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An examination of the factors affecting the formation
of interest groups in OECD countries*

PETER MURRELL

1. Introduction

It is now readily accepted by economists that interest groups affect
economic outcomes in significant ways. For example, the theory of rent-
seeking points out that a large amount of economic activity can be wasted
in the pursuit of monopoly rents {Buchanan, Tollison and Tullock, 1981).
The capture of such rents is often the goal of interest groups. Both Stigler
{1971) on regulations, and Pincus (1975) on tariffs provide evidence COTSiS-
tent with interest group influence. In perhaps the most far-reaching theory,
Olson (1982) has sought a general explanation of comparative national
economic performance in the conditions which lead to differences in in-
terest group structure between nations.

Given that interest groups are significant political and economic agents,
an investigation of the factors affecting interest group formation con-
stitutes an important area of economic research. Building an understand-
ing of such factors enhances our knowledge of the ultimate determinants
of economic activity. The aim of this paper, therefore, is to undertake an
examination of the reasons why interest group activity varies between
polities.

In the empirical sections of this paper, a cross-national measure of in-
terest group activity is used. The properties of this measure are described
in section 2. [t seems that such quantification of interest group activity con-
stitutes a considerable advance on previous work. For example, Salisbury
(1975: 177), in a survey of the interest group literature, declares that there:
‘.. is a nearly total absence of interest group data of even the simplest
kinds.”! Thus, although the measure is a crude one — a count of the
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number of interest groups in a country — its use is justified by the fact that
alternatives do not, at the moment, exist.?

One can draw on many existing theories in order to identify variables io
be tested as possible determinants of interest group activity. These theories
.E.o. adumbrated in section 3. In cne case, the influence of population, exist-
Ing theory is incomplete and thus an attempt is made to expand o.u that
theory. In sections 4 and 5, the theories are tested. Because the number of
variables is large in relation to the number of observations, the standard
methodology of multivariate testing was inapplicable. Therefore a variety of

Hm,ﬁ were applied, The n.onn_n&um comments summarize the results of these
ests.

2. The dependent variable

Hda concept of an ‘fnterest group' is extremely nebulous and no attempt
will .wo made here to give it a precise meaning. Nevertheless, it is necessary
mo Etve some indication of the characteristics of the organizations that are
Enw:non in the data for the dependent variable, Three important properties
o._.. ._-.ﬁnnnﬁ groups are the degree of formal organization, the types of ac-
tivities the group undertakes, and the types of characteristics which the
members share (Salisbury, 1975; 173 176). The nature of the groups in the
sample can be clarified by referring to these three properties.

d.n. .E.oEum inciuded in the data are ali formal non-governmental

c._.mmEﬁ:o:u. The types of activities which they undertake are differen-
.E.Sn_ mB.E those of other economic agents in that the groups® activities are
in E.:.mEn of ‘goods’ which are, to some degree, nonexcludable and
ue.::_ﬁ_. The nonrivalry means that separate economic agents can increase
z...amn. welfare by acting together through the interest group rather than in-
dividually. The nonexcludability differentiates these groups from ‘clubs’
(Sandler and Tschirhart, 1980: 1482). Although the activities of these
groups m.mn not necessarily tied to the public sector, the nonexcludability
characteristic does mean that often the group can best pursue its aims
through interaction with the public sector.
. Toclarify the types of characteristics which the members of interest groups
included in the present sample hold in common, it is useful to distinguish be-
tween ‘sectional’ and ‘promotional’ groups (Salisbury, 1975: 182). Sectional
m.zw:um represent the economic agents who undertake aspecific economic ac-
tivity: for example, an industry’s trade association. Promotional groups are
groups organized to express a particular policy preference: for example, a
temperance association. Thus, the goals of the sectional group are much
more closely related to the primary economic activities of its rmembers than
are the goals of promotional groups.’ The data source used in constructing
the dependent variable [ists only sectional groups,

153

In summary, the interest groups included in this paper’s data are non-
governmental formal organizations whose members share sectional inter-
ests the attainment of which requires the production of goods which have,
10 some extent, the properties of public goods. However, it must be em-
phasized that this is an ex post description of an existing data set rather
than an ex anfe construction used to guide data collection. The definition
is a description of the types of associations listed in the World Guide to
Trade Associations (1972). This reference work lists the names and ad-
dresses of trade associations in many countries in the world. In construct-
ing the dependent variable, all listed associations were included in the data.

The decision to include all associations was made for two reasons. First,
a cursory examination of the listed associations reveals that they conform
to the above definition.* In particular, the overwhelming proportion of the
groups are associations formed to promote the coliective interests of the
enterprises in some particular branch of economic activity er in a specific
region. Second, any culling of the data would require the use of informal
rules which would leave open the possibility of an introduction of bias. By
inclnding ali associations, one can ensure that the only biases which could
be present are those which might have been introduced by the compilers
of the compendium.

