in three stages. In the first stage the agency (with ideal point A) promul-
gates an administrative rule that establishes the status quo policy (x,)''. In
the second stage, the House (H) and Senate (S) decide whether to offer an

7. Each institution is assumed to be a unitary actor. In the case of the House and Senate,
this may be interpreted as the median legislator in each chamber.

8. Mayhew (1974) argues that, due to the electoral connection, legislators take into ac-
count the interests of voters and the electoral consequences of their actions.

9. There is some controversy over the source of an agency’s preferences. Bawn (1995)
posits that preferences are endogenous to the designed procedures. On the other hand, Epstein
and O’Halloran (1996) aver that the agency’s preferences are aligned with the executive. In
this article we follow Vanden Bergh (2000), arguing that an agency’s preferences reflect a
bargaining game between the executive and legislature depending on the appointment rules.
In most circumstances, agency heads are appointed by the executive on the advice and consent
of the legislature. In other environments, agency heads are elected. In an elected state, agency
preferences may be quite different from a bargaining outcome between the executive and
legislature. We also consider this type of environment in our analysis.

10. Poole and Rosenthal (1991) found that a single-dimensional policy space captured
most of the spatial information arising from multiple policy dimensions.

11. We assume the agency makes its decision on a continuum. This is not unreasonable
since an agency often has discretion over rules on any one dimension.
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alternative legislative response, xy, to overturn the agency’s rule.'? In the
third stage the executive (E) decides whether to sign or veto x;. A veto
reflects executive preference for x, versus xp.">

To derive the equilibrium, the game is solved by backward induction.
Subgame perfection and complete information are assumed throughout.
The policy equilibrium is stable in the sense that there is no incentive to
alter the policy by the legislature or executive because any alteration will
result in at least one actor being made worse off. Here the political core of
the game, consisting of all stable policies, lies in the region connecting the
ideal points H, S, and E. We call this region W(H,S,E), where W(-) C R’
represents the line segment connecting the ideal points H, S, and E. Thus
any policy, x*, that lies within W(H,S,E) is an equilibrium. Any policy
ruling outside the political core will be unstable in that there exists an
alternative policy that will be preferred jointly by H, S, and E."*

To begin, we analyze the optimal action of the executive in stage 3 given
the agency’s ruling x, and the legislative response x. Let P/(x) be the set
of policies that actor j prefers to policy x.'> The executive will sign the
legislation x; only if x; € P®(x,), that is, if the executive prefers the
legislature’s bill to the agency rule.

In stage 2, the House and Senate offer a bill to overturn the agency
understanding that the bill (x1) will be supported by the executive only if
xL € PE(x,).'% If x, € W(H,S,E), then any x; # x, will make at least one
actor (H, S, or E) worse off. Two cases need to be considered. First, if
PE(x,) N W(H.S) is not empty, then H and S propose an alternative bill
X1 # x, such that x; € P¥(x,) N W(H,S). The actual location of x; depends
on the relative bargaining power of H and S. Second, if PX(x,) " W(H, S) is
empty, then x; will be the point in P¥(x,) that is closest to W(H, S). In both
cases, the legislative proposal will be within the political core.

In stage 1, the agency makes its ruling such that it maximizes its utility
given the best response of the executive in stage 3 and of the House and
Senate in stage 2. The agency knows that if the legislature offers a bill, then

12. Both x and x, are elements of X, the set of possible policy alternatives. X is a subset
of R! (the entire policy space).

13. For simplicity, we abstract from the possibility that the House and Senate may over-
ride an executive veto. We could incorporate a fourth and final stage when the House and
Senate supermajorities determine whether the veto is overridden or sustained. An override
reflects maximum supermajority preference for x, versus x,. While incorporating the veto
override possibility better reflects the institutional rules of the game, the added complexity
does not contribute to the qualitative results of the model.

14. In the extant campaign contribution literature, for example, Snyder (1990), the game
occurs within a single house of the legislature. Thus alternatives must receive majority support
only. Here, by incorporating the agency and executive, our model better reflects the checks
and balances present in a political system with a separation of powers.

15. Formally, Pi(x)={y: U(y) > U'(x); V y # x}.

16. We do not assume that H and S receive any benefit simply by offering a bill. They
only receive incremental utility if the alternative policy x is implemented in favor of the
agency ruling.
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Figure 1. Political regimes and policy equilibria (x5*).

the final outcome depends on whether that bill is supported by the execu-
tive, that is, if x; € P¥(x,). The agency also knows that if its ruling, x,, is
outside the political core, W(H,S,E), then there exists an alternative bill
that will be preferred by all the other actors. The agency thus establishes
the equilibrium at the point in the core closest to its ideal.

The precise location of the agency’s equilibrium ruling depends on the
relative spatial preferences of the players. Three distinct political regimes
are discernible where the agency has a different policy preference relative
to the House, Senate, and executive (see Figure 1). In each regime, the
agency sets policy at the pivotal institution’s position. Pivotal means that a
movement in that institution’s preferred policy position induces the agency
to make a corresponding adjustment to the policy outcome.'” The pivotal
institution thus establishes the equilibrium. In each regime, a different
institutional player is pivotal. To illustrate this, consider the three different
regimes depicted in Figure 1.

