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The literature on growth across countries, regions and states has burgeoned in re
cent years. Mancur Olson's (1982) Rise and Decline of Nations represents an early 
contribution to the new institutional approach to growth. In his important book 
Mancur argued that special interest groups develop over time and that these 
groups compete for shares of the economic pie to the detriment of growth in the 
size of that pie. The harmful effect of interest groups on economic growth is re
ferred to as institutional sclerosis. Olson (1982) provides evidence in favor of this 
theory using length of time of governmental stability as a proxy for the formation 
of interest groups. 

Olson's approach came under attack from many sides. One of these attacks 
was from Virginia Gray and David Lowery (1988) who argued that the simple use 
of time since the last upheaval did not adequately address the depth and richness 
of the model Olson had developed. For example, Olson's model indicated that 
some groups might be sufficiently large that greater economic growth would be in 
the interest of their members. Olson called these groups encompassing groups. 
Gray and Lowery argued that some groups, such as trade associations, would also 
favor growth over redistribution. Therefore, they argued that the extent to which 
pro-redistributive groups could reduce economic growth would depend upon their 
power both in absolute terms and relative to the power of pro-growth groups. Gray 
and Lowery may have a valid point in that lots of special interest groups which 
have no influence surely generate very little institutional sclerosis. On the other 
hand, a few powerful groups may have substantial effects on the economy. All this 
begs the question of what it means for a group to be powerful. Gray and Lowery 
attempted to construct measures of the power of groups in different states. Their 
measures depended upon the number of groups and group members. This they 
called absolute power. At the same time, they compared this power of one type of 
group to the similarly constructed power of another type of group and to the size 
of the government. These are their measures of relative power. 

The contribution of this chapter is that we examine these ideas of absolute and 
relative power of interest groups in a fresh way. In doing so we provide further 
testing of the Olson model and find support for his hypothesis. As he states: 
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If we defme society in national terms, it follows that the national government 
encompasses everyone in society. This means that though there are colossal and 
well-known difficulties in arriving at optimal collective decisions the national 
government would, if not influenced by lobbies, have an incentive to promote ef
ficiency and growth. The argument here accordingly focuses not only on the abso
lute power of special-interest groups but also on the relative (italics in original) 
strength of the most encompassing group, the government, versus constituent 
groups that are much less encompassing. The efficiency of an economy may be 
increased either by making narrow special-interest groups weaker or by making 
the government stronger in relation to them. (Olson 1983a, p.23) 

To test Olson's hypothesis, we devise alternative measures of the absolute and 
relative power of interest groups which, we believe, are more in keeping with Ol
son's insight than are the measures used by Gray and Lowery. Moreover, wear
gue that the typical test of the Olson hypothesis assumes that the additional effect 
of interest groups is constant regardless of how many interest groups already exist. 
We find this assumption implausible and, using data on the number of interest 
groups in a variety of countries in 1970, show that the marginal effect of the num
ber of interest groups varies with the number of interest groups. We contend that 
this is evidence that the power of interest groups depends upon their number. Our 
results suggest quite plausibly that the more interest groups there are, the smaller 
the power of an additional interest group. The results also suggest that the fewer 
interest groups that exist for a given level of governmental involvement in the 
economy, the less harm done to the economy. 

Gray and Lowery (1988) argued that the power of interest groups relative to the 
government is a key component of Olson's theory. Since interest groups are anti
growth and the government, as the largest "encompassing" group, is pro-growth, 
the stronger those interest groups are relative to the government the greater the in
stitutional sclerosis in the country. Pryor (1983) makes a similar argument, sug
gesting that the communist party of the Eastern European countries was an en
compassing interest group, "one that is strongly committed to high rates of 
economic growth". Consequently, as the number of interest groups rises relative to 
the size of the government, growth is slowed. 