The dependent variable is simply the number of interest groups in a par-
ticular country in 1970. This variable is obviously not an ideal measure of
interest group activity or strength but lack of information precluded the
construction of a better measure. For example, in a measure of politico-
cconomic strength one would want to include data on membership and
contributions. However, such information is not presently available.

Although not ideal, the dependent variable is, under reasonable assump-
tions, suitable for testing hypotheses on the determinants of interest group
activity. The basic assumption is that when a new interest group is formed
it will have new members, elicit new contributions, and undertake new ac-
tivities and these members, contributions, and activities will not simply
replace those of an existing organization, Conversely, if there is a change
which causes an increase in interest group activity in existing groups, this
change is also likely to spur some previously-latent groups into existence,’
Under these assumptions numbers and activity will be correlated, at least
at an aggrepate level,

The number of interest groups was calculated for each of the 24 OECD
countries. This study is restricted to those countries due to lack of available
data on the independent variables for other countries. To test many of the

theories outlined in section 3, one requires variables representing concepts
which are difficult to quantify or variables for which it is difficult to obtain
comparable measures across countries. Thus, the data have been obtained
from a variety of specialized compilations rather than from standard
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sources. Use of these compilations dictates restriction of the sample to
OECD countries.

3. Theories of interest group formation

In this section, theories of interest group formation are reviewed. Hypo-
theses which can be derived from these theories and s_.En: can be tested
given the available data are stated explicitly. The ﬁ.z.EE.nm used to test
these hypotheses are briefly described.® Where o:mscmo.éﬁno_._ of nonmnvz
is not m:.mmwrﬁo_.im_.n, alternative forms of quantification mmn described.

In the following, most of the theories are nauﬁb&.qn_.w briefly because
they have been clearly presented elsewhere. Iciﬂ.ﬁ. in one E.n.m. the rela-
tionship between numbers of interest groups and size of population, E.n ex-
isting literature is very incomplete. In that case, conu.._._mn new material is
presented, the description of the theory is more detailed.

3.1 Population

Population is the most obvious variable with which to explain the E:dcn_.
of interest groups. However, existing theory does not delve very deeply into
the nature of that explanation. Dahl and Tufte (1973; 30-40) present an
hypothesis, based on elementary arguments. First, they _uo.__: out that n_._m..
ficulties of controlling organizations will lead to the creation of sub-units
as size increases. Second, some countries may not be large enough to con-
tain certain interest groups. Thas, they deduce that (Dahl and Tufte, 1973:
. 40): ‘Other things being equal . .. the larger a 8:5.& . :.ﬁ .mnnm_n_. the
* number of organized interests or interest groups it will ooaﬂm_m. In the _.o
mainder of this sub-section, the causal factors leading to this hypothesis
are spelled out in more detail. .
Countries with larger populations will differ from smaller ones in two
important ways. First, if there is foreign trade and there are mnonon._ﬁ of
scale in the production of some goods, a larger no.._n..a ,Sm_ produce a
wider range of goods. That country will have more H.EHE:.S“ .Ea thus
potential for more interest groups. Instead of formulating an indirect rela-
tionship between size and numbers of interest groups, one can use a more
direct hypothesis:

Hypothesis |. The number of interest groups Em_dmmnm with the
number of industries in a country.

In order to test this hypothesis, a variable, NIND, measuring the number

g
of industries in each country, has been created.
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The second way in which larger countries differ from smaller ones is that
the former have more regions. More regions implies more interest groups
_because regions often have separate governments (Dahl and Tufte, 1973:
37) which create a focus for lobbying activities. Also, when there is litile
trade between regions in a particular commodity or service, optimal provi-
sion of interest group activities for the producers of that commodity or ser-
-vice will be through regional interest groups. Hence,:

Hypothesis 2. The larger the number of regions, the larger will be
the number of interest groups.

The number of regions is measured by two variables, neither entirely
satisfactory. REGD is based on demographic data, while REGP is based
on & count of political subdivisions. .

An increase in the numbers of groups caused by increases in the number

- of regions and industries is an indirect effect of an increase in population.

1n the remainder of this section, it will be argued that there are direct of-
fects of population increases: effects which are due solely to changes in
population and not due to the effect of some intervening variable. To make

 this argument, it is first necessary to discuss the importance of heterogenei-

ty of group membership in group formation and then to build a simple
model to show the relationship between heterogeneity, country size, and
Eroup size. :

The members of any interest group will have heterogeneous characteris-
tics. For example, the firms joining an industrial association will be located
in different areas, face different demand elasticities, be of different size,
etc. Members with different characteristics will demand different policies
from an interest group. The further are the policies from those desired by
a particular member, the less benefits will that member obtain from an in-
terest group. As a group becomes mare heterogeneous, the policies will lic

‘further away, on average, from the needs of its members. Therefore, as

heterogeneity increases, benefits per member will decline. If the group

" undertakes a rational membership policy in expanding its membership, it
will first accept members whose characteristics are closest to those of ex-

isting members. Thus, heterogeneity will increase with group size and

benefits per member will decrease with group size.?