In Regime 1, the agency is relatively liberal, with its ideal point lying to
the left of the ideal points of H, S, and E.'® In this situation, the agency
establishes the equilibrium at H, the lower boundary of the political core.
Consider a ruling by the agency, x,, between its ideal and H (i.e., outside
the political core). In this case, any movement in policy closer to H is

17. See Krehbiel (1999) for a discussion of pivotal legislators in the context of a single
legislative chamber.

18. This preference ordering can occur if the tenure cycle of the agency’s political appoin-
tees is not aligned with that of the legislature or executive. Reelections can generate new
political coalitions with preferences differing from those of the incumbent agency—whose
preferences are likely to reflect those of prior political generations—or at least until the
legislature has an opportunity to replace key agency officials through the appointment
process. State public utility commissioners, for example, are generally appointed for five
or more years and typically remain in office beyond one political election cycle. This pref-
erence ordering can also occur when agency actors are elected to office.
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preferred by H, S, and E. Since the actual location of x; depends on the
bargaining power between H and S, there is a possibility that x; would not
be equal to H and still be an element of W(H,S), leaving the agency worse
off than if it had ruled at H. The best the agency can achieve is to set policy
at H’s ideal point. At H, no alternative policy will be supported by the
House. In this regime, the House is the pivotal institution.

In Regime 2, the agency is more moderate, with an ideal point between
the House and the Senate on the policy dimension (H<A <S<E). In
contrast to Regime 1, the agency enjoys greater policy-making discretion
in this situation since the House and Senate are “pulling” the agency in
opposing directions. The agency is able to establish its ideal point as the
equilibrium policy, since any attempt by the House to propose a policy
alternative closer to H will be vetoed by S. The same applies for policy
alternatives proposed by the Senate: they will be vetoed by the House."”
Since the policy outcome lies at the agency’s ideal point, the agency is the
pivotal player.

In Regime 3, where the agency is conservative relative to the legislature
and executive (i.e., H < S < E < A), the agency is unable to obtain its ideal
point as an equilibrium since, as in Regime 1, A lies outside the core. The
best policy the agency can obtain without triggering a legislative response
is to set x, at E’s ideal point. To understand this, suppose that in fact the
agency mistakenly set x, by an amount ¢ to the right of E. H and S could
then propose an x; equal to E minus ¢, which H and S would both prefer to
Xa, and which E would still support.® E minus § would then become the
equilibrium policy, making the agency worse off. We can see that the best
the agency can achieve in this situation is to set x,=E, since H and S
cannot propose an alternative that E prefers. In this situation, the execu-
tive is pivotal. In summary,

Proposition 1. The agency sets the equilibrium policy (x,*) at the pivotal
institution’s ideal point, the identity of which depends on the political regime:

min(H, S, E) for A <min(H, S, E) Regime 1
Xr=<¢A for A€ WH, S, E) Regime 2
max(H, S, E) for A > max(H, S, E) Regime 3.

To summarize, in an environment without interest group influences, the
agency establishes the equilibrium policy through the initial rule x,*
subject to the constraints imposed by the legislature and executive.

19. This result also holds (i.e., x5 =A) if H<S <A <E. In this case, any attempt by the
House and Senate to move policy closer to W(H,S) will be vetoed by the executive.

20. We assume throughout that political actors support an alternative if it is indifferent
between the original policy and the alternative. To be precise, H and S would offer an
alternative policy equal to E minus (6 —¢), where ¢ is an arbitrarily small amount. In this
case, H, S, and E all prefer the alternative policy.
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Specifically, the agency selects policy as close as possible to its ideal point
without triggering a legislative override. We can see that the location of the
equilibrium is determined by the political institution with the most extreme
policy preferences in the situations where the agency has relatively extreme
preferences (Regimes 1 and 3).>!

2.2 Pivotal Institutions and Campaign Contributions
We now expand the preceding game by introducing an interest group
(a firm) as an additional player to the government actors. The firm
moves first in the game by proposing a campaign contribution schedule,
¢/(x), to political actor j if policy x is implemented. Stages 2, 3, and 4 are
equivalent to the game above.”” Firms use campaign contributions to
purchase the support (i.e., votes) of political actors for policies that are
different from the equilibrium policies that would arise in the absence of
contributions. To begin with, we assume that the agency head is appointed
and cannot accept contributions. The firm is thus constrained to offering
contributions only to the legislature or executive, though, as we will see,
such contributions will influence agency equilibrium rulings in certain
political regimes. We assume also that the political actors’ voting inten-
tions, net of the contributions received, are common knowledge.
Campaign contributions increase political actors’ utility. We assume
now that each player’s utility is the weighted sum of the utility deriving
from the policy outcome and that deriving from contributions received.
Actor j’s utility, 7/ = — a|x —j| +(1 — a)cix), where « € [0, 1] represents
the weight the political actor places on his direct utility from the policy or
on that from campaign contributions; « is interpreted as an actor’s relative
preference intensity over policy. To illustrate, if =1 then the policy is
perfectly salient and the politician has no desire for campaign contribu-
tions. In contrast, if =0, then the policy outcome does not affect the
politician’s utility, which depends entirely on the amount of campaign
funds received. We assume the firm has maximum preference intensity
(a=1) to reflect its incentive to implement policy that maximizes profit-
ability. The firm’s payoff also depends on the distance between the
policy outcome and the firm’s preferred policy, and on total campaign
expenditures. Formally, 7" = — |x — F| — ¥, ¢(x), where F is the firm’s
preferred policy.

21. Introducing an agency into the policy game modifies conclusions of the existing
literature on pivotal politics (Snyder, 1990; Krehbiel, 1999); this stream of research identifies
moderate political players as being pivotal, usually in the context of a multimember single
institution formulating a legislative decision. By incorporating multiple legislative and
administrative institutions in the model here, extreme rather than moderate politicians can
becomepivotal. InRegimes 1 and 3, although moderateindividuals within the pivotalinstitution
are still pivotal, the pivotal institution is itself relatively extreme. The pivotal individuals thus
have more extreme preferences than the median individuals in nonpivotal institutions.

