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‘'Both these 'factors interact with voter turnout and .income mmunity /
size, and the number of elections allowed on one budget. fiscal
illusion model predicts that, insofar as voters lack information
state or federal grant inc¢me to the ‘district, they will not red: e
'spending in reaction to grand levels. Tests on the Oregon data = ° ‘
confirm, first, that school district spending was unaffected by -grant ,
levels, irdicating much voter illusion: and, second, that school,
"hoards or other agenda setters seemed ¢ be using the threat of«.
reversion-level closures to inc*ease expenditu:es beyond j?e voters'

desires. (RW)
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¢ 1. INTRODUCTION
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IV. - FISCAL ILLﬁSION AND AGENDA CONTROL | L
V. THE METHODOLOGY oF EMPIRICAL STUDIES
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Our research has'two centrai conclusions First, .one must

A

seriously entertain the hypothesis that loca1 funding of primary

E.
and secondary education is entirely unaffected byxthe level of

f.federal and ‘state nonmatching grants. ?% other words a dollar

'_of the grint, standard theory tells Js th

lof a g#ah%y simplyﬁ ihcreases tota1 spending by 2 dollar.)u The

.;funds do not. proVide local tax Qflief Second in expenditure

s
reférenda shmool boards appear to expdoit the possib/1ity that

schools can close if a referendum fails. They a,pear to-use .

their agenda control- powers to< propose and pas// expenditures

/.

/s

' higher than those desired by a majority .of the v,ters._'l

0ur conc1usion with _respect to grants

‘cant1y with the. outcomes ehpected on the ba is of cohventional

Y
economic theory. Iﬂ;voters were fully info med as to, the amount

[

the fungfble aspect of- noncategorical,/ nonmatching aid; the

vo s would seek to ‘reduce 1oca1/taxes;,'Local"spending nould

1 ’
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" ‘ !then rise by Substantially 1ess}than one dbllar for each dollar
‘ of '6utside aid reoeived ' Consequentl&, ‘we conclude that the
funding process operates ‘as if voters. were entireiy unaware of
‘the substantial  amounts of funds receireﬁhoy their.school
a..Jdistricts. BT (*
N These "conclusions were developed on " the ~basis of"a
L crOss-sectional-_analpsis' of r197i-72 expenditures_ for 'the-«{LS
' '1argest K-12 . “systems. in Oregonv* Forﬁ this' ‘ddta set, the
| 'apparent failure to. perceive aid was estimated to -have 1ncreased.‘
'expenditures by roughly 30 perciﬂt' (See Romer and Rosentha1
hereafter RR, 1980c p. 34) The*seriousness of our. conc1us§ons : C
) | o  is reinforce:y/gx, the fact that \Q\al spending' in Oregon 1is N i
/[ontrolied a referendum pro- ess, where voters. have an E>&u43
ooportunity to have direct impact on 1;e budget. On wou1d
expegt our conc1usions\»)so to be valid in environmeﬁtz where
the 1inks between voters and the s?hool financedprocess are more
SRS tenuous as when schoo! taxes are” 'established by 1egis1at1ve
\ bodies by elected sﬁhool boards, or by the courts. ~—
' ‘ Indeed the departure point of our research as the
realization that public po]icy has a critical concern with how 4
the structure of goxernmental institutions affects taxation ahd

Y

* QOur statistical ’cnalysis conCerneJ 117 districts that. had .
schqgol budget renda Three other- districts, including ~
Portland, failed to hold elections, choosing to operate ‘with '

thedr guaranteed statutory spending levels (the "six percent"
amounts) p1us ‘putside aid. Th;xﬂcnclusions above apply. to:
. these districts a. fortiori Corvallis, which contained a large

. -university’ student population making its census data atypical,

' was- also excluded. , _ =
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expenditureg. ' A sense of a need” for change is manifest in

‘expendifure Timitations, for sunset provisions; and
lé research summarized here, economic studies of
Finance and, 1in particular, school finance have
on the demand side of government spend}ng. Past
s'udfec have as‘umeq’that spending could be modeled 1n‘term$'9} .
\me representative voter. This voter is often

characterized h‘s having his level of expenditures at the

'community median {of preferred levels. Going one,step.further,

reat this .voter as,belonging to a household
' (See RR, 1979a, pp. 144, 147.)% . .

