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Abstract
The purpose of this study is to add to the results in a study by Singhal (2008), which reports the interaction between governments and the influence of interest groups in relation to the MSA payments. The model is updated with data extending up through 2008. The main findings coincide with the proposal; the marginal propensity to spend on tobacco control is 6 cents per dollar of settlement revenue and essentially zero from overall income. This supports my proposal that settlement revenues “stick where they hit”, based on pressure from special interest groups. I also find consistency with the flypaper effect by testing state cigarette tax rate increases on tobacco control spending (lagged one year). My results indicate evidence of the flypaper effect that state governments spend more from grants related to particular programs than from equivalent increases in state income.
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I. Introduction

The typical assumption of non-matching (lump sum) intergovernmental grants is that they alter a recipient government’s budget constraint, equivalent to an increase in constituent income.  However, the empirical observation known as the flypaper effect—grants sticks where they are targeted—is a commonly studied violation of this equivalency principle. This observation implies that grants that appear unconstrained may actually have implicit obligations. There is substantial literature that studies the existence of flypaper effects, but only a few of the theories can explain observed violations of equivalence from intergovernmental grants.
 Considerable money is spent on grants, and it is important to understand how the money is used by recipient governments.

Interest group models of collective decision making offer a possible explanation for this anomaly by predicting that “when interest groups are instrumental in procuring funds, governments will spend these funds disproportionately on the interest group’s preferred goods” (Singhal 2008). Loosely defined as any agent who has the ability to influence the allocation of public funds and has specific spending preferences that may differ from the median voter, literature (Grossman 1994, Persson 1998, Sloan 2005) has shown that these groups are able to influence policy. 
While the grants are unconstrained, there was still an underlying assumption by special interest groups that the money would be spent on tobacco prevention.
 Once they are received, grants may not be treated as equivalent; if an interest group helps raise funds for a preferred good, and the government does not increase spending on the good, the interest group no longer has the incentive to raise the money. Governments that do not want to lose future support from these interest groups (support could be financial, by helping to pay for re-election, or working for another candidate) will allocate a portion of the grant towards the lobby good. Therefore governments spend a portion of the grant on the good, more than implied by the income gain, rather than adding the grant to the general revenue.

This study tests to bring empirical analysis to bear on these arguments by updating and extending Singhal’s (2008) model of state tobacco control spending. She finds evidence of the flypaper effect by comparing the marginal propensity to spend from the Master Settlement Agreement revenues, with that of income, through analysis of tobacco control spending at the state level. I update and extend Singhal’s (2008) work with the following hypotheses:

· I update the time period considered from 1998 to 2008 (Singhal had very few years post MSA agreement to work with in her analysis, which went from 1999 to 2002).

· Influence of interest groups will wane over time, evident by a decrease in the marginal propensity to spend settlement revenues on tobacco control with the addition of years 2003-2008 in my analysis.

· Economic conditions will impact the amount of settlement revenues that states are willing to spend on tobacco control spending.

· Lastly, I also investigate possible consistency with the flypaper theory from a different perspective by testing the effects a state cigarette tax rate increase has on tobacco control spending.
The remainder of this paper is organized as follows:  Section II provides a background on the Master Settlement Agreement and why it is viable to use settlement payments to study the flypaper effect. Section III of this study details the economic literature relating to settlement revenue allocation. Section IV outlines the methodology of this paper, as well as descriptions of the variables used in the model. Section V presents the data sources of each variable. Section VI contains the results and analysis of the two-way fixed effects model. Section VII draws the final conclusions of the study, as well as any limitations presented in the study.
II. The Master Settlement Agreement

In the mid-1990’s, 46 states brought lawsuits against the US’s largest tobacco companies. It was argued that smoking-related illnesses were burdening the states with health costs. They successfully settled their suits on November 23, 1998, joining four other states—Texas, Florida, Mississippi, and Minnesota—that had individual suit settlements with the tobacco companies.
 Along with annual payments, the MSA also imposed limited restrictions on the marketing of tobacco products. Per the settlement agreement, states receive 1) five initial payments from 1999 to 2003, 2) annual payments paid in perpetuity, and 3) Strategic Contribution Fund payments as compensation for as compensation for incurred costs of the state lawsuits. The settlement revenue is unrestricted and its use is left to the discretion of the state. Table 1 shows how much, in total, states received annually between 2000 and 2008 as well as total spending on tobacco prevention programs. 
Table 1. MSA Payments and Tobacco Prevention Spending (in millions)