22. We abstract from any contractual or enforcement challenges that may arise in the
firm’s payments to politicians for policy outcomes.
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As before, to derive the equilibrium, the game is solved via backward
induction, and subgame perfection is assumed throughout. In this envi-
ronment, however, the firm maximizes its payoff (net of campaign con-
tributions) subject to the constraint imposed by the agency game described
above. To simplify the exposition, we restrict our attention to political
environments in which the firm’s ideal policy, F, is to the right of each of
the political actor’s. That is, F > max(A, H, S, E). While this assumption
eliminates some environments from the analysis, the qualitative results of
the model will not change under different spatial assumptions for F.?*

Since stages 2, 3, and 4 are equivalent to the game above, we know that
the agency rule (x,) will be an element of the postcontribution political
core. To derive the equilibrium ruling, x,*<, we determine the optimal
campaign contributions offered by the firm in stage 1.** The firm max-
imizes its payoff by offering a contribution schedule ¢;(y) to actor j such
that the actor is just indifferent between the policy, y, he supports with the
contributions and the equilibrium policy outcome in the absence of cam-
paign contributions (x,*). Actor j will be indifferent between the following
two payoffs:

—aly —jl+ (1 = a)g(y) = —alx; —j|-

Rearranging terms, it is easy to see that the campaign contributions
must compensate the political actor for the marginal increased distance of
the policy y relative to x,* based on the saliency of the policy («). Thus

() = =(a/1 =a)* (ly —Jjl = xa" = JjI)-

While in theory this equality suggests that campaign contributions could
be negative, we assume contributions flow only from the firm to the poli-
tical actor. Rearranging terms, we derive the least-cost campaign contri-
bution schedule that the firm offers actor j to ensure that actor will vote for
a given policy, y:

a

G ) ly — max(2j — x%x%)| ¥y > max(2j — x5,x70).

a { 0 Vy < max(2j—x,*,x¥)
25

=— %
| e

23. More specifically, we assume that the ideal point of F is greater than 2*max(A,H,
S,E) — x,*. This point identifies the policy point where max(A,H,S,E) is indifferent with the
policy that arises in an environment with no campaign contributions (x,*). For reasons that
become apparent below, this assumption eliminates some unnecessary computations.

24. We assume that the firm makes a contingent offer to the political actors such that it is
individually rational for each to accept the offer, irrespective of the other political actors’
decisions. This would arise if the firm makes an offer schedule contingent on acceptance by all
parties.

25. Given the simplifying assumption that F > max(H,S,E,A), F will only compensate
actor j for policy y > max(2j — x,*, x,*). Compensation thus occurs for policies that are closer
to Fthan x,*. More generally, firms compensate political actors for policies that move further
from their indifference sets.
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Optimal Campaign Contributions to H, S and E in Regime 1
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Figure 2. Optimal campaign contribution schedules in regime 1.

Note that the interval [2] — x,*, x,*] is the set of policies that are closer
to actor j’s ideal point than x,* and which each actor prefers to the
no-contribution policy equilibrium. Thus for a policy, y, that is inside
this set, the political actor is actually better off than under the no-
contribution equilibrium and will correspondingly support the policy
without receiving contributions from the firm. This creates a discontinuous
contribution schedule as illustrated in Figure 2. Thus the firm only
compensates political actors for policies that are further from their
ideal points than the no-contribution equilibrium policy, x,*.

Substituting the firm’s optimal campaign contribution schedule for any
given policy outcome into the firm’s profit function allows us to derive the
equilibrium policy and associated contributions:

™ (v, c(»))

szi{O Vy < max(2j —x}, x5) }.26
—~1—ay-—max(2j—x,,x;) Vy > max(2j—xj, x;)

We can see that the firm must contribute to multiple political actors in
order to obtain certain policies. In Regime 1 (see Figure 2), for example,
the firm always compensates H to induce the agency to move policy away
from x,*. Movements of policy toward F do not require contributions to
the Senate until the movement is so great that the Senate prefers x,* to the
new policy proposal. This occurs for all policies y>2S — x,*. The firm can

26. Given our assumption that F > 2*max(A,H,S,E) — x,*, and that the firm only com-
pensates political actors for movements in policy closer to its ideal point, we are able to
simplify the profit function for the firm and eliminate the absolute value signs.
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move policy up to 2E — x,* by contributing to H and S. Beyond 2E — x,*,
where E prefers x,*, the firm must additionally contribute to E.
The firm makes contributions to the set of # political actors that results
in the least cost to obtain policy y. Hence
n
> {r-max@i-x x)

=1

«

' (y e(y) =y—F—

Vy > max(2j — x, xZ)}

Taking the first derivative with respect to y leads to the following insight.
The maximum number of political actors that the firm will make positive
campaign contributions to is found to be

The maximum number of political actors to whom the firm makes
campaign contributions, ™%, thus depends on the degree of policy sal-
iency, . When « is greater than 0.5, reflecting a high level of saliency,
n < 1, meaning that the firm contributes to no actors. Campaign contribu-
tions would reduce utility by more than the resulting gain in policy. While
the a =0.5 threshold value arises here as an artifact of the particular profit
equation for the firm, it nonetheless reflects the intuitive characteristic that
gains from trade between politicians and firms are less likely to exist when
politicians care strongly about a given issue. As o moves below 0.5, the
firm contributes to a positive and increasing number of political institu-
tions. When « is less than 0.5 but greater than 0.33, the firm finds it
profitable to move only one actor (which we term the firm’s primary
pivotal actor). When « is less than 0.25 but greater than 0.20, the firm
contributes to up to three political actors. By moving multiple political
actors, the firm is typically able to shift policy closer to its ideal point than
the situation where it finds it profitable to move only one actor.

