Literature Review

There is substantial literature that studies the existence of flypaper effects, but only a few of theories can explain observed violations of fungibility from intergovernmental grants.
 Singhal (2008) focuses on the potential influence of interest groups in the context of fiscal federalism. She found that violations were indeed present when revenues from the Master Settlement Agreement were tested. The marginal propensity to spend on tobacco control programs is 0.20 cents from settlement revenues, compared to the marginal propensity to consume from state income, which is essentially zero. Settlement windfalls were not specifically tied to tobacco control programs, yet she finds evidence of untargeted grants on targeted programs resulting from the preference of the interest group that had a hand in procuring the funds.

Sloan et al (2005) focuses less on interest group influence on local governments with respect to the MSA payments specifically, and more on possible determinants of how the MSA payments are allocated. They analyzed the effects of voter characteristics, political parties, interest groups, prior spending on tobacco control programs, state fiscal health on settlement funds allocated to tobacco control. Analysis of the regression finds that tobacco-producing states, more conservative states, and states with higher proportions of wealthy people tended to spend less on tobacco control. States with higher percentages of population over the age of sixty-five had higher total settlement spending per capita during FY2000-2004. A democratic governor or control of the governorship by Democrats had no statistical significance, while Democratic control of the legislature tended to increase tobacco control spending. They also determined that median voter models did not have a major impact on decisions about how to allocate settlement revenues. This is most likely due to the high costs of being informed on all issues, and this one specifically did not command much public attention. Most importantly, they found that when substantial political pressure was absent, the fiscal realities of state budgets were the main determinant of the decision-making process. 
The goal of this study is to update Singhal’s (2008) evidence of the flypaper effect by adding additional years to the analysis. I expect to find that over time, pressure from intereset groups wanes and that evidence of the flypaper effect will not be as large as it was when Singhal wrote her analysis. Furthermore, I hypothesize that a cigarette tax rate increase will also show evidence of the flypaper effect. I use a two way fixed effects model to control for variables included in Sloan et al’s (2005) model.
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