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Introduction

In the study of public bureaucracy, an inherent tension arises concerning the role of
politicians and administrative agencies regarding the latitude the latter possesses in implementing
public policies. Thefact is that administrative agencies do enjoy some degree of discretion over
policy making viaimplementation (e.g., Bryner 1987; Meier 1993; Rourke 1984; Wilson 1989).
Administrative discretion pertains to agency enforcement and rulemaking activities (Bryner 1987).
Existing treatments of the positive theory of bureaucratic discretion have generally focused on
only the supply-side of this concept as a means to determine the amount of discretion agencies
obtain by treating it strictly as a choice of politicians (e.g., Bawn 1995; Calvert, McCubbins, and
Weingast 1989; Epstein and O’ Halloran 1994, 1996, 1999; Martin 1997; McCubbins 1985;

M cCubbins and Page 1987; McNollGast 1987, 1989; but see Volden 1999). Simply, this
aforementioned strand of research on the positive theory of delegation has considered the amount
of discretion that politicians wish to supply an agency from a game-theoretic framework. This has
meant that only half of the story that makes up administrative discretion has been developed since
the preferences of agencies have not been treated as instrumental in determining the amount of
discretion that they truly receive in a political-bureaucratic equilibrium.

In this study, | wish to explore the other half of this story by focusing exclusively on the
demand-side of administrative discretion under conditions of uncertainty. This concept refers to
the choice confronting the agency as to how much discretion it wishes to obtain (i.e., demand).
Specifically, | wish to investigate the manner in which different types of risk-bearing behavior and
contextual conditions shape agency demand preferences for discretion in response to changesin
uncertainty involving policy implementation outcomes. The emphasis on decision-making under
uncertainty reflects the imperfect and incomplete information that agencies possess on how policy
implementation will turn out (e.g., Pressman and Wildavsky 1973). This, in turn, allowsfor an
opportunity to assess the range of policy behavior that bureaucratic agencies can engagein an
uncertain world. Thisis because discretion is not simply the amount or level of slack provided by
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political principals from awell-defined point but may aso be a concept that affords these
organizations to behave within a defined range of parameters.

The purpose of thisessay isfourfold. First, | wish to argue that agency choice is critical
to our understanding of how administrative discretion is determined. Next, | assert that the
contexts or conditions under which agencies seek to obtain discretion will affect their decision-
making calculus. Third, | set forth a positive theory of agency demand for discretion where a
bureaucratic organization’s decision is shaped by the uncertainty surrounding policy
implementation outcomes, conditional upon their discretionary context. Using this formal model, |
demonstrate that (1) both risk-averse and risk-seeking agencies will exhibit an inverse relationship
between bureaucratic discretion and policy (implementation) outcome uncertainty; (2) the
bureaucratic discretion-policy outcome uncertainty relationship will be the same for arisk-averse
agency operating under a negative discretionary context asit isfor arisk-seeking agency
operating under a positive discretionary context; and (3) arisk-averse agency operating under a
positive discretionary context will behave the same as a risk-seeking agency operating under a
negative discretionary context with regards to this same relationship; (4) arisk-neutral agency’s
preference for bureaucratic discretion will be insensitive to changesin policy outcome uncertainty.
Finally, | propose an appropriate statistical test for the theoretical hypotheses derived from the

formal model. The structure of this essay follows accordingly.

The Importance of Understanding Agency Choicein Obtaining Bureaucratic Discr etion
Bureaucratic policy implementation necessarily involves administrative discretion (Meier
1993: 57). Discretion refersto the ability of an administrator to choose among alternatives and to
decide how the policies of government should be implemented in specific instances (Rourke 1984:
36). Thisdeviceisimportant for successful policy making and is woven into the fabric of the
Constitution as a means of diffusing both power and conflict among interests (Bryner 1987).

According to Martin Shapiro (1984), administrative agencies are "supplementary lavmakers®



functioning akin to courts with the purpose of expanding legidlative intent via their own decisions
and interpretation of statutes. Discretion isobviously part and parcel to the administrative
process, and sufficient discretion is essential for an agency to perform its tasks. However, the
question remains, how is discretion determined within the venue of institutional politics?

This general question has been the source of considerable scholarly attention over nearly
two decades and meaningful theoretical progress has been made. For instance, the foundational
strand of scholarship emanating from the positive theory of administrative discretion has been the
seminal work on the “ deck-stacking” hypothesis set forth by McCubbins and various collaborators
(Calvert, McCubbins, and Weingast 1989; McCubbins 1985; McCubbins and Page 1987,
McNollGast 1987, 1989). In this theory, manipulation of administrative rules or proceduresis
undertaken by elected officialsin order to avoid a moral hazard problem, whereby agencies can
deviate from the preferences of their political superiors. Specifically, politicians choose to
“hardwire” bureaucratic agenciesin an ex ante fashion as a preventive means to constrain
administrative behavior.® Although the deck-stacking hypothesisis an intuitively appealing
theory, the empirical evidence to date has shown scant systematic support for this proposition in
diverse policy areas including medicare payments (Balla 1998), state air pollution (Potoski 2000),
and federal hydroelectric licensing programs (Spence 1999). Furthermore, research on hazardous
waste implementation reveals that informal rules are successfully substituted by an agency in place
of formal rules when politicians constrain agency decision making by reducing the agency’s
discretion (Hamilton and Schroeder 1994; Hamilton 1996).

Recent theoretical research has focused on investigating the specific nature of the tension,
or trade-off, between political control and agency expertise (Bawn 1995; Epstein and O’ Halloran
1994, 1996, 1999; Martin 1997). Under such aframework, politicians are confronted with a

choice between del egating greater authority to an agency in order to capitalize on the latter’s

! Moe (1989) also considers hardwiring as ameans for politicians to constrain agency behavior;
however, it is much broader in scope since it entails the structure of organizational design when an agency
is created by political institutions.



expertise and informational advantages and granting the agency less discretion as a meansto
control public policy administration. The former option is designed to emphasize division of labor
and efficiency in the implementation of public policy; whereas, the latter option serves to tighten
the lines of accountability between elected officials and the bureaucracy. The decisionislargely
shaped by the technical complexity of the policy in question. The more complex a given policy,
the more apt a politician will be to delegate responsibility to the agency, ceteris paribus.
Furthermore, the attractiveness of a policy will also have an effect on discretion (Epstein and
O’'Halloran 1999).2 As a policy becomes more attractive, the amount of discretion given to the
agency will decline. In addition, another trade-off exists between the additional information
obtained by politicians and the distributive losses felt by the agency since the latter cannot
efficiently use its expertise in implementing policies.

