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Background

• Federal government limits the total volume of
tax exempt borrowing by private entities in a
state and calendar year

• Tax exemption allows lower borrowing costs,
and creates potential profits for private
entities

• Most borrowing falls into five categories



Objectives

• Estimate the relative influence of the competing
constituencies on the level of allocation

• Estimate the relative transfer of rents to public
officials from the competing constituencies

• Characterize the connection between the scale
of the economy in relevant industries and private
activity borrowing



Existing Literature
• Very little on private activity authority allocation
– Zimmerman 1990
– Kenyon 1991
– Temple 1993

• Considerable literatures on political allocation of
government spending, infrastructure investment,
tax burdens, etc.
– Cadot, Roller & Stephan (2006)

• Overviews
– Grossman & Helpman (2001)
– Persson & Tabellini (2000)



Simple Model of Allocation of Authority Across Groups
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The Socially Optimal Allocation across
Categories with Different Rents

V – Private Activity Volume Cap
D – measure of relevant GSP
F – coefficient relating relevant sector GSP to firm’s demand
R – rank of category
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• All private activity tax‐exempt borrowing involves for‐profit
firms

• Competitive markets set the profit from taxable  bond
borrowing to zero

• The public official knows
– Potential rents (P) that could be created through bond financing
– The firm’s transfer rates (W)
– The distribution of voter’s preferences (H and G)

• Public officials announce a binding bond authority
allocation schedule (A)

• The election is held, the authority is granted, bonds are
issued, rents are realized and transferred

The Politically Motivate Allocation across
Categories with Different Rents ‐

Assumptions



The Public Official’s Expected Utility

• γ – baseline probability of election
• ψ – other rents of political office
• H – size of the constituency in the electorate
• G – political value of allocating to the

constituency (benefit, preference and efficacy)
• W – constituency firms’ transfer of rents



Solving for the Utility Maximizing A



Solving for a form that can be estimated



Data

• A, V – Bond Buyer Survey
• D – Bureau of Economic Analysis
– Gross State Product by NAICS

• H – Current Population Survey
– Percentage of households with a wage earner employed in
the relevant industry

• P – Bloomberg, Mergent, Haver Analytics
– The difference between the tax exempt bond coupons and
taxable bond coupons for industrial development, utilities,
and real estate

– The difference between coupons and mortgage rates and
a proxy for student loan interest rates



Descriptive Statistics
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Covariate Descriptive Statistics

N=350 state‐year observations.  Dollar figures are in millions of current
year dollars.
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Reduced
Form

Regressions
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Structural Results
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Model Variation – Competitiveness



Model Variation – Social Benefit



Model Variation – Organization



Model Variation ‐
Campaign Contributions

Recall the model:



Estimating Fc



Estimates of Fc
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Questions and Suggestions


