
PEREG Lecture 06
Alternatives to Public Interest and Capture II:
Reputational Models, Avoidance Models



Gordon and Hafer
Why do firms and special intersts give money 
when votes are not really purchaseable?
Hall and Wayman: buy time
Gordon and Hafer: buy avoidance of 
regulation.



Gordon and Hafer Model
Two players, F and A (regulator)
Nature chooses F’s type (lies on continuum), 
chooses whether alarm is revealed.





Agency’s Expected Utility dependent on distribution of types



Gordon and Hafer: Predictions



Gordon and Hafer: 
Predictions re Fire Alarms



Problems…
This is classic burning money; no legislature 
ever receives F’s cash.
Dependence on eqm refinement
Derivation of a comparative static across 
subgames; if these are different eqa, problem



Empirical Issues



Tests of Second Hypothesis: 
Low Type Firms Contribute Less under Alarm Subgame



Krause and Douglas (2005)
Evidence for reputational consideration driving 
forecast agencies
Null theory is “strategic design” (Moe).
Intuition: OMB, CBO, Fed all do the same 
thing, so their forecasts can be compared upon 
a common metric.





Basic forecast equation is:

To reduce (but not eliminate!) stationarity issues, write as:

Can also conduct “forecast dominance” tests from following regression:

Krause and Douglas (2005): Methods and Models







Issues
We can’t reject the null, but what does that 
mean?
Is there another way of getting at reputation 
using these data?
Or do we need different data?


