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Abstract

The empirical observations of underinvestment, loyalty and inequality of access
to rent-seeking activities are theoretical puzzles. Drawing on the concepts of power,
trust and signals, a new model of political influence via trust-signalling agents is
developed. This ‘trust-signalling’ model generates a much richer set of predictions
about the market for political influence, resolves the three identified puzzles, and
offers a number of testable predictions.
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1 The social nature of political influence

Whatever your view on rent-seeking, or the art of political influence, there is no escaping
the fact that such activities occur outside the regulatory sphere governing legal trade,
and are thus inherently embedded within social relationships. Even the simplest view of
rent-seeking as a mere form of bribery requires an explanation of how the exchange for
future favourable policy decisions is maintained and enforced.

In this paper I develop a model of rent-seeking via trust signals. These trust signals are
investments in social relationships that elicit future favourable rent-allocation decisions
between individuals or groups with discretionary power to allocate rents. I apply the
derived optimal signalling decision to a population of heterogenous agents in a model
world with two equally powerful political parties; a setup designed to reflect the com-
monly observed two-party dominance in many democratic countries. Simulating the
model generates patterns of signals that are qualitatively characteristic of three key em-
pirical observations which have so far remained theoretical puzzles, and which motivate
this research. The first puzzle is the observed loyalty of political donors and lobbyists
(Koger and Victor, 2009; Bertrand et al., 2011; Harrigan, 2008). Second is the significant
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underinvestment in rent-seeking activities (Tullock, 1997; Del Rosal, 2011), and third is
the inequality of access to rent-seeking ‘markets’ (Shughart II et al., 2003). These puz-
zles are suggestive of a critical role of social relationships in rent-seeking activities, and
it is worth taking a moment to review these empirical findings.

Regarding loyalty, Koger and Victor (2009) study patterns of lobbying and donation
behaviour in the US, finding that

...lobbyists tend to concentrate their attention on political allies, avoid
their ideological adversaries, and infrequently lobby fence-sitters, suggesting
that they are not buying votes or persuading legislators on a case-by-case
basis.

More importantly, lobbyists appear to systematically switch issues as the
politicians they were previously connected to switch committee assignments,
hence following people they know rather than sticking to issues. We also
find evidence that lobbyists that have issue expertise earn a premium, but
we uncover that such a premium for lobbyists that have connections to many
politicians and Members of Congress is considerably larger.

Bertrand et al. (2011) investigate the claim that if lobbyists are information providers,
than lobbyists with more information and experience should obtain a wage premium.
Additionally, they should be able to argue both sides of an issue. They find that lobbyists
are loyal to their ministerial contacts and only change their issues when their contacts
change committees. Also i Vidal et al. (2011) shows that lobbyists whose US Senate
connections leave office suffer a 24% decline in revenue, suggesting that the value of
social connections is significant. These studies conclude that relationships are the main
source of political influence, rather than expertise.

As well as individual loyalty, systematic group loyalty appears to dominate the political
process. For example, Harrigan (2008) observed two distinct strategies in Australian
political donations data; partisan, where donations are made to one side of politics only,
and hedging, where donations are split evenly between the two sides of politics. Using
Australian federal and State records of political donations from Nicholson et al. (2013)
we see very strong evidence of this pattern, with a massing of donations at even splits
between both major political parties and at single party donations. Figure 1 shows these
patterns, in terms of donation frequency and donation size weighted for frequency. It
should be noted that in this data the mean hedging donation size is around five times
larger than the mean partisan donation. Similar political donation patterns have been
observed by McMenamin (2012) in Canada, and to a lesser degree in Germany.

A striking part of this data is the degree to which hedging dominates the political
donation signalling game as a whole, making up 32% of the total revenue to the major
political parties. Additionally, only 7% (or 26) of the 363 donors adopting the hedging
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Figure 1: Liberal share of donations in Australian (1998-2012)

strategy1 are also clients of registered lobbyists, and of the 2733 registered clients of
professional lobbyists, a mere 4.3% (or 120) are also donors to the major political parties.
This Australian evidence supports the loyalty observations of US lobbyists, both also
suggests a degree of substitutability between the donation and lobbying strategies for
political influence.

Loyalty as a form of trust allows for sustained indirect reciprocal relationship amongst
groups, and are likely factors explaining the in-group bias observed in coordinative be-
haviour (Hewstone et al., 2002). Widespread evidence exists that common group mem-
berships are valuable, implying that the costs of acquiring group loyalties are typically
less than the benefits. For example, Fisman (2001) shows that political group affiliations
and social connections of company directors in Indonesia add to company share values.
Engelberg et al. (2012) find that when banks and firms are connected through common
group loyalties, such as management attending the same college or previously at the
same firm, credit interest costs for firms are lower. It has also been shown that firms
with current or former politicians on their board of directors receive many benefits, such
as higher chances of government bailouts or improved chances of winning government
contracts (Faccio, 2006). Finally, some research even suggests that lobbying through
information provision works only under conditions where preferences of politicians and
interest groups already align, and indeed it is not the information itself that is persuasive,
but the signal it creates (Potters and Winden, 1992).