Existing scholarship on the positive theory of administrative discretion assumes that
politicians determine the levels of discretion agencies enjoy. Administrative agencies are treated
as being exogenous to the decision of how much discretion politicians will bestow upon them.
Simply, agencies are treated as if they do not play an explicit role in determining the amount of
discretion they actually obtain. Thisisvery reasonable if one takes a strict hierarchical view of
public bureaucracy in ademocracy. After al, elected officials have the appointment (e.g., Moe
1985; Wood and Waterman 1994), resource (e.g., Carpenter 1996; Wood and Anderson 1993;
Wood 1990), oversight (e.g., Aberbach 1990; Fiorina 1982), and procedural means (M cCubbins
1985; McNollGast 1987, 1989) to play a substantial role in shaping administrative behavior. In
reality, however, thisisamajor omission if oneisinterested in fully understanding how
bureaucratic discretion is determined. Relations between elected officials and bureaucratic
agencies are a “two-way street” in matters involving policy administration (Krause 1996, 1999).

This argument is grounded in the existence of a certain level of agreement occurring between

% This specific argument is applied within the context of legislative-executive relations.
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political and bureaucratic institutions and in that this agreement produces a zone of acceptable
behavior for the latter when administering public policy (Barnard 1938; Simon 1976).
Unfortunately, the omission of the demand side of the administrative discretion equation in
the current positive theory literature is noteworthy for several reasons. First, the policy making
power from discretionary authority that accrues to administrative agencies is vast (Rourke 1984:
39). After al, administrative agencies are analogous to a goaltender in either hockey or soccer
insofar that they are typically the last line of defense in policy administration since politicians are
in the position of shirking responsibility for problems that may arise during implementation. Thus,
arational agency will find its interests best served by articulating its demands concerning
discretion to politicians by actively lobbying in favor of legislation it supports while trying to
defeat those proposals which it opposes (Rieselbach 1995: 212-214). Agencies are aso engaged
in other activities/stages of the policy process (Meier 1993: 57) thereby further accentuating the
pro-active role displayed by administrative agencies in policy implementation. These activities
enable these institutions to shape the amount of discretion they receive from political superiors.
In addition, administrative agencies enjoy information advantages with respect to politicians. Asa
result, any “discretionary equilibrium” between politicians and agencies that exists must take into
account the level of bureaucratic discretion the agency desiresto obtain for policy implementation
purposes. This makes sense when one considers that administrative agencies regularly provide
information to legislators and to the White House in the formulation of policies that, in turn, often
affects the degree of bureaucratic discretion obtained by the agency. Moreover, in many cases
both politicians and agencies within a given policy subsystem have an incentive to ensure that
policy administration is successful (e.g., distributive or redistributive policies involving the
allocation of tangible benefits). In these circumstances, both sets of institutional actors have an

explicit stake in a smooth implementation process. Thus, politicians' realization that they do not

% This work referred to the relationship between an employer and a subordinate.
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have the time, expertise, or interest to implement policy on their own will lead them to listen to an
agency’ s preference regarding the amount of bureaucratic discretion it seeks (“demands’).

Finally, an agency can utilize their clienteles to support its policy mission (Quirk 1981; Rourke
1984), thus helping to assist its ability in conveying its demand for bureaucratic discretion.

The fact that bureaucratic discretion has been treated as being purely a political choice
(supply-side), and not an agency choice (demand-side), is a matter of serious concern. Since
previous approaches ignore the demand-side equation of bureaucratic discretion, the focus of this
essay will be solely on agency choice in obtaining this commodity. The next section of this essay
focuses on how discrete differences in the discretionary context under which an agency performs

Is critical for understanding the agency’ s demand for bureaucratic discretion.

The Dilemma of Agency Choice: Positive Versus Negative Contextsfor Bureaucratic Discretion
Before one can fully understand the agency’ s choice in determining the amount of

discretion it seeksto obtain in dealing with uncertainty over policy (implementation) outcomes,
one first must consider that administrative organizations may possess differential views of this
commodity-based on whether the circumstances make it relatively more desirable (Positive
Context) or less desirable (Negative Context). Francis Rourke (1984: 41) asserts that discretion
Is avariable commodity that can be either embraced or spurned by administrators depending upon
the nature of its use. James Q. Wilson (1989: 179-181) maintains that the bureaucratic
autonomy sought by the agency may lead it to expand or cut back the scope of agency activitiesin
response to congressional demands. These statements indicate that an agency’s discretion can
also be viewed as being determined by its own choices and decisions, not just those of politicians.
One can argue that an agency’s utility associated with bureaucratic discretion can also vary
depending on the context in which public policies are to be implemented. The nature of the
balance of marginal benefits and costs associated with discretion is what distinguishes between the

positive and negative contexts confronting the agency. This distinction can be formally stated as:



dB _dC
>

Positive Discretionary Context: — >— (1a)
ddb dD
and
Negative Discretionary Context: B < ac (1b)
ddb dD

where the agency’ s marginal benefits associated with bureaucratic discretion, g—g , exceed its

marginal costs, S—CD: , in apositive discretionary context and where the opposite istrue in the

negative discretionary context.* Given that this definition of discretionary contexts are based on
the relative balance of marginal benefits and costs of bureaucratic discretion, we posit that
discretionary context will not pertain to the direction or sign of relationships involving agency
utility analyzed in our model, but instead will determine the shape or curvature of such functional

relationships. In those instances where the balance of marginal benefits and costs associated
d8 _dc
ddD dD
neutral sinceit is neither more or less favorable to use this commodity.

with discretion are equal to one another ( ), then the discretionary context will be

Therefore, ceteris paribus, positive circumstances lead the agency to view discretion as
relatively more desirable since the agency deems its environmental and organizational conditions
favorable. In this case, the agency can mitigate blame directed to the organization if policies go
awry and/or feel confident that additional discretion will enable it to more effectively tackle the
problem. Specifically, an agency operating in a positive discretionary context will be relatively
more active in seeking this commodity since it is perceived as being vita to the bureaucratic
organization’sinterests. Conversely, an agency operating in a negative discretionary context will
feel that it has much to lose and too little to gain in policy implementation, thus will seek relatively
less of this commodity. In such instances, marginal increases in delegated authority by elected
officials to administrative agencies are viewed as being undesirable from the point of view of the

latter since they do not wish to be scapegoats if favorable policy outcomes are not obtained.

* These contexts must be defined in terms marginal costs and benefits since the agency must
necessarily prefer/receive anon-negative level of discretion by assumption.
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Thus, if atask at hand is very easy, little is to be gained from seeking additional discretion. In
these cases, the agency has much to lose if policy outcomes do not turn out well and has little to
gainif policy is successfully implemented. An agency within this context will be lessinclined to
seek additional discretion when it feels that by doing so this can only harm the agency and at best
yield aminimal gain. Thislogic isentirely consistent with the view of bureaucratic discretion
which holds that it can be either embraced or spurned by administrators depending upon the
nature of its use (Rourke 1984: 41).