	Year
	MSA Payments
	Prevention Spending

	2000
	$8,000
	$680.3

	2001
	$8,700
	$737.5

	2002
	$9,400
	$749.7

	2003
	$7,500
	$674.4

	2004
	$7,300
	$542.8

	2005
	$7,600
	$538.2

	2006
	$7,000
	$551.0

	2007
	$7,300
	$597.5

	2008
	$8,000
	$781.6


Source: History of Spending for State Tobacco Prevention Programs http://www.tobaccofreekids.org/reports/settlements/2009/history.pdf,
Actual Tobacco Settlement Payments Received by the States
http://www.tobaccofreekids.org/research/factsheets/pdf/0218.pdf
At the time there was the expectation that the governors would use a good portion of the money towards anti-smoking projects, even though the payments are under no obligation to go to specific tobacco-related areas. In fact, the MSA that settled the states’ lawsuits against the major cigarette companies “does not contain any explicit language requiring the states to spend specific amounts of their settlement payments on new state tobacco-prevention efforts”.
 However, there is a large body of anecdotal evidence that anti-tobacco and health organizations felt that the settlement dollars should be spent on tobacco prevention programs. Radio host and lung cancer victim Judy Jarvis was quoted in the New York Times (1999) as saying, 

“A compassionate but naïve person would expect the states to use their $246 billion [sic] windfall to try to prevent more people from suffering and dying from cancer, emphysema or other smoking-related illnesses. If this is blood money, why not try to stop the bleeding? Ah, but the greedy deal makers in our state capitals have other plans for the money... I'm talking about construction projects. Paying bills, new non-medical programs... Most of this spending would be fine if it came out of state tax revenue, but ... this money should not be poured into general funds. It should be used to help prevent and cure disease” (Singhal 2008, p 8).
This has been a disagreement between those who are fighting to reduce tobacco consumption and those who actually allocate the settlement funds. However, these funds should be considered an increase in revenue because states are not contractually obligated to support specific programs or go towards tobacco related medical expenditures or spending on tobacco control. Therefore, they are equivalent to an unconditional intergovernmental grant. This causes a shift in the government’s budget constraint line by the amount of the revenue increase. 
Even if they were required to use a portion of the settlement revenue on tobacco prevention, states are not obligated to increase spending on these programs or health costs; rather, they could maintain current levels of spending and redistribute revenue normally allocated towards these programs for other areas of government expenditures.
Since the settlement payments are fungible, if state governments are pressured to use the money from tobacco companies specifically for anti-tobacco campaigns and programs only, then funds already set aside for these programs can be used for other purposes because government funds are interchangeable within the budget. Unfortunately, this is not what everyone believes, and states have come under heavy pressure for not using a large share of settlement funds to increase the budget on anti-tobacco campaigns and health costs.

III.   Literature Review

In a study by Lutz (2006) he found equivalence holds in a setting with a strong presumption that public good provision decisions reflect the preferences of voters in the case of school finance reform in New Hampshire (the typical school district experienced a 200 percent increase in grant income). His results confirm the prediction by Bradford and Oates (1971) that a lump-sum grant income is equivalent to a tax reduction. The empirical results suggest that approximately 92 cents per grant dollar are spent on tax reduction, and that the “public goods provision process will allocate the level of public goods consistent with the preferences of each municipality’s decisive vote” (Lutz 2006).