The second puzzle is the widely observed underinvestment in rent-seeking Tullock (1997).
In a recent survey of the empirical literature, Del Rosal (2011) finds estimates of rent-
seeking costs are often zero, and methodological problems are more prevalent in the
higher estimates within the empirical literature. Theoretical developments in models
that treat rent-seeking as a deterministic contest show that the increasing asymmetry
of information among contestants for rents reduces competition and rent-seeking costs
(Kirkegaard, 2013). Yet this assumption requires further explanation. What mechanism

1Donation shares between 40 and 60%
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sustains this information imbalance? Why doesn’t a market for information emerge given
the enormous returns available? Others argue that uncertainty and risk-aversion explain
low rent-seeking costs (Treich, 2010). If outcomes are uncertain, risk-averse agents will
fail to invest an optimal amount in rent-seeking activities. This explanation relies on a
finite number of risk-taking agents facing systematic information failures, assumptions
which appear rather ad hoc.

The final empirical puzzle is that not every interest group lobbies on every policy pro-
posal, yet every group and individual is usually affected by large scale reallocations of
rent. I call this the inequality of access puzzle. Usually this puzzle is explained with
reference to the costs for coordinating. In dispersed groups it is costly to monitor free-
riders, and hence smaller interest groups gain disproportionate political power (Becker,
1983). This explanation simply leads to the question of why some groups’ coordination
costs are higher, and why a sufficient number of low-cost-of-coordination groups do not
emerge within larger dispersed groups. In general such explanations have nothing to say
about equality of rent distributions resulting from rent-seeking markets. Only recently
have Shughart II et al. (2003) expanded the competitive market picture of rent-seeking
by estimating a long-term inverse relationship be the Gini coefficient and interest group
dominance in US states. If successful rent-seeking leads to greater inequality, one needs
to consider that increasing inequality may further improve the bargaining position of
selected interest groups, bringing into question the assumptions of competitive markets
for interest groups. Maybe winning rent-seekers increase their chances at winning future
decisions.

While these three empirical puzzles suggest that social relationships are a crucial ingre-
dient in any model of the market for political influence, the core economic framework
provides a useful way to conceptualise the potential welfare costs arising in any market
for political influence. Welfare costs come in two forms: Tullock’s rectangle, or losses
arising from resources diverted from productive activities to rent-seeking activities (rent-
seeking costs), and the efficiency loss arising from restricting the production frontier and
growth prospects through sub-optimal allocation and regulation that results from rent-
seeking, (growth costs). Theories of rent-seeking have little to say about growth costs,
which were first explored in detail by Murphy et al. (1993). Indeed, rent-seeking theories
make no general predictions about the relationship between the size of rent able to be
allocated, the scale of rent-seeking costs, and size of growth costs, even if intuitively they
may be related in many circumstances. For example, it is possible that easily persuaded
politicians would provide large rents for low rent-seeking costs, but these may result in
relatively high growth costs. In order to link the process of rent-seeking to its welfare
impacts, an appeal to these definitions of costs will become necessary a little later.

As a prelude to my results, the simple trust-signalling model generates patterns of signals
that are qualitatively characteristic of the political donation patterns observed, consis-
tent with underinvestment in rent-seeking activities compared to the size of the gains,
and reveal a innate inequality of access to the rent-seeking game. Additionally, a crucial
but overlooked cost of the rent-seeking ‘market’ in the form of concealment activity is
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identified. Concealment activity comprises efforts to hide social relationships in order to
capitalise on discretionary decisions where there exists public scrutiny or monitoring of
decisions.

The paper proceeds as follows. In Section 2 I introduce the concepts of power, trust and
signals, that inform the new model of political influence presented in Section 3. This
model predicts all three empirical regularities in rent-seeking activities, such as loyalty
of lobbyists, hedging strategies of political donors, the low expenditure on rent seeking
activities, and the inequality of access to the rent-seeking activities. The application
of this model and the integrated concepts that underpin it are discussed in Section 4,
which also details a number of additional testable predictions of the model.

2 Model ingredients

As alluded to earlier, power, trust and signals are the key ingredients for a model of
political influence to be developed that is consistent with a broad range of empirical
observations. Each of these concepts are drawn from established ideas in the social sci-
ences, and are explained below before incorporating them into the model in the following
section.

First is power, from which I borrow the simple underlying concept from Dahl (1957)
who starts his explanation of this intuitive notion by stating ”A has power over B to the
extent that he can get B to do something that B would not otherwise do”. This simple
definition is then extend to a notion of a power relation which becomes a conditional
relationship between those able to exercise power and the individual respondent to that
power. But this still needs fleshing out by adding the additional missing element of
discretion. The point here is that although A gets B to do something they may not
otherwise do, it is the discretion to do so that provides the type of power that is of
interest to rent-seekers. Without discretion there is little point in influencing those with
power, since their choices will be limited by institutional constraints.

To provide a practical method for thinking about power, since it exists at multiple levels
of social organisation, we can explore some brief examples. Business owners exert some
degree of power over their employees to the degree that they can choose the tasks that
employees with undertake. A politician will have a degree of power to the extent that
they can propose laws that will reallocate wealth amongst society, facilitated by the legal
and institutional setup of a country. In regards to the topic at hand, those seeking to
influence policy will also exert individual power through the establishment of trusting
reciprocal relationships with those holding institutional power (in businesses, politics
and other institutions) over others.