So what constitutes positive versus negative discretionary contexts confronting an agency
on a substantive level? There are several conditions that can be stated that demarcate between
when an agency will bein apositive versus a negative discretionary context. Thefirst two are
environmental in nature and thus compl etely beyond the control of the agency. The existence of
divided versus unified government will have meaningful ramifications in determining whether
bureaucratic discretion is viewed relatively favorably or unfavorably by bureaucratic agencies.
For instance, in the presence of divided government, agencies will have a comparatively easier
time attributing responsibility for policy failure to political institutions, ceteris paribus. On the
contrary, during periods of unified partisan control of electoral institutions, agencieswill bein a
negative discretionary context on this dimension. Thisis because agencies can be more easily
singled out if policy administration is deemed unsuccessful due to the lower information costs
incurred by politicians and the clearer signals the former receivesin dealing with particular policy
problems. Issue salience is also important in determining the context by which agency
preferences concerning administrative discretion are formed. If issue salienceis high for the
policy under the agency’s jurisdiction, then the agency will view bureaucratic discretionin a
relatively less favorable light, ceteris paribus, because agencies involved in highly salient issues
will be easy targets for blame by elected officials and the media. However, if issue salienceis low,
then the agency will be relatively more willing to seek additional discretion, ceteris paribus, since

it does not have to worry about being under glare of intense scrutiny for its effortsin



implementing policy.

Two organizational factors also delineate an agency as operating in a positive or negative
discretionary context. \When task complexity facing an agency is high, then the agency will have a
comparatively greater willingness to seek additional discretion, ceteris paribus. Thisis because
the agency will want additional flexibility in handling policy that is complex to administer.
Conversely, when task complexity is low, agencies will be relatively lessinclined to seek
additional discretion, ceteris paribus, because it is not necessary for them to capably perform
administrative duties. In addition, the agency may have much to lose in terms of bearing the brunt
of criticism from political overseers. If the agency demands considerable discretion and the policy
Is not implemented in a successful manner, then the agency’ s credibility surrounding future
attempts at seeking bureaucratic discretion will be damaged. Finally, the existence of agency
stability plays avital role in determining whether an agency will function in a positive or negative
discretionary context. Holding all else constant, agencies which are stable are better equipped to
handle arelatively greater amount of discretion; whereas, agencies which are unstable are better
off with relatively less discretion since a higher probability exists for it being misused. Thus,
stable agencies will view discretion in a positive context, while unstable agencies will seeitina

negative light.

Bureaucratic Discretion and Policy Outcome Uncertainty:
A Demand-Side Theoretical M odel
In this particular theoretical exercise, the aim is to assess the amount of discretion an
agency will “demand” from elected officialsin relation to the amount of uncertainty pertaining to
policy implementation outcomes, conditional on discretionary context. Given that agencies
operate in an uncertain environment when implementing public policies (Downs 1967; Gormley
1989; March and Olsen 1976; March and Simon 1958; Simon 1976; Stinchcombe 1990; Wilson

1989), the uncertainty that comes along with the agency’ s decision involving the demand for



bureaucratic discretion is aworthwhile topic of investigation.> However, the agency’ s utility
from bureaucratic discretion and uncertainty separately must be posited, and then from this
information we can deduce the bureaucratic discretion “ demand-schedule” for an agency
confronting policy outcome uncertainty. This latter concept pertains to the uncertainty
surrounding outcomes resulting from policy implementation activities.®

The theoretical model is portrayed in Figure 1 showing that the discretionary context has
aconditioning effect on how agencies deal with policy outcome uncertainty when determining
how much administrative discretion they wish to demand. The manner in which these concepts
are linked to one another will become more evident in the presentation of the theoretical model.

[Insert Figure 1 About Here]

We first begin by making assumptions about the direction and curvature of the relationship
between (1) agency utility and bureaucratic discretion, and (2) agency utility and uncertainty. The
discretionary contexts are reflected by the curvature or shape of these aforementioned
relationships. Positive discretionary contexts will always exhibit a convex agency utility function
with respect to bureaucratic discretion and policy outcome uncertainty, respectively. Intuitively,
for arisk-averse (risk-seeking) agency, a positive discretionary context indicates that each
successive drop (rise) in discretion and uncertainty will result in an increasingly smaller (larger)
than proportional reduction (increase) in agency utility. In anegative discretionary context the
agency will possess a concave utility function with respect to discretion and uncertainty,
respectively. Therefore, each successive drop (rise) in discretion and uncertainty will result in an
increasingly larger (smaller) than proportional reduction (increase) in agency utility under

conditions of risk-aversion (risk-seeking). Thus both risk-averse and risk-seeking agencies will

> In adifferent study (Krause 2000), | derive the risk-bearing conditions for agency budgetary
decision-making when confronting uncertainty, and also provide an empirical illustration involving the
Securities and Exchange Commission (SEC).

® This differs from Potoski (1999) who views political uncertainty concerning state-level electoral
institutions.
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possess increasing marginal utility with respect to bureaucratic discretion and uncertainty in a
positive discretionary context, while experiencing diminishing marginal utility with respect to
these factorsin a negative situation. When a curve in neither convex or concave —i.e., linear, the
positive and negative discretionary contexts are not distinguishable from one another by
definition. In such instances where discretionary context does not matter, an agency will exhibit
constant marginal utility from bureaucratic discretion and uncertainty. Once these theoretical
relationships are posited, we can subsequently derive the relationship between an agency’s
demand for bureaucratic discretion in relation to the policy (implementation) outcome uncertainty
that it confronts when administering public policy.

The theoretical model yields three genera conclusions based on the assumptions stated
above. First, risk-averse and risk-seeking behavior in the context of assessing the relationship
between agency demand for bureaucratic discretion and policy (implementation) outcome
uncertainty will always yield an inverse relationship. Second, the existence, and hence, nature of
discretionary context will have meaningful ramifications for understanding the relationship
between an agency’ s demand for this commodity in an uncertain world. Finally, arisk-neutral
agency will be one whose preference for bureaucratic discretion will be insensitive to the policy
outcome uncertainty that they experience. The next three subsections pertain to analyzing risk-

averse, risk-neutral, and risk-seeking behavior under each discretionary context.

Risk-Bearing Behavior and Discretionary Context: Case | — Risk-Aversion

One might suppose that a risk-averse agency will be one that wishes to have less
bureaucratic discretion as uncertainty rises since they will have the desire to take as little
responsibility for the consequences of policy implementation as possible. This means that such an
agency will delegate this responsibility to politicians by asking for aslittle discretion as possible,
ceteris paribus. After al, administrative agencies may wish to cut back on the amount of

discretion they desire in certain instances (Rourke 1984: 41; Wilson 1989:179-181). This
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proposition can be assessed through a deductive comparative-static analysis.

