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Abstract. The costly lobbying model of Potters and van Winden is confronted with data on
lobbying interactions between local assemblies and the national assembly in Norway.A total
of 239 interactions are studied. Survey responses by a large number of voters and politicians,
as well as registry data on fiscal standing, demographics and elections are utilised.Two of the
main predictions of the costly lobbying model gain support in the data. The probability of
obtaining substantial discretionary funding from the central level increases: with decreasing
conflict of interest between local and central politicians; and with the lobbying cost incurred
by local politicians. For a given conflict and cost, however, the rate of lobbying success
depends crucially on structural characteristics of the municipality. In particular, the success
rate is significantly higher for poor municipalities located in national electoral districts with
many seats per voter than for rich municipalities located in districts with few seats per voter.

Introduction

The democratic ideal is ‘one man, one vote’. In the not so ideal real world,
participation by special interests in democratic policy making is pervasive.1

Special interests participate in a multitude of ways, although most commonly
they do so by signalling that their favoured policy positions also benefit deci-
sion makers, or in short by ‘lobbying’ (see Grossman & Helpman 2001: 4). A
thorough understanding of lobbying – how it is organised, when it is employed,
by whom and with what success – is needed to understand decision making in
real democracies. Game theory provides a coherent conceptual framework of
lobbying. State-of-the-art models, however, make strong assumptions about
players’ rationality. Disagreement prevails within the research community
about what constitutes reasonable (and unreasonable) actions and beliefs.2

These disagreements are unlikely to be resolved from within the theory itself.
Confrontation of model predictions and data on lobbying behaviour seems
necessary in order to make further progress. The model of Potters and van
Winden (1992) has a prominent standing in the formal literature on lobbying.
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A number of carefully designed experiments have been carried out in order to
evaluate it, but no evaluation based on field data exists.This article starts filling
this gap by utilising data on lobbying interactions between local politicians and
Members of Parliament (MPs) in Norway.3

The article is organised as follows. In the next section, the Potters and van
Winden model of lobbying is applied to the problem of bailout by discretion-
ary funding in central-local interactions. A set of distinct hypotheses about
observables follows from the model. In the third section, some extensions of
the basic model are discussed briefly. It is argued that these extensions are
unlikely to add empirical cutting power in the data at hand. The fourth section
contains a survey of previous empirical research, while the fifth section pre-
sents the research design and describes the data. In the sixth section, hypoth-
eses are confronted with data. The final section concludes the article.

Model

Consider a central authority that demands a certain quantity of services of a
given quality from a municipality in exchange for a general grant. Participation
by the municipality is non-voluntary.Any grant in excess of overall production
costs is kept by the municipality. The central authority is uncertain about the
municipality’s true production costs. If the general grant does not cover overall
production costs, the central authority may bail out the municipality by pro-
viding discretionary funding, or it may accept a local deficit.4 Local taxes are
assumed to be fixed. To capture the strategic tensions, we apply the standard
model of costly lobbying. The sender is a municipality while the receiver is the
central authority.The game starts with nature drawing the type of municipality.
The type is either t1 that is able to satisfy demand for the given grant (ability
to act), or t2 that is unable to satisfy demand for the given grant (inability to
act). The probability of t1 is (1-p) while the probability of t2 is p. Thus,
p represents the players’ common prior belief that the municipality’s produc-
tion costs are not fully covered by the grant. Nature’s draw is observed by the
municipality, but not by the central authority. Thus the game is one of incom-
plete information. The municipality moves after nature, and may send a costly
message (m = c) or no message at all (m = 0). In what follows, we understand
lobbying as m = c. The central authority moves last. It can add discretionary
funding to the municipality’s budget (x2), or not (x1). The state-payoff space of
the game is given in Table 1.

Assume that p < (1-p), 0 < c < a1 < a2 and b1 > b2 > 0. The inequality
p < (1-p) implies that the central authority believes it is more likely that grants
will cover productions costs than not. Since realistic matching of expenditure
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and revenue is a fundamental principle in budgeting, and since the central
authority (through legislation and resource allocations) determines grants, this
seems to be a reasonable assumption. Positive lobby costs implies as a
minimum that the local politicians’ time has an option cost. The relationship
between local and central authority is hierarchical, and formal channels of
communication exist. Access to central decision makers is therefore guaran-
teed.The hierarchical relationship presumably reduces lobby costs, making the
assumption that ai > c, (i = 1, 2) more plausible.

By a ‘true bailout’ we understand that the additional funding is required
to provide a given production level. By a ‘false bailout’ we understand that
the additional funding is not required to provide the given production level.
It is assumed that a true bailout is worth more than a false one to the
municipality. This seems reasonable in light of the principle of realistic bud-
geting applied at the local level.5 Some measure of common interest between
the municipality and the central authority is therefore implied. Note that the
conflict of interest between the players increases with increasing a1 within
the payoff bounds.