The final important point regarding power is that there can be some kind of ranking
of the size of power, even a subjective one, between different individuals or established
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groups. This concept allows the introduction of a model parameter concerning the
relative scale of power between individuals and groups.

I implement the concept of trust as a relative notion. Trust can be somewhat synonymous
with loyalty, whereby choices are made in favour of those in more trusted positions. This
concept can be mapped in a continuous and bounded domain2 of relative social distance,
an idea I borrow this time from Hoffman et al. (1996) who defines social distance as
“the degree of reciprocity that subjects believe exist within a social interaction”. Using
this definition, we can say that trust may vary in magnitude in response to signalling
behaviour between counter-parties over time, and can be used as a coordinating device
between individuals.

This social domain is somewhat equivalent to the relational domains of graph-theoretic
approaches in sociology. One could think about relative social distance as a measure of
closeness between nodes within a network. However this continuous domain overcomes
the problem of adding multiple types of network connections. For example, a social
network can be mapped using work colleagues, another layer can be added to include
family ties, and yet another to include neighbours. Across these domains there is no
non-arbitrary method for generating an aggregate measure of distance between nodes.
I avoid this problem by simply starting with the domain of relative social distance and
allowing multiple types of signals between individuals to change their relative position,
and therefore level of trust, in this domain.

The conceptual idea behind the process of signalling trust is also borrowed. Goffman
(1959) proposed that signals between two agents are the way in which social distance is
communicated, and are critical tools to organising society. He goes on to explain that

...many carriers (or “sign-vehicles”) become available for conveying this
information. If unacquainted with the individual, observers can glean clues
from his conduct and appearance which allow them to apply their previous
experience with individuals roughly similar to the one before them, or im-
portant, to apply untested stereotypes to him. They can also assume from
past experience that only individuals of a particular kind will be found in a
social setting. They can rely on what the individual says about himself or on
documentary evidence he provides as to who and what he is. If they know, or
know of, the individual by virtue of experience prior to the interaction, they
can rely on assumptions as to the persistence and generality of psychological
traits as a means of predicting his present and future behaviour.

This general approach opens up a wide range of activities that may be investments in
trust signals, from clothing choices, the locations of one’s residence, the choice of school
for one’s children. and even a discretionary allocation of rent itself. Such signals are able
to be used as sorting devices when their interpretation relies on one’s previous knowledge

2It is bounded by the extremes of the closest and most trusting relationship to the most distant
person in a given social setting domain
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of the person using that signal. In Goffman’s (1959) words, “[t]he security they justifiably
feel in making inferences about the individual will vary, of course, depending on such
factors as the amount of information they already possess about him...”.

It is this insight that leads to the principle input to the current model; that the ef-
fectiveness of a signal is a function of the existing social position between two agents,
thus giving agents with closer social positions a lower cost of signalling their trust. This
foundation assumption generates a ‘social ladder climbing’ outcome, where each social
step depends on the outcome of the previous one.

3 A new model of political influence

In this model signals translate into trust, or social position, which translates into favourable
decisions from those receiving the signal to those making the signal.3 We can think of
relative social position, SP , at time t between individuals i and j as the sum of signals
observed between i andj over previous periods. This process is represented as

SPi,j,t = γSPi,j,t−1(1 +
∑

αs,i,ts
β
i,j,t) (1)

where si,j,t is the size of signal s at time , αs,t is a weighting factor for each signal type at
time t for individual i, which is likely to depend on the particular combination of signals
used now and in the past, γ is a decay factor, and β < 1, showing the diminishing
returns to a given signal. When we add net positive signals at time t, the t + 1 social
position increases. Since social position is defined by the accumulation of signals, each
signal in isolation may not be sorting. It is the combination of signals that is sorting,
and individuals will shift away from non-sorting signals as they become less effective
in combination with their other signals4. Equation (1) therefore describes a process of
cumulative advantage (or preferential attachment) via signals in the social domain.

One critical question is how social position, or the trust embedded in that position, re-
sults in political influence over those in positions of power. Are they one and the same?
In the absence of regulatory restrictions on political behaviour, or indeed social restric-
tions enforced through media and public pressure, trust would very likely be directly
proportional to influence over the behaviour of the counter-party. We can think about
situations, such as historical hereditary governing regimes (Lords, Kings, and so forth),
where those in the most trusted social positions, such as family, would excerpt the post
influence of the ultimate political decision maker.

Community expectations and monitoring of political behaviour such as nepotism, crony-
ism and bribery, may break down the relationship between trust and political influence.

3Remember that a signal can be a favourable discretionary decision itself, and the failure to make such
a favourable choice when given the chance will be a negative signal and be costly for the relationship.

4The αi,s,t will fall as a function of the use of that signal by others begins to reduce its value.
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The benefits to increased trust, or social closeness to politicians, may not only have
diminishing returns, but a turning point, or peak. Why the peak? Because if one is very
high on the trust scale, it may pay to distance oneself from political decision makers in
order to maintain maximum influence over them. After a point, the more one is seen in
the social company of a politician, the less likely that politician may be able to favour
that individual directly. It means there are incentives to conceal close relationships in
order to allow political favouritism.