Assume that an agency’s utility function can be expressed in the following general terms:

U(D, o) = f(D) +9(0) 2

where agency utility is an additive function of bureaucratic discretion (D) and policy
(implementation) outcome uncertainty (o).” For simplicity, let us assume that arisk-averse

agency’ s utility function can be redefined as a power function of the following form:

U=c, -D? +c, -d* (3)
where c,, ¢, are positive constants, and utility is declining with respect to bureaucratic discretion
and policy outcome uncertainty at the rate of o and [ (e, p > 0), respectively. Applying the

power function rule of differential calculusin order to solve the partial derivatives of agency

utility with respect to bureaucratic discretion and policy outcome uncertainty yields:

% =-aD?1 <0 (4a)
and
;ﬂ = -BoP1 <0 (4b)
(o)

where arisk-averse agency must have decreasing utility with respect to both bureaucratic
discretion (D) and policy outcome uncertainty (0). An agency that is risk-averse with respect
bureaucratic discretion and policy implementation outcome uncertainty is one that receives
disutility from each phenomenon. Simply, arisk-averse agency will prefer less (rather than more)
bureaucratic discretion, ceteris paribus. Thisis because arisk-averse agency, all else being equal,
will not wish to have the responsibility associated with bureaucratic discretion that allows them to
be the onus of blame (instead of politicians) if policy implementation goes awry. Moreover, the
risk-averse agency will prefer less (as opposed to more) policy outcome uncertainty, ceteris

paribus. This may lead one to presume that arisk-averse agency will seek less discretion as policy

" The mathematical proof of the general solution independent of function type can be found in the
Appendix.
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outcome uncertainty rises since it will not wish to have greater responsibility attributed to them by
politicians, among others, if policy implementation is deemed unsuccessful. In order to seeif this
proposition is true, we must use the standard power utility function in (3) to examine the manner

in which bureaucratic discretion will respond to variations in policy outcome uncertainty.

Thisrequires solving for bureaucratic discretion (D) in (3) which produces:
D=(c, +c, - af)e. (5)

In order to solve this problem, agency utility must be held constant at a fixed value, U .
Rearranging terms and solving for D in expression in (5) leads to:
D= -0f)7 (6)
where U = ¢, +c,.
Next, we can solve for the direction of this relationship (i.e., first-order conditions) by taking the
derivative of (6) with respect to . Applying the power and product rules, we obtain:
g—zzé(g—aﬂ)i_l-—ﬁaﬁ‘l<0 (7)
= _7{'60'3‘1(5— of)el<o
where arisk-averse agency will seek less (more) bureaucratic discretion in response to an increase
(decline) in policy outcome uncertainty, ceteris paribus. In simpler terms, arisk-averse agency
who neither enjoys bureaucratic discretion or policy outcome uncertainty will want less
bureaucratic discretion when policy outcome uncertainty rises because it will fear the political
retribution that it may receive from an unsuccessful policy implementation outcome more than the
burden of having to handle a greater amount of bureaucratic discretion. Thus a risk-averse agency
who obtains disutility from both discretion and uncertainty will have an incentive to seek less
bureaucratic discretion as a means of extinguishing the policy outcome uncertainty that it
confronts.
Discretionary context has yet to come into play; however, it is argued in this study that it

is essential for understanding the decision-making calculus of agency demand for bureaucratic
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discretion under conditions of uncertainty. Discretionary context, as noted earlier in this section,
Is determined by the curvature of the relationships involving agency utility with respect to
bureaucratic discretion and policy outcome uncertainty. In the case of arisk-averse negative
discretionary context, the rate of change (or slope) parameters associated with these posited
relationships will be greater than unity by definition (e, p > 1). Solving for the second-order
conditions of agency utility with respect to bureaucratic discretion (D) and policy outcome

uncertainty (o) require taking the partial derivatives of (4a) and (4b), respectively

2
iDLZJ - _(@? @)D" <0 (8a)
and
2
Z 3=~ -pa" <0, (80)
(o)

Thisindicates that arisk-averse agency functioning under a negative discretionary context will
exhibit decreasing marginal utility with respect to bureaucratic discretion as well as policy
outcome uncertainty. Solving for the second-order conditions associated with (6) will indicate the
nature of the curvature of the relationship between agency demand for bureaucratic discretion in
relation to policy outcome uncertainty:

2 _(n2 _ L 2 2
d°D_-(B ﬁ).aﬂ-z-(ﬁ- oFye Ly (ﬁ B

—_ i_
do? a g o U-oh) 0 (9

This comparative-static result reveal s that an agency whose marginal disutility from bureaucratic
discretion and policy outcome uncertainty isrising at an increasing rate will prefer successively
lower amounts of this commaodity as uncertainty grows, holding all else constant. Therefore, a
risk-averse agency operating under a negative discretionary context will seek larger than
proportional reductions in bureaucratic discretion as arational response to rising uncertainty
concerning the policy that they must implement, ceteris paribus.

In the positive discretionary context, the risk-averse agency will experience an inverse

relationship between its utility with respect to bureaucratic discretion and policy outcome
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uncertainty (i.e., % <0; LS 0). What differsin the positive context vis-a-vis the negative

Jdo
context is that the rate of change of thisinverse relationship differs. Specifically, the rate of

change (or slope) parameters associated with these relationships will lie between zero and unity
(0O<a, P <1). Taking the partia derivatives of agency utility with respect to bureaucratic
discretion (D) and policy outcome uncertainty (o) in (4a) and (4b) respectively yields:

2
Zi)g =—(a?-a)D?? >0 (10a)
and
2
jg = (8% -Bo’? >0. (10b)
o

Thus arisk-averse agency confronting a positive discretionary context will exhibit increasing
marginal utility with respect to bureaucratic discretion as well as policy outcome uncertainty.
Solving for the second-order conditions of (6) determines the curvature of the relationship

between agency demand for bureaucratic discretion in relation to policy outcome uncertainty:

) _ 2 L 2 2 _ 1

This comparative-static result reveal s that an agency whose marginal disutility from bureaucratic
discretion and policy outcome uncertainty isincreasing at a declining rate will prefer successively
smaller cuts in this commodity as uncertainty grows, holding all else constant. Therefore, a
risk-averse agency operating under a positive discretionary context will seek smaller than
proportiona reductions in bureaucratic discretion as arational response to rising uncertainty
concerning the policy that they must implement, ceteris paribus.

If discretionary context does not matter for the risk-averse agency, it will imply that they
exhibit constant diminishing marginal utility (i.e., anegative linear relationship) with respect to
bureaucratic discretion and policy outcome uncertainty. Thus, risk-averse agencies experiencing
neither favorable or unfavorable discretionary conditions will prefer proportiona reductionsin

bureaucratic discretion in response to policy outcome uncertainty, ceteris paribus. Simply, arisk-
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averse agency whose marginal benefits associated with discretion equals its marginal costs,

g_g = g_g , Will have a downward sloping linear relationship with policy outcome uncertainty,

2
db <0, d—? =0. Inother words, the risk-averse agency’ s demand for bureaucratic discretion

do do
will be negative with respect to policy outcome uncertainty; however, they will not display a
proclivity for additional gains or reductions in this commodity. This makes sense when one
considersthat if the marginal benefits and costs of bureaucratic discretion equal to one another,
then discretionary context is neutral, and hence, the agency will not have any incentive to acquire
successively more or less reductions in bureaucratic discretion in response to changesin policy

outcome uncertainty.