With the resulting bounds on payoffs and priors, the game has two equilib-
ria. In the first equilibrium, the central authority ignores lobbying from the
municipality. Since lobbying is ignored, a best reply from the municipality is to
save the cost of lobbying. The resulting equilibrium is pooling, and since the
relative expected payoff of choosing x2 to x1 is b ≡ p · b2/[(1-p)b1] < 1 the central
authority chooses x1.The second equilibrium is semi-separating. Municipalities
of type t2 definitely lobby (i.e., with probability P(c|t2) = 1) while municipalities
of type t1 lobby with probability 0 < P(c|t1) ≡ a < 1. To cut down on false bail-
outs, the central authority randomises over its actions to make type t1 munici-
palities indifferent between lobbying and not lobbying. This is achieved by
choosing action x2 with probability r(x2) = c/a1. A best response for munici-
palities of type t1 is then to lobby with probability a = p · b2/[(1-p)b1]. This
produces an updated belief that makes the receiver indifferent between his
or her actions.6 The total probability of lobbying in this equilibrium is

Table 1. State-payoff space in the canonical lobbying game

Lobbying m � {0,c]
x1

No discretionary funding
x2

Discretionary funding

Ability to act: t1 (1-p) ‘Local balance’
0-m, b1

‘False bailout’
a1-m, 0

Inability to act: t2 p ‘Local deficit’
0-m, 0

‘True bailout’
a2-m, b2
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P(c) = p · [1 + (b2/b1)].Thus, the probability of x2 following a lobby message is
P(x2|c) = (p(c/a1) · [1 + (b2/b1)].

In the semi-separating equilibrium – as opposed to the pooling equilibrium
– there is no need to specify out-of-equilibrium beliefs. Since out-of-
equilibrium beliefs are controversial, this arguably makes the semi-separating
equilibrium a stronger candidate for a behavioural prediction than the pool-
ing equilibrium.7 For this reason, we focus on the semi-separating equilibrium
in what follows. Five hypotheses suggest themselves:

H1: The probability of discretionary funding [r(x2)] increases with
increasing lobby cost (c).

H2: The probability of discretionary funding [r(x2)] increases with
decreasing utility of a false bailout (a1).

H3: The probability of discretionary funding [r(x2)] increases with
increasing probability of lobbying (P(c)).

H4: The probability of lobbying [P(c)] increases with increasing prior
probability of facing a municipality that is unable to act (p).

H5: The probability of lobbying [P(c)] increases with increasing utility of
realistic budgeting (b1).

Model extensions

The basic model can be extended in various directions.8 Allowing for endog-
enous lobby costs does not alter the semi-separating equilibrium qualitatively
as long as costs remain between 0 and c. However, if no upper bound on
lobbying costs is imposed, the result is a fully separating equilibrium where
a1 + e = c, and e is arbitrarily larger than zero (Potters & van Winden 1992).
Rasmusen (1993) shows that including verification in the choice set of the
receiver does not alter the conclusions of the model qualitatively.9 Sloof (1998)
demonstrates that in repeated play where groups may influence the decision
maker either by deeds (enforcing threats) or words (sending costly messages),
deeds only occur in equilibrium if the group’s reputation is low, although
words may be necessary to maintain a reputation built up during past play.
Sloof (1998) also demonstrates (somewhat unsurprisingly) that delegation in
the presence of lobbying groups only occurs when the conflict of interest
between politicians and bureaucrats is modest. In a slightly different set up,
Austen-Smith and Wright (1992) show that a group disadvantaged by the
policy the decision maker is predisposed to select has an incentive to lobby,
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and for some parameters will lobby. In equilibrium, lobbying by a potentially
disadvantaged group will for some parameters provoke counter lobbying by a
potentially advantaged group as well.10

Is it necessary to control for these extensions in the confrontations with
data? In the dataset to be analysed, the institutions of verification by the
central authorities are constant over municipalities, and roughly unchanged
over time.11 For that reason, and since equilibria remain qualitatively
unchanged by verification, measures of verification need not be included in
the empirical analysis.

Without an upper bound on lobby costs, a municipality of type t2 finds it
worthwhile to separate by incurring lobbying costs arbitrarily above a1. None-
theless, H1 should hold weakly in a fully separating equilibrium in the sense
that we would not expect increasing costs to reduce the frequency of bailouts.
H2 is also likely to hold, as for a given a2, reducing a1 necessitates a smaller c
to achieve separation, and thereby makes separation more attractive for a
municipality of type t2. Accepting that separation is more likely to occur the
more attractive it is leads to the conjecture that decreasing a1 – all else constant
– increases the probability of a bailout, which is the statement of H2. On the
other hand, a fully separating equilibrium requires out-of-equilibrium beliefs.
As noted above, such restrictions are controversial, and this favours the behav-
iour conjectured in the semi-separating equilibrium.