For a group of given size, degree of membership heterogeneity will vary

" with population. Assume that, as population expands, the degree of
- heterogeneity of the population remains the same.'® As population ex-
pands, a group can increase its size at the same rate without any consequent
decrease in homogeneity. Thus, if, as is likely, the total benefits from the

activities of the interest group are proportional to the size of the market,
benefits per member will not change if Eﬂ.:we.m_mn rises at the same rate
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as population. The benefits per member function then is B(N/P) where N
is group size, P is population and B'{N/P) < 0. .

The cost function per member of the interest group can be written as
C(P)/ N, where C'(P) > 0. The parameter o measures the nsm:...m of
publicness of the interest group activities: the interest group m.._mﬁ__a a
public good if « = 1 and a private good if o« = 0. On mwo_wmmc_ﬁvcon that
the interest group decides on its own membership size™ and that new
members must be charged the same membership fee as H.U.E members, the
group will maximize net benefits per member. N will be chosen to

maximize:
B{(N/P} — (C(P)/N™).
The first order condition is:
(B'(N/PVP) + a(C(PY/N**") =0
and the second order condition is:
(B (N/PYP*) — ala + D) {CPY/N**?) < 0.
Thus,

dN/dP  {—(B"(N/PYP) + a(CPYN"*?} + oP(C'(PYN"?))
N/P (B (N/P)/P?) — (C(PY/N**?) ol + 1)}

After some simple algebra, it can be shown that if { C'(PRP/C(P) ) A. a
then (dN/dP)/{N/P) < 1. If this condition holds, then 9_.“ mEBcﬂ. of in-
terest groups must increase with population since the elasticity of number
of groups is equal to one minus the elasticity of the _En&n._. of members
in a group.'? Thus, it is important to investigate whether { C' (P)-P/C(P) }
is a plausible assumption. o
AHM Wn mn_noism. it will be argued that this assumption will be satisfied
for a large class of interest groups. Nevertheless, the reader m_:u:_a.,an
warned againsi interpreting the following as arguing Emm the Emc_nuz.o:
will always hold. It would be easy to think of cases in which the ?:us,_.um
arguments do not apply. That is why empirical ﬁ.nma are :oommmmww to in-
vestigate whether the implications of the assumption do hold in the aggre-
ate. .
¢ Consider the case of an interest group whose goal is to o_.un.E._ BOVErn-
ment help, say in the form of a tariff. The costs of oEu.._E_._m the m.u-
propriate legislation will be largely independent of group size. Hence, in
this case & = 1." Thus, one should investigate whether | C'(P)-P/C(P) }
< 1 is a plausible assumption.
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Analysis of changes in the cost of procuring government legislation
_ depends upon which theory of government one holds. One theory is that
" the public and politicians are persuaded only by information and ideology.
Given economies of scale in informational activities, the cost of persuading
the public will not rise faster than population. Similarly, given that
legislative size does not rise proportinately with population,” the cost of
Pprocuring a legislative majority solely through informational activities will
not rise faster than population,

An alternative theory of government views legislation as being bought
- (McCormick and Tollison, 1981}. Therefore, one must examine the change
iin the price of a vote in the legislature when population changes, As
-population increases, so does legislative size and number of citizens per
Tepresentative, but neither increases as fast as population.’® Increases in
size of legislature reduce the price of a single vote, due to increasing com-
petition between representatives (McCormick and Tollison, 1981: 33.) The
price of a vote also fall because, with more voters per representative,
‘monitoring of representatives becomes less beneficial for each voter,
making supply of a vote less costly to a legislator (McComick and

~ Tollison, 1981; 34). With the price of a vote falling and the size of the

legislature not rising as fast as population, the cost of a majority will not
rise as fast as population. Hence, one can conclude that, independent of
whether voters are procured by money or by informational activities,
fCHUPYPICP)) < 1.

* If the foregoing analysis is accepted, then the immediate implication is

' thar the number of interest groups must rise when population rises. This

.am.ma of population will be present even if the number of industries, the

number of regions, and the degree of heterogeneity of the population re-
main constant:

Hypothesis 3. An increase in population will, per se, increase the
number of interest groups,

“The variable POP is simply the population of a country.

32 Political system

“The ease with which interest groups can form varies with the openness of

the political system. This view is most clearly stated by Dahl (1971: 4)
whose concept of “polyarchy’ measures the degree of opportunity for con-
testation and the breadth of the right to participate within a system. An in-
crease in polyarchy increases *. . . the opportunities for effective participa-
tion and contestation and hence the number of individuals, groups, and in-
terests whose preferences have to be considered in policy-making” {Dah],
1971: 4). Hence, one can formulate:
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Hypothesis 4. The number of interest groups increases with the
degree of democracy.

Since the way in which democracy should be measured is, at best, deba-
table three alternative measures are used: POLY, Dahl’s own measure,
d DEM2. .
Uﬁmﬁﬂmm {1961) hypothesizes that there is a ﬂwaw_mn:ma between uwﬁw
and group systems: the same factors that cause divisions between parties,
cause divisions between naccﬁm.a However, Zecigler, Imh.uomﬂ..mun van
Dahlen (1976: 95) fonnd that in the U.S.A. interest group activity increased
when party competition decreased. Thus, one can merely state a weak

hypothesis:

Hypothesis 5. The number of interest groups is related to the
number of political parties.