The firm’s profit function, as a function of «, is thus

() i (y) Va <025

* * - 1 a

Wy, () =y~ F = { GW) 0 v [8 33V0045§ [0.25,0.33)
0 Va>0.5

From the firm’s perspective, actor k is the primary pivot, / is the second-
ary pivot, and m is the tertiary pivot. The identity of the pivotal institutions
depends on the political regime and the firm’s policy preference relative to
the regime. While the firm may contribute to multiple political institutions
in equilibrium, we can determine that the primary pivotal institution
receives (weakly) the largest share of the firm’s total campaign contribu-
tions. Since no actor’s utility (before contributions) will be reduced
by more than the primary pivot’s after a shift in policy from the
no-contribution equilibrium, the cost to the firm of purchasing other
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Figure 3. Simulated firm profits in political regime 1 (A <min(H,S,E); xa* =min (H,S,E)).

actors’ support for a new policy will therefore be (weakly) less than that for
the primary pivot.

The discontinuous nature of the optimal campaign contribution sche-
dule means that the profit function is also discontinuous (see Figure 3). We
therefore identify the profit-maximizing y* and corresponding contribu-
tion offer to each political actor by evaluating the firm’s profits at different
intervals along the range of y in each political regime.

2.2.1 Regime 1. Consider Regime 1, where the agency is relatively liberal
compared to the elected political actors (A < min(H,S,E)) and to the firm.
The firm wishes to move the noncontribution equilibrium policy, which the
agency establishes at the liberal boundary of the core, x,* = min(H,S.E).
For small movements in policy to the right of x,*, the firm need only
compensate min(-),”’ the primary pivotal actor, since med(-) and max(-),
whose ideal points lie to the right of min(-), are made better off by this
change. Along the range x,* <y <2med(-) — x,*, the firm’s profits are

() =y - F - o (- )
i&r/@yzl—&#&r/@y>0 if <0.5
=y =2med(H, S, E) — x.

Since the first derivative in this range is positive when « is less than 0.5,
the firm increases its profits by purchasing min(-)’s support for the highest
policy level in this range, that is, at y; =2med(-) — x,*. Note that at this

27. ()= (H, S, E)
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point, med(-) is just indifferent between y; and x,* and max(-) prefers y, to
x,*. The firm thus need not make contributions to these players in order to
achieve y;. When « is greater than 0.5 (i.e., policy is too salient), profits net
of campaign contributions decrease in y > x,*, so the firm makes no
attempt to move policy from the original equilibrium.

Figure 3 illustrates the firm’s profits for different policies and for dif-
ferent saliency levels. We can see that for o= 0.6, the slope of the profit
function is negative, whereas for a < 0.5, the slope is initially positive.

In order to move policy beyond y;, the firm must contribute to the min(-)
and med(-) players, since med(-) is additionally made worse off. Profits in
the range y; <y <2max(-) — x,* are

a N *
A e() =y = F = o {(r = x3) + (v = (2med() = 7))}
2
é@w/ayzl—ﬁiaﬂ/ay>0 if @ <0.33
=y =2max(H, S, E) — x].

As long as « is less than 0.33, the firm increases its profits beyond the
level achieved at y; by contributing to the secondary pivotal actor, med(-),
in addition to the primary pivot, and by thus moving y beyond med(-)’s
indifference point. Profits in this range are maximized when the firm makes
contributions that purchase support for policy at the upper end of the
range, at y,=2max(H,S.E) — x,*. When policy is too salient (i.e.,
0.33 < a<0.5), the firm’s contributions to min(-) and med(-) outweigh
the gains from moving y beyond yi, so equilibrium policy is established
at y* =y, =2med(H,S,E) — x,*, which the firm achieves by contributing to
just min(+).

Beyond y», the firm must contribute to the tertiary pivot, max(-), which
becomes worse off as policy moves to the right of y,. In the range
y» <y <F, profits are

n"(r.e() =y = F = = {(y = x) + (v — (2med() - x;))
(- 2max() - x;))}
:>87r/8y=1—13_—aa:>87r/8y>0 if o <0.25
=y;3=F.

When « is less than 0.25, the firm maximizes its profits by contributing to
all political actors and by purchasing support for policy at its ideal point
(i.e., y* =y3=F). In Figure 3, the profit function has a positive slope at all
values of y when « equals 0.2 and thus reaches its peak at y = F. For values
of « between 0.33 and 0.25, the firm’s optimal strategy is to set
y* =y, =2max(-) — x,*, achieved by contributing to the min(-) and
med(-) actors. We can see that when « equals 0.3 in Figure 3, the profit
function has a positive slope until y,, but a negative slope thereafter.
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In Regime 1, the firm’s primary pivotal institution is min(H,S,E); the
firm must always contribute to min(H,S,E) in order to induce the agency to
move policy closer to F. Med(H,S,E) is the firm’s secondary pivotal insti-
tution. As « falls to a value in the range 0.5 to 0.3, the firm takes advantage
of further gains from trade by purchasing the support of med(H,S,E), as
well as min(H,S,E), for policy that is even closer to F. Finally, as « falls
into the 0 to 0.33 range, the firm exhausts gains from trade by additionally
contributing to max(H,S,E), which becomes the tertiary pivot, and by
inducing the agency to rule at y* =F. The firm contributes the greatest
amount to min(-), a lesser amount to med(-), and the least to max(-); this
arises because min(-) witnesses the greatest reduction in utility following a
movementin policy toward F, while max(-) witnesses the smallest reduction.

2.2.2 Regime 2a. In Regime 2a, where the agency is moderate-liberal
(min(-) < A <med(-)), the analysis of the firm’s optimal contribution strat-
egy yields similar results in terms of the identity of the firm’s primary,
secondary, and tertiary pivotal actors. Note that while the agency is piv-
otal in that it sets policy at its ideal point in the no-contribution game (see
Proposition 1), it is not pivotal from the firm’s perspective since, in this
game, the firm cannot make resource transfers to the agency. Instead, for
the firm, the primary pivot is the player that establishes the minimum
boundary of the political core (min(H,S,E)). In order to induce the agency
to move policy closer to F, the firm must purchase min(H,S,E)’s support
for a policy that is a binding constraint on the agency—that is, that lies
between the agency’s ideal point and the firm’s. As with Regime 1, the firm
contributes the most to min(-), the least to max(-).

