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Abstract

We build a model of activist campaigns against corporations that captures both their direct

impact through private politics, and their indirect impact through changing targeted firms’ incentives

to engage in public politics. A strategic activist seeks to transform the behavior of an industry, and

influence it to adopt a costly green technology that will reduce environmental damages. To do so,

the activist can mount a campaign to convince one or more firms in an industry to adopt the green

technology. The activist considers both the direct environmental benefits of a firm’s adoption, as

well as its indirect effects through changes in the industry’s lobbying behavior. We characterize

the activist’s optimal strategy and how it varies with underlying variables such as the cost of the

alternative technologies, environmental benefits of technology adoption, and cost heterogeneity within

the industry.

1 Introduction

Corporate environmental management is no longer a matter of simply complying with regulations, if it

ever was. Strategic firms engage in self-regulation in order to hedge against future regulation (Maxwell,

Lyon and Hackett 2000) or activist pressure (Baron and Diermeier 2007). At the same time, these

corporations also influence political and regulatory decisionmaking via lobbying. Indeed, many activists

have become disillusioned by the power of corporations over the political process, and have redirected

their efforts to target firms directly through private politics. (Lyon 2010) However, since firms still

engage in lobbying, being targeted by an activist affects corporate incentives to lobby for or against

regulation. Thus, strategic activists need to consider the effects of their choice of targets not only on

firms’ market behavior, but also their lobbying strategy. Although there is a growing literature on

private politics, it has not yet been integrated with the literature on public politics. In this paper we

develop a model that does just that.

We connect three strands of the literature. First, we build on recent models of private politics that

explore the interactions between a strategic activist and a firm or firms whose behavior the activist
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seeks to change. (Baron 2001; Innes 2006; Baron and Diermeier 2007). In these models, an activist

typically threatens harm to a corporation if the firm does not make changes demanded by the activist.1

We extend this literature by considering an activist’s strategy with respect to an entire oligopolistic

industry. Second, we build on models of lobbying in the arena of public politics. Here there are two

main modeling approaches. Models of rent-seeking in the tradition of Tullock (1967) typically treat

lobbying as an all-pay auction (Baye, Kovenock and de Vries) in which the highest spender has the

highest probability of winning. Common agency models in the tradition of Bernheim and Whinston

(1986) model lobbying as offering a payment schedule to an agent for taking a desired action. Because

we study a discrete policy choice (regulation or no regulation), we employ the all-pay auction; a menu

auction would imply that losing lobbyists pay nothing, an implausible implication. Third, we build

on industrial organization models of “raising rivals’ costs,” in which non-price predatory conduct raises

rivals’ costs without forcing them to exit the market. (Salop and Scheffman 1983)

In our model, a strategic activist seeks to transform the behavior of an industry, and influence it

to adopt a costly green technology that will reduce environmental damages. The activist can allocate

resources to lobbying for public regulation, or can use them to engage in private politics, via a campaign

to convince one or more firms in an industry to adopt the green technology. The activist considers both

the direct environmental benefits of a firm’s adoption, as well as its indirect effects through changes in

the industry’s lobbying behavior. We characterize the activist’s optimal strategy and how it varies with

underlying variables such as the cost of the alternative technologies, environmental benefits of technology

adoption, and cost heterogeneity within the industry.

The politics of climate change offer interesting examples of the behavior we have in mind. For

example, the World Wildlife Fund (WWF) conducts a program called Climate Savers that works with

companies from a wide range of industries to reduce their greenhouse gas (GHG) emissions. WWF makes

a point of engaging with only one firm in each industry, aiming to make that firm the industry leader

on climate issues. (WWF undated) Another interesting example is the US Climate Action Partnership

(US CAP), which was formed on January 22, 2007, as a coalition of environmental groups and large

corporations, all lobbying the federal government jointly for legislation to significantly reduce emissions

of greenhouse gases (GHGs). Activist groups, including the Environmental Defense Fund (EDF), the

Natural Resources Defense Council (NRDC), and the Pew Center on Global Climate Change, had been

working for years to convince individual corporations to adopt practices reducing their GHG emissions.