Risk-Bearing Behavior and Discretionary Context: Case Il — Risk-Neutrality

In the risk-neutral case®, it must necessarily be true that agency utility is completely

unrelated to policy outcome uncertainty by definition (i.e., LS 0). Although one cannot as

Jo
confidently state the sign of the relationship associated with agency utility and bureaucratic

djscretion, it is sure to be small in magnitude relative to the risk-averse and risk-seeking cases

A RN < aJ RA RS
dDRN dDF\’A, RS
(or less) utility from additional units of bureaucratic discretion.® Moreover, we can deduce that

. Thisis because these | atter type of agencies will derive greater

the following pattern will hold:
dJRA < dJRN < dJRS

(13)
oD RA oD RN b RS

where the slope for the risk-neutral agency falls somewhere between the risk-averse and risk-

8 For instance, this proposition is commonly accepted as agiven in all research on risk and
uncertainty in the field of financial economics.

®This discussion presumes that agency utility must not be completely inelastic to variationsin
bureaucratic discretion— i.e., % # 0. Thisisnot an untenable assumption given that agency islikely to

receive at least a modicum of utility (or disutility) from changesin this commodity.
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seeking agencies, yet is assumed to be non-zero by definition. Then if % =0 and % #£0,it

must follow that g—g =0. Inother words, arisk-neutral agency will not seek additional

increases or reductions in bureaucratic discretion in response to policy outcome uncertainty,
ceteris paribus.® Thus an administrative agency exhibiting risk-neutrality is insensitive to policy

outcome uncertainty. If thisisthe case, then it naturally follows that discretionary context cannot
2

affect the bureaucratic discretion-policy outcome uncertainty relationship since :l ? =0.
o

Risk-Bearing Behavior and Discretionary Context: Case I11 — Risk-Seeking
An agency that is risk-seeking will have the following utility function:

U =c, +D? +c, +o* (14)
whereit is the same form as (3), except that and utility isincreasing with respect to bureaucratic
discretion and policy outcome uncertainty at the rate of o and 3 (o, B > 0), respectively. Thisis
because a risk-seeking agency will both prefer the greater responsibility associated with
increases in bureaucratic discretion and increased uncertainty surrounding policy implementation
outcomes, ceteris paribus. Applying the power function rule of differential calculusin order to
solve the partial derivatives of agency utility with respect to bureaucratic discretion and policy

outcome uncertainty demonstrates this to be the case:

% =aD?1>0 (15a)
and
;ﬂ = BB >0 (15b)
(02

where arisk-seeking agency must have increasing utility with respect to both bureaucratic

19Besides deducing this from the power function expression in (7) where cc+0 and B =0, thiscan
a so be shown to generaly hold by applying the chain rule viaimplicit differentiation to the utility function

-
and setting it equal to zero: . dD+£:O. Solving for d—DyieIdsd—D: 9_=0.
do Jdo do do %
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discretion (D) and policy outcome uncertainty (o). Solving for D in (15), while also holding
agency utility constant at afixed value,U vyields:

D=(U -0)= (16)
Next, we can solve for the direction of this relationship (i.e., first-order conditions) by taking the
derivative of (6) with respect to 0. Applying the power and product rules, we obtain:

ab 1 — i
G0 gU o) -pat <0 (17)

- —_ 1
= %aﬁ‘l(u -ogf)yat<o0

where arisk-seeking agency, just as the case with arisk-averse agency, will seek less (more)
bureaucratic discretion in response to increases (decreases) in policy outcome uncertainty.
Therefore, arisk-seeking agency who obtains increasing utility from both greater bureaucratic
discretion and policy outcome uncertainty will seek less (more) of the former commodity as latter
rises (declines). Why would such a counter-intuitive relationship hold? One possible explanation
Is that arisk-seeking agency may treat bureaucratic discretion in relation to policy outcome
uncertainty as a double-edged sword, whereby, increases in uncertainty, provide incentivein
cutting the demand for this commodity.

Consistent with the risk-averse scenario, if discretionary context matters, then the
2
discretion-uncertainty relationship cannot be alinear one—i.e., d—[z) # 0. Inthe negative

do
discretionary context, the rate of change parameters are less than unity yet greater than zero
(0<a, B <1). The subsequent second-order partial derivatives of agency utility with respect to

bureaucratic discretion and policy outcome uncertainty must be negative by definition:

2
iDLZJ =(a® -a)D" % <0 (183)
and
2
ZL; = (8% - B)oP? <0. (180)
(o)
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In plain English, risk-seeking agencies operating under a negative discretionary context obtain
diminishing marginal utility from bureaucratic discretion and policy outcome uncertainty,
respectively. Therefore, such agencies operating under these conditions will exhibit smaller than

proportional reductions (increases) in bureaucratic discretion relative to increases (decreases) in
2

policy outcome uncertainty —i.e., , E > 0. Thus, arisk-averse agency operating in anegative
discretionary context will behave the same as a risk-seeking agency functioning under a negative
discretionary context according to these comparative-static results.
Conversaly, risk-seeking agencies functioning under a positive discretionary context will
exhibit increasing marginal utility from bureaucratic discretion and policy outcome uncertainty
L S 0%U _ o™
(o, B> 1) so that each relationship is convex: —>0,—
a Jdo

risk-seeking agency will prefer larger than proportional reductions (increases) in bureaucratic
2

>0. Thisimpliesthat this type of

D 0. Arisk-
do?
seeking agency under a positive discretionary context behaving in such a manner is suggestive of

discretion relative to increases (decreases) in policy outcome uncertainty —i.e.,

an organization who wishes to refrain from this commodity when uncertainty rises. Surprisingly,
this behavior is the same we can expect from arisk-averse agency dealing with a negative
discretionary context. In the case where discretionary context does not matter (i.e., is neither
positive or negative), the negative relationship between bureaucratic discretion and policy
outcome uncertainty will be linear —i.e., :IiT? = 0. The hypotheses generated from this

theoretical model are presented in the next section.

Testable Hypotheses Gener ated from the Demand-Side Theor etical M odel
The previous subsection proposes a theory of agency choice involving administrative
discretion under conditions of uncertainty. Underlying this theory is the presumption that
bureaucratic discretion isatool of policy influence that administrative agencies may embrace or
spurn (Rourke 1984: 41; Wilson 1989: 179-181). Asaresult, an agency’s utility may rise or fall

with increases in bureaucratic discretion. Moreover, an agency’s desire for discretion may rise or
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fall with each successive additional units of this commodity.** A major implication of this analysis
reveals that agency risk-bearing behavior is defined not just in terms of the effects of policy
outcome uncertainty with respect to the level of discretion that it demands, but it isaso
conditional upon whether agency behavior is congruent or incongruent with the discretionary
context that it is experiencing on a given dimension at any point in time. Specifically, | have
shown that there exists an inverse relationship between an agency’ s preference for bureaucratic
discretion and the policy (implementation) outcome uncertainty it experiences in both risk-averse
and risk-seeking cases. Discretionary context does play arole in determining the shape of this
relationship. Such an important distinction has critical importance for the study of administrative
behavior in an uncertain world in broader terms. Simply, the uncertainty that bureaucratic
agencies must deal with in their decision making will lead them to different courses of action
based on the context by which they act. This section presents specific theoretical predictions of
this model within the context of both environmental and organizational characteristics that
determine whether the agency is operating under conditions favoring positive or negative contexts

for agencies to demand bureaucratic discretion.