2.2.3 Regime 2b. In Regime 2b, the agency still lies in the political core,
but closer to F than the med(-) player (i.e., (med(-) <A <max(-)). In
contrast to Regime 2a, the firm must now compensate both min(H, S, E)
and med(H, S ,E) to support policy y closer to F than x,* = A. Thus, in this
regime, the firm will not realize gains from trade unless the saliency of the
issue is relatively small. To illustrate, consider « € [0.33, 0.5]. The firm finds
it profitable to invest in a maximum of one actor. The agency, however, no
matter which actor is influenced, will not adjust its ruling away from
x.* = A because the agency will still be an element of the postcontribution
political core.

For o € [0.25,0.33], however, the firm finds it profitable to buy both
min(-) and med(-)’s support for policy to the right of A such that the agency
is no longer an element of the core. The agency will then adjust policy
closer to F at the minimum boundary of the postcontribution political
core. In this way neither min(H,S,E) nor med(H,S,E) are unique primary
pivots, but both are jointly primary pivotal actors for the firm. When
a<0.25, max(H,S,E) becomes the tertiary pivot and the firm must
offer nonnegative contributions to this actor to motivate the agency to
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rule x,*>max(H,S,E). The firm thus contributes most to min(-) and
med(-), the least to max(-) in Regime 2b.

The preceding analysis of the firm’s optimal campaign contribution
strategy in Regimes 1, 2a, and 2b is summarized in the following
proposition.

Proposition 2a. When the agency has liberal or moderate policy prefer-
ences relative to political actors and to the firm, and when policy is not
too salient, the firm induces a change in the agency’s policy ruling by
allocating campaign contributions to legislative and executive institutions
in the following manner:

1. Greatest level of contributions to min(H,S,E).
2. Smallest level of contributions to max(H,S,E).

Table 1. Optimal Campaign Contributions When Agencies are Appointed®

Contributions to political actors”

Regime Policy saliency Equilibrium policy
min med max
(H, S, E) (H, S, E) H, S, E)
Regime 1 Primary Secondary  Tertiary
pivot pivot pivot
a>0.25 min(-) 0 0 0
a € [0.33,0.25] 2med(:)-min(:) + 0 0
a € [0.25,0.33] 2max(-)-min(:) + + + 0
a < 0.25 F + 4+ + + + +
Regime 2a Primary Secondary  Tertiary
pivot pivot pivot
a>0.5 A 0 0 0
«a € [0.33,0.25] 2med(-)-A + 0
a €[0.25,0.33] 2max(-)-A + + + 0
a<0.25 F + + + + + +
Regime 2b Primary Primary Tertiary
pivot pivot pivot
a>0.5 A 0 0 0
a €[0.33,0.5] A 0 0 0
a €[0.25,0.33] 2max(-)-A + + 0
a<0.25 F + + + + +
Regime 3 Secondary Secondary  Primary
pivot pivot pivot
a>0.5 max(-) 0 0 0
a €[0.33,0.5] A 0 0 +
a €[0.25,0.33] A 0 0 +
a<0.25 F + + + + + +
() = (H,S,E).

0 = actor receives no resources from firm in equilibrium;
+ = actor receives strictly positive resources from firm in equilibrium.
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The level of contributions to each actor depends on the degree of policy
saliency. See Table 1 for contribution levels and equilibrium policies.

2.2.4 Regime 3. When the agency is relatively conservative, lying closer
to the firm’s ideal point than any other political actor, conclusions about
the pivot identities are quite different from the other regimes. Recall that
when A > max(H,S,E), x,* =max(H,S,E). The political actor that estab-
lishes the upper boundary of the political core is the constraining player on
the agency and is the primary pivot from the firm’s perspective. In this
environment, the firm thus contributes to max(H, S ,E) in order to initially
shift policy closer to F when a € [0.33,0.5).%8

Interestingly, for a € [0.25,0.33) the firm will still only invest in one
political actor even though, hypothetically, the firm could realize gains
from trade with two actors. Whether the firm invests in one actor or
two political actors, the agency will still remain an element of the post-
investment political core and will rule x, = A. An investment in two actors
will not bring about a policy closer to F than A. Only if a < 0.25, when the
firm can realize gains from trade with all three actors, will the new policy
shifteven closer to F than A’sideal. In this setting, the lower boundary of the
postinvestment political core shifts to the right of A. Med(H,S,E) and
min(H,S,E) are joint secondary pivots. In Regime 3, then, the firm will
contribute the most resources to max(H,S,E), the least to min(H,S,E).

Hence, Proposition 2b. When the agency has conservative policy pref-
erences relative to political actors but liberal preferences relative to the
firm, and when policy is not too salient, the firm induces a change in the
agency’s policy ruling by allocating campaign contributions to legislative
and executive institutions in the following manner:

1. Greatest level of contributions to max(H,S,E).
2. Smallest level of contributions to min(H,S,E).

The level of contributions to each actor depends on the degree of policy
saliency. See Table 1 for contribution levels and equilibrium policies.

Regarding Propositions 2a and 2b, we emphasize a couple of general
implications for interest group influence activities. In an environment
where an interest group is not allowed to influence an agency directly,
when the agency is relatively aligned with (opposed to) the interest group,
the interest group will tend to concentrate its campaign contributions on
institutions with relatively aligned (opposed) preferences, all else being

28. Technically, any one of the political actors is a unique primary pivot. Since
x,* =max(H,S,E), any y > x,* will reduce each political actor’s utility by the same amount.
An investment in any one political actor such that the political actor supports policy
y > max(H,S,E) will thus cost the firm the same amount for each political actor. We assume
that when such ties exist, the firm contributes to the political actor whose ideal point is closest
to the firm’s. This would obtain automatically if utility was a quadratic rather than a linear
function of distance.
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equal. The intuition here is that the interest group is more likely to need to
relax political constraints on a favorably aligned agency and to tighten
them on an opposed one.