What was novel about US CAP was its explicit goal of lobbying for GHG regulations. The model

legislation drafted by US CAP had a strong influence on the Waxman-Markey bill that passed the US

House of Representatives, and might have created momentum sufficient to pass in the Senate as well had

the Obama Administration not focused its political capital on health care instead. (Whittingham 2008)

The remainder of the paper is organized as follows. Section 2 sets out the basic model in a setting of

1Although both Baron (2001) and Baron and Diermeier (2007) briefly discuss the case of a duopoly, they do not focus

on industry interactions. Innes (2006) is the only paper of which we are aware that builds a fully specified model of

boycotts in a duopolistic industry. He finds that when the activist has a high value for the adoption of green practices,

and low costs of canceling a boycott, then boycotts do not emerge in equilibrium, and either both firms adopt or neither

do. If a boycott emerges, it is either temporary and quickly induces the large firm to adopt, or persistent against the small

firm and never induces adoption.
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homogeneous costs. Section 3 presents a numerical example. Section 4 examines how the activist would

behave if public politics were blockaded. Section 5 considers whether the activist would ever conduct a

campaign against a firm if it will not induce the firm to switch technologies. Section 6 concludes.

2 The Model with Homogeneous Costs

The model consists of three stages. In the first stage, the activist can allocate resources towards a

campaign against one or more firms in the industry, in an attempt to induce them to adopt the green

technology. If targeted firm  refuses the activist’s demand, the activist applies a level of harm  to the

firm, which takes the form of a fixed cost imposed on the firm via a consumer boycott or a media campaign

that reduces the firm’s shareholder value. The cost to the activist of imposing harm is () If the

targeted firm accedes to the demand, its marginal cost of production rises from  to , and no harm is

applied. In the second stage, the firms allocate resources to lobbying the government either for or against

a bill that would require all firms in the industry to adopt the green technology. In the third stage,

the outcome of the legislative contest is revealed, and firms engage in Cournot competition with profits

determined by the costs of the technologies they are using. Firms using the brown technology create

environmental damage of  per unit of output; firms using the green technology cause no environmental

damage. We assume +   to avoid the uninteresting case where the green technology is not socially

worthwhile.

We describe the model in reverse chronological order.

2.1 Cournot Competition

There are  = 1 firms that can produce a consumption good using either a brown or green technology,

i.e. the green technology reduces an environmental externality associated with (brown) production. Use

of the brown technology creates environmental damages of  per unit of production, which are eliminated

by adoption of the green technology. Firms compete in quantities (Cournot) and use either the green

(denoted by superscript ) or brown (superscript ) technology. Marginal costs of production are constant

and denoted    respectively. We assume initially that all firms incur the same marginal cost of

operating either the brown or the green technology, an assumption we relax later in the paper. Assume

for the moment that an exogenously given subset of firms  ⊂  uses the green technology while the

rest of the firms is brown. Let  denote the number of firms in the set , as well, for simplicity, and let

the number of brown firms be  =  − . Let the inverse demand function be () = 1 −  where

 =

X
 . Assume   1 to ensure positive demand. Firms choose quantities to solve the problem

max = [()− ]  . The Cournot game determines equilibrium quantities for the  firms such that

∗ =
1 +

6=X
 −

 + 1
 (1)
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Thus, brown firms produce

∗ () =
1 +( − )− 

 + 1

and green firms produce

∗() =
1−( − )− 

 + 1
=
1− ( −)( − )− 

 + 1


Note that both ∗ () and 
∗
() are increasing in  since any given firm’s output increases as its rivals’

costs rise. Total output is

 = ∗ +∗ =
 − −

 + 1


which is decreasing in . Total pollution, given by ( −)∗ () is also decreasing in . Price is

 = 1−∗ −∗ =
1 + +

 + 1


If all firms adopt the green technology,  = (1− )(1 +) Profits are

∗() = [
∗ −  ] 

∗
 =

µ
1 + +

 + 1
− 

¶2
and

∗() = [
∗ −  ] 

∗
 =

µ
1 + +

 + 1
− 

¶2


where ∗ () denotes profits to a firm of type  ∈ { } when a total of  firms have adopted the green

technology.