Public signals and private signals can be conceptually distinguished at this point in
order to better understand the effect of monitoring. Donations are known to be publicly
recorded and could be considered pubic signals - observable not just to individuals, but to
groups. A public signalling strategy might by optimal for someone seeking loyalty from
a group rather than another individual, since all members of the group can observe the
signal. Lobbying, on the other hand, is rather more private. It is perhaps more a signal
of ongoing personal ties, rather than group ties, since others in the group may not even
be aware of private lobby meetings at all. Private signals may be a tool for overcoming
the peak of political influence which reflects only public knowledge of social signals.
In all likelihood, those socially close to political power may find it optimal to conceal
public signals while investing in private signals. For simplicity the model developed here
consider only public signals, which is likely to be of most help in improving understanding
of observable rent-seeking motivated signalling behaviour.

Under our basic assumptions, influence over those in positions of power is a concave
function of trust with a peak. A function such as Equation (2) adequately represents
this concept,

PIi,j,t = SP τi,j,t −mSP
φ
i,j,t (2)

where PIi,j is the political influence of individual or group i on politician or political
party j, m is the degree of monitoring of close social ties, and τ and φ are parameters
where τ < 1 and τ < φ. The left panel in Figure 2 shows the political influence curve
used in later simulations.

Expected share of society’s rents for each individual, Ri, are proportional to their politi-
cal influence with politicians or ‘power nodes’ j ∈ J , but also to the size of each node j’s
political power over society at large, κj,t, at that point in time. Further, the expected
share of rents accruing to an individual relies on their amount of skin in the game, ωi
which is a measure of the ability to capture rents. For example, it is easy for large land
owners to be granted political favours through rezoning decisions, than to grant favours
to individuals with few resources at their disposal.

In its present form the model takes the size of society’s total rent (or economic surplus)
as fixed, the allocation of this fixed amount is distributed based on the pattern of social
positions of individuals in the social domain relative to the political power nodes that
make discretionary decisions about rent allocations.

8



If the total economics surplus at time t is Re,t, the rent allocation to individual i is

Ri,t = Re,t
ωi,t

∑
j∈J κj,tPIi,j,t∑

i∈I ωi,t
∑

j∈J κj,tPIi,j,t
(3)

In the case where the size of expected rents for an individual is very low compared to the
total rents of society, and where the relative social position of others remains constant,
that is as

Re,t∑
i∈I ωi,t

∑
j∈J κj,tPIi,j,t

→ 1, the individual’s rent from playing the signalling

game approximates

Ri,t = ωi,t
∑
j∈J

κj,tPIi,j,t. (4)

The solution to the model at time t is for individuals to signal until the marginal benefit
in terms of expected rents from a better social position equals the marginal cost gaining
this position through a particular signal. In the case of donations the signal cost is
exactly proportional to the size of the signal, that is cs = s, however that may not be
the case for all possible social signals, which may also come in discrete units and lead to
more complex cost functions.

∂Ri,t = ∂cs,i,t (5)

Equations 1 to 5 comprise the core of the model from the point of view of the individual.
To aggregate the model and simulate the path of climbing the social ladder, the resulting
patterns of political donations, and the relationship between the size of signal costs and
rents, additional assumptions about the initial social structure and the political power
nodes are required. While there are extensive opportunities to explore the variable
space and the initial conditions for the social space, I limit this exploration to some core
features in this introductory paper.

I proceed by constructing a numerical simulation of a baseline model from which vari-
ations of the parameters are made to explore their impact on outcomes5. The set of
baseline parameter settings6 are held fixed over time increments in the simulation within
the social domain, SP ∈ [0, 11]. Notice that when two power nodes, j, are present they
are treated with equal weightings in the baseline case, a setting later modified to explore
the impact of unequal power nodes.

Notice also that the skin in the game is fixed across all individuals, which is probably
quite unrealistic. A more realistic condition is that the skin in the game is proportional
to the relative social position to power nodes; those with greater influence react by

5A Mathematica notebook containing the full code for simulations and graphs in this paper is available
online at buddyexperiments.blogspot.com.

6γ = 0.8, αs − 1, β = 1, τ = 0.5, φ = 5,m = 6× 10−6, ω∀i = 0.5, κ∀j = 1
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putting more skin in the game to capitalise on their social capital. The right panel of
Figure 2 shows this difference in the optimal signal size between these skin in the game
assumptions in the baseline model for individuals in the social space.
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Figure 2: Social position and political influence relationship with monitoring

One obvious question at this point is how to interpret the negative optimal signal size
shown in the right panel of Figure 2 at both low and high social positions. At high social
positions we can interpret a negative signal as the size of public signal concealment (or
optimal negative signal) worth investing in to enable a shift towards to social position
representing the maximum political influence. At the low end of the social space we
interpret this as the negative rent earned by a positive signal, since a positive signal will
be interpreted negatively and will result in further distancing oneself from power. In
keeping with Goffman’s conception of signalling, we can imagine that in the absence of
some already verifiable social status, an attempted signal would be construed as a fake,
highlighting the individual as an imposter and further distancing them from the power
node. In the absence of an equivalent negative signal option (concealing your existing
social position) individuals starting out in this region of the social space are unable to
even reach the first rung of the social ladder and as such undertake no signal-based rent-
seeking. The point at which the optimal signal becomes positive is therefore a crucial
determinant of the separating process generated by this signal-based rent-seeking game.