2.3 Pivotal Institutions, Elected Agencies, and Campaign Contributions
We now adapt the prior game by allowing the firm to invest in influencing
the agency, which we assume is now elected, as well as the political actors.
While not frequent, in some jurisdictions agency heads are selected
through election rather than through appointment. Heads of public utility
commissions (PUCs) are elected in 10 states in the United States, and
research has found that the method of PUC commissioner selection affects
policy outcomes. Elected commissioners tend to set residential consumer
utility rates at lower levels than their appointed counterparts and to allow
utilities to earn lower financial rates of return (Besley and Coate, 2003;
Holburn and Spiller, 2003). Interest groups thus have an incentive to adapt
their political strategies according to the method of agency selection.
Assuming that agencies are elected affects the firm’s optimal strategy
and the policy equilibrium of our game dramatically. Reconsider Regime 1.
We continue to refer to x,* as the equilibrium outcome when no resources
are allocated to political actors by the firm. Recall that in this regime
x.* =min(H,S,E). As before, the firm maximizes its profits by recruiting
the least-cost set of actors in order to fully realize the gains from trade
available to the firm (a function of «). Consider the firm’s optimal con-
tribution strategy over various ranges of the policy space. The boundaries
of the ranges coincide with the boundaries of each political actor’s pre-
ferred set of policies to x,*. In Regime 1, therefore, we first consider the
range from x,* to 2max(H,S,E) — x,*. We know from the previous dis-
cussion that the firm could achieve y =2max(H,S,E) — x,* by recruiting
the min(H,S,E) and med(H,S,E) actors. In an environment with an
elected agency, however, the firm can achieve the same policy outcome
by recruiting only the agency. Profits from the two alternative contribution
strategies are

nf(y | Agency elected) =y — F — % (r—xz)
and
n¥(y | Agency appointed)
—y_F-— % {(r=x)) + (v — 2med(H,S,E) — x;)) }.

It is clear that the firm’s profits from investing only in the agency are
greater than those from investing in both the min(H,S,E) and med(H,S,E)
actors. Furthermore, the firm exploits all gains from trade with the agency
for all values of « less than 0.5. In contrast, for the firm to exploit gains
from trade with both min(H,S,E) and med(H,S,E), o must be even less
salient, with a value less than 0.33. As such, the firm’s primary pivotal
institution becomes the agency when the agency is elected.



476 The Journal of Law, Economics, & Organization, V20 N2

Now consider attempts by the firm to achieve a policy outcome in the
range 2max(H,S,E) to F. From the above, we know that the firm will first
recruit its primary pivotal institution, the agency, and then contribute to
the secondary pivotal institution to move the policy even closer to F.
Notice that in an environment where the agency can be influenced by
the firm, the firm only needs to recruit one other actor to achieve policy
very close to its ideal point. The firm needs to establish the upper boundary
of the political core at its ideal point—by moving one institution—so
legislative attempts to overturn the agency through statutory means
will be vetoed by the secondary pivot. The firm’s secondary pivotal
actor is the institution that has its ideal point closest to the firm’s ideal
F and which thus requires the least compensation for supporting policy at
the firm’s ideal. Under our spatial ordering assumption, this institution is
max(H,S,E).

Qualitatively the results for Regimes 2a and 2b are similar to Regime 1.
In each of these regimes, the firm first achieves the support of the agency
for the best possible policy that will survive legislative override (i.e., at the
maximum of the political core). The firm then relaxes this political con-
straint by gaining the support of the constraining political institution to
enable the agency to rule at F. The agency is thus the firm’s primary pivotal
player and max(H,S,E) is the firm’s secondary pivot.

In Regime 3, however, the agency’s rule making is constrained by
max(H,S,E) such that x,* =max(H,S,E). In order to move policy, the
firm relaxes the constraint on the agency by recruiting the support of
max(H,S,E) for a new policy to the right of x,*. Max(H,S,E) is thus
the primary pivot, in contrast to the agency in Regimes 1, 2a, and 2b.
The firm is able to establish y =2A — x,* by contributing to max(H,S,E).
At this point, the agency is just indifferent between y and x,*. The firm’s
profits in this range are

(. e() =y —F = 1o (= x)).

As before, the firm realizes gains from trade if a < 0.5. For less salient
policies (« < 0.33), the firm realizes gains from trade by recruiting two or
more actors. The secondary pivotal institution is the agency in this setting.
The firm’s payoff for policy y over the range 2A — x,,* to F is

n (0 () =y —F =2 =X+ y = QA = x)))

The change in profits is positive for all policies closer to F over this range of
the policy space as long as o < 0.33. In this case, the firm maximizes its
profits by recruiting support for y* = F. This analysis leads to the follow-
ing proposition:

Proposition 3a. When the agency has liberal or moderate policy prefer-
ences relative to political actors and to the firm, and when the firm is able to
influence the agency as well as legislative and executive institutions,
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the firm induces a change in the agency’s policy ruling by allocating
campaign contributions in the following manner:

1. Greatest level of contributions to the agency.
2. Smallest level of contributions to max(H,S,E).

Proposition 3b. When the agency has conservative policy preferences
relative to political actors, but liberal preferences relative to the firm, and
when the firm is able to influence the agency as well as legislative and
executive institutions, the firm induces a change in the agency’s policy
ruling by allocating campaign contributions in the following manner:

1. Greatest level of contributions to max(H,S,E).
2. Smallest level of contributions to the agency.

Table 2. Optimal Campaign Contributions when Agencies are Elected?