Hypothesis 1: Divided versus Unified Gover nment

The existence or absence of unified partisan control of the executive and legislative
branches will be important in understanding the discretionary context by which administrative
agencies operate as decision-makers. As discussed earlier, divided government will constitute a
positive discretionary context for the agency, while unified government will provide a negative
discretionary context. However, the theoretical results demonstrate that a risk-averse and risk-
seeking agency may exhibit the same behavioral response to policy outcome uncertainty.

Specifically, arisk-averse agency operating under divided government will result in the same

1 Based on the simplifying assumption noted in the previous section concerning risk-neutrality,
agency utility, however, cannot be constant with respect to changes in bureaucratic discretion.
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inverse discretionary response to uncertainty as a risk-seeking agency under unified government.
In these two instances, the agency will prefer alarger than proportional inverse changein
bureaucratic discretion relative to policy outcome uncertainty. For instance, the agency will
prefer successively less bureaucratic discretion as policy outcome uncertainty rises even though
their risk-bearing behavior and discretionary context could not be any more different.

Likewise, arisk-averse agency operating under unified government will result in the same
inverse discretionary response to uncertainty as a risk-seeking agency under divided government.
In these two instances, the agency will prefer a smaller than proportional inverse changein
bureaucratic discretion in relation to policy outcome uncertainty. This suggests that discretionary
context confronting administrative agencies offsets their risk-bearing behavior so that the positive
context of the risk-averse agency leads it to behave like arisk-seeking agency. The distinction
involving divided versus unified government has no substantive bearing on the agency’ s demand

for discretion under conditions of risk-neutrality sinceit isindifferent to uncertainty by definition.

Hypothesis 2: Issue Salience

Asdiscussed in the previous section, issue salience is also important in determining how
agencies view bureaucratic discretion. If issue salience is high for the policy under the agency's
jurisdiction, then it will view discretion as providing a negative discretionary context. However, if
issue salience islow for the policy under the agency's jurisdiction, then the agency will operatein
apositive discretionary context. Therefore, low issue salience will lead arisk-averse agency to
seek asmaller than proportional declinein bureaucratic discretion in response to arise involving
policy outcome uncertainty, while a risk-seeking agency will seek alarger than proportional
reduction in this commodity. Conversely, high issue salience will make arisk-averse agency seek a
larger than proportional decline in bureaucratic discretion in response to arise involving policy
outcome uncertainty, while a risk-seeking agency will seek a smaller than proportional reduction

in this commodity. As before with the divided/unified government hypothesis, issue salience will
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not have an effect on the amount of administrative discretion the agency wishes to obtain under

the conditions of risk-neutrality.

Hypothesis 3: Task Complexity

The technical complexity of policy tasks (referred to as task complexity) performed by the
implementing agency will also be important in determining whether bureaucratic discretion is
viewed in a positive or negative light on behalf of the agency. Asdiscussed earlier, from the
agency’ s perspective high task complexity is conducive to bureaucratic discretion (positive
discretionary context), while low task complexity is not (negative discretionary context). The
theoretical results of the formal model indicate that a risk-averse agency confronting high task
complexity will demand successively smaller reductions of bureaucratic discretion as policy
outcome uncertainty rises; whereas, a risk-seeking agency facing the same degree of complexity
will prefer successively larger decreases of this commodity. In the case of low task complexity,
the risk-averse agency will demand successively larger reductions in this commodity in response
to rising policy outcome uncertainty. The risk-seeking agency facing the low task complexity
scenario will prefer successively smaller reductions in bureaucratic discretion as policy outcome
uncertainty increases. Task complexity will have no effect on the relationship between agency
demand for discretion and the policy outcome uncertainty it experiences in the case of risk-

neutrality.

Hypothesis 4: Agency Sability

Agency stability will also be essential in determining whether the pursuit of administrative
discretion under uncertainty results in particular type of risk-bearing behavior. For reasons
discussed earlier, stable agencies will possess a positive discretionary context, ceteris paribus,
since they will be better equipped to handle bureaucratic discretion. Unstable agencies will be

operating under a negative discretionary context, ceteris paribus, since greater discretion
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trangdates into a higher likelihood of bungling policy implementation. According to the theoretical
model, arisk-averse agency under a stable (unstable) organizational setting will seek successively
smaller (greater) reductions in bureaucratic discretion as policy outcome uncertainty increases.
However, arisk-seeking agency that is stable (unstable) will seek larger (smaller) than
proportional decreases in this commodity as policy outcome uncertainty rises. In the risk-
neutrality scenario, whether the agency is stable or unstable will make no difference in how the

agency’ s demand for bureaucratic discretion responds to policy outcome uncertainty.

A Proposed Method for Empirically Testing the Theoretical Hypotheses

Now we turn our attention towards devel oping an appropriate general statistical test of
the theory set forth in the previous section. This requires two considerations that require
immediate attention. First, any empirical model specification of the relationship between agency
demand for bureaucratic discretion and policy outcome uncertainty must consider both direction
(i.e, first-order conditions) and shape (i.e., second-order conditions). Specifically, the direction
or sign of thisrelationship relates to information on the nature of risk-bearing behavior displayed
by the agency, whereas the shape of this relationship determines the manner in which discretionary
context matters, if at al. Thus an appropriate statistical model must take into account the
dissimilar responses that may exist within a negative versus a positive discretionary context so
that these specific states represent separate regimes. This approach will enable us to empirically
distinguish between the different risk-bearing behavior and discretionary context combinations
that yield the same theoretical result.

Therefore a switching regression modeling approach must be adopted that contains policy

outcome uncertainty expressed along the lines of an abbreviated version®? of the basic functional
B
relationship in (6) that serves as the basis for the formal analysis: D = -g¢ . Thiscan be

12 Thisisasimplified version of (6) that drops out the constants. The constantsin the theoretical
model (c,, ¢,) are captured by the intercept terms for each discretionary context (‘yp, Yy)-
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represented by the following regression equations attempting to explain the demand for

bureaucratic discretion by the agency in both a positive and negative context:

Bp
Do=ye,+ 0P +mX + & (19)
By
Dy=Vyyt+t 0N +TX + & (19b)
or equivalently:
Pe An
D =Cly,+ 0" +mX]+@-O)[k + I + gX]+ ¢ (20)
where: C=1 if OI—B>O|—C
dd dD
c=o if B A
dd dD

where D, and D, represent agency demand for bureaucratic discretion in the positive and negative
discretionary contextsin (19a) and (19b). These dependent variables are afunction of their
respective intercepts, v, and vy ,,; the standard deviation reflecting policy outcome uncertainty and

corresponding parameters reflecting its nonlinear impact on agency demand for bureaucratic