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, using data on tobacco control spending in particular. 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. She finds evidence that the settlement windfalls (not specifically tied to tobacco control programs) went towards programs targeting tobacco control, and she attributes this evidence to the effect of interest groups.
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 settlement revenue 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 interest group variable included: smoking prevalence (the percentage of the adult population that smoked in 1999), the relative strength of the interest-group system in a particular state (which came from an index created by Thomas and Hrebenar (1999), who based the index on lobbying restrictions and registration laws, political action committee laws and patterns, and relative power of interest groups within a state), AMA (American Medical Association) members per one thousand people as of 1993, and finally, teachers per one thousand people (they assumed that interest group power in a state is proportional to the ratio of group membership to state population).
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 interest 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 consistent with the flypaper effect. I use a two-way fixed effects model to control for variables included in Sloan et al’s (2005) model.
IV.   Empirical Model
As previously indicated, this study employs an updated and expanded version of the Singhal (2008) model, which analyzes the proportion of money spent on tobacco prevention programs in relation to MSA payments as a way to assess the flypaper anomaly. Similarly this study uses the following general model setup:
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Where Srevit is the settlement revenue, Incit is state income, 
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 is a set of time varying controls. Since I will be using a two-way fixed effects model that account for the factors that vary by state and over time that influence the dependent variable, I do not incorporate the last three variables of Singhal’s (2008) model. The initial data set used in the equation above goes up through year 2002; this will be used to replicate Singhal’s work. TobaccoControl is the dependent variable; more specifically, the amount of spending on tobacco control per capita by each state i at time t. 
In addition to including data for recent years, this study differs from Singhal’s research by analyzing other possible factors that may influence how states allocate settlement revenues. The extended model is as follows:
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Where UNit is the unemployment rate, and Dgovit is a dummy variable representing a change in governor, and Taxlagit is a variable testing for the influence of a cigarette tax increase on tobacco control spending lagged one year. 
I use is a two-way fixed effects model in my analysis to control for all the factors that vary across states and by year that influence tobacco control spending (variables controlling for variation between states, such as those with higher proportions of wealthy people, more conservative states, or tobacco producing states). These variables were tested in the Sloan et al (2005) model, but are not included in my analysis because I employ a two-way fixed effects model. 

Tobacco Control Spending: 

The CDC outlines five components to clarify what constitutes “tobacco control programs,” TCSit, at the state and local level. They are: state and community interventions (supporting local efforts to educate the public and media about the health effects of tobacco use and exposure to secondhand smoke), health communication interventions (demonstrating the health effects of smoking with graphic images), cessation interventions (covering treatment and counseling for tobacco use under both public and private insurance), surveillance and evaluation (documenting short-term, intermediate, and long-term intervention outcomes to inform program and policy direction), and administration and management (strategic planning to guide program efforts and resources to accomplish their goals) (CDC 2007).
Settlement Revenue: 

Srevit is the variable of interest in this study, which is used to test for evidence of the flypaper effect. By determining the marginal propensity to spend (MPS) settlement revenues compared to the MPS from income, I will determine whether the flypaper effect is evident. The marginal propensity to spend is the concept that an increase in disposable income (in this case, unconstrained grants) will cause an increase in spending by the amount of the multiplier (parameter estimate).
State Income: 
The variable Incit is included in the model as a proxy for the budget constraint faced by the state MSA spending is presumed to be a normal good; more income (via unconditional grants) will lead to increased spending on this normal good. For this reason, the expected sign of β1 is positive, and I expect the marginal effect of state income on tobacco control to be extremely minimal. This is because prior to the MSA, spending on tobacco control was very small, and I expect that any increase in funds tobacco control will come from settlement revenues.

Unemployment Rate: 

Other fiscal conditions effect budget decisions. Policies that politicians and interest groups find desirable at one point in time are changed or abandoned if availability of resources changes. States in fiscal crisis might be expected to spend less settlement revenues than originally promised on prevention programs as a way to mitigate budget shortfalls; it is easier to resist pressure from interest groups in such cases. I use UNit for unemployment rate to study the effects fiscal conditions may have on settlement revenue spending. An increase in state unemployment rate leads to both a decline in government revenues and an increase in the demand for social services.  Unemployment rate is expected to have a negative impact on tobacco control spending; given that nearly all states must balance the budget and the unemployment rate increases, it may lead to increased pressure by state governments to use MSA funds for non tobacco-control purposes. I include both state income and unemployment rate because the correlation between the two variables extremely low; the probability that they are correlated is less than 1% (see Table 4 in Appendix). Therefore, they will provide somewhat different information of state fiscal conditions.