We find support for this hypothesis that growth slows as the number of interest 
groups increases relative to the size of government. However, while Olson 
(1983a) states that in the absence of lobbies the government would "have an in
centive to promote efficiency and growth", we doubt that Mancur Olson would 
have considered governments in the real world to be "encompassing" in this way.1 

It is certainly the case that few public choice economists would make such a 

1 Obviously, lobbies exist, so the premise of the statement is false and Olson's conclusion 
need not follow. Moreover, his lack of a statement about what would happen in the pres
ence of lobbies suggests that he believed that actual governments do not have this incen
tive. fudeed, we would contend that federal government by its very nature involves lob
bies. These lobbies are the representatives from the various jurisdictions who will press 
for advantages for their constituents at the expense of constituents from other jurisdic
tions. 
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claim. One possible explanation for our result is that lobbying and other efforts at 
capturing rents are more intense, and therefore more harmful, when the number of 
interest groups is large relative to the basket of goodies available for the govern
ment to distribute.2 Put this way, the result does not rely upon government as an 
encompassing group but rather may relate to the costs incurred as government 
tries to determine which rent-seekers to reward and which to ignore. 

The rest of the chapter is organized as follows. The next section discusses in 
greater detail the role of interest groups in reducing the rate of economic growth. 
Section 8.2 describes the methodology and data. In section 8.3, we report the es
timation results. Finally, section 8.4 represents a brief conclusion. 

8.1 Interest Groups and Economic Growth 

Mancur Olson (1982) drew several implications from his analysis of interest 
groups on their formation and activities. His seventh implication (1982, p. 65) is 
that: 

Distributional coalitions slow down a society's capacity to adopt new technolo
gies and to reallocate resources in response to changing conditions, and thereby 
reduce the rate of economic growth. 

The more distributional coalitions, therefore, the stronger the detrimental effects 
they exert on economic growth. Olson further argued that the length of time that a 
region has been politically stable relates to the number of distributional coalitions 
that exist. Essentially, upheaval destroys these groups and stability allows them to 
form. The longer in the past is an episode of upheaval, the more groups that will 
have formed, and the worse the consequences for subsequent economic growth. 

Olson (1982) reports a variety of regression results testing the two main hy
potheses: time since upheaval has a negative effect on growth, and distributional 
coalitions grow over time. The extent to which his analysis accurately reflects the 
growth of distributional coalitions may be called into question. Since distribu
tional coalitions are likely to form at different rates over time and in different ar
eas, a simple linear time measure for number of years of stability is unlikely to 
properly capture the dynamics involved. In addition, for the U.S. states he proxies 
the amount of distributional coalitions by the number of union members as a share 
of non-farm employment in 1964 and in 1970. These union membership data are a 
poor measure of the amount of distributional coalition activity in an economy 
since they completely ignore the role of non-labor related distributional coalitions. 

Kwang Choi (1983) provides evidence on cross-country growth effects. He 
constructed an index of institutional sclerosis based on a logistic function. Essen-

2 The theoretical1iterature on rent seeking consistently finds that total rent seeking expendi
tures is expected to be an increasing function of the number of interest groups (Nitzan 
1994). Endogenizing the size of available rents does not alter this relationship (Appel
baum and Katz 1987; Yates and Heckelman 2001 ). 



132 Dennis Coates and Jac C. Heckelman 

tially, the idea is that early on, the development of interest-groups has a small but 
growing effect on the extent of sclerosis, but over time, additional groups have a 
diminishing marginal influence on sclerosis. This index is also adjusted for the 
length of time during which the given country experienced major disruptions, 
revolutions, occupation and so on, but does not directly measure interest group 
formation. Choi states that he believes this "index is close to that implied by Ol
son's rather general theory." 

Murrell (1984), using interest group data from the OECD countries for 1970, 
finds that of the variables hypothesized to influence the number of interest groups 
in a country, the average length of time since "consolidation of modernizing lead
ership" and "economic and social transformation" began is one of three which is 
consistently significant and of the expected sign. Murrell's estimates include "all 
non-governmental formal organizations whose members share sectional interests". 
A "sectional" group is one in which the members have a common economic inter
est. For example, all the members may work in the same firm, industry or sector of 
the economy. Murrell's analysis suffers from several problems related to missing 
data and the small number of observations. In addition, he also assumed a strictly 
linear relationship to hold between length of stability and interest group formation. 
Nevertheless, he tests for the relationship between length of stability and the num
ber of interest groups in several ways and fmds support for a positive relationship 
under each method. He does not relate his interest group number to the index cre
ated by Choi. 