The variable, used to test this hypothesis, PFRC, is a measure of party
fractionalization.

3.3 Size and structure of government

Eckstein {1963; 413) claims that the activity of government is the most ob-
vious determinant of interest group activity. When the .mos.w_.E.:nE under-
takes more functions, there will be more policies which interest groups

want to influence.

Hypothesis 6. The larger is the role of government, the larger will
be the number of interest groups.

Two measures of governmental size were used. Given that tax revenues in-
dicate the ability of the government to dispense favors, TAX, total tax
revenues as a percentage of GDP, may be the correct measure. However,
this measure may exaggerate the influence of government due to the pre-
sence of revenues earmarked for transfer payments. Thus, a second
measure, GEMP, the share of the public sector in total employment, was
also used. . N

Salisbury {1975: 200) has claimed that decentralization of political power
centers will lead to more interest groups.

Hyporhesis 7. The more decentralized is government, the greater
will be the number of interest groups.

Decentralization is measured by the proportion of total tax revenues col-
lected at the state and local level: DCNT.
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3.4 An accumulation hypothesis

Olson (1982) has used his earlier analysis of interest group formation
{Olson, 1965) to build hypotheses about the number of interest groups in
A country. Interest groups will form only under the most propitious cir-
‘cumstances, but when formed they will develop means, such as selective in-
‘centives, to stay in existence. Thus, countries experiencing periods of
freedom of organization .will gradually accumulate more groups. The

‘number of interest groups will only be reduced by totalitarian government,
revolution, or foreign occupation. Hence,:

Hypothesis 8. The number of interest groups in a country is posi-
tively related to the length of time that the country
has had freedom of organization.

Hypothesis 9. Countries which have recently experienced totali-

tarian government or foreign occupation will have
fewer groups.!”

To test hypothesis 8, one needs a variable which measures the lengih of
time during which interest groups could have formed. Two conditions are
necessary for formation. First, the. existence of a modern political system
receptive to groups. Second, the existence of economic activities which lead
to group formation. The first refers to modern political development, the
second to modern economic development: the two processes which
together are usually called modernization. The variable DATE gives an
estimate of the beginning year of this process. A dummy variable, NDFO
was created to test hypothesis 9. As an alternative to these two measures,
the variable ELCT combines elements of both hypotheses, by measuring

~ the length of time that a country has continuously held popular elections.

3.5 Socicecoromic development

. ‘A familiar theme in the political science literature is that higher levels of

socioeconomic development lead to greater numbers of interest groups

_ (Blondel, 1969: 77), As social differentiation increases during moderniza-
‘tion, a wider variety of interest groups is created (Salisbury, 1975: 178). On

the basis of a historical analysis, Tilly (1981: 17-22) claims that, as capi-
talism developed, the forms of protest became increasingly formalized
through special interest organizations. Therborn (1978: 224), using a
Marxist analysis, suggests that as capitalism develops the state creates a
multiplicity of groups in order to divide the opposition. These theories lead
to the same prediction:
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Hypothesis 10. The number of interest groups increases with the
level of sociceconomic development.

Per capita income, INC, measures socioeconomic development. However,
for statistical reasons to be elaborated later other variables should also be
tried. Two alternative variables, suggested by Adelman and Morris’ (1967
Chapter VII) study of sociceconomic development are percentage of male
labor force in agriculture, AGRI, and newspaper circulation per capita,
NEWS.

3.6 Diversity

Schelling (1969) has examined the separation of a population into groups
when there are tastes for association. A simple extension of his theory
wonld predict that changes in the heterogeneity of a population lead to
changes in numbers of groups. The same prediction has been made in the
political science literature: that political ideologies and religious divisions

destroy the unity of sectional groups and lead to the creation of a number

of organizations within a single sector (Macridis, 1961).

Hypothesis 11. The number of interest groups will be related to the
amount of diversity in a society.

Some variables relevant to this hypothesis have already been introduced.
NIND measures indusirial diversification; REGP and REGD measure
regional diversification. Heterogeneity also results from ethnolinguistic
diversity which is measured by EFRC and LING.

4. Testing the hypotheses: Separate tests

The previous section has left us with a large number of testable hypotheses
and an even larger number of independent variables. Given the small
number of observations, there are transparent problems of iesting. Stan-
dard statistical methodology, which requires a single simultaneous test of
all hypotheses, is inapplicable. Thus, a second-best approach must be
taken. This approach involves testing the hypotheses in a variety of ways
and forming conclusions using an accumulation of results. These conclu-
sions must be drawn from the results with cantion: the omitted variable
problem may be a significant source of error. However, this problem is in-
escapable in the present situation given the lack of degrees of freedom. The
choice is either to test, and acknowledge the existence of possible errors,
or not to test at all.