If regulation mandates that all  firms adopt the green technology, profits are

∗() =
µ
1− 

 + 1

¶2


For a firm that was initially brown, regulation requiring all  firms to adopt the green technology changes

profits by an amount

∆() ≡ ∗()− ∗() =
µ
1− 

 + 1

¶2
−
µ
1 + +

 + 1
− 

¶2
 0

For a firm that was initially green, regulation changes profits by an amount

∆() ≡ ∗()− ∗() =
µ
1− 

 + 1

¶2
−
µ
1 + +

 + 1
− 

¶2
 0

It will be useful later in the analysis to understand how the impact of regulation changes as the number
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of green firms increases. Differentation yields

∆()


=
−2
 + 1

∙
1 + +

 + 1
− 

¸
 0 (1)

and
∆()


=
−2
 + 1

∙
1 + +

 + 1
− 

¸
 0 (2)

Since   1 we know that  −  ≡ (1 + +)( + 1)−   0 Of course,    Hence

∆()




∆()


 (3)

Thus, as the number of green firms increases, the cost of regulation to the remaining brown firms becomes

greater. Intuitively, a brown firm has more of a cost advantage relative to the rest of the industry when a

larger number of its rivals have the higher costs associated with being green. As a result, the opportunity

cost of regulation increases. This implies that a brown firm will have stronger incentives to lobby against

regulation as the number of its green rivals rises. For a green firm, however, the gain from regulation

diminishes as the number of green firms grows. Intuitively, a green firm suffers less of a cost disadvantage

relative to the rest of the industry when a larger number of its rivals have the higher costs associated

with being green. This implies that a green firm will have weaker incentives to lobby for regulation as

the number of its green rivals rises.

For future reference we note that

2∆()

2
=

2∆()

2
=
−2( − )

( + 1)2
 0

2.2 Legislative Contest

In the second stage of the game, legislation may be passed that would mandate the adoption of the

green technology. Much of the recent literature on political economy represents the lobbying process

via a model of common agency, also referred to as a menu auction. (Grossman and Helpman 1994;

Dixit, Grossman and Helpman 1997). In these models, special interest groups credibly commit to a

schedule of payments to a common agent (e.g., policymaker) for taking particular actions; the agent

chooses the action that maximizes his net gain and special interests pay only the amount promised for

that particular action. Although this literature has generated many insights, it has two features that

make it unsuitable for our purposes. First, in a game with two discrete outcomes (regulation or no

regulation), lobbyists that do not obtain their desired outcome pay nothing. This implication flies in

the face of the large expenditures environmental groups made in their efforts to pass climate legislation

in the US in the mid-to-late 2000s, or the large expenditures by industry to block passage of major

environmental legislation. Second, common agency models imply that the policymaker captures all

the rents (Dixit, Grossman and Helpman 1997). This implication runs counter to empirical evidence

indicating that special interests contribute a surprisingly small proportion of rents to policymakers in
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practice. (Ansolabehere, de Figueiredo and Snyder 2003)

For the foregoing reasons, we represent the legislative contest as an all-pay auction, or Tullock game,

in which the probability of regulation is a function of the lobbying expenditures of those favoring and

those opposing the rule. In such lobbying contests, both proponents and opponents of a rule must

commit resources to the legislative battle, regardless of whether they win or lose. In addition, their

expenditures do not simply go into the pockets of policymakers in the form of a socially-neutral transfer,

but instead they are viewed as a pure waste of resources. This view will turn out to have interesting

implications for our analysis of the social welfare impacts of activism.

We adopt the standard contest function

 =


 +



where  is the probability that legislation passes,  is the total of lobbying expenditures by those

favoring the legislation, and  is the total of lobbying expenditures by those opposing the legislation.

Consider firm ’s choice of how much to spend on lobbying. If he is green, he chooses  to maximize

(∗) =
 + 

 + +

∗() +
∙
1−  +

 + +

¸
∗()− 

= ∗() +



∆()− 

This has FOC


( +)2
∆() ≤ 1 with equality if   0 (4)

with complementary slackness. The left-hand side is strictly increasing in   so there can be at most

one solution to this condition.

If he is brown, he chooses  to maximize

(∗) =

∙
 +

 + +

¸
∗() +

∙
1−  +

 + +

¸
∗() +−

= ∗()−



∆()− 

This has FOC


( +)2
[−∆()] ≤ 1 with equality if   0 (5)

with complementary slackness. Again, there can be at most one solution to this condition.