In the dataset, maximal discretionary funding amounts to a significant
fraction of local revenues, and is also sizeable in absolute terms.12 As a fraction
of the total budget, however, discretionary funding is miniscule.13 The incentive
to counter lobby from the perspective of social costs at large is therefore
negligible. Furthermore, discretionary funding is provided as general fund
financing and is therefore unlikely to generate action from specific policy
opponents. On these grounds, it seems justifiable to rule out competitive
lobbying. The formal delegation regime between elected politicians and
bureaucracy at the central level has not undergone substantial changes over
the time period in question. Furthermore, the relation between the legislative
and executive branches of central government is regulated by parliamenta-
rism, which arguably induces consistently low levels of conflict. For such
reasons, no attempt is made to control for variation in the chains of delegation
at the central level. Finally, one cannot rule out that some of the lobbying
observed in the data is due to conservation of reputation for a willingness to
enforce costly threats (deeds). Nevertheless, the scope for deeds is likely to be
limited. Municipalities are subordinated hierarchically to the central govern-
ment in a chain of command, and deeds may be blocked by decree from the
central authorities. In sum, good reasons exist for focusing on the basic model
in the empirical analysis.
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Previous empirical research

The literature on lobbying contains numerous empirical contributions.14 Most
studies relating lobby activity to policy outcomes find significant effects. Segal
et al. (1992) relate senators’ voting behaviour to the number of interest groups
presenting testimony for and against in 16 different nominations to the United
States Supreme Court. These numbers have significant effects. Caldeira and
Wright (1998) relate the number of interest groups in direct contact with
senators (or senators’ staff), and find significant effects on senators’ voting
behaviour in three nominations. Wright (1990) relates committee voting
behaviour to the number of opposing and supporting interest groups in direct
contact with congressional committee members. Significant effects are dem-
onstrated. Sørensen (2003) relates the provision of block grants and general
grants to the number of direct contacts local politicians have with MPs and the
central bureaucracy in Norway. Significant effects are documented. Schneider
and Naumann (1982) relate public spending to the number of motions to the
government and parliament from business, farmers and trade unions in Swit-
zerland.The number of motions is significantly related to spending (negatively
for business, and positively for farmers and trade unions). Balla and Wright
(2001) relate the number of opposing and supporting interest group endorse-
ments and congressional appointments to the National Drinking Water Advi-
sory Council, and find significant effects. Carpenter (2002) relates the number
of national and regional groups representing sufferers or advocates for specific
diseases, and the budget of the largest group, to the approval time of the Food
and Drug Administration for drugs relevant to the disease, and finds significant
effects.

On the flip side, Quinn and Shapiro (1991) relate registered business lob-
byists as a fraction of all registered lobbyists to tax policy in a time series
design, but find no significant relationship. Fowler and Shakio (1987) relate the
fraction of environmental group members in each state that contacts senators
to the senators’ voting behaviour on environmental bills, and find no signifi-
cant relationship.

Few empirical contributions depart from explicit game models. A notable
exception is Austen-Smith and Wright (1994) who test their model of coun-
teractive lobbying on congressional roll call data, and find support for the
equilibrium predictions.15 As mentioned, the standard lobbying model pre-
sented above has not yet been tested on field data, though a fair amount of
experimental evaluation of the model has been carried out (Potters and van
Winden 1996, 2000; cf. Camerer 2003: 427–430). Observed behaviour in the
laboratory lends considerable support to the directional hypotheses for sub-
jects in the role of sender type t1, and for subjects in the role of receivers
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(though changes in behaviour are not as sharp as the model predicts).
However, experiments also show that increases in a2 increase the frequency of
costly lobbying from subjects in the role of sender type t2. This is at odds with
the model’s predictions. In addition, subjects respond to history in a way
indicative of learning in fictitious play (which is far from compatible with the
sophisticated Bayesian learning that is the bed rock of the model). By and
large, however, the standard costly lobbying model gains enough experimental
support for it to remain an interesting candidate for empirical tests on field
data.16

Research design and descriptive statistics

To test the model, we use a combination of hard data and survey data collected
from Norwegian voters, municipalities and central authorities. The number of
interactions analysed is 239: 119 interactions covering the local election period
1995–1998 and 120 interactions covering the local election period 1999–2003.
The municipalities in the sample constitute a random, stratified, draw. Some 80
per cent of the municipalities in the sample have more than 5,000 inhabitants,
compared to 59 per cent in the universe of Norwegian municipalities. Exclud-
ing Oslo, half of the Norwegian population lives in the 46 largest municipali-
ties, all of which have more than 18,900 inhabitants. In the sample, roughly 49
per cent of the population lives outside of Oslo.The sample in this way reflects
the kind of municipality in which most people live. In spite of small munici-
palities being under-represented, the sample deviates little from the universe
with respect to political, economic and demographic variables.17

Variables describing the lobby cost incurred by the municipalities in these
interactions were aggregated from a survey eliciting responses from a total of
5,115 representatives in 239 different local councils: 2,706 representatives from
119 councils in 1999 and 2,409 representatives from 120 councils in 2002–2003.
Variables describing the conflict between local and central politicians were
aggregated from national election surveys covering a total of 3,959 respon-
dents: 1,949 in the national election survey of 1997 and 2,010 in the national
election survey of 2001. Data on discretionary funding were provided by the
Ministry of Local Government and Regional Development, while election
data, data on local taxes, population demographics and a measure of the
centrality of municipalities were provided by Statistics Norway.