- hypothesized relationship
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. __._ Em present section, the hypotheses are tested sequentially without
taking into account inter-relationships between independent variables

‘Table 1 lists the simple correlations between numbers of interest waoctm
-and .En independent variables. The signs of all the coefficients are as
predicted by the relevant hypotheses. The two sets of theories which per-
form least well are those on the political system and on the size and struc-
ture of government. The variables with the largest correlation coefficients
are the ones which measure socioeconomic development, time period of in-
terest group accumulation, and country size.

\ One _.w.voﬂrnmmm conld not be tested using only correlation coefficients.
m@.ﬁﬂraﬁ 3 requires comparing the effects of variables.'® The hypothesis
claims that population will affect numbers of groups over and above its ef-

fect through other variables, Thus, in testing the hypothesis, one must con-

trol for the variables which change with population and which also affect

: Tuble 1. Individual tests of the relationships between the independent variables and the

number of inlerest groups

Theoretica! source of Variable used Correlation coefficient

with number of groups

. Political system POLY -.192
DEM1 160
DEM2 190
PFRC 017
Size and structure of TAX 242
government GEMP 317
DCNT 3BSee
Size of country FOP 176
NIND 408~
REGD 129
REGP 3dgee
Accurnulation DATE — . 5g2eee
ELCT — AT
NDFO — .37
" Socioeconomic develop- ING 540
ment AGRI —. 5208
NEWS 115
Diversily EFRC g
LING -.13

bes, ¥* * indicate significance at the 99%, 95%, and 90% levels respectively.
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the numbers of interest groups. The effect of population on numbers of
regions and industries has already been discussed. Oates (1972: 201) shows
that decentralization increases with population. It might also be argued
that ethnolinguistic diversity increases with population.'® Thus, one must
ascertain whether population has an effect after the influences of NIND,
REGP, REGD, DCNT, EFRC, and LING on the dependent variable have
been removed. :

The approxiate test for hypothesis 3 examines whether POP increases the
explanatory power of a regression in which the six variables which popula-
tion influences are already included.™® The appropriate test statistic is
simply POP’s t-statistic in the regression in which all seven variables are
included. This statistic equals 3.69 and is significant at the 99% level. The
test supports the hypothesis that changes in population affect the number

of interest groups directly as well as, perhaps, through changes in other

variables.

5. Testing the hypotheses: Joint tests

In the present section, the hypotheses are allowed to compete against each
other in explaining interest group activity. Of course, the inclusion of all -

variables in a multiple regression has already been ruled out as a statistical

tool. Thus, stepwise regression was nsed.?! Before presenting the results,

it is necessary to say a few words about the use of stepwise regression and

the interpretation of its results. Stepwise regression is used because, given

the number of variables to be tested, a choice has to be made between an
ad hor variable seiection procedure and some formal procedure. Formal
procedures have the important advantage that the way in which variables
are selected is absolutely clear to the reader. The main disadvantage of
stepwise regression is that repeated application of tests invalidates the
probability statements which are implicit in the tests. However, the test
statistics are still presented in this paper. These statistics can be regarded
as informational in nature, indicating the relative explanatory powers of
the variables but not absolute levels of significance.

The theory gives no indication of the functional form which should be
used in the regression. Thus, in the initial phase of multi-variate testing
several forms were tried. Each can be regarded as an approximation to
some true Tunctional form. By secking results which are consistent between
several approximations, one ensures that the final conclusions are not un-
duly affected by the choice of a particular approximation. Three of the
functiona! forms have an untransformed NIG as the dependent variable
These three forms are linear in the levels, the squares, and the square roots
of the independent variables allowing for the possibility of constant, in-
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creasing, _,..= decreasing partial derivatives, The fourth function is the
.mﬂ.mE elasticity or log-linear form. The results obtained from applyin Mcn-
wise procedures to these four functional forms are presented Ev,wm%awmou-
The RE.G in Table 2 present a consistent pattern. POP and DATE are m.?
M:.»a%m _.= w: _.ow.mn@.o:m. As mr.nq. measur¢s the same phenomencon as
» its inclusien in one regression does not upset the consistency. DCNT
and TAX are each included in only one regression because there is m: bi
trary cut-off point in the stepwise procedure. In three regressions TAX s“w_m
* - bethe next variable entered and in twa regressions DCNT is the variable with
the uomcnn_ highest entry eriterion, Thus, if one were to use the consistent
‘terns in the stepwise analyses in order to form a function explaini .ZH“M..
. \.E.ﬂ function would have as its arguments POP, DATE, TAX m:maw_uz.u..
‘Give mrmﬁ there is little difference between the nuuhmbmno_.w power of the f :
q._._nn__ouw_ forms, the results which Follow will be presented oaly wMH ﬂ.u.
"_Eom_. form. Thus, the equation which summarizes the foregoing analysis mh

NIG =

8583 + 19.6POP — 11.2DATE + 32.8TAX + 15.4DCNT

R = o.mm.hd 10 (=3.09) (1.62) (1.66)