Note that (4) and (5) determine the total expenditures by the two sides, but not the allocation of

lobbying effort across individual firms. Since all brown firms have the same costs, and all green firms

have the same costs, we assume they all contribute equally to lobbying. Combining the two equations

we note that:




=
∆

−∆

 (6)
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Solving for  and substituting into (5) we obtain:

−∆ = ()
2
(1− ∆

∆

)→  =
−∆

(1− ∆
∆
)2

(7)

Substituting this into (6) we get:

 =
(∆)

2

∆(1− ∆∆ )2
 (8)

The probability of legislation is then

 =


 +

=
1

1− ∆
∆

=
∆

∆ −∆

 (9)

Thus,



=

1

(∆ −∆)
2

∙
∆

∆


−∆

∆



¸


Making use of work from the previous section yields the following proposition.

Proposition 1 For  ≥ 1 the probability of regulation decreases with .

Proof. From (9), we know that the probability of regulation is decreasing in the ratio (−∆)∆

From (1), we know that |∆| is increasing in , while from (2) we know that |∆| is decreasing in .

Therefore, the ratio (−∆)∆ is increasing in  and so the probability of regulation decreases with .

This is a striking and counterintuitive result. It says that once there is at least one green firm,

the likelihood of regulation decreases as more firms adopt the green technology. Intuitively, one might

expect that as the number of brown firms falls, the resistance of the group of brown firms to regulation

would lessen. In fact, just the opposite happens. The remaining brown firms become more entrenched

and fight even harder against the passage of regulation that would eliminate their rents. The green

firms, in contrast, each have less at stake, and free-riding in lobbying means that the total expenditure

by the group of green firms actually falls. This result has profound implications for activist strategy.

Matters are different when  = 0 In this case, there are no firms with an entrenched interest

in passing regulation, so the probability of regulation is zero. Thus, inducing the first firm to adopt

the green technology causes a discrete increase in the probability of regulation. Whether this step is

worthwhile for the activist is the question to which we now turn.

2.3 Activist Campaign

Suppose all firms are initially brown, and that the cost to the activist of imposing harm  on a firm is

() The activist wishes to minimize the total expected amount of environmental damage, and also

cares about using its expenditures efficiently. Because the requisite level of harm to induce the first firm
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to adopt the green technology, 1 may differ from the harm 2 required to induce the second firm to

adopt, and so on, the activist must choose a vector of harms H = {1 2  } to deliver. In this

section we shall assume that the activist only delivers harm  if it is sufficient to induce firm  to adopt

the green technology. Define the indicator function (  0) = 1 and ( = 0) = 0 Then

 =

X
=1

()

Thus the activist’s problem is to

min
H

 = [1− ] ( −)∗ () +
X
=1

()

If the activist does not conduct a campaign, then  = 0 and

0 = (1− )( + 1) = ∗ (0)

Can the activist do better than 0? Suppose the activist converts one firm from brown to green prior

to the legislative contest. Then the activist’s payoff is

1 = [1− ]( − 1)∗ (1) + (1)

Proposition 2 The activist mounts a campaign against at least one firm if (1) is small enough.

Proof. It is easy to see that 1  0 if (1) = 0 since (1−)  1 and total pollution, (−)∗ ()
is decreasing in .

The proposition shows that if the costs of delivering harm are small enough, the activist always wants

to campaign against at least one firm. Even if legislation does not pass, total pollution falls relative to

the case with no green firms. Furthermore, the probability of legislation rises since there is now a firm

lobbying in favor of regulation. If () is too high, then we have the uninteresting case in which the

activist is blocked by his cost structure from taking action in this industry.

Does the activist have incentives to convert a second firm?





= − 



( −)∗ ()− (1− )∗ () + [1− ] ( −)
∗ ()


+ ()

Once again there is a direct benefit in terms of a reduction in emissions in the event no regulation is

imposed. Define the function

() = ( −+ 1)∗ (− 1)− ( −)∗ ()

=


 + 1

¡
(2−)( − )−  + 1

¢
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which specifies the direct environmental gain from converting the  firm. Then

0() =
2( − )

 + 1
 0

Hence, the marginal direct environmental benefit of converting each additional firm is increasing in .

Next consider the cost to the activist of converting the second firm. Define the function

() = ∗(− 1)− ∗()

=

µ
1 +( − )− 

 + 1

¶2
−
µ
1 +( − ) + − ( + 1)

 + 1

¶2


which specifies the loss in profits to a brown firm that is converted to become the  green firm in the

absence of regulation. Then

0() =
2( − )2

( + 1)2
 0

Thus, the direct cost to the activist of converting each additional firm, absent public politics, is increasing.

However, there is also an increasing direct environmental benefit from converting each additional firm.