Norwegian municipalities (numbering 433 altogether) are responsible for a
number of public services.18 Tax revenues account for 45 per cent of municipal
revenues. Most of the tax revenues are collected as a proportional payroll tax
(i.e., as income taxes). The central government stipulates the minimum and
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maximum tax rates. Currently all municipalities use the maximum level. Block
grants and earmarked grants account for most of the other revenues, although
a modest amount of discretionary funding is also available. The municipalities
collect fee revenues, particularly in the infrastructure sector. Since municipali-
ties are required to balance their budgets, the long-term impact of higher
spending levels is higher taxes. Income tax rates are constrained, and infra-
structure fees must be used to counterbalance spending increases. A block
grant system has been designed to compensate small municipalities and coun-
ties for diseconomies of scale, and the grant system is also used as part of
regional policy making.

Local elections to municipal and county councils are held every four years
in between national elections. Local elections are based on proportional rep-
resentation. Seats in local councils are distributed among political parties
according to the relative numbers of votes obtained in multi-member con-
stituencies. Local councils elect an executive board, which comprises senior
members in proportion to the party seats in the council (the alderman prin-
ciple).19 The executive board is, among other things, responsible for the prepa-
ration of budget proposals. Elections take place in a single constituency in
every municipality. National representatives are elected from 19 constituen-
cies. The national electoral system is geographically disproportional since the
number of seats in the national assembly is not proportional to the number of
voters in each constituency.

As dependent variable we construct a success variable related to the
amount of discretionary funding obtained by the municipalities. Discretionary
funding is measured in the final year of the local election period.20 Lobbying
success – the success in obtaining discretionary funding – is explained by the
conflict of interest between the lobbyist (the municipality) and the political
decision maker (the national assembly), and by the lobby cost incurred by the
municipality. In other words, H1 and H2 in the lobby model are tested. Data
allowing tests of H3, H4 and H5 is unavailable.21

Discretionary funding is formally obtained from the county governor. The
county governor, however, is hierarchically subordinate to the Ministry of
Modernisation, which in turn is a part of the executive controlled by the
pivotal party in parliament. Lupia and Strøm (1995) argue that in a parliamen-
tary system operating by the principle of no-confidence votes, such as the
central level in Norway, the pivotal party may or may not be included in the
governing coalition.22 The alderman principle practiced at the local level
makes it difficult to identify a governing coalition at all.23 To overcome these
problems we define the pivotal party in both the local and central majority
assembly as the median party of that assembly. In order to identify the median
party, we need a common ordering dimension, the mean score of the party on
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that dimension and the seat shares of parties represented in the different
assemblies. An ordering dimension can be found in the national election
surveys. Data from the national election survey of 1997 was used for the local
election period 1995–1998, and data from the national election survey of 2001
for the local election period 1999–2003.24 In this way we cover the last two
years in each election period. In the national election surveys respondents are
asked to indicate their political position on a left-right scale, as well as their
party vote.25 Using these responses and electoral data allow us to compute the
positions of the party medians in the national and local assemblies on the
left-right scale over the two periods.

Constructing a conflict measure on the median positions is a priori appeal-
ing; there is a strong theoretical argument favouring the median of an assembly
as the appropriate expression of the aggregated preference of that assembly. It
then follows naturally that the conflict measure should focus on the distance
between medians. The absolute distance between the median party in a local
assembly and the median party of the national assembly in a given period
provides us with a measure of political conflict between the relevant pivotal
parties on the dominant dimension of politics. To make the measure compa-
rable over electoral periods, the left-right dimension was rescaled to a 10-point
scale, from 0 far left to 9 far right.

A crucial question is whether this conflict measure corresponds to the kind
of conflict relevant to the lobbying model? We think the answer is ‘yes’, for the
following reason. In the lobby model the conflict of interest increases with a1

(the value to the municipality of a false bailout). Provision of funding and
allocation of responsibilities to the local authorities is the prerogative of the
central authorities,and ultimately hinges on the preferences of the pivotal party
in the national assembly. If a municipality requests discretionary funding, this
testifies to a lack of realistic budgeting by the central authorities. Ultimately,
seeking additional funding entails criticising the national pivotal party for
unrealistic budgeting (claiming under funding or overburdening of local majori-
ties). Seeking additional funding on false premises is presumably less costly the
less in agreement with the national pivotal party is the local pivotal party.

The lobby costs incurred by the municipalities are calculated from the
survey of local representatives, where the question of relevance was:

Many representatives to the council are of the opinion that their own
municipality does not obtain the required amount of resources from the
central authorities. Have you personally, in the present legislative term,
made contact with representatives to the national assembly in order to
influence the resource situation of your own municipality, and if so how
often have you made such contacts?26
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For the municipalities included in the survey, a variable of incurred lobby costs
was constructed by dividing the average response of members in a given
council by the number of members belonging to that council.Thus the measure
of lobby costs is the average number of lobby contacts per council member.