To proceed with examining aggregate patterns of signalling arising from the model we
need to settle on an initial starting condition for the social positions of a population of
agents relative to two nodes of power. This initial assumption will drive the patterns in
the first time period, but since the social positions themselves change over time perhaps
these initial conditions are less important in the longer term model outcomes. Based
on the general finding that social networks exhibit distributions of connections and
centrality measures that are best represented by power-laws, a power-law distributed
network is an obvious choice for the initial condition of agent social positions. 2000
agents are drawn from the power law distribution function SP−0.2 : 0.1 < SP < 11 for
positions to each of the two power nodes to generate a initial condition for the social
positions of society, while a second set of of agents is drawn from a uniform distribution
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in the same range as a comparative measure.

The first simulation time period results in donation signal patterns presented in Figure 3,
which closely reflect the observed patterns in Australian political donations data. Quite
surprisingly, this very simple model utilised within two extreme structures of social
networks generates some evidence of the hedging and partisan signalling strategies, and
very clear evidence that hedging strategies typically have much higher donations.

0 1

Power law dist.

0 1

Power law dist., weighted

0 1

Uniform dist.

0 1

Uniform dist., weighted

Figure 3: Ratio of signals in simulation of two power node network, t=1

Of more interest however is the dynamic process emerging in the model. Donation ratio
patterns and social positions for time periods 1, 7 and 14 for the simulated baseline
model are shown in the Appendix. As the signalling game plays, four clusters form in
the social network - those socially close to both power nodes, those close to each of the
nodes alone, and those who remain distant to both, unable to start playing the signalling
game.

Figure 10 of the Appendix shows the path, or social ladder, of selected individuals in the
simulated population7 and the convergence of individuals towards the three groups close
to political power. If we are to believe the model we should also observe this pattern of

7With both power law and uniform distributions of social position as starting assumptions, and under
conditions where ω ∝ SP .
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more distinct political group formation emerging over longer periods of time; perhaps a
process of entrenchment of class identity.

The interesting and rather unexpected feature of the model is that it predicts substantial
concealment of social positions in the presence of any monitoring of political rent-seeking
activities. Expected patterns of concealment effort are somewhat different to signalling
patterns, as Figure 4 shows, with an expectation for greater concealment by individuals
socially close to only one node of power. If the model has merit than it should be
expected that ‘insiders’ looking to conceal their political relationships usually are close
to just one side of politics.

0 1

Power law dist.

0 1

Power law dist., weighted

0 1

Uniform dist.

0 1

Uniform dist., weighted

Figure 4: Optimal concealment signal ratios on simulated social networks

As mentioned earlier, one element of the model that deserves specific attention is the
treatment of the division of power. While power is always a relative measure, when power
is dispersed to more nodes, meaning that each power node j has a smaller value of κj,t
to reflect their smaller share of total discretionary power

∑
j∈J κj , the signalling game

is predominantly played by only those socially closer to each node of power, meaning
access to the signalling game from few social positions. Whether this separation of power
generates lower total signalling activity at an aggregate level will depend on the complete
social structure, since clustering around these more numerous nodes may still result in
significant signalling activity.
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To demonstrate this lower propensity to signal of individuals from different social posi-
tions relative to power nodes, the left panel of Figure 5 plots the optimal total signal
size across the range of social positions equidistant from all power nodes over three dif-
ferent power structures: one power node with κj = 2, two power nodes with κj = 1 (the
baseline case), and three power nodes with κj = 2/3. The interpretation is that when
there is a single power node the greater potential payoffs lead to a large range of social
positions which find it opportune to signal their loyalty, while when power is dispersed,
only those with much closer social position to the less powerful nodes find signalling
worthwhile. Whether this results in lower total signalling in aggregate will depend on
the complete set of positions of individuals in the social domain.

However a social and economic interpretation of the greater concealment effort in the case
of more dispersed power is necessary if we are to make sense of this model outcome. In
this case it is a product of the ceteris paribus assumption of a fixed degree of monitoring
for each power node regardless of their power. Thus, the extra monitoring scrutiny
relative to political power ensures a much lower signalling effort, countered by a much
greater concealment effort from the politically connected.

Baseline, two nodes, Κ=1

Single node, Κ = 2

Three nodes, Κ = 2�3

Min Max
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"
j

Baseline, m = 6´10-6
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Ús
i,

"
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Figure 5: Optimal signal size with various power structures and monitoring strengths

To expand on the role of the monitoring trade-off, that greater monitoring leads to lower
signalling but greater concealment, I produce the right panel of Figure 5 showing the
general effect on optimal signal size across the social domain. Greater monitoring, as a
general rule, decreases the optimal social distance for political influence from nodes of
power, and therefore increases concealment efforts from those socially close to power.