Change in Government:

Although a state’s constituents choose government officials, the allocation of settlement funds is most directly a legislative decision. There are two dummy variables to represent a change in government after the agreement is settled. The first is a governor dummy variable Dgovit, indicating a change in state governor. The expected sign is negative; the governor in office at the time the settlement was reached may have made promises on how the settlement revenue would be allocated, but the next governor in office did not make that promise and will be less likely to allocate an equal or greater share of settlement revenues towards tobacco control spending. 
The dummy variable for political party Dppit is used as an alternative to a change in governor, and indicates a change in political party of the governor. The expected sign for this variable is also negative. When there is a change in political party, there is less expectation that the new official will follow the previous official’s decisions. Viewed collaboratively, state legislators made no promises when the MSA agreement was reached, and while they may feel pressure from interest groups, they are less involved with balancing the state budget than the governor; therefore, I do not include changes in state legislators to my model.

State Cigarette Tax Rate Increase:

Finally, as a separate test of the interest group model, I consider the dummy variable Taxlagit which represents an increase in state cigarette tax rates with a time lag of one year (explained in further detail below). The effective date of the tax increase is most often in the middle of the year and therefore will not have an effect on spending until the following year.

The dummy variables Taxchangeit and Taxlagit represent an increase in state cigarette tax rates. I propose that the revenue associated with a cigarette tax increase (lagged one year) will have a positive effect on tobacco prevention spending. Like MSA payments, the new revenues from the tax increase should be seen as an increase in the general revenue fund. Yet interest groups that lobby for the tax increase will expect a portion of the new revenue to go towards tobacco prevention spending. Evidence that special interest groups take part in states raising the excise tax on cigarettes comes from the Smokeless States® National Tobacco Policy Initiative, in which they cite as one of their key results, “coalition policy campaigns, underwritten by their matching funds, led to increased excise taxes in 35 Smokeless States, clean indoor air legislation in 10 states and ordinances to restrict youth access to tobacco products in 13 states” (Robert Wood Johnson Foundation 2009). In this instance, revenue from a cigarette tax rate increase is a compliment to settlement revenue (a spending increase in settlement revenue leads to a spending increase in revenue from an increase in the cigarette tax rate). Therefore, this is another way to test for consistency with the flypaper effect in my proposed model.
On the other hand, a cigarette tax could be considered a substitute good for settlement revenues. If the government is getting pressure from interest groups because settlement revenue is going towards the general fund and not towards tobacco control (and has already been allocated to other projects), the government can raise taxes on a fairly inelastic good and put the new revenue towards tobacco control. If this is the case, which it is presumed to be, the expected sign is positive for both change of government variables is negative.

V. Data Sources
All monetary units are expressed in constant 1982-84 dollars and are adjusted to represent each state in per capita terms. Population data for all years comes from the US Census Bureau. Singhal (2008) collected data for state spending on tobacco control programs for fiscal years 1998-1999, and for years 2000 to 2008 it comes from the Campaign for Tobacco-Free Kids website. 
 The data regarding settlement revenues per state also comes from the Campaign for Tobacco-Free Kids. Florida, Minnesota, Mississippi, and Texas are omitted from the regression because they settled privately with the tobacco companies and are not included in the settlement agreement. 
State per capita income comes from the Bureau of Economic Analysis. Average state unemployment rate comes from the Bureau of Labor Statistics. Data for a change in governor and political party comes from the National Governors Association website (1999-2008). Finally, data on state cigarette tax increases comes from two separate sources: tobaccodocuments.org provided data for years 1998 through 2004, and the Campaign for Tobacco-Free Kids provided data for 2005 through 2008. Table 2 below provides a summary of the variables and their sources, as well as their mean and standard deviation.

Similar to Singhal (2008) Fiscal year 2000 is excluded from analysis because states received settlement revenues in the middle of this fiscal year. Data for Arizona and Massachusetts are not available for fiscal year 2002. Arkansas and Missouri did not immediately achieve state-specific finality, so their settlement expenditures reflect payments for fiscal years 2000 and 2001. I exclude 2001 data for these two states in my analysis. The total number of observations in my analysis is 456. 