One may object that the kinds of costs incurred by making contact are
bound to be low, maybe too low to matter. This, however, misses the point.
Contacting parliament with the intent of obtaining funding takes time, and as
long as time is a scarce resource, contacts carry a cost (given by the optional
value of time). It may be that such costs are moderate in absolute terms. In the
model, however, the significance of costs is measured relative to the benefits of
funding and the conflict of interest. Since political conflicts are moderate and
discretionary funding small, moderate costs may be enough. Whether they are
high enough is something we will let the data decide.

One may also object that costs of contacting parliament are not the only
relevant lobby costs. This is certainly a valid objection, but the only costs the
surveys provide information about are costs of contacting parliament. Using
register data to construct other kinds of cost measures could provide an
avenue for an extended cost concept.The problem, of course, is that such costs
would not be explicitly linked to the lobby decision in question, in the way that
our contact costs are. For this reason, we have decided to focus on contact costs
exclusively.

As mentioned, elections to the Norwegian national assembly are geographi-
cally disproportional.This creates incentives for tactical redistribution towards
districts with many seats per voter.27 To control for such effects, the number of
seats per 1,000 voters of the national constituency where the municipality
belongs is included. We also expect redistribution in the direction of poorer
municipalities due to social preferences.28 To control for this, a variable measur-
ing the sum of local income taxes and local property taxes per capita is included.

Finally, we control for differences in the local demand structure facing the
different municipalities by including a centrality index, population size and the
population fractions below 5 years of age, 5–15 years of age and over 80 years
of age. The centrality index varies between 0 for periphery and 7 for big city.
The use of centrality, population and demographics as controls for demand
characteristics is common in studies of Norwegian local public finance (e.g.,
Rattsø 2004; Sørensen 2003). As pointed out above, the control for population
has an additional rationale given by the stratified random draw of the sample
of municipalities in the dataset.

The lobby model contains statements about the probability of success in
lobbying. To account for this, the dependent variable was categorised as a
dummy, assigning value 1 to discretionary funding of 100 NOK per capita or
more (a success), and value 0 otherwise (a failure). The cut point is set well
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above the mean of the sample, giving force to the prefix ‘substantial’ used
before discretionary funding. The analysis is not sensitive to moderate varia-
tions in this cut point.

We note (Table 2) that the conflict measure has low variance and mean.
Utilising this measure therefore amounts to lining up a ‘least likely test’ of the
relationship between political conflict and lobby success. The low mean and
variance indicate that political conflicts are moderate in our data. A question
is, of course, how moderate? The average distance between the medians of the
conservative party and the labour party – a substantial conflict in political
terms – is 1.6 points on the left-right scale.The mean deviation is 0.55 (Table 2).
Thus, the mean deviation is a third of the conflict between the labour and
conservatives. It is largely a matter of taste whether we call this a small or
moderate conflict.

Theory informs us that the magnitude of conflict must not pass a threshold
value determined relative to the lobby costs, if lobbying is going to succeed.
How do we identify this threshold value? We propose to let data solve the
problem. Based on a sensitivity analysis, the dummy for heterogeneity was
given the value 1 (for significant conflict) if the absolute value of the deviation
was more than one point on the left-right scale (heterogeneity), and 0 other-

Table 2. Descriptive statistics, periods 1999–2003 and 2004–2007

Minimum Maximum Mean
Standard
deviation

N 239 239 239 239

Discretionary funding (1,000 NOK per
capita)

0.00 6.27 0.67 0.81

Dummy discretionary funding (�100 NOK
per capita)

0.00 1.00 0.87 0.34

National representatives (per 1,000 voters) 0.05 0.11 0.07 0.01

Local tax (1,000 NOK per capita) 7.40 23.66 11.94 2.33

Continuous conflict measure 0.00 5.32 0.55 0.87

Dummy: High conflict level
(heterogeneity)

0.00 1.00 0.23 0.42

Number of local representatives 13.00 85.00 34.77 13.11

Contacts per local representative 0.00 0.20 0.05 0.03

Centrality index 1.0 7.0 4.4 2.4

Population in 1,000s 1.2 231.0 15.9 15.9

Fraction �5 0.05 0.11 0.08 0.08

Fraction 6–15 0.10 0.17 0.13 0.13

Fraction �80 0.01 0.08 0.07 0.07
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wise (homogeneity). A conflict of one point is roughly twice the size of the
mean conflict in the dataset. It also turns out that the coefficient of this dummy
is rather insensitive to the exact placement of the cut point in the neighbour-
hood of a deviation equalling unity.29

The underlying self-placement on the left-right scale, and therefore also the
conflict measure, is bound to exhibit some amount of measurement error.
Furthermore, the expectation is that in a system with overlapping dimensions
of political conflict, such as the Norwegian system, conflict on a single dimen-
sion has to be pronounced in order to produce lack of trust on a more general
basis.30 The dummy for substantial conflict may help mitigate these problems
somewhat. In the regressions, a continuous conflict variable (absolute devia-
tions of medians) is reported alongside the dummy for heterogeneity (based
on a cut point of one point deviation between medians).