One important use of the model is to demonstrate the potential for complexity of any
relationship between equality and efficiency in such rent-seeking games. Recall that the
share of society’s rents accruing to an individual is proportional to the social position
relative to the position of all others in society. Thus we can use the sum of social positions
relative to all power nodes, weighted by power, as a proxy for individual wealth at each
point in time in the model simulation (as per Equation (4)). Figure 6 shows the change
in equality over time for the baseline model simulation with both power law and uniform
distributed initial social positions for individuals (with a normalised starting point), and
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with skin in the game proportional to social position. Notice that the equality impacts
are not embedded in the nature of the game, but are a product of the initial social
structure of the population and the share of the population able to play the game and
climb the social ladder.

We must note however that the general expected outcome, based on the simplifying
assumption that generates Equation (4), is that the signalling game is open to just a
minority of individuals in society at large. Thus in such circumstances the game will
typically generate increasing inequality over time.

Power law dist.

Power law dist., Ω µ SP

Uniform Dist.

Uniform Dist., Ω µ SP

0 10 20 30 40

Time period

N
o
rm

al
is

ed
G

in
i

co
ef

fi
ci

en
t

Figure 6: Normailsed Gini coefficient over time

Taken together, the model presents a coherent explanation of rising inequality based on
political outcomes which reflect the reciprocation of favours between groups. However,
when assessing efficiency outcomes, the costs of this game must be assessed in light of
the costs of alternative methods and institutions for engendering widespread trust in the
community. These may be very small in some case, large in others.

This result is sensitive in general to the initial conditions, and thus the game is likely
to affect different countries, cities and other social groups to differing degrees in terms
of costs and affect on equality of wealth. Those countries with broader access to policy
makers via greater monitoring or institutions that foster mixing of social clusters, such
as public schools and merit-based access to vocational training and university, might see
much less of this signalling game and much greater equality in general. Those countries
where the institutional promotes social separation and allows easy concealment of social
ties will be more likely to drift toward greater inequality.

From an individual perspective the gains are equal to the cost from rent-seeking signals
in the baseline model due to the simplifying assumptions that α = β = 1. These need
not be the case, but under these conditions the individual result is perfectly in line with
the full-dissipation hypothesis. In the aggregate, however, this expectation no longer
holds because all individuals do not start from the same social position. The presence of
a social domain in which these rent-seeking signals are embedded means the aggregate
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result is far different from the individual result.

What can be shown using this model is that because signalling efforts transform the
social space they may generate a social structure whereby signalling is either increase or
decreasing over time. Figure 7 plots the total cost of positive signals in the left panel,
and total concealment effort in the right panel over time in the simulated baseline model.
In the power law distributed initial positions the signalling effort first increase before
decreasing, while concealment effort in all situations was decreasing. There is no general
rule of thumb arising about the expected trends in the size of total society rent-seeking
signal effort.
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Figure 7: Simulated total signal and concealment costs over time

Recall that in the model the total rents of society are fixed and that the game of signals
is about repositioning to improve an individual share of the total rent. Thus we can
say that the size of signals is unrelated to the total rents of society, and that the policy
questions surrounding rent-seeking are much more about equality and distribution rather
than efficiency and the production frontier.

The second type of economic cost arising from rent-seeking, growth costs, arise only when
the allocation of rents to individuals in closer social positions to power is a less productive
choice then allocation to individuals in disadvantageous social positions. Any attempt
at quantification of such costs within the framework of the present model requires a
series of additional assumptions, including the some measure of relative productivity
of all individuals society, which may very well be also related to their social position.
Investigation of such costs will typically need to be considered on a case-by-case basis.

In sum, the core of this new model provides a link between optimising rent-seeking agents
and notions of trust that require social ties communicated through signals. Doing so
provides a coherent explanation of much of the loyalty observed in rent-seeking actives,
in addition to suggesting further directions for research, particularly terms of the costs
of concealment efforts.
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4 Discussion

The above model is a serious departure from the economic approach to rent-seeking,
incorporating sociological concepts into an agent-based mathematical model that offers
useful predictions about the organisation of power in society. As such, the predictions
of this model need discussing in the context of current thinking on the topic before
exploring how assessment of anti-corruption policies will differ under the current model
compared to traditional models of rent-seeking.

I start with one of the obvious things the model doesn’t say - that social density is
required for cohesive group cooperation. Instead, the model shows that social density,
and therefore the formation of formal groups, is a product of the intention to cooperate
for individual and mutual gains. This is in contrast to other explanations of group
cohesion, such as that of Granovetter (2005), whose view are as follows.

One implication of this perspective is that collective action that depends
on over-coming free-rider problems is more likely in groups whose social net-
work is dense and cohesive, since actors in such networks typically internalize
norms that discourage free riding and emphasize trust.

Granovetter’s suggesting is that the density of the social network within a group that
makes collective action efficient. In contrast, the model I have presented here suggests
that density is instead a product of individual intentions to cooperate for individual and
collective gains, which is a reversal of causality. Trust and adherence to social norms is
simple a natural result of a coincidence of individual and collective interests.