Note that both 0() and  0() increase linearly with . Which increases faster depends upon whether

0()  0() or whether
2( − )

 + 1
− 2(

 − )2

( + 1)2
 0

This in turn reduces to

 
( − )

( + 1)


This requirement is weaker than    −  a necessary condition for the regulation is to be socially

worthwhile. If it holds, then the marginal direct environmental benefits of conversion rise faster than

the requisite harm that must be imposed.

The indirect effects of a corporate campaign on public politics complicate matters, since Proposition

1 shows that the probability of regulation declines with each firm conversion beyond the first. This leads

us to conjecture that:

Conjecture 1 For  ≥ 1 the activist’s payoff is convex in  if   (( − ))( + 1)

If this conjecture is correct, then the activist will either convert 0, 1, or N firms.

2.4 Welfare

Does the presence of the activist improve social welfare? Define static welfare when there are  green

firms as

 () =  +  −
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where  is consumer surplus,  is producer surplus, and  is total environmental damage. We have

 =
(1−  )2

2

 =

X
=1

 =

X
=1

( − )
2 =

µ
1 + +

 + 1
− 

¶2
= ( − )2 + ( −)( − )2

 = ( −)∗ () = ( −)
1 +( − )− 

 + 1


If there were a social planner who could control the number of green firms, () would be an appropriate

welfare measure against which to judge the performance of the activist.

In practice, however, there is no omniscient social planner that can impose optimal outcomes without

the expenditure of any resources on lobbying or activism. Thus, in the absence of a social planner, the

relevant welfare benchmark must take into account the likelihood of regulation as well as the rent-seeking

costs involved in the political process. Thus, the relevant benchmark is expected welfare

 () =  () + (1− ) ()−  −
X
=1

()

where  is wasteful expenditures on political influence and () is wasteful expenditures to induce a firm

to adopt the green technology..

 =  + =
−∆

(1− ∆
∆
)2
+

(∆)
2

∆(1− ∆∆ )2
=

−∆

(1− ∆
∆
)2

∙
1− ∆

∆

¸
=

−∆

(1− ∆
∆
)

3 Numerical Example

To provide further insight into the welfare implications of activism, we present a numerical example. In

the example,  = 10  = 01  = 015  = 01 and () =  with  = 075 and  = 1

Figure 1 shows the activist’s expected payoff, () compared with the social planner’s payoff (),

as a function of the number of firms converted Although the social planner desires to convert all 10 firms,

so that  = 10 the activist’s payoff is maximized at  = 1 As mentioned in the preceding section,

however, the notion of a social planner is highly abstract and may be a misleading welfare benchmark.

Thus, Figure 2 shows the activist’s expected payoff relative to expected social welfare,  () as a

function of  This time we account for the uncertainty around the passage of legislation, as well as

the social waste involved in rent-seeking expenditures. Now both welfare and the activist’s payoff are

maximized at  = 1 This result changes in Figure 3, where the only change is that  = 019 instead

of 015 Now pecuniary impacts figure more heavily in the social welfare calculation, and welfare is

maximized by not converting any firms, although the activist still prefers to convert one. Figure 4
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makes further changes, so that  = 1 and  = 12 Now welfare is maximized at  = 1 while the activist

prefers  = 10

These simple calculations demonstrate that there is no necessary correspondence between the ac-

tivist’s preferred outcome and social welfare. In fact, in Figure 3, welfare is lower in the presence of the

activist than it would be without him.

4 Private Politics Alone

It is instructive to compare the results obtained thus far with the results of a model of private poli-

tics alone, with no role for public politics. The first and third stages of the foregoing model remain

structurally unchanged, but the second stage is eliminated. All of the results from the Cournot model

continue to hold, but the results for the activist’s strategy in stage 1 are significantly different. It is this

to which we turn.