Table 2 provides the relevant descriptive statistics. The Potters and van
Winden model predicts a higher frequency of lobbying, and a higher probabil-
ity of success, from homogeneous groups than from heterogeneous groups.
Merely correlating a measure of lobby investments (such as number of con-
tacts, level of lobby expenditures and the like) with policy outcomes is then
likely to overstate the effect of lobbying, making an instrumental-variable
approach necessary (Sloof 1998: 19; Potters & van Winden 1996; cf. Sørensen
2003). However, in the analysis that follows, a representative sample of local
politicians report their number of lobby contacts, whether these are zero, low
or high. Thus, the data is not contaminated by self-selection due to expected
lobby success (in opposition to most of the studies listed earlier). In addition,
conflicts of interest between lobbyist and decision maker is explicitly con-
trolled. Due to this, negative bias stemming from problems of endogeneity
should not be expected, and a single equation design seems appropriate.

Confrontation of model and data

Table 3 present the results in the form of logistical regressions. As can be seen,
the political variables have signs as expected, and are significantly different
from zero at conventional levels. In accordance with the lobby model, the
probability of successful lobbying increases with increasing lobby costs, and
decreases with increasing conflict of interest between sender and receiver. We
observe that the continuous measure of political conflict (Model 5) has the
right sign in controlled regression, but is far from significant at conventional
levels. Focusing on the dummy formulation of significant political conflict
instead (Models 3 and 4), obtains the right sign and statistical significance at
conventional levels.
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In what follows we discuss the dummy formulation explicitly since the
theory predicts that the effect of conflict level on lobbying success should be a
step-function, not a continuous function. Since we have let the data determine
the cut point of interest on the conflict variable, and since this procedure might
be questionable, we also bear in mind that the continuous version of the
conflict measure does not have a significant effect on lobbying success, and that
our results for this reason should be interpreted with some care.

As can be seen, tactical redistribution is at work by channelling discretion-
ary funding towards municipalities belonging to counties with large expected
payoffs in terms of voter support (counties with many parliamentary seats per
voter). On the other hand, a social preference motive for distributive outcomes
is also at work, channelling funds towards poorer municipalities. The p-values
of the variables for distributive motives are largely unaltered by inclusion of
the lobby variables, and the model fit is acceptable judged by the Chi-square
statistics of the model and the percentage of correctly predicted observations.

Figures 1, 2 and 3 illustrate the interactions between the variables of the
lobby model, and the motives for distribution. The probability curves in these
figures are based on the estimates in Model 4 (Table 3), and are comparable.31
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Figure 1. Talk, average tax income per capita (11 940 NOK) and average number of repre-
sentatives per 1,000 voters (0.07).
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Figure 1 shows the probability curve for a municipality with average tax income
per capita (11,940 NOK), belonging to a county with an average number of
national seats per 1,000 voters (roughly 14,200 voters behind every representa-
tive).With no investments in lobbying, the probability of substantial discretion-
ary funding is 83 per cent for a local median party in broad agreement with the
national median party, while the corresponding probability for a local median
party in significant disagreement with the national median is 62 per cent.
Investing in lobbying increases the probability of substantial funding, but at a
diminishing rate. The probability of substantial funding increases faster for a
local median in broad agreement with the national median than it does for one
in significant disagreement. For an investment equal to the maximal investment
observed in the dataset,32 conflicts of interest between the local and national
median do not matter and substantial discretionary funding is secured.

Figure 2 shows the probability curve for a municipality with maximal tax
income per capita (23,660 NOK), belonging to a county with a minimal
number of national seats per 1,000 voters (roughly 20,000 voters behind every
representative). As is evident, the rich and under-represented municipality
must invest much more in lobbying than the average income, averagely rep-
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Figure 2. Scream, maximum tax income per capita (23 660 NOK) and minimum number of
representatives per 1,000 voters (0.05).
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resented municipality in order to achieve the same probability of substantial
discretionary funding. The median party in the rich under-represented
municipality has a 29 per cent chance of obtaining substantial funding if it is in
broad agreement with the national median party and invests nothing in lob-
bying (54 percentage points less than a comparable median party in the aver-
agely rich, averagely represented municipality). If the median party in the rich
under-represented municipality is in significant disagreement with the national
median and invests nothing, its chances of substantial funding drop to a
meagre 12 per cent (51 percentage points below that of a comparable median
party in the averagely rich income, averagely represented municipality). Lob-
bying nonetheless increases the probability of obtaining additional funding for
both high and low conflict types, but to offset the differences between types,
investments need to be much higher than in the averagely represented, aver-
agely rich municipality.The median of the rich under-represented municipality
needs to scream, rather than talk, particularly if it is in high conflict with the
national median.