By

discretion g—: and a ; avector of control variables corresponding to the vector X; and
corresponding parameter vector 1, and T, and apair of stochastic disturbance terms, €, and €,
that each possess a zero mean and constant variance. Equation (20) combines expressionsin (19a)
and (19Db), thus yielding an equivalent expression where a discretionary context dummy, C, is
employed to denote whether the agency is operating under a positive or negative discretionary
circumstances. Taking the natural logarithm for both sides of (20) linearizes the equation into the
following regression specification:

IND =C[Iny, +Inf=0 +InEX,]+@-O)[[In i +5* o +In gX,] +In £ (2

where this empirical model’ s coefficients can now be interpreted as elasticities. Appropriate

estimation of this exogenous regime switching system requires Full Maximum Information
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Likelihood (FIML) methods (e.g., see Maddala 1983)."2

Based on the natural logarithmic regime switching regression specification outlined above
in (18), the theoretical predictions of the empirical model can be tested using each of the four
environmental and organizational characteristics which reflect discretionary context in the form of

separate or competing statistical models. For the theoretical prediction of arisk-averse agency
Bu

under a negative discretionary context to be empirically valid, then —— < -1 since such an
an
agency seeks less bureaucratic discretion as policy outcome uncertainty rises by alarger than

proportional amount —i.e., concave downwards. While arisk-averse agency operating under a
positive discretionary will necessarily exhibit an inverse relationship between the level of
bureaucratic discretion it prefers and policy outcome uncertainty, it will seek smaller than

proportiona inverse changes in this commodity as policy outcome uncertainty rises, thus

Pp

reflecting a convex downward relationship —i.e. —1<— <0 Likewise, arisk-seeking agency
dp
operating under a negative discretionary context is hypothesized to exhibit smaller than

proportional inverse changes in bureaucratic discretion in response to policy outcome uncertainty

P

—i.e, —1<— <0. Conversdly, arisk-seeking agency functioning in a positive discretionary
an

context will exhibit the same behavior as that of a risk-averse agency implementing policy
in anegative discretionary context. Thus, arisk-averse agency operating under a positive context

is hypothesized to seek larger than proportional inverse changes in bureaucratic discretion in

Be

relation to policy outcome uncertainty —i.e.,, —— < —1. In the case when discretionary context is
ap
neutral, one cannot distinguish between risk-averse and risk-seeking agency behavior —i.e.,

Bn Br

— ,— = -1, where the relationship between preferences for this commodity and policy
ay ap
outcome uncertainty are both negative and proportional. If an agency isrisk-neutral, then its

demand for bureaucratic discretion will remain unaffected by changesin policy outcome

3 Sinceit is presumed that each state is known with ex post certainty, asserting that switching
from one regime to another occurs exogenously, or outside of the structure of the model, is not a reasonable
assumption to make.
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Bn Br

uncertainty —i.e.,, — ,— =
ay ap
Discussion

Existing positive theories of bureaucratic discretion typically view this commodity as being
solely determined in atop-down fashion by either legislators' decision-making calculus (e.g.,
Bawn 1995; Fiorina 1986; M cCubbins 1985; McNollgast 1987, 1989; see Shipan and Huber 2000
for an excellent overview of this literature), or as a separation of powers struggle between the
legislature and chief executive (Epstein and O’ Halloran 1994, 1996, 1999). This body of research
constitutes an extremely significant contribution to our basic understanding as to when and why
administrative agencies receive discretion from political superiors (Potoski 1999). However, in
these studies the degree of agency independence (i.e., discretion) is a choice not left to
administrative organizations, but instead is purely afunction of political institutions' choice. Thus,
one obtains a portrait of the supply-side of administrative discretion which captures what the
producers of this good (politicians) are willing to supply to their consumers (administrative
agencies). Unfortunately, the other half of the story, the agency’ s demand (or desire) for
discretion, has gone unexplored in these past accounts. Thisisaglaring omission. Therise of
bureaucratic discretion over the past century has provided agencies with considerable
policymaking power (Lowi 1969). This has resulted in providing bureaucratic institutions a voice
of its own in shaping the contents of legislation by lobbying for legislation they support and trying
to defeat those proposals which they oppose (Rieselbach 1995: 212-214). As James Q. Wilson
(1989: 251) aptly notesin his discussion of agency response to legislative control “The
bureaucracy is hardly the passive agent of its congressional overseers; like the wily man-servant in
The Marriage of Figaro, it is constantly working to manipulate its master so as to achieve
mutually profitable arrangements.”. Therefore, considering the demand side of bureaucratic
discretion is essential if one wishes to obtain atruly equilibrium-based understanding of this
commodity determined by explicit agency-political interactions.
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Anintegra component of bureaucratic decision-making involves the agency’s desire to
seek acertain level of discretion when administering public policies. Thisdecision isvita given
that too much or too little discretion can leave the agency in a conundrum. In the former case, the
agency is not provided with clearly defined directions to perform tasks, thus are highly susceptible
for being held responsible by politicians and/or the public if problems occur with policy
implementation. In the latter case, the agency does not have sufficient flexibility in order to
achieve tasks associated with policy administration. In this study, the agency’s pursuit of finding
the right balance between these two polesis contingent upon the nature of its response to policy
(implementation) outcome uncertainty, conditional on the discretionary context by which the
agency is operating under.

The basic theoretical proposition set forth in this study is that understanding an agency’s
pursuit of administrative discretion in an uncertain environment means that one must consider the
discretionary context reflected by the balance of marginal costs and benefits associated with this
commodity. For example, while an agency may behave in arisk-averse fashion, we should also be
concerned about the environmental and organizational context that it is operating within at the
present time. Therefore, an agency demanding less administrative discretion in response to higher
policy outcome uncertainty may reflect either risk-averse or risk-seeking behavior regardless of
the discretionary context, yet the rate at which thisinverse relationship varies will depend upon
whether it is confronting a positive or negative discretionary situation. In a positive discretionary
context, the theoretical model demonstrates that risk-averse agencies will seek decreasing
marginal declinesin bureaucratic discretion as policy outcome uncertainty rises, whereas, arisk-
seeking agency will exhibit increasing marginal reductions in this commodity. Under a negative
discretionary context, the comparative-static results indicate that a risk-averse agency will prefer
larger than proportional inverse changes in bureaucratic discretion with respect to policy outcome
uncertainty, and a risk-seeking agency will prefer a smaller than proportional inverse change

involving this same relationship. In the case where discretionary context is neutral, we can neither
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theoretically or empirically discriminate between risk-averse and risk-seeking agency behavior
since they each will possess constant marginal declinesin bureaucratic discretion in relation to
policy outcome uncertainty. In the special case of risk-neutrality, the agency’ s discretionary
context will have no conditional bearing on determining its risk-bearing behavior since their
demand for bureaucratic discretion is completely divorced from policy outcome uncertainty. The
theoretical predictions generated from this model are empirically testable, and are directly relevant
to administrative agencies desire to have variable levels of bureaucratic discretion at their
disposal for policy administration purposes (Rourke 1984; Wilson 1989).