Regime Policy saliency Equilibrium policy Contributions to political actors”

min med max
Agency (H,S,E) H,S,E) (H,S,E)

Regime 1 Primary Secondary
pivot pivot
a>0.5 min(-) 0 0 0 0
«a €[0.33,0.5] 2max(-)-min(-) + 0 0 0
a €[0.25,0.33] F + + 0 0 +
a<0.25 F + + 0 0 +
Regime 2a Primary Secondary
pivot pivot
a>0.5 A 0 0 0 0
«a €[0.33,0.5] 2max()-A + 0 0 0
« €[0.25,0.33] F + + 0 0 +
a<0.25 F + + 0 0 +
Regime 2b Primary Secondary
pivot pivot
a>0.5 A 0 0 0 0
«a € [0.33,0.5] 2max()-A + 0 0 0
«a €[0.25,0.33] F + + 0 0 +
a<0.25 F + + 0 0 +
Regime 3 Secondary Primary
pivot pivot
a>05 max(-) 0 0 0 0
«a € [0.33,0.5] 2A-max() 0 0 0 +
« €[0.25,0.33] F + 0 0 + +
a<0.25 F + 0 0 + +
“)=H.SE)

b0 = actor receives no resources from firm in equilibrium;
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The level of contributions to each actor depends on the degree of policy
saliency. See Table 2 for contribution levels and equilibrium policies.

Proposition 3 states that even when the firm has the ability to directly
influence an agency—Dby lobbying or making campaign contributions, for
example—when seeking improved regulatory rulings, it will not neces-
sarily do so. Since agencies operate under the watchful eyes of political
principals, the firm must first relax political constraints whenever they are
binding (as in Regime 3) by influencing legislative or executive institutions.
Lobbying the agency in such a situation without simultaneously gaining
the support of the legislature or executive would be fruitless since the
agency could not move policy without triggering punishment by political
principals. Relaxing such constraints by lobbying or otherwise influencing
political institutions allows the agency to move policy closer to the firm’s
preferred position.

By comparison, even in situations where the firm can achieve some
favorable policy gain by influencing the agency alone (i.e., Regimes 1
and 2), there are limits. To induce the agency to rule outside the political
core, the firm must also purchase the support of one political institution.
When policy is not too salient, the firm enlists the support of both admin-
istrative and legislative or executive institutions when aiming to improve its
regulatory environment. Influencing the agency and influencing the
agency’s political principals are thus not substitute, but complementary
activities in these environments.

3. Discussion

In this article we examine how interest groups allocate political influence
activities across government institutions in order to gain more favorable
agency rulings than would otherwise obtain. The critical assumption in our
article is that agencies behave strategically with regard to their political
principals. Since legislatures and executives have the ability to punish
errant agencies through budgetary cuts, committee hearings, and the
enactment of new statutory constraints, agencies have an incentive to
make policy rulings that account for political preferences. As such,
agency-determined public policies are shaped not by agencies alone,
but also by the shadow of legislative and executive bodies. The implication
for organized interest groups is that they may be able to induce changes in
administrative decisions not by directly influencing the agency, for exam-
ple, by lobbying, but instead, by shifting the policy preferences of political
principals. In the right circumstances, agencies will modify their rulings in
response to changed political preferences. Interest groups may thus find it
optimal to “buy” agencies through legislatures.

We derive predictions in Propositions 2 and 3 that explicitly consider the
conditions when interest groups find it more profitable to influence legis-
latures and/or executives instead of or in addition to agencies, in order
to indirectly shift agency rulings. Our analysis builds on the structured-
interaction models of policy making used in the political science literature
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(Weingast and Moran, 1983; Ferejohn and Shipan, 1990) by introducing
an interest group as an additional player to the political actors. We identify
the situations when legislative or executive preferences are binding con-
straints on agency decisions, and when these institutions are pivotal in
shaping policy. In general, we argue that interest groups will invest in
influencing pivotal institutions. When an interest group is prevented
from directly lobbying the agency—or finds it prohibitively costly, for
instance, if policy is highly salient for the agency—the interest group
will manipulate the political constraints on the agency, either by relaxing
them or by imposing them, by investing in pivotal legislative or executive
players. When the interest group has the additional option of investing in
the agency—this may be interpreted here as permitting campaign contri-
butions to elected agency heads or by allowing the firm to lobby agency
staff—the interest group will enlist the support of the agency and, in
addition, relax political constraints so that the agency’s decision will be
insulated from subsequent statutory override.

Our findings contribute to the literature on how interest groups influ-
ence policy outcomes in several ways. First, by incorporating administra-
tive, legislative, and executive institutions in the underlying model of
policy making, we develop testable predictions about how interest groups
allocate influence resources across multiple government branches—an
issue that has not yet received attention in the political action literature.
Our analysis of primary, secondary, and tertiary institutional pivots
demonstrates how political actions centered on one branch (e.g., a legis-
lature) can induce a change in behavior in another branch (e.g., an agency).
So far, the majority of political action research has focused on how groups
design strategy within the context of a single branch of government. The
campaign contribution literature, for example, has concentrated on under-
standing how interest groups design contribution strategies in the context
of a legislature making a legislative decision (Snyder, 1991; Stratmann,
1998; Krehbiel, 1999). Here we identify the conditions when, in seeking
improved agency decisions, interest groups will influence (1) only the
agency, (2) the legislature and/or executive instead of the agency,
(3) the legislature or executive in addition to the agency.