We regressed Murrell's interest group variable on Choi's index of institutional 
sclerosis. If the length of time since modernization adjusted for the number and 
duration of upheavals, revolutions and foreign occupations, is positively related to 
the number of interest groups, then this is support for Olson's theory. Indeed, 
since Gray and Lowery question the link between interest groups and time, and 
fmd no evidence of such a link for the states of the U.S., the lack of statistical rela
tionship between Choi's and Murrell's variables would provide support for Gray 
and Lowery and be evidence against Olson's theory. In a regression explaining the 
number of interest groups in a country in 1970, the coefficient on the Choi index is 
45.2 with a p-value of 0.025. This, it seems, is strong evidence of a positive link 
between the time since modernization and the number of interest groups. Taken 
with Murrell's results, this suggests that there is a strong relationship between the 
number of special interest groups and the passage of time in a stable environment. 

McCallum and Blais (1987) find support for the Olson hypothesis when the 
institutional sclerosis variable is proxied by Choi's preferred measure of time 
since modernizing consolidation began, but they do not find a significant 
relationship between Murrell's interest group variable and growth. Using an 
instrumental variable technique, Heckelman (2000) does find some support for Ol
son's hypothesis using Murrell's interest group variable, but his data set includes 
several non-OECD nations for which Murrell had also created the interest group 
variable. Because the non-OECD countries for which interest group data are 
available may not be representative of all developing countries, and because we 
want as much as possible to use a set of similar countries to keep as close to the 
Gray and Lowery approach which used data from the individual U.S. states, we 
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approach which used data from the individual U.S. states, we choose to limit our 
sample to only include the OECD countries, as in Murrell's original analysis. 

8.2 Methodology and Data 

In this section, we test the impact of the number of special interest groups per cap
ita (SIGPC) on the nation's economic growth rate. We use Murrell's (1984) meas
ure of the number of special interest groups in the OECD nations in 1970 to ex
plain growth rates for the decade 1970 to 1980. Population figures for 1970 and 
growth rates for 1970-1980 are taken from World Bank (1984). 

The use of the number of interest groups per capita is one attempt to address the 
absolute power of interest groups, that is, about their "encompassingness". Con
sider two countries with widely divergent populations, such as the United States 
and Canada, but with about the same number of interest groups. The number of in
terest groups per capita would be much smaller in the U.S. than in Canada. One 
hypothesis is that interest groups in the United States would have more absolute 
power than would those same interest groups in Canada. More generally, absolute 
power of interest groups falls as the number of groups per capita rises. 

Interest groups per capita can also be interpreted as a very rough measure of 
membership in the average interest group. As groups per capita rises, then, mem
bership in the average group falls, and the "encompassingness" of that group falls. 
Conversely, as the interest groups per capita falls, membership in the average 
group rises, and the encompassingness of the average group rises. Increased en
compassingness would result in greater emphasis on growth, and less on redistrib
uting the existing economic pie, while decreased encompassingness would result 
in lower emphasis on growth and more on redistributing the existing economic 
pie. Consequently, one justification for inclusion of the groups per capita variable 
in a growth regression is to test Olson's hypothesis about encompassingness. 

However, as we have said, interest groups per capita is a very rough measure of 
average group membership. It is, therefore, a very rough measure of encompass
ingness at best. For implicitly we are assuming that all interest groups are nearly 
equal in size and that as the number of interest groups grow parity in memberships 
is maintained, but with fewer members in each. In other words, established inter
est groups lose members to newly formed interest groups, reducing the encom
passingness of the former. There is no reason that this must be true. Individuals 
may have multiple memberships, so one very large group may be quite encom
passing while its members join many smaller groups that are not encompassing. 
Alternatively, the vast majority of the population may belong to one group, with 
the remaining minority split equally among hundreds of groups. The large group is 
quite encompassing, the small groups are not. Interest groups per capita may not 
be a good measure of encompassingness under either of these circumstances. 

The Olson model describes what happens as the number of interest groups 
rises, but it makes no mention about the size of the country in relation to the num
ber of groups. Estimating the model with interest groups per capita can be justified 
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on the grounds that a given number of interest groups, for example 1000, would 
imply rather different levels of sclerosis in Switzerland than the United States. The 
enormous differences in size, both geographic and population, suggest that those 
1000 interest groups may induce less harm in the United States than they would in 
Switzerland. In this case, interest groups per capita is a rough measure of the in
tensity or density of interest group activity in a country after normalizing for the 
country's size. Under this interpretation, the interest groups per capita variable 
says nothing about encompassingness of groups but captures the intensity of spe
cial pleading. 