Table 2. Variable Definitions, Summary Statistics and Data Sources
	Variable
	Definition

(Mean; Std. Dev.)
	Source

	TCS
	State tobacco prevention spending per capita (1.42; 1.49)
	http://www.tobaccofreekids.org/reports/settlements/2009/history.pdf

	SREV
	State tobacco settlement revenue per capita (12.15; 5.93)
	http://tobaccofreekids.org/research/factsheets/pdf/0218.pdf

	INC
	State income per capita
(17,357.68; 2,573.68)
	U.S. Bureau of Economic Analysis, revised Oct. 16, 2009.

http://www.bea.gov/regional/spi/ (years 1990-2008)

	UN
	Average state unemployment rate (annual %) (4.74%; 1.14%)
	Bureau of Labor Statistics

http://www.bls.gov/schedule/archives/all_nr.htm

	DGOV
	Dummy variable representing the year there was a change in the governor’s office (.149; .357)
	National Governors Association http://www.nga.org/portal/site/nga/menuitem.216dbea7c618ef3f8a278110501010a0/

	DPP
	Dummy variable representing a change in the political party with a new governor (.081; .273)
	National Governors Association http://www.nga.org/portal/site/nga/menuitem.216dbea7c618ef3f8a278110501010a0/

	TAX

CHANGE
	Dummy variable representing an increase in state tax on cigarettes
(.180; .385)
	State Cigarette Tax Rate Changes Since July 1, 1950 (through 2004) www.tobaccodocuments.org
http://www.tobaccofreekids.org/research/factsheets/pdf/0275.pdf (Years 2000-2009)

	TAXLAG
	A dummy variable representing a tax change with a one year lag

(.193; .395)
	


VI.   Results


My results support Singhal’s (2008) earlier research that state government fails to keep unconditional grants from becoming interchangeable. Model 1 is re-estimation of the variables used in Singhal’s (2008) base model. She reported that in the first few years after the settlement was reached, the propensity to spend was 20 cents per dollar of settlement revenue and approximately zero from income; over time, settlement revenue is still a statistically significant factor in the amount of money spent on tobacco control program. The marginal propensity to spend on tobacco control is 6 cents per dollar of settlement revenue, and the marginal propensity to spend with income remains virtually zero. The marginal spending effects of settlement revenue have decreased when the longer time period is considered, from 20 cents in 2002 to 6 cents. 

 Table 3:  Regression Results
  Dependent variable: Tobacco Control Spending

	
	(1)
	(2)

	Settlement Revenue
	.0613**
(.0214)
	.0609**
(.0212)

	Income
	5.55e -4**

(8.9e -5)
	4.5e -4**

(9.8e -5)

	Unemployment Rate
	
	-18.355*

(7.394)

	Governor
	
	-.1272
(.1236)

	Tax Lag
	 
	.2471*

(.1104)

	Intercept
	-8.702**

(1.798)
	-5.807**

(2.123)

	RMSE
	0.847
	0.837

	R2
	0.718
	0.727

	F Value
	14.50
	13.71


*significant at 5%; **significant at 1%.

The first model is run using only the variables found in Singhal’s model. The F-value (14.50) for the significance of the fixed effects only is significant at the 1% level; the dummy variables controlling for influential state and time factors are collectively significant and I reject the null hypothesis that are equal to zero. An R2 of 0.718 indicates that 71.8% of the variation is explained, and the model has an average error of 0.85. 

The second column of Table 3 reports the results of my extended model. The F-test for model 2 is also significant at the 1% level with a value of 13.71. The model explains 72.7% of the variation in the data and has an average error of 0.84. All variables except governor are statistically significant at the 95% level or higher. The variable of interest, settlement revenue, is significant at the 1% level (the probability that settlement revenue does not increase tobacco control spending is less than 1%). There is virtually no change in the parameter estimates for srev and income when I added regressors: the marginal propensity to spend from settlement revenue remains at 6 cents, and nearly zero from income. As expected, both signs for these variables were positive. I compared my settlement revenue with Singhal’s (2008), and the low parameter estimate for settlement revenue supports my argument that interest groups wane over time; the marginal propensity to spend on tobacco control programs with settlement revenue has declined by 14 cents. 