Second, our model suggests that empirical analyses that attempt to
establish a causal link between inputs and outputs within the same institu-
tion may be misspecified. There is a large theoretical and empirical litera-
ture questioning whether electoral campaign contributions influence
legislators’ votes on legislative bills (e.g., Stratmann, 1995, 1998), yielding
mixed conclusions. Other studies have similarly considered the impact of
interest groups’ lobbying of legislators on subsequent roll call votes (e.g.,
Wright, 1990; Caldeira and Wright, 1998). Most of this research is con-
ducted in the context of either the U.S. House of Representatives or the
U.S. Senate. However, the assumption in these studies that, following
interest group approaches, changes in deduced policy preferences of
legislators will be correlated with observed votes on legislation is
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challenged by our structured-interaction model. Campaign contributions
to legislators, for example, may instead be correlated with modified agency
decisions if the agency is closely tracking its political principals. Legisla-
tion—which frequently directs agencies in their policy-making decisions—
is less likely to arise when astute agencies preempt it by updating regula-
tory policy in response to changing political preferences. Studies which
conclude that campaign contributions are ineffectual strategic tools, on
the basis of inconclusive empirical vote analyses, should thus be treated
with some caution.

While we explore the theoretical implications of our model, we believe
there are also opportunities for substantial empirical development. The 50
U.S. states, for example, provide a quasi-natural experiment in which to
empirically test our predictions. At any given point in time, there exists
significant cross-sectional variation in the political environments where the
same policy issues are determined. For instance, we observe variation in
both PUC commissioner selection rules as well as in the spatial config-
uration of the political actors that determine intrastate utility regulation.
Firms affected by these regulatory decisions have high-powered incentives
to optimally allocate their campaign contributions to influence PUC deci-
sions. We would predict that the observed campaign contributions vary
according to the specifics of the regime that determine the identity of the
pivotal institution.

Alternatively, one could test the implications of our model by looking at
changes in the spatial configuration of political actors over time within a
single political environment. When firms are restricted from making con-
tributions to agencies, a shift from Regime 1 or 2 to Regime 3 (see Figure 1)
should be accompanied by an increase in the share of contributions made
to the firm’s political supporters (E) and a reduction in the share made to
the firm’s opponents (H), all else being equal.

Whether testing the model cross-sectionally or over time, the researcher
will find that some of the data required are readily available. Detailed
historic data on campaign contributions to candidates is publicly available
in the United States, enabling an examination of the relative allocation
among the two legislative chambers and the executive, both at the state and
federal levels. Precisely identifying underlying relative preferences of dif-
ferent government actors may present more of a challenge. Using observed
measures of preferences (e.g., public statements or votes) on a specific
policy dimension is likely to be problematic since such measures will reflect
the impact of interest groups’ influence. Political ideology scores or mea-
sures of partisan control, however, may provide suitable proxies that allow
the researcher to gauge the political regime. Although the specifics of such
an empirical approach need to be worked out, we believe this offers a
potentially fruitful avenue for future empirical tests of our propositions.

Naturally our model is incomplete in a number of ways, inviting exten-
sions and further refinements. For simplicity, we excluded the courts from
the set of institutional players, though recent research suggests that courts
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behave in a strategic manner regarding legislative actors (Gely and Spiller,
1990; Spiller and Gely, 1992; Spiller and Vanden Bergh, 2003). We believe
introducing courts into the analysis will not affect our findings qualita-
tively. Including the court expands the set of distinct political regimes.
Depending on the preferences of the court, the judicial selection rules, and
the relative spatial configuration of the other actors, the court will be
pivotal in certain political environments and not in others. The identity
of the pivotal institutions does depend then to some extent on whether the
courts are included. The choice of players in the game will be informed by
the specific policy issue that the researcher wishes to represent and whether
the courts are salient.”

Our assumptions of complete information and costless policy changes
are responsible for perfectly adapting agency behavior; introducing costs
would generate some more realistic “stickiness” into the predictions,
though it is not obvious that the expense of a more complex analytical
structure would be outweighed by additional theoretical insights.

More substantively, we have restricted our analysis to the case of a single
interest group seeking to influence policy outcomes rather than multiple
competing interest groups. While introducing another interest group
would increase the complexity of the model, we can see that moving policy
in one direction is likely to be more costly than moving it in another, and
that the identity of pivotal institutions depends on whose perspective one
adopts. Consider a consumer group, for example, that is diametrically
opposed to the firm’s policy preferences, with an ideal point to the far
left of the policy spectrum illustrated in Figure 1. In Regime 2a, where the
agency is relatively moderate, the consumer group’s primary pivotal actors
are the Senate and executive, whereas for the firm the primary pivot is the
House.*® We thus expect that opposing interest groups will focus their
lobbying or influence activities on different sets of government institutions
over a common issue.

Furthermore, to induce the agency to shift policy to the left of H = x,* is
likely to be more costly for the consumer group than for the firm to move
policy to the right of H, since the former must purchase the support of two
institutional actors, whereas the latter requires the support of only one.
Opposing groups thus face asymmetric costs in purchasing new regulatory
policies by leveraging political actors. Irrespective of how organized
interest groups are in demanding regulatory favors (Stigler, 1971;

29. For simplicity, we also ignore the veto override rules. As Krehbiel (1998) notes,
incorporating a veto override into the game introduces an additional pivotal actor within
each legislative chamber. In our model, as with the courts, the qualitative results will not
change. The identity of the pivotal institution, however, will reflect the details of the override
rule and the regime’s relative spatial configuration. Intuitively we expect that actors pivotal to
a veto override within a legislative chamber will be pivotal in our model only when the
executive’s preferences are extreme relative to median preferences in the legislative chambers.

30. These are the pivotal actors under the assumption that the firm cannot directly
influence the agency—as in the first game involving campaign contributions.
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Peltzman, 1976), differences in the cost of supply (i.e., buying) favors will
lend an advantage to one interest group. Extending the model to include
multiple interest groups should thus yield further predictions about the
distribution of campaign contributions conditional on each interest
group’s position on the issue at hand. We leave exploration of this
topic and other limitations of the article for future work.
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