The process of emergent social clustering, or groups, in the model is most consistent with
the pluralist approach to political economy, whereby groups of various forms compete
over allocations of power and resources. Moreover, it shows that in the event of a large
institutional power shift, say an election defeat by and incumbent political party, that
some of those individuals or groups seeking political influence will be able to jump ship
to new nodes of power if they arise nearby in the social space.

Evidence of ship jumping was found in Australian political donations data by McMe-
namin (2008), who explains the principle of optimal signalling via political donations
between multiple political parties as follows

If businesses react to political conditions, essentially they make calcula-
tions depending on which party is in power and which party they think will
exercise power in the future; they look at incumbency and polls. These two
variables interact with the electoral timetable. The farther away the next
election, the more sense it makes to contribute to the governing party and
not to the opposition

He finds that

They [political donors] concentrate their contributions on the party in
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government, reducing the bias as an election approaches. They also direct
more money to the party that is ahead in the polls, increasing the bias as an
election approaches.

In my new model these expectations of election outcomes drive the power variable κj,t,
which represent expected discounted future power of political party j, and is surely a
function of the election cycle and the polling predictions of election outcomes.

It is also worthwhile considering the general findings from this new model in relation to
the economic approach to rent-seeking. The expectation under the basic lottery model is
that political favours on average are as costly to acquire as they are financially lucrative,
meaning there is in the long run little value in attempting to acquire them. Apart from
this long run expectation breaking down the economic approach, the evidence discussed
earlier suggests that political connections are more valuable than the cost of acquiring
them.

A new feature of this model is the ability to conceptualise the economic cost of sig-
nalling as a form of rent-seeking activity very broadly, including the cost of concealing
close social and financial relationships. Because signals are sorting only based on their
accumulation in concert with other signals, this theory suggest a very broad scope of
what might constitute rent-seeking activities. For example, exclusive private schools,
clubs, private residences in the ‘right’ suburbs, working in the ‘right’ firms, driving the
‘right’ car and dressing the ‘right’ way are amongst an almost endless array of alternative
signals. However these costs need considering against alternative institutional or social
arrangements that would provide sufficient levels of trust to enable a highly function
system of production and trade. This line of thinking might suggest some proposals
to improve social inequality which break down potential social divisions, such as an
extensive public schooling system, academic scholarships to universities for low income
students, or even perhaps the provision of public housing in wealthy suburbs.

As mentioned earlier, the model has little to say about the output costs arising from
political favouritism, and that an empirical approach could be taken to determine the
differences in output and productivity of socially connected firms compared to less con-
nected firms in a given industry. The best analysis of this type is by Cingano and
Pinotti (2009) whose work is based on connections of Italian local politicians sitting on
private company boards. He explicitly acknowledges that social connections can gener-
ate welfare benefits, such as through productivity gains for the industry as a whole by
better navigating red-tape (the greasing the wheels effect). Or they can reduce welfare
through what he describes as the grabbing hand manipulation of government contracting
decisions. The results show that the grabbing hand dominates through a 5% increase in
revenue from government contracts, yet the lack of productivity change indicates that
the provision of public goods decreased by around 20%. It is difficult to tell whether
the model implicitly generates the grabbing hand effect, since it relies on controlling for
productivity changes per firm over a short time (12 year) period, which are likely to
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simply be a noisy, approximately mean zero, set of figures.8 This type of approach to
estimating output costs is promising because there clearly remains a question, especially
in this signalling model, of the total costs of seeking political influence, which relies on
a feasible alternative baseline from which to compare.

Regarding the three empirical puzzles of loyalty, under-investment in rent-seeking, and
inequality of access to political influence, the model presented here predicts each of
these phenomena in a very general sense. Because it is the trust contained in social
relationships which allows for future reciprocation of favours, expertise on a topic is
an ineffective tool for political influence and it is instead the loyalty to those social
relationships that provides for favourable policy outcomes.

The under-investment of measured rent-seeking is predicted in two ways. First, the
scope of rent-seeking activity is far too narrow when it is conceptualised as merely the
purchase of a lottery ticket. Second, those born into advantageous social positions can
rely on their historical family investments in signals, and maintain a degree of political
influences without large new investments in signals.

Inequality of access to the political class is a feature of the model insomuch as there
exists a lower threshold in the social domain, beyond which signalling activities provide
negative gains. Outsiders seeking to enter the game merely further distance themselves
by attempting to signal, and thus face a social barrier in attempting to access political
power via social means.

Some other predictions, which remain to be tested, include

1. Individuals with higher outside opportunities will play any individual signal to a
lesser degree (the opportunity cost of investing in signalling is higher).

2. Individuals socially close to power nodes will be more likely to have rents allocated
in their favour than those more distant.

3. Social clustering around political power, and in the hedging space between political
power, is likely to be evident in multiple social environments (eg. corporate and
club associations).

4. Over time the clustering will become more evident, and with that, and increase in
inequality on average.

5. Evidence of concealment strategies is likely to be a better indicator of political
favouritism than from public signalling, since concealment strategies are only used
by those beyond the optimal socially position.