Fiscal conditions are certainly a determinant in the amount that states allocate towards tobacco control, but did not affect the srev and income parameter estimates.  When the government is not facing tight fiscal constraints, it has more money to allocate towards social programs and therefore has a positive effect on tobacco control because income is a normal good. The expected sign from unemployment rate was as I predicted: negative. The model indicates that a 1% increase in the unemployment decreases per capita tobacco control spending by over 18 cents. It is likely to have a more substantial impact on tobacco control than settlement revenue (albeit negative) because when the economy is declining, governments first take money from social programs that aren’t mandatory (such as Medicaid). Furthermore, almost all states are required to balance their budgets and need any unconstrained revenue to do so. 


The parameter estimate for taxlag is .25: a tax rate increase on cigarettes lagged one year, holding all else constant, will increase spending on per capita tobacco control by $0.25. This indicates that a tax increase is a compliment to settlement revenues, and is not considered a substitute as a way to make up for settlement revenues that did not go towards tobacco control. This result is not inconsistent with the flypaper effect: a cigarette tax rate increase “sticks” to cigarettes, circling back to support tobacco control programs. When the cigarette tax increase was not lagged one year, it was found to be insignificant. In order to test for evidence of the flypaper effect, data for cigarette tax revenues is needed rather than a change in the tax rate to determine the effect of a per capita 1 cent increase in tax rate on tobacco control spending. It shows more than anything that states don’t view tax rates as a tradeoff: revenues from a tax rate increase should be a substitute for settlement revenues when allocated for tobacco control. Instead, I’ve found that they are treated as compliments.

Governor was not significant at any level (-1.03 t-value); it’s negative parameter estimate of -0.13 indicates that a change in government feels less obligated to uphold the promise of spending money on tobacco control programs and reduces tobacco control spending by an average of 13 cents. The decrease supports my hypothesis that political pressure to spend on anti-tobacco programs has waned over time because new governors will be less inclined to yield to an interest group with whom a promise on settlement revenue allocation was never made. The dummy variable representing a change in political party turned out to be highly correlated with other independent variables (income and tax lag), and therefore it was excluded for the most part from the hypothesis testing.

VII. Conclusion and Limitations

I find clear evidence in support of Singhal’s research that settlement revenues windfalls are entirely interchangeable when it comes to governments’ spending decisions. Based on my hypotheses, three contributions are made to the literature on the flypaper effect. The results indicate a decrease in interest group pressure; the marginal propensity to spend decreased from 20 cents (data through 2002) to 6 cents (through 2008). Over the same time period, the marginal propensity to spend is nearly zero, validating the hypothesis that the flypaper effect is evident. The state of the economy is also a significant factor: a 1% rise in unemployment decreases tobacco control spending by a little more than 18 cents. Finally, I found that increases in the cigarette tax rate are consistent with the flypaper effect. This implies that governments view revenues from a tax rate increase as a compliment to settlement revenues, not a tradeoff. Further studies can analyze the equivalency principle violation from cigarette tax revenues by calculating the effect of a per capita 1 cent increase in tax rate on tobacco control spending.
Analysis of the tobacco settlements has relevance beyond questioning the success of a new policy tool. Sloan et al (2005) comments on the potential for repeated use of litigation to serve public health ends, in cases such as alcohol, coffee, guns, and fast food (suits involving the latter two products have been filed). If these suits lack clear language as to how the settlement revenues are to be spent, then interest groups will likely see the funds go towards other government expenditures. My suggestion is that interest groups expecting to get a portion of the settlement fund should either have it written down in the contract so there is no gray area as to whether they will actually receive the funds, or get the funds up front.
One of the limitations in this study was the issue of comparing my results to Singhal’s (2008). All of my data on tobacco control spending came from the Campaign for Tobacco Free Kids in order to maintain consistency. Singhal used data that she gathered for the years 1996-2000 and data from the CDC for years 2001-2002. Therefore, it can not be expected that our results will in line with one another.