A second issue about the interest group variable concerns the manner in which 
it enters the regression. If interest groups per capita enter linearly, then an addi
tional group has the same impact if it is the second to form or the thousandth. 
However, one might contend that the sclerotic effects of interest groups vary with 
the number of groups. One possible explanation for changing marginal effects of 
additional groups is a variant of the well known efficiency property of free mobil
ity of resources. Specifically, early groups to form attract the most productive re
sources (particularly entrepreneurs), who are the most effective at influencing re
distribution in their favor and represent the largest opportunity cost to lost 
productive innovations. Thus, the first groups have large detrimental effects on the 
economy as they attract the most talented entrepreneurs and lobbyists. As the 
number of groups grows, less proficient entrepreneurs and lobbyists enter the rent
seeking process. For these later groups, the lobbying is less effective and repre
sents a smaller opportunity cost to the economy, and they therefore have smaller 
harmful impacts on the overall economy. 

Alternatively, the first groups to form may focus on issues that are of broad 
consequence and later groups may have a more narrow focus. For example, labor 
unions and professional associations may form before groups whose focus is on 
specifically local (Save Beaver Creek) or more narrowly defmed concerns (Save 
the Snail Darter). The more wide ranging effects of the labor and professional 
groups carry with them larger harm to the economy than the more parochial focus 
of the local, and late forming, groups. Regardless of which explanation one ac
cepts, the intuition implies that the marginal damage to growth of later groups is 
smaller than that of early groups, which suggests that the number of groups enter 
the growth equation nonlinearly. 

Gray and Lowery emphasize the importance of the power of groups relative to 
the government. We use the ratio of groups per capita to the government's share 
of GDP ( GOV), to capture the relative power of interest groups compared to gov
ernment.3 This ratio (S/GPCIGOV) is similar in construction to that used by Gray 
and Lowery (1988) in their state level analysis. A problem rises with its interpreta
tion, however. As noted above, Gray and Lowery suggest that government is the 
most encompassing group. Consequently, as interest groups grow in power rela
tive to government, the ratio of groups per capita to government share of GDP 
rises, which they would expect to generate harmful effects on growth. This vari
able increases, however, if either groups per capita increases or government's 

3 Values for GOVare taken from World Bank ( 1984). 
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share of GDP falls. Consequently, if government's share of GDP falls, according 
to the Gray and Lowery argument, growth should be adversely affected. In con
trast, Barro (1991, 1997) treats increases in the government's share of GDP as a 
proxy for wasteful rent seeking activities and finds it to be a strong negative de
terminant of growth. 

There are a few points to note about the difference between Gray and Lowery 
(1989) and Barro (1991, 1997). First, Barro does not control for the number of in
terest groups in his analysis.4 It will come as no surprise that the number of inter
est groups is positively correlated with government's share of GDP. The correla
tion coefficient between number of interest groups and government share of GDP 
in our sample is 0.41 (p = 0.06), between the natural logarithm of the number of 
interest groups and government share is 0.40 (p = 0.07), and between the log of in
terest groups per capita and government share is 0.48 (p = 0.02). The direction of 
causation, if causation exists, is unknown. One might suspect that large govern
ment induces growth in interest groups, as the size of the pie to fight over entices 
combatants into the ring. On the other hand, government may be large because in
terest groups are individually successful at lobbying for their own particularized 
programs. 

Second, Barro's government consumption variable is net of spending on educa
tion and military, treating these as pure public goods and remaining expenditures 
to be primarily redistributive in nature. However, government expenditures in 
these areas are surely influenced by the powerful education lobbies and military 
industrial complex, and their encompassingness is an empirical issue. Our measure 
of government size includes all government consumption. 