Figure 3 shows the probability curve for a municipality with minimal tax
income per capita (7,400 NOK), belonging to a county with a maximal number
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Figure 3. Whisper, minimum tax income per capita (7 400 NOK) and maximum number of
representatives per 1,000 voters (0.11).
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of national seats per 1,000 voters (roughly 9,400 voters behind every represen-
tative).As is evident, the payoff from investing in lobbying is almost zero for the
poor and over-represented municipality. Substantial discretionary funding is
forthcoming with probability bordering on one for both high and low conflict
medians in poor and over-represented municipalities, even if no contact is
taken with national representatives. In the absence of lobby investments, the
probability that a poor and over-represented municipality obtains substantial
funding is 70 percentage points higher than that of a rich and under-represented
municipality, provided both local medians are of the high conflict type. If local
medians are of the low conflict type, the edge of the poor and over-represented
municipality is a full 88 percentage points. The median of the poor over-
represented municipality needs merely to whisper to obtain additional funding.

Conclusions

The standard model of costly lobbying predicts that the probability of a favour-
able response by political decision makers increases with the lobbyist’s invest-
ment in the outcome, and with decreasing conflict of interest between lobbyist
and politician. In this article these predictions are tested on a dataset contain-
ing 239 lobby interactions between local and national medians in Norway. The
data are based on the aggregation of survey responses from over 9,000 voters
and politicians, as well as electoral, demographic and budget data. The predic-
tions of the standard model of lobbying fare well in these data, but the pre-
dictions are contingent on the incentive the national median has to redistribute
resources. Data indicates that if a local median party does not deviate ‘too
much’ from the national median party, it may capture substantial discretionary
funding by investing in lobbying . . . , and more so the more it invests. This
conclusion rests on an inductive determination of the cut point of ‘too much’.
Since a continuous measure of conflict is not significantly related to lobby
success, the robustness of this relationship may nevertheless be questioned.

A qualifying condition is that the national median party’s tactical and social
incentives to redistribute must not work too aggressively against the local
median party. In Norway, the richer municipalities are on average located in
under-represented counties, while the poorer municipalities on average are
located in over-represented counties. On average, therefore, tactical and
social incentives for redistribution interact. For over-represented and poor
municipalities this makes lobbying almost superfluous. For under-represented
and rich municipalities it makes lobby investments a low-yield activity, par-
ticularly so if the local party median deviates significantly from the party
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median in the national assembly. The lesson seems to be that lobbying is
embedded in a larger political game that needs to be taken into account when
assessing the effects of lobbying.
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Notes

1. See, e.g., the survey of work on interest group activity in the United States by Grossman
and Helpman (2001: 1–13) and Mahoney (2004) with references for the study of interest
group activity in the EU.

2. Equilibrium play often needs to be supported by sophisticated and controversial out-
of-equilibrium beliefs. More generally, modern microeconomic theory questions the
Bayesian-Nash approach to decision making and learning as well as the use of utility
functions that are not other-regarding in some sense.

3. The notion of strategic interactions between different levels of government is widely
used in political economy models. In such models, elected representatives at the various
levels are commonly the decision makers (e.g., Persson & Tabellini 2000: Chapter 7).
Such is the case in models of bailout, where it is assumed that local assemblies lobby
central powers for various benefits, including additional funding (see, e.g., the contribu-
tions in Rodden et al. 2003). A sharp distinction between party-internal and party-
external communication is not made. It is the communication between levels of
governments that are highlighted.

4. The term ‘bailout’ is used in the conventional way.
5. This, in its turn, may be seen as an underlying aversion to uncertainty.
6. The updated belief is given by Bayes rule: P(t2|c) = P(c|t2) · P(t2)/[P(c|t2) · P(t2) +

P(c|t1) · P(t1)] = p/[p + a · (1-p)]. Randomising in order to produce indifference in the
receiver, senders of type t1 sets a so that P(t1|c) · b1 = P(t2|c) · b2. Simple substitution
shows that this requires a = p · b2/[(1-p) · b1].As noted, a best response by the receiver is
to set r(x2) = c/a1.

7. There is no room for the totally unexpected to happen in the semi-separating equilib-
rium (both lobbying and no lobbying happens with positive probabilities). In the pooling
equilibrium no lobbying should occur, thus beliefs in the event of observed lobbying
must be specified. It has been shown that the pooling equilibrium can be supported by
some, but not all, ‘reasonable’ restrictions on out-of-equilibrium beliefs. (E.g., behaviour
in the pooling equilibrium is supported by ‘intuitive’ and ‘divine’ out-of-equilibrium
beliefs, but not by, say, ‘universally divine’ or ‘consistent forward induction’ beliefs. For
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more detail, consult Potters and van Winden (1992) and Sloof (1998: 53). For experi-
mental studies of refinements on out-of-equilibrium beliefs, see the survey in Camerer
(2003: 411–427)).