Tebie 2, Summary of stepwise regression resulls

‘Transformalion of
variables Dependent Non Ni
o e ohe None Log
. Yarinbles In- Sg
nare
selected dependent None Square root Log
" Int
) ercept 12194 7412 26690 0.6
DATE (4.41)  (5.56) {4.09 (1.83)
) -1422 0008 -4B19 _7.88
. oop {—4.44) (-5.13} {(—~1.83) {—2.03
. 18.04 0.101 2574 0471
_. {6.68) (7.78) (5.77 4.87
. DCNT 16,33 ﬁ ‘
TAX .20
0.710
.m.ﬁn..ﬁ 420.0 e
(-238)
Y _.Nn
| 0.33 0.83 0.76 0.75
Notes

. The values of the coefficients are listed i i
in the table with t-statistics in parent
2. See note 21 for inclusion and exclusion conditions. ? ressunderneatt.

3. Where no coefficient is lsted fora variable, that variable was nat selected for the equation
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Lip to the present juncture, ordinary least squares has been used. However,
in the case of one variable included in the equation simultaneity problems
may be present. Mueller and Murrell {1983} have shown that TAX will be
influenced by NIG. Thus, a simultaneous-equations estimating technique
should be used. Mueller and Murrell {1983) have identified three variables
which are exogenous to the present analysis and which help to explain
TAX: VOTE, the proportion of the population voting, PFRC and EFRC.
Unfortunately, VOTE is only available for 18 countries. Hence, two two-
stage least-squares estimates were produced: the first with 24 observations,
‘using PFRC and EFRC as exogenous instruments and treating TAX as en-
dogenous; the second with 18 observations, wsing PFRC, EFRC, and
VOTE as exogenous instruments and treating TAX as endogenous. The
estimated equations were:
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NIG = 14311 + 17.2POP — 16.3DATE — 9.27TAX + 19.7DCNT

, (2.56) (@4.44) {-3.07) (—0.22) (1.64)
R* = 0.82

(0.91)
(- 0.81)
(- 1.86)
(-1.29)
(—1.29)

(0.25)
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(-1.07)
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The t-statistics for TAX’s coefficient are now not significant. Even more
important is the fact that the sign of the coefficient is reversed. Given that
both theoretical arguments and empirical resukts (Mueller and Murrell,
1983) show that PFRC EFRC, and VOTE are the appropriate instruments
to use, the two-stage least-squares estimates point strongly to the conclu-
sion that increases in government size do not spur the formation of interest
groups,

Having found the most important variables affecting interest group ac-
tivity, one can counteract the worst effects of the omitted variable problem
by controlling for these variables when testing hypotheses. Thus, each of
the remaining variables is added separately to the equation which has been
estimated above, The resultant coefficient estimates are presented in Table
3. The t-statistics for the coefficients are presenied solely to judge the
relative explanatory power of the variables. Two versions of the results are
presented: one version including TAX as a dependent variable, one with-
out. Even though the reason for the difference in TAX"s performance in
the ordinary least squares and two-stage least squares equations is clear,
the two versions of the results are presented to show that conclusions con-
cerning other variables are independent of TAX’s status in the regres-
sion.® The most significant aspect of the results in Table 3 is the number
of times that the signs of the coefficients fail to support the relevant hypo-
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114.8
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Variable used

POLY
DEM1
DEM2
PFRC
NIND
REGD
REGP
ELCT
NDFO
NEWS
AGRI
INC
EFRC
LING

Table 3. Estimated coefflcients and t-s'tatistics when each variable is added separately to the regression equations in which DATE, POP, DCNT, and TAX are
already included

Theoretical source of hypo-
thesized reiationship
Political system

Size of couniry
Accumulation
Sociceconomic development
Diversity




166

theses. For the variables characterizing the political system, 6 out of 8 signs
are incorrect; for variables measuring socioeconomic development 5 of &
are incorrect; for the variables characterizing size of country 4 of 6 are in-
correct. Only the variables relating to QOlson’s accumulation hypothesis and
ethnolinguistic diversity have the correct signs.??

Finally, hypothesis 3 must be tested. The testing method has already
been discussed in section 4; the only difference here is that the tests contral
for the effects of other variables. Thus, the relevant statistic is POP’s t-
statistic when it is added to a regression which already contains DATE,
DCNT, and the variables which POP influences. This, a t-statistic with 15
degrees of freedom, is equal to 6.03 and is obviously highly significant.
(The statistic, now tia, equals 4.86 when TAX is included.)

6. Conclusion

Perhaps the best way to summarize the empirical results is to classify the
hypotheses into three groups: those which can be readily accepted because
they are supported in all tests; those which can be readily rejected because
no test results support them; and those upon which one should remain
agnostic because the test results are not consistent. In the First group are
population (POP), decentralization of government (DCNT), and length of
time of modernization {(DATE). One can state quite confidently that these
. three variables are determinants of interest group activity. In the secomd
group are the variables measuring characteristics of the political system
(POLY, DEM1, DEM2, PFRC). One can with ease reject the hypotheses
to which these variables are relevant.