While not a feature of this model per se, becoming more distant from existing power
structures could be a mechanism for establishing new power nodes due to the trust

8Consider the scenario where a firm wins a large government contract and subsequently undertakes
a period of capital investment to increase productive capacity. This will generate a decline in measured
productivity in the short-term, but would result in a long term improvement in labour productivity.
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embedded in via the clustering in the social domain. This could explain the earlier-
posed problem of how the apparently diverse group of labourers created a political
movement can be explained in terms of this model. If powerful owners of capital were
separating themselves socially via this type of signalling game, then the working class will
become relatively compact in the social space and via its own interests could coordinate
significantly to generate its own political power via costly threats to the other capital-
owning class.

Like most models, the limitations extend to the empirical interpretation of the con-
structed variables, such as exactly how one could measure power, or social distance ,or
even determine what is a signal and who it is directed at. Certainly this is true, but by no
means does it exclude empirical testing of the model. McMenamin (2008), for example,
used political incumbency and polling data as a reasonable proxy measure of expected
future power of political parties. Cross-directorships, common schools and family ties
have all been used as proxy measures of social distance. In a dynamic sense, the model
as it stands does not allow for this rise of new nodes of power. Certainly there exists
scope to extent the model generally to allow power to arise from density and relative
size of social clusters, controlling for wealth. Here the intention is simply to introduce
the approach, and further work may extend the model to endogenise some parameters.

With these general model foundations and predictions in mind I can now approach the
assessment of anti-rent-seeking or anti-corruption policy from a rather different angle.
I consider how to interpret policies such as mandating donor anonymity, caps on polit-
ical donations and rotation policies of staff in the context of the current model before
discussing potential avenues for future research.

Consider Ayers and Bulow’s (1998) argument that mandating donor anonymity would
disrupt the market for political influence, since donations are identifying signals of trust
in a game of reciprocity. If we believe that signalling trust through donations is only
required for less connected firms, then we may simply see that market for political
influence constrict to a smaller, but better socially connected group, while rent-seeking
costs may rise form investments in alternative and more costly signals.

It is also not clear whether caps on lobbying decrease rent-seeking costs (Che and Gale,
1998; Kaplan and Wettstein, 2006; Pastine and Pastine, 2010). If professional lobbying
is merely an attempt to signal allegiance and trust, capping or outlawing it would result
in a narrow field of influence by those who have trust through existing social means.
Like mandated donor anonymity, such a move could force those who use professional
lobbyists to divert resources to establishing social connection through alternative and
possibly more costly means.

Another policy that can be considered under this more comprehensive theory is the
directive requiring regular rotation of staff in sensitive areas, which is a common policy
move and one studied under experimental conditions by Abbink (2004) and found to
be successful at reducing bribery. In the language of this signalling model, such a
policy would put administrative staff in positions of power only temporarily, thus greatly
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diminishing their individual power in the long term sense. Thus, the earlier result that
reduced power greatly reduced positive signals would mean that this policy should be
expected to reduce cooperative corruption unless all the rotated staff are already socially
close to the parties which they have the job of regulating or supervising. For example,
the model predicts that staff rotation simply won’t work if only political appointees from
the same party are rotated into key positions.

5 Conclusions future directions

I have attempted to reconcile the often diverse approaches to rent-seeking behaviour in
the social sciences by offering here a framework of analysis that embeds such activities in
social structures and offers both testable predictions and potential guidance for policy.
This was done by introducing the concept of power from Dahl, and the concepts of trust
and signals from Goffman, into an agent-based model of optimising actors which allows
both segmentation of society between, and clustering around, nodes of power. The
models makes predictions that have so far remained puzzling to the economic approach
to rent-seeking, and offers a mathematical tool to help better understand the pluralist
approach to politics and power.

I foresee two promising avenues for further research - empirical research on the connection
between social structures and political power, and experimental work on that tests the
conditions by which divergent groups form due to power.

The basic prediction that social relationships are the source of power, and that signals
generate social relationships offers a number of avenues for empirical work. One way
could be to test whether the winners and losers from a specific political allocation of
society’s rents can be predicted using measures of relative social position to the political
power node. These measures would include a variety of signals, and such an approach
would rely on the establishment of an identical groups of losers from the allocation
decision. For example, changes to government contractors that occur after an change
in the elected government party might be predictable based on the social and financial
relationships of those contractors with the political parties. One might expect that hedg-
ing donors would retain contracts, but companies donating exclusively to the previous
government might lose contracts.

Another empirical approach could be test test the assumption in this model that social
clustering is actually reflected in the donations to political parties. Do the partisan and
hedging groups represent distinguishable groups in other social domains, such as their
corporate associations through business transactions and cross-directorships?

An experimental approach that allows for the process of favouritism and signalling would
be a promising method to verify that the model has some validity. Moreover, such an
approach could control for the cost of signals, the size of rents able to be allocated,
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and various other institutional structures and anti-corruption policies that might be of
interest.

While this model is far from perfect, it is my hope that offering this mathematical
model of rent-seeking and political influence stimulates new thinking and a more cohesive
approach to this problem in the social sciences.
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Figure 8: Evolution of signalling in dynamic network (Power law distribution)
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