Finally, as we remarked above, Olson indicated government would be encom
passing if there were no lobbies or lobbyists. Of course there are lobbies and lob
byists, so it seems unlikely that Olson would have considered government an en
compassing group. If government is not an encompassing group, then what it 
means for interest groups to have more power relative to government is unclear 
and not something to which Olson's model was directed. Given the presence of 
rent seeking lobbies, government does not strictly act as an encompassing group 
so it is no longer clear whether increased interest group power relative to govern
ment power is growth enhancing or growth reducing. For example, if the interest 
groups are more encompassing than government, then a rise in interest group 
power may be growth enhancing. If the reverse is true, then a rise in interest group 
power will be growth retarding. Consequently, the relevant issue is not about sig
nificance versus insignificance of the relative power variable per se, but rather it is 
about the direction of impact of relative power. Consequently, neither significance 

4 Barro (1991) does account for revolutions and assassinations per year during the period 
for which the growth rate is determined. For countries with non-zero values of these vari
ables, this suggests a high degree of instability and uncertainty is likely to remain, weak
ening the growth of interest groups. Countries for which these values are zero may have 
had revolutions or other instability immediately prior to the start of the period or not for 
decades or even centuries before the period. The upshot is that Barre's analysis really can 
not say anything about Olson's hypothesis. 
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Table 8.1. Data 

NATION SIGPC GOV SIGPC/GOV 
GROWTH GROWTH 
1970-1980 1980-1990 

1.14 14 3.0 
Austria 17.87 15 1.19 3.4 2.1 
Belgium 9.06 13 0.70 3.0 2.0 
Canada 8.20 19 0.43 4.6 3.4 
Denmark 9.17 20 0.46 2.2 2.4 
Finland 7.36 14 0.53 3.1 3.4 
France 3.06 15 0.20 3.2 2.2 
Germany 4.00 16 0.25 2.6 2.1 
Greece 1.08 13 0.08 4.7 1.8 
Ireland 10.14 15 0.68 4.9 3.1 
Italy 0.84 13 0.06 3.8 2.4 
Japan 0.35 7 0.05 4.3 4.1 
Netherlands 6.98 15 0.47 2.9 1.9 
Norway 9.78 17 0.58 4.8 2.9 
New Zealand 2.38 13 0.18 1.9 1.9 
Portugal 2.45 14 0.18 4.3 2.7 
Spain 0.76 9 0.08 3.5 3.1 
Sweden 5.87 22 0.27 1.9 2.2 
Switzerland 17.98 10 1.80 0.5 2.2 
Turkey 0.23 13 0.02 5.9 5.1 
United Kingdom 5.81 18 0.32 2.0 3.1 
United States 2.74 19 0.14 2.8 3.4 

Mean 5.78 14.73 0.40 3.33 2.77 
1.26 0.81 

nor insignificance of this interest group relative to the government share of GDP 
variable is, by itself, necessarily evidence for or against the relative power argu
ment. 

Although the number of special interests is expected to grow over time (Olson 
1965), we hypothesize that the impact on growth from a given number of special 
interests weakens over time. We therefore also consider the impact of the special 
interest groups in 1970 on growth rates from 1980-1990, taken from World Bank 
(1992). Both Gray and Lowery (1988) and Pryor (1983) criticized Olson (1982) 
for not being clear about the time frame of his model. By looking at the effects of 
the number of interest groups on growth in the current and subsequent decade we 
are able to draw an inference about the appropriate time frame for the analysis. 

8.3 Empirical Results 

The data are presented in Table 8.1. Switzerland and Austria have by far the two 
highest SIGPC values, and are the only nations to have values more than two 
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standard deviations from the mean. Austria is not quite as much of an outlier for 
the relative measure, S!GPCIGOV. The estimated absolute impact of SIGPC on 
growth for 1970-80 is presented graphically in Figure 8.1, where the potential im
portance of the outliers becomes more clear. The estimated regression line is 
downward sloped as expected, but is not statistically significant. The relative 
measure is also inversely related to growth, and is marginally significant at the 
10% level. Regression statistics are given in the first two columns in the upper 
portion of Table 8.2, and presented graphically in Figure 8.2. 
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Fig. 8.1. Absolute measure of special interest group effect 

At first blush, these results may be viewed as more supportive of Gray and 
Lowery's relative measure than Olson's absolute measure. It turns out, however, 
the marginal significance of the relative measure is completely dependent on the 
presence of Switzerland. Removing this outlier from the sample drops the t
statistic for S!GPCIGOV to -0.30. Thus, there is little support for either the relative 
or absolute effect of interest groups on growth. 