There is a large group of variables which stand in the middle group.
However, for these variables there are gradations of success in the tests.
The variables on socioeconomic development (INC, AGRI, NEWS) and
number of industries and political subdivisions (NIND, REGP) are only
significant in the one variable tests. Especially important is their failure to
obtain the correct signs in the tests reported in Table 3. The variables on
ethnic fractionalization (EFRC)} and Olson’s hypothesis on destruction of
groups (NDFQO) have the corract signs in Table 3 and are significant in
Table 1. Thus, it is more difficult to reject EFRC and NDFO as deter-
minants of interest group activity than INC, NIND and REGP., Finally, it
should be mentioned that once appropriate simultaneous equations tech-
niques are applied, government size is no longer supported as a significant
variable.

This paper will conclude with comments of a more conjectural nature on
the implications of the results in the case of three specific variables. First,
the results on hypothesis 3 suggest that population affects the number of
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interest groups independently of indirect effects through other variables.
This direct effect occurs because groups become proportionately smaller
and more homogeneous as population increases, Hence, one can expect the
political zconomy of larger countries to be significantly different from that
of smaller countries. The results suggest that larger countries will have a
denser array of interest groups and that these groups, because of their
homogeneity, will find it easier to decide on and pursne policies in the nar-
row interests of their members. Secondly, the results support Olson's ciaim
that there will be a gradual accumulation of interest groups in developed
democracies. Given that Qlson attributes to interest groups a large role in
determining the economic fortunes of a country, the fact that his ac-
cumulation hypothesis is supported is a result of some significance,

Finally, if one accepts the two-stage least squares results, it has been
shown that changes in government size do not induce changes in interest
group activity. An important conclusion can be reached when this result
is taken in combination with the results of other studies which show that
interest groups induce changes in the size of government (McCormick and
Tollison, 1981; and Mueller and Murrell, 1983). These results do not sup-
port the ‘capture’ theory of government ~ that governmental institutions
are created, perhaps in the public interest, and then dominated by interest
groups. Rather the results support the theory that the institutions them-
selves are the creatures of interest group activity.

Appendix: The variables

NIND A measure of the degree of industrial diversification of a country, The U.N.%s
Yearbook af Industrial Statistics has data at the 6-digit 15IC leval. NIND is equal
to the number of industries for which there was a positive production level in 1970
in a particoiar ¢country,

REGD A measur¢ af the number of distinct regions in a country. Taylar and Hedson
(1972: 222) provide a reasure of concentration of population, the inverse of which
proxies regionalization.

REGP Alsc a measure of the number of regions, REGP gives the mumber of palitical sub-
divisions given in the descripion of government in the Ewrope Year Book.

POP Population in millions in 1970 taken from the U.N. Demographic Yearbook.

POLY Dahl's (1971: 212-234) quantification of ‘polyarchy,’ i.e., a measure of the degree
of democracy in a country. The variable calculated lor 1969, is a linear corpbing-
tion, with essentially arbitrary weights, of variables measaring freedom te form
organizations, freedom of expression, right to vote ete.

H
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DEMI

DEM2

PFRC

TAX

GEMP

DCENT

DATE

- BLCT

INC

AGRI

NEWS

(Bollen, 1980: 387). A measure of the extent to which citizens parlicipate in
democratic decision making, A combination of variables measuring press
freedom, government sanctions, freedom of group apposition, etc. The data is for
1965.

{Neubauer, 1967: 1008). A measure of the extent to which citizens _um:mnmu&o. in
democratic decision-making. A linear combination of variables measuring
eligibility to vote, equality of representation ete. The data is from _fbl_wﬂ. As
this measure is available for anly 18 countries, the rermaining scores were inter-
polated from DEMI.

{Taylor and Hudson, 1972: 48). Measures he degree of political fractionalization
within a country’s legislature. A measure of the probability that two randomly
selected members of the legislature come from different parties. The data refer to
some point in 1963 to 1968,

Tax revenues as a propottion of GDP: a measure of .noeo:_n.ﬁa size, Comparable
figures for 21 countries for 1970 were available in QECD (1980). These were sup-
plernented by an estimate for Iceland taken from QECD {1981k).

Employment in goverament as 8 percentage of total employment: a E.nEEd of
goverument size. Comparable figures for 21 countries were available in OECD
{1982). Rough estimates For Greece, Iceland, and Turkey were abtained from
OECD (1981a).

Percentage of tax revenues coliected at the state and local levels (QECD 1980); a
measure of the degree of decentralization of governmeat. The data is for 1973 the
earliest year for which it was available. Greece and Ieeland®s figures were abtained
from QECD (1981b).

A measure of the age of political and economic institutions in a comntry. Black
(1966) has identified the years in which the ‘consolidation of medernizing leader-
ship’ and *economic and social transformation* began. DATE pives the average of
these two years.

A dummy variable which equals 1 if the country has experienced nondemacratic
government or foreign occupation in the twentieth century.