Since there is no legislative contest, the industry structure resulting from the activist’s campaign is

now deterministic. The activist’s problem is to

min
H

 = ( −)∗ () +
X
=1

()

Now the requisite amount of harm needed to convert the  firm is simply

 = −[∗()− ∗(− 1)] = −
"µ
1 + ( −) +

 + 1
− 

¶2
−
µ
1 + ( −+ 1) + (− 1)

 + 1
− 

¶2#

=

¡
 − 

¢
( + 1)

2

£
2− 2 − ( − 2)( − )

¤


and



=
2( − )2

( + 1)
2



Denote the activist’s incremental benefit from converting the  firm by

∆() = ()− (− 1)
= ( −)∗ ()− ( −+ 1)∗ (− 1)| {z }

−

+ ()| {z }
−

 0

The activist desires to minimize the sum of environmental damages and the cost of applying harm, so

will convert the  firm if.∆()  0 However, there is no general result regarding whether ∆()

is positive or negative. Nevertheless, we can glean additional insight by examining how the activist’s
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benefit of converting an additional firm changes with . Some algebra shows that

∆()


=
−2( − )

 + 1
+ 0()

2( − )2

( + 1)
2

This allows us to establish the following proposition.

Proposition 3 Suppose the legislative contest is blockaded, so the activist is only concerned with private

politics. Assume () is linear. If   0()( − )( + 1) then the activist’s payoff function is

convex and he converts either no firms or all the firms. If   ( − )( + 1) the activist’s payoff

function is concave.

Proof. If () is linear, then ∆() is always of the same sign. Algebra shows that if

  0()( − )( + 1) then ∆() is convex, and conversely.

The proposition shows that if environmental damages are large enough, then the activist pursues an

“all or nothing” strategy: either he converts the entire industry or none of it. But even if  is large

enough, under what conditions will the activist convert the industry?

Proposition 4 If (1) is small enough, the activist converts at least one firm.

Proof. If the activist does not conduct a campaign, then  = 0 and 0 = ∗ (0) If he converts one

firm, his payoff is1 = (−1)∗ (1)+(1) It is straightforward to show that ∗ (0)  (−1)∗ (1)
so the activist always wants to convert at least one firm if (1) is not too large.

The preceding propositions together show that if (1) is small enough and  is large enough, then

the activist converts the entire industry. It is interesting to compare the activist’s behavior when

public politics is blockaded with that when private and public politics are linked. Our numerical

examples provided several cases where the activist converts a single firm when strategizing in the linked

private/public domain. If   0()(− )( +1) however, this is never optimal in private politics
alone. Thus ignoring the possibility of public politics can radically distort the activist’s strategy.

Interestingly, the presence of public politics often moderates the activist’s behavior rather than driving

it to become more extreme.

It is an interesting question whether the activist benefits from the linkage of public and private

politics. Figures 5 and 6 graph the activist’s payoffs for the case of private politics alone vs. the case

of linked public and private politics. Figure 5 shows that the activist is worse off in the case where

 = 10  = 01  = 015  = 01 and () =  with  = 075 and  = 1 which is the base case for

the numerical example above. When public and private politics are linked, the activist is much better

off in the case where he only converts one firm, since the presence of a green firm greatly increases the

probability of legislation. However, the incremental benefit of converting additional firms is lower than

in the case of private politics alone, since the activist now must spend more to convert additional firms

in order to overcome the declining probability of regulation. Overall, the activist’s maximized payoff is

lower with linked public politics than without it. Figure 6 considers the case where  = 02 and shows

that the activist may convert the entire industry under either form of politics, but that the activist is

still better off without the link to public politics.

12



5 Activism without Adoption

Would the activist ever opt to impose harm on a firm even if it cannot thereby cause the firm to change

its technology? Suppose the activist’s optimal strategy is to convert one firm to green. Would the

activist ever campaign against a second firm? To understand its incentives, however, it is necessary to

characterize the comparative statics of the legislative contest in more detail.

We begin by characterizing the best-reply functions in the legislative contest.

Proposition 5 The best reply function of lobbyist  is strictly concave, achieves a maximum where it

crosses the 45-degree line, and reaches zero when  = ∆. In a pure-strategy Nash equilibrium, the

lobbyist with ∆  ∆ spends more and has a greater chance of winning. His best-reply function is

upward-sloping in the neighborhood of the equilibrium, and his rival’s best-reply function is downward-

sloping in the neighborhood of the equilibrium.

Proof. Inspection of, and differentiation of, (5) and (4), yield solutions for where each best-reply

function takes on the value of zero and where it reaches a maximum. Jointly solving these first-order

conditions yields the Nash equilibrium.

The figure below depicts the two best replies for the case where ∆1 = 10 and ∆2 = 15 Notice that

each player’s best reply reflects strategic complements if the spending by his adversary is smaller than

his own spending and strategic substitutes otherwise.