However, this conclusion too may be premature. It seems likely that the dam
age to growth from special interest groups, though potentially severe, would be 
limited. Although additional groups would further constrain growth, we expect 
their marginal contribution to growth hindrance would be lessened the more 
groups already present. Therefore the linear specification, which requires that each 
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Table 8.2. Effect of absolute and relative measures of SIGC in 1970 on 
measures log measures 

WM".,;..".~~~-~--· ---~'--""'~'~'""' 

Growth 1970-1980 

constant 3.82** 3.82** 3.90** 2.58** 2.28 
(9.70) (10.98) (11.15) (6.43) (0.80) 

SIGPC -0.084 -0.46** 0.11 
( -1.63) ( -2.27) (0.10) 

SIGPC/GOV -1.23* -0.52** -0.64 
(-2.03) (-2.36) ( -0.57) 

R-sqaure 0.12 0.17 0.20 0.22 0.22 

F-value 2.65 4.11* 5.15** 5.57** 2.65* 

Growth 1980-1990 

constant 3.08** 3.02** 3.19** 2.21 ** 2.58 
(11.88) (12.71) (14.58) (8.73) (1.43) 

SIGPC -0.053 -0.35** -0.14 
(-1.58) ( -2.74) ( -0.21) 

SIGPC/GOV -0.63 -0.39** -0.24 
(-1.52) ( -2.76) (-0.34) 

R-square 0.11 0.10 0.27 0.28 0.28 

**significant at 5% 

Fig. 8.2. Relative measure of special interest group effect 
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additional group have an equal marginal impact, may not be appropriate. A log 
specification would allow marginal effects to decline. In this way, the log form 
also reduces the influence of outlier observations. 

Graphs for the log specifications are given in Figures 8.3 and 8.4, and regres
sion statistics are shown in the 3rd and 4th columns of the upper panel in Table 8.2. 
Both the absolute and relative measures are statistically significant at the 5% level 
and the R2s show improvement compared to the linear representations.5 The sig
nificance of the relative measure again depends on the inclusion of Switzerland, 
but the absolute measure remains marginally significant at the 10% level (drop
ping Austria has no effect either by itself or along with Switzerland). The log form 
dictates that the marginal impacts depend on the number of SJGPC in the nation. 
For comparison to the linear measures, the partial derivatives for the log specifica
tion are calculated in Table 8.3. For the absolute effect, the average marginal im
pact is slightly smaller than the linear estimate suggesting the statistical signifi
cance is strictly through improved estimation precision. 
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Fig. 8.3. Absolute measure of special interest group effect (log form) 

5 Since the SIGPC measure is in per capita terms, there is the potential that the negative co
efficient is picking up a positive association between population and growth, rather than 
the presumed negative relation between the number of special interest groups and 
growth. As a check, we used the total number of special interest groups and population as 
separate independent variables. None of the results were affected by this change. 
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Fig. 8.4. Relative measure of special interest group effect (log form) 

Gray and Lowery include both absolute and relative measures in their regres
sions. They find support for the relative measure but not the absolute measure. We 
include both measures simultaneously in the last column in Table 8.2. Neither 
variable is significant and in fact the coefficient on the absolute measure changes 
sign. But care is required in analyzing the regression because this procedure alters 
the interpretation of the coefficients. In the regression 

GROWTH= a + bSIGPC + c(SJGPC/GOV) + u (1) 

the coefficient c measures the relative impact (dGROWTH!d(SIGPCIGOV)). The 
absolute impact of SIGPC is not simply b, however, but is given by 
dGROWTH/dS!GPC = b + c/GOV. In fact, the inclusion of SIGPC as a separate 
variable is simply a nuisance parameter since the absolute impact can be deter
mined from SIGPCIGOValone. Note that if SIGPC is dropped from equation (1), 
then the absolute impact is found by dGROWTH!dSIGPC = c/GOV, whereas the 
relative impact is still measured by c alone. Thus, no additional information is 
gained by including SIC PC as an additional variable by itself. 