8. For additional extensions of costly signalling games, see, e.g., Banks (1991) with refer-
ences, and the discussion in Camerer (2003: 408–464).

9. In general, the presence of a verification possibility induces more truth telling in equi-
librium, and allows the receiver to shift a larger fraction of the information cost to the
sender.

10. The model necessitates a verification option for the receiver.
11. The single major change over the time period in question is the establishment of a

register in 2001. Municipalities with specific fiscal problems are registered here. The
consequence of being registered is that fiscal dispositions have to be approved by the
county governor before the municipality can execute them. The municipality drops out
of the register after the fiscal problems are solved. Data from the register for the years
2001–2004 were collected, and various variables utilising the register data were con-
trolled for in the empirical analysis of the article. No pattern was revealed, and variables
based on the register are not reported.

12. Discretionary funding as percentage of total revenues (general grants + earmarked
grants + income tax + property tax) has a maximum of 15 per cent and a mean of 2 per
cent in the set. Some 94 per cent of the municipalities have discretionary funding at 5 per
cent or less of total revenues. The maximum amount of discretionary funding in the set
is 6.270 NOK per capita, and the mean in the set is 670 NOK per capita.

13. In 2003, discretionary funding amounted to 1.2 per cent of total block transfers to the
municipalities.

14. Parts of this section draw on Sloof (1998: 18–20).
15. The econometric design and the results were heavily criticised by Baumgarter and Leech

(1996a, 1996b). Austen-Smith and Wright (1996) respond to the critique and provide
additional data in support of the counteractive lobby model.

16. This can be seen as an instance of Gary Bolton’s hothouse proposition, where models
are shaped in interaction with laboratory testing: ‘The models that survive this process
are then ready to be tested outside the hothouse, in the field, the ultimate arbiter of
validity’ (Bolton 1998: 258).

17. For further documentation, see Monkerud (2003). A weighting scheme that reflects the
stratification of the sample was tried out. Unsurprisingly, this did not change the con-
clusions of the article. Results from un-weighted analysis are therefore reported.

18. The most important ones include the establishment and operation of kindergartens,
primary schools, health centres/primary health services, social welfare, culture (cinema,
sports, music schools, etc.), some clerical functions, communication (municipal roads),
infrastructure services (water works, sewers, refuse collection and disposal), planning
and construction, industry development, and operation of public utilities and tax
collection.

19. Exceptions are Oslo and Bergen, which operate on a parliamentary principle.
20. The reason for choosing the final year becomes evident by looking at the wording in the

survey question tapping the local representatives lobby contracts, which is reproduced in
the main text.

21. An attempt was made to explain the lobby frequencies of municipalities by constructing
an a priori probability of true bailout by utilising the register for fiscal problems estab-
lished in 2001 (see Note 12). This attempt did not lead to significant results.
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22. This does not detract from the fact that almost all Norwegian governing coalitions in the
postwar era have included the median (= the pivotal) party of the national assembly.

23. At least this is true for the majority of situations where no single party obtains a majority
in the local elections.

24. A weighted average of election surveys enveloping the local election period was also
tried. Using a weighted average does not alter results qualitatively.

25. One often talks about the left-hand and the right-hand side of politics:Where would you
place your self in politics on a scale from 0 to 10 where 0 if far left and 10 is far right?

26. The options where to tag off in one out of four categories: More than 7 times; Between
3 and 6 times; Between 1 and 5 times; Not at all.

27. The effect of such incentives on resource allocation has been demonstrated in an
exchange model (Sørensen 2003), as well as in a probabilistic voting model (Helland
et al. 2005).The final model extends the tactical budgeting logic of electoral competition
(Dixit & Londregan 1996; Cox & McCubbins 1986; Lindbeck & Weibull 1987) to account
for geographical over- and under-representation.

28. The social preference concept is wide, incorporating intention-based as well as outcome-
based preferences. What we have in mind is theories such as those presented by Bolton
and Oxenfels (2000) and Fehr and Schmidt (1999) postulating that individuals (and by
aggregation, collectives) have preferences over pecuniary gains as well as the distribu-
tive outcome.

29. Based on Model 4 (Table 2) the cut point of the dummy for heterogeneity was varied
between 0.75 and 1.25 with increments of 0.05, the resulting coefficient values were: -0.2,
-0.2, -0.2, -0.15, -1.1, -1.1, -1.1, -1.1, -1.3, -0.6, -0.6, with corresponding p-values of 0.7,
0.7, 0.7, 0.8, 0.06, 0.06, 0.06, 0.06, 0.06, 0.03, 0.6, 0.5). The other independent variables in
Model 4 (Table 2) were largely unaltered by this. As can be seen. the sensitivity analysis
indicates a critical range of conflict around an absolute deviation of unity.

30. Aardal (2003) documents the overlapping dimension structure of Norwegian politics.
31. Control variables are held at their sample means.
32. Corresponding to a situation where every fifth local representative contacts national

representatives with the intention of obtaining additional funding.
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