0 1 2 3 4 5 6 7 8 9 10 11 12 13 14 15
0

2

4

6

8
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14
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e2

45-degree line

Reaction Function 2

Reaction Function 1

Best-Reply Functions
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A small exogenous increase in ∆1 has no direct effect on the best reply of top gun 2 but strictly

increases the best reply of top gun 1 at every point (except the origin). Similarly, an exogenous increase

in ∆2 has no direct effect on the best reply of top gun 1 but strictly increases the best reply of top gun

2 at every point (except the origin). This leads to the following result.

Proposition 6 If ∆  ∆ then the activist has incentives to apply harm to one or more brown firms

even if this does not induce the firm(s) to change their technology or emissions. The brown firm(s) will

reduce their lobbying against regulation and the green firm (s) will increase their lobbying for regulation,

thereby benefiting the activist.

Proof. The preceding proposition shows that if ∆  ∆ then near the equilibrium the best-reply

function of the green firm is upward sloping and that of the brown firm is downward-sloping. Then a

reduction in ∆ leads to a reduction in  and an increase in  This results in an increase in 

Because of the nature of the best-response functions in the Tullock game, imposing harm on a brown

firm that refuses to change technology lowers that firm’s profits in the event no legislation is passed, and

reduces the firm’s incentives to lobby against regulation. If the brown firm were lobbying more than

the green firm, then the green firm’s best-response is downward-sloping, and the green firm will increase

its lobbying effort in response. Thus, private politics might be conducted solely for its indirect effect on

public politics. In fact, we have the following.

Proposition 7 If the activist optimally converts ∗   firms, and ∆(
∗)  ∆(

∗) then the activist

also imposes harm on firm ∗+1 even though the amount of harm is not sufficient to induce firm ∗+1

to switch.

This result provides an interesting nuance to the activist’s strategy. If the activist does not find it

optimal to convert all firms to green, then in equilibrium he imposes harm on the next brown firm “in

line," knowing that this will not influence the firm’s technology choice or emissions level. Instead, this

harm is pursued solely to raise the probability of legislation.

6 Conclusions

We have developed a model that explicitly links private and public politics in the context of an activist

that seeks to transform the practices of an entire industry. The model shows clearly that private politics

alters incentives in the arena of public politics, so a sophisticated activist will take this effects into account

in designing market campaigns. Indeed, the US Climate Action Partnership was explicitly created by

environmental activists to influence public politics.

Our results indicate that in many cases, the activist has incentives to convert only the leading firm

in an industry. This is consistent with the observed strategy of WWF in its Climate Savers program.

It is also in sharp contrast with our results for the activist’s incentives in private politics alone, where if

environmental damages are large enough the activist either converts no firms or the whole industry.
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Interestingly, the activist might prefer if there were no chance for linking public to private politics.

The linkage to public politics creates a substantial gain for the activist when he converts the leading

firm, because it greatly increases the chance of successful legislation. However, the incremental gains

from converting further firms are lower because the activist must spend more to overcome the remaining

industry members’ increased resistance to regulation.

The activist may campaign against firms even when this will not change their emissions. In this

case, the campaign is conducted solely to influence the firm’s lobbying activities. If the total lobbying

expenditures in favor of regulation are greater than those opposed, the activist has incentives to impose

harm on the leading brown firm. This induces the brown firm to reduce its lobbying efforts, while

simultaneously inducing the green firm to increase its lobbying efforts. In many cases, the activist will

opt to convert a single firm and then impose a persistent negative campaign against the next leading

brown firm.

The effect of the activist on overall social welfare is ambiguous in general. Welfare reduction is more

likely if the brown technology is not too dirty and the green technology is expensive.

We have made many simplifying assumptions, and there are many interesting topics for future re-

search. Exploring the lobbyists’ behavior when the contest function has curvature would be interesting,

as then multiple firms on each side are likely to lobby. It would also be useful to study activist strategy

in a setting where the politician’s decision is a continuous variable rather than a discrete one. In this

context a menu auction may be a more appropriate model of the political environment, and activist

strategy may be qualitatively different. It would be of interest to explicitly model the activist’s choice

of engaging directly in public politics versus affecting it indirectly through a market campaign. Finally,

it would be interesting to assess how the strategy of a cooperative “good cop” activist would differ from

the strategy of a confrontational “bad cop” activist. We leave all of these topics for future work.
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