This study has important implications for advancing our understanding of how
bureaucratic agencies operate within apolitical environment from a systemic level. The
theoretical argument contained in this essay is suggestive of the considerable importance
associated with agency response to uncertainty is conditioned by the context they experience on a
given dimension at asingle point in time. Specifically, if our wish isto understand the risk-bearing
behavior of bureaucratic agencies in seeking bureaucratic discretion, then we must consider the
context that they are operating under as an organization. In this particular analysis, agency
decision-making isafunction of context and uncertainty, where the former refers to the known
environment that it observes ex post and the latter pertains to uncertainty concerning ex ante
successful policy implementation. On amore fundamental level, the motivation underlying this
study attempts to convey the important point that administrative agencies do not passively serve
as the pawns of electoral institutions in a representative democracy as is often portrayed in much
of the existing research on bureaucratic politics. Instead, these entities exhibit pro-active
behavior, and thus can directly shape both the political and policy environment in which they
operate (Carpenter 1999, N.d.; Krause 1996, 1999).

In the parlance of consumer theory in elementary microeconomics, the concept of
equilibrium typically refers to the relationship between supply and demand of a commodity. If

one views administrative discretion as a commodity that is supplied by electoral institutions and
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demanded by bureaucratic agencies, then one cannot accurately characterize equilibrium
relationships involving policy administration without explicit consideration of both components.
David Spence (1997) fittingly remarks that existing positive theories of bureaucratic discretion
emphasize the goals and decision-making of politicians in shaping administrative behavior, yet fail
to consider agency goals and policy choice. While this study does not address the issue of
equilibrium relations, it does, however, take an initial step towards this direction by investigating
the nature of agency demand for bureaucratic discretion. Much scholarly effort is needed in
exploring both the theoretical explication and systematic empirical testing of the demand side of
the bureaucratic discretion, before knowledge is acquired which can appropriately complement
the increasingly well-developed literature on the supply side of how political institutions choose to
allocate this commodity to bureaucratic organizations. Ultimately, the penultimate goal of a
political-bureaucratic equilibrium theory of bureaucratic discretion can only be attained when our
understanding involving the supply and demand of this commodity are each sufficiently well-
developed. While this essay has set forth a theoretical model and empirically testable

propositions, much more remains to be explored on this topic by students of bureaucratic politics.
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Appendix: General Solution to the Demand-Side Theor etical M odel of Bureaucr atic Discr etion

The general solution that demonstrates the comparative-statics hold for the bureaucratic
discretion-policy outcome uncertainty relationship is straightforward. If we begin with the
generic agency utility function involving their demand for bureaucratic discretion under conditions
of uncertainty asin (2):

U(D,o) = f(D) +g(o) (A-1)

where agency utility is an additive function of bureaucratic discretion (D) and policy

(implementation) outcome uncertainty (o). The partial derivatives of (A-1) are such that:

A A
f'(D) = —:0'(0)=—. A-2
(D) ) g'(0) O (A-2)
dd __ d?D : . : —
In order to solve for — and respectively, agency utility must be fixed sothat U =U .

do  do?
Rewriting (A-1) based on fixed utility gives us:
U = f (D) +g(0) . (A-3)
Setting (A-3) equal to zero and differentiating with respect to o yields:
o:rmﬁ9+gWL (A-4)
do

and solving in terms of g—D gives us the following expression for the general first-order
o

condition of this problem:
d _-g'(9)
do f'(D)

(A-5)

Since | assume that agency utility has the same directional relationship with respect to D and o
separately in the risk-averse and risk-seeking conditions, S—D < Oby definition. In therisk-neutral
o

case, g—D =0 by definition because g'(o) =0and f (D) # 0 by assumption. Solving for
o

the second-order conditions involves differentiating (A-5) viathe quotient rule, and generates the
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following general solution:

d°D _-f'(D): g"(9)+g'(9)* F"(D)* Go

’ A'6a
do? [f'(D)]? (A-69
and substituting the equivalent ~9'(9) ford—D gives us:
f '(D) do
- (D) 9" (0)+ '(0)+ " (D)* o)
= ) > : (A-6b)
[f'(D)]

Multiplying both sidesby f ‘(D) and some combining terms yields the general solution for

discretionary context:

[N+ ¢"(0) -[g () + 1 "(D) -
(' (D) | (A-69

The sign of the function associated with the general solution to the second-order conditions will

depend upon the sign of f '(D) aswell asfor both f " (D) and g” (o). Thereare eight possible

combinations covering risk-aversion and risk-seeking agency behavior under non-neutral

discretionary contexts:

2
Casel: If f/(D)>0and f”(D),g" (¢)> O, Then 3 D <o; (A-7)
g
Casell:  If f'(D)>0and f"(D)>0,9"(0) <0, (A-8)
2
Then ja[j >0 when | [F"(D)]2+ 0"(0) |> | [0(@)12* T "(D) |
@2 <0 wnen 11O 0@ |< 1o/ ) |
d02<0 when | [f'(D)]“+g"(0) |<|[g'(0)]"« f"(D) |;
Caselll: If f(D)>0and f"(D)<0,g"(c)>0, (A-9)
2
Then9°2 5 0 when [ [f/(D)2g"(0) | < | [g'(0)1%+ T"(D) |

do?
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d?D

<0 when |[f"(D)]%+ g"(0) |> | [g'(0)]?+ T "(D)

do?
. 1 n n d2D .
CaselV: If f/(D)>0and f"(D),g" (0)< O,Thend ~>0; (A-10)
g
. d’D _ .
CaseV: If f'(D)<0and f"(D),g" (0)> O, Then =0 (A-11)
g
CaeVI: If f'(D)<0and f"(D)>0,g"(0)<0, (A-12)
d2D I 2 n I 2 n
Then <> 0 when [ [(D)}*+ ¢"() [ < | (@)1 + (D) |
d2D I 2 n I 2 n .
7 <0 when [[f(DN%= 9" () |> | [g' (N« t7(D) |;
CaeVIl: If f(D)<0Oand f"(D)<0,g"(c)>0, (A-13)
d2D I 2 n I 2 n
Thend02>0When|[f DN+ g"(0) |> | [g'(0)1%+ £ (D) |
d’D L ON2e 0@ |< | tgon2e (D) |
= <0 when | [1/(D))* - 0"(0) |<[1g'(@1+ £ (D) |:
. d?D
CaeVIll: If f'(D)<0and f"(D),g" (o)< O, Then =<0, (A-14)
g

In the eight cases above, it presumes that discretionary context is non-neutral (i.e., a positive or
negative discretionary context). In those instances where discretionary context is neither positive

or negative, the second-order conditions must equal zero. If thisisto be true, then the following
must hold: f'(D)#0; f"(D),g" (0)= 0. Thisoccurs for both risk-averse and risk-seeking

agencies scenarios when the marginal benefits and costs associated with bureaucratic discretion

equal one another (i.e., S—E = dc ); and aso under the condition of risk-neutrality (i.e., g—D =0).
o

dD
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FIGURE 1

A Positive Theoretical Model of Bureaucratic Discretion As Agency Choice
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