A measure of the age of political institutions. Rustow (1967: 290) Lsts the year
since which & country has continuously had popular elections. Suspension of
democracy in Norway, Belgium, The Netherlands, Denmark, Luxemburg, and
Finland during 1939—1945 is ignared.

GDP per capila in 197} as a proportion of U.S, GDF per capita {Kravis, Summers,
and Heston, 1978: 2327, column {5)).

A proxy for the level of development. Percentage of male labor force in agriculture
at sorme point during 1961~3 (Taylor and Hudson, 1972: 332).

An alternative proxy Far the level of development. Newspaper circulation per 1000
popelation in 1965 {Taylor and Hudson, 1972: 242).
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EFRC A measure of ethnolinguistic fractionalization. (Taylor and Hudson, 1972:
271-274} The probability that two random people will not be from the same
ethmolinguistic group, (The measure used is that based on data from the Allas
Narodav Mira.)
LING A measure of linguistic fractionalization, (Rustow, 1967 284) The proportion af
the population whose mother tongue is that of the largest Z10up in the country,
VOTE  The proportion of the adult population which voted in an slection in the 1960°s
(Taylor and Hudson, 1972: 57-59).
NOTES

1, Similacly, Dahl and Tufte (1973: 39), after presenting a hypothesis on the relationship

between population and number of groups, declare that: ... there seems to be oo
satisfactory way at present to test this hypothesis.” ln fact, this is ane hypathesis which
is tested in the preseat paper.

znOo_.EmanEHo:_B: :mm:o_uumo..__mmmsmﬁa.uum«:qni their study of regulation in
American states, .

- A more precise definition of the difference between promotional and sectional groups

would focus on the relationship between the Pprimary economic activities of the members
and the gronp's goals. Here a precise definition is not needed,

- OFf course, it is not possible to say whether all the exc/uded associations do net conform

to the delinition.

. Of course, the variable which changes must be of sotne significance for the whole system.

The assumption in the text will not necessariiy hold if the variable is only relevant to a
small area of economic activity,

Precise descriptions of the data are in an appendix which contains a list of variables and
data sonrces.

. Here, and in all statements of hypotheses, the Necessary ceferix puribus clauses are

omitted.

- The variables are given simpiy mnemonic names for the sake of brevity. See the appendix

for variable definitions.

. Oates (1972) makes use of the inverse relativnship between heterogensity and benefits per

citizen in discussing the factors affecling the size of local jurisdictions.

. This is solely a ceteris parfbus assumption for the argunment and js ngt intended to be a

factual claim.

- The fact that new members can be excluded is not inconsistent with the non-excludability

characteristic of the interest group’s product. The excluded members are excluded only
from voting in the gronp’s decisions, not from consumption of the gronp’s product.

. Invoking the ceteris poribus condition that there is no change in the probability that a

particular economic agent will join an interest group.

- It must be emphasized that it is not being argized here that & = 1 for all interest groups.

Howevar, since the goods which interest groups supply are, by definition, to some extent
public goods, assuming o = 1 s a reasonable first approximation,

- For 29 democracies, Dahl and Ty fte {1973: 81} found a population elasticity of parlia-

mentary size of 0.41.

- This follows trivially from the information in the previous nots,
. Some of these faclors are discussed in sectipn 3.6,
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17. The difference between hypotheses 4 and 5 must be noted. The former refers to freedom
of organizarion at present. The latter refers to a suspension of freedom of organization
in the past. :

18, Even though the following test examines several variables, it should be included in the
present section because no attempt is made to contral for other independent variables.

19. Dahl and Tufte (1973: 35), in fact, claim that ethnolinguistic diversity does not increase
with population.

20, The reader will have naticed that, in two cases, two variables which measure the same
concept have been included. However, this presents no problems in the tests. The inclu-
sion of too many variables in the tests solely biases the results toward acceptance of the
mull hypothesis (rejection of hypothesis 3). Given the results of the tests, no ambiguity
in the results is conseguent on the inclusion of all six variables.

21. Sec Maddala (1977 125-126) for & description. The prograrn used was SHAZAM
(White, 1978). Variables were included ift the equation if they passed a 10% significance
tesl and excluded if they failed the same tes|. Given that all included variables had the
correct sign, the testing procedure was equivajent to one which uses 5% one-sided tests,
(The one-sided tests were preferred but were not available on SHAZAM).

22. Ordinary least squares was used whether or not TAX was included, since if TAX is in-
cluded one is assuming that the two-stage least squares pracedures do not give reliable
resulis,

23. There is a possible simultaneity bias for one of the variables included in Table 3. Olsan
(1982} has claimed that interest group activity will affect the present level of income. This
problem can be shown to have 1o cffect on the results, First, AGRI and NEWS are used
as alternative measures of socioeronomic development and the results are consistant with
thase for INC. Second, AGRI and NEWS were used as instrurnents for INC in two-stage
least-squares estimates of the ¢quation including INC. The estimates obiained were cam-

pletely consistent with those in Table 3.
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