The marginal impacts of the absolute and relative effect are given in the last 
column of Table 8.3. The impact from the absolute measure is statistically signifi
cant, but the relative measure is not. The interpretation of the c coefficient is also 
slightly altered. Since we are controlling for the number of SIGPC, most of the 
variation in the relative measure must be from altering the size of government. 
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Since the relative impact is not significant in the joint regression, this suggests 
there is less impact if the relative changes are due to GOV, but changes are impor
tant when due to SIGPC. Thus, statistical significance of the relative measure in 
the bivariate regression is primarily due to its incorporation of the absolute effect.6 

Table 8.3. Average marginal impact oflog form SIGPC measures on growth (t-statistics) 

Absolute 

Relative 

-0.080** 
( -2.27) 

Growth 1970-1980 

-1.30** 
( -2.36) 
Growth 1980-1990 

-0.092** 
( -2.22) 
-1.60 

( -0.57) 

Absolute -0.061 ** -0.066** 
(-2.74) (-2.49) 

Relative -0.98** -0.60 

,~ ___ ,.,.,,,,,,,,,,,, • . . C-2.Z~2,,, ., .... (:2.:.~,~L--·~·-·,···· 
Calculated from log measures columns in Table 8.2 and average GOY in Table 8.1. 
**significant at 5% 

How damaging are special interest groups to future growth? To answer this 
question, we considered the effect of the number of SIGPC in 1970 on growth 
over the 1980-1990 period. We expect that as new groups are created and fight for 
distributional gains, at different rates in each nation, the original groups in 1970 
would still be harmful to growth but at a diminishing rate. Utilizing the same 
methodology as for the 1970-1980 period, we found similar, though smaller, ef
fects, which suggests Pryor's (1983) concerns regarding the exact timing of Ol
son's hypothesized interest group effect on growth are not critical. Regressions re
sults are presented in the lower half of Table 8.2. 

First we considered the individual bivariate regressions for the absolute number 
of groups, and the relative size compared to government. The linear measures 
again were of the expected sign but not significant. Notice that the estimated coef
ficients are closer to zero although the absolute measure is of course not signifi
cantly different in the two time periods. As was true for the earlier period, logged 
representations represent a better fit than the linear measures. The log measures 
are statistically significant for both the absolute and relative measures, and the 
point estimates are smaller in absolute value compared to the earlier period. The 
average marginal impacts are presented in the bottom half of Table 8.3. The esti
mated average effect on growth in the second period is over 20% less compared to 

6 Further support for this interpretation is found in regressions using SIGPC and GOV as 
separate variables. Neither is individually significant but SIGPC has at-statistic about 1.5 
whereas GOVhas at-statistic of only about .4. Additionally, if one uses log (SIGPC) this 
variable has at-statistic over 2 but GOV continues to have at-statistic well below 1 in ei
ther its linear or log form. 
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the initial period. For the relative measure, the decline is just under 18%. Both 
measures are included in the final regression in Table 8.2. As for 1970-1980, nei
ther coefficient is individually statistically significant, although the effect from the 
absolute number of SJGPC given by (b + c/GOV) is significant. When controlling 
for the relative measure, the estimated impact of the absolute measure is again en
hanced, although by a smaller difference compared to the earlier period, and is 
still smaller in total effect. None of the conclusions are dependent on the inclusion 
of Switzerland. 

The results presented above may be spurious if the number of special interest 
groups is highly correlated with other variables not included which impact growth. 
Given the small number of countries in the OECD, we are unable to present a fully 
specified growth model. Instead, we ran additional regressions including various 
combinations of additional explanatory variables for initial GDP, investment as a 
percentage of GDP, and urbanization rate, all for 1970, taken from World Bank 
(1984). In each case, controlling for these additional variables reduced the coeffi
cient on the log of SJGPC, but it remained statistically significant with a t-statistic 
above 2. Among these additional controls, only urbanization was found to also be 
(negatively) significant. The same results hold for the 1980-90 growth rate, except 
here even the urbanization rate in 1970 no longer significantly affects future 
growth. Thus, our reported results and interpretation for the log of SJGPC remains 
robust. 

8.4 Conclusion 

Our findings support Olson's concept of a negative influence of special interest 
groups on economic growth. There is more evidence of an absolute effect from the 
number of groups than a relative effect of the number of groups compared to the 
size of government. When controlling for the absolute number of groups, the rela
tive measure has no additional impact, but controlling for the relative measure in
creases the estimated average effect of the absolute number of groups, lending lit
tle support for Gray and Lowery's contention that government takes a pro-growth 
approach as the largest encompassing interest group. The marginal effects are non
linear, as additional group formation is less harmful the more groups that already 
exist, although total growth would still be further limited by their presence. Fi
nally, holding constant the number of groups, we find the estimated effects are 
still present in later years but are smaller in every specification of the measures. 
These results hold for both bivariate and multivariate specifications. 