A more substantial limitation is that I was not able to find concrete evidence that interest groups had a significant role in procuring money in the Master Settlement Agreement. What seems to have an impact on using settlement revenues for tobacco control spending is the pressure interest groups have put on state governments after the settlement was reached. 
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IX. Appendix

Table 4. Correlation Coefficients

	Variable
	tcs
	srev
	income
	un
	dgov
	dpp
	taxchange
	taxlag

	tcs
	1
	0.4035
	0.0935
	-0.1532
	-0.0132
	0.0132
	0.0969
	0.1338

	
	
	<.0001
	0.0461
	0.0010
	0.7787
	0.7284
	0.0387
	0.0042

	srev
	0.4035
	1
	0.3126
	0.0565
	0.0554
	0.0764
	0.2027
	0.0524

	
	<.0001
	
	<.0001
	0.2287
	0.2381
	0.1030
	<.0001
	0.2639

	income
	0.0935
	0.3126
	1
	-0.1037
	0.0610
	0.0049
	0.1307
	0.1051

	
	0.0461
	<.0001
	
	0.0268
	0.1933
	0.9175
	0.0052
	0.0249

	un
	-0.1532
	0.0565
	-0.1037
	1
	0.0681
	0.1318
	0.0689
	0.0664

	
	0.0010
	0.2287
	0.0268
	
	0.1465
	0.0048
	0.1416
	0.1567

	dgov
	-0.0132
	0.0554
	0.0610
	0.0681
	1
	0.7098
	0.0925
	0.0605

	
	0.7787
	0.2381
	0.1933
	0.1465
	
	<.0001
	0.0483
	0.1973

	dpp
	0.0132
	0.0764
	0.0049
	0.1318
	0.7098
	1
	0.0491
	0.0175

	
	0.7284
	0.1030
	0.9175
	0.0048
	<.0001
	
	0.2957
	0.7095

	taxchange
	0.0969
	0.2027
	0.1307
	0.0689
	0.0925
	0.0491
	1
	0.0315

	
	0.0387
	<.0001
	0.0052
	0.1416
	0.0483
	0.2957
	
	0.5025

	taxlag
	0.1338
	0.0524
	0.1051
	0.0664
	0.0605
	0.0175
	0.0315
	1

	
	0.0042
	0.2639
	0.0249
	0.1567
	0.1973
	0.7095
	0.5025
	


� Singhal (2008).


� A further expectation in many states economically dependent on tobacco production was that the MSA would help moderate economic losses facing the tobacco industry, above and beyond the National Tobacco Growers’ Settlement Trust Fund, otherwise known as “Phase II” of the tobacco settlement (Tiller 2006).


� The four states with individual agreements had their own provisions relating to settlement expenditures, which are more or less in line with the purpose of the MSA.


� http://tobaccofreekids.org/research/factsheets/pdf/0203.pdf


� In fact, when Governor Strickland announced plans in April 2008 to fund an economic stimulus package by diverting funds from the Ohio Tobacco Prevention Foundation (OTPF), which was originally created to ensure that a substantial portion of the settlement revenues went towards tobacco control. The OTPF worked alongside the American Legacy Foundation (created post-MSA settlement) to bring a lawsuit against the governor to prevent funds from being diverted to the economic stimulus package. In early February 2009, a Columbus judge announced that the State lacked the authority to dissolve the trust created to ensure settlement funds are used for tobacco control, and while the amount of funds paying for OTPF’s went down, there is still money available to keep some tobacco prevention programs alive (Cartwright 2009).


� She also tested a “standardized” model with � EMBED Equation.3  ��� where � EMBED Equation.3  ��� and � EMBED Equation.3  ��� are the totals for settlement revenue and state income, and � EMBED Equation.3  ��� and � EMBED Equation.3  ��� are the variable means and found that her results were not affected.


� Singhal generously provided this data with permission to use in this study’s analysis. Data for Alaska, Louisiana, and Maryland were not obtainable for this period of time so they were assigned zero spending during for years 1998 and 1999.


� Multicollinearity is known to effect statistical significance with low t-values so I exclude it from my model. I expected omitted variable bias would not be a factor in this case since instead a variable indicating a change in government was used. 
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