In our researﬂh on 1n$t1tut10ns we have begun to consider
| ‘end%cg and how supply and demand 1nteract ip

a nonpmarket environm‘nt (RR 1978, 1979b). Wwhat concerns us most

the use of agenda control. Qur empirical

ool districts suggest that the median model

conservative estimate) togm perQent (a

e) (RR, 1980, pp. 17-18). . - L

* Thi\s reporf generally Pefer{ the reader to the several research
papers th@.project director has written with ProFessor Thomas
Romer rather than repe:ting longer references 'to the original

lTiterature. However, al complete Jbibliography and copies of the

research papers agp provided with this report. - &
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Thg impacts_of agenda contr§1 and fiscal illusion on school
district spending %ppeaﬁ 'to be virtually 1hdependent, in a
.§;atistica1 sensé,-for ;ur Orégon data set.* COnsequénfly, in
Section II, we ftnst_summariie the agenda control model. ' The

model is then discussed in the context of-median

-

"voter models in Section III. The'%wb models‘arg combined 1in

Section IV,“whfch contains an evaluation'ofﬂthe‘potentiaj impact
on, spendinfg were voters well-informed as to the amou@ts of state

- [ . ' \\
aid received by their districts. Some methodological research
. - - :

relevant "to’ r sﬁbstantive investjgations. 1s/'the topic‘\?f
\\y,- podicy issues raised by .the research are
. . a4 ' ) . . : . ’
discussed in Section VI. . ' <
o R . -

fI. 'THE IMPACT OF REVERSION RULES ON SPENDING /

. / .
Setters-and Reversions - .

1’

Political. economists have only just}béguﬁ to model complex

pbfiticaﬂ institutions. We have délfﬁﬁrately studied ,a

prototypical, simple folm' of agend1 control. The proces® does
‘ N . X - \ PRyPhwany

. Feéempfe the §chool opéraxing budget or:millage referenda that

e

* Becaus® of the importance we attach to our fiscal {illusion
‘results and because estimating the fiscal illusion models 1led
- to complex technical and cemputational problems (RR, 1980b), we
did not carty out certiin tasks listed in our proposal to NIE.
Specifically, we did not replicate the Orégon study in other
states. We have, however, collected a large data set,
. comparable to our Oregon data, for Michigan. We .have also made
arrangements for Ohio ddta, with Dr. Matthew C, Coheri, research
analyst for the State of Ohio Department of Education. ' We
e€xpect ,that some of our research on Ohfo will be in collabora- -
tion with Dr. Cohen. ' We will be Pursuing these réplications
and other-studies .over- the next two years under a grant from
the National Science Foundation. . : ey
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. take place in some 22 states. ' In an extremé case the schodl
o board is the. agenda setter and proposes a budget that requirks

approvag by a maJority of the voters.',If the pr0posa1~fa11s,the

level of expenditure is ;a jegiblatively or constitutionally
a . spécified reversion level. SN _e N T

The reversion might be, f ;example 1ast’year s tax rate

(Arkansas); iast jear‘s budgetT;Ius six percent (COlorado) a
specific millage rate (Idaho) or. 1nsuff1c1ent funds to operate

- cfosing the schd%]s. *Closings have indeed occurred in at 1east.

Onio, 0regon Illingis, Connecticut, an V1rg1n1a in recent years.

0ur stylized examp1e appears to be an accurate\:zj;esentatiov of

\ ~ the attual process in Arkangas.. and--with modifitation to al{ow
‘for a legally limited number of repeat e1ect/nns--0h10 Oregon,

- Y
’ Michigan, and severa1 other states ' e } o

,/ ‘:)

e
0ur researchistrictly would Pphy Only to states in which a
@

!

curremt expenditure referendum does not affect the rewersio? in
'+ - some future year' This 1is’ the case in Oregon but not\\for

exampLe in Michigan, where voters,can?enact m111ages that remain,

in force for several years. We expect that agenda control will

¢ also affett . expenditures 1n hese r011 .your own « reversion”

, ' b . o : P

stated. - : o S .
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Budget-Maximizing
i

Our research is based on the assumﬁtion that the setter 1s a

budget-maximizer Technically,{% somewhat weah%r assumption is
!

possible But - the . 1mportant aspect is that, -relative to umost

/edtizens, the setter has a very h}gh demand for spending Th1s

-
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assumption; motivated by technical conveniencé' is supported by
some descriptive accounts of bureaucracy in> genera1 and school

-finance in 6articu1ar. EmJiricaIly, our\work An 0regon Shows )

that expénditurE-'data are better exphilned' by -assuming ' -,
budget- maximizing‘setter who seeks to exploit the reversion ‘than ~

by assuming a ‘politician uho seeking to enact the preference of

. the median voter ‘tptaliy disregardszthe reversion ih his
'decison—making. . v T : o

. . R ‘, . 1 . \ N ‘I . h Y
Y - N s - /

The Setter Under Certainty -. / ’ | _ !

Just how does the setter exploit the reversion’ Assume'that [
the .setter knows the preferences of the entire e1ectorate and

thaf there i’ full turnout (or, a1ternative1y, thy% the setter

[}
knows who wi]] .vote and a]so knows the preferences of : se'

] ) .
voters). This ‘is the imp]icit assu.mptiov)in most of the standard ,

‘median votea work. - o I $ .
Ft;st con51 erhe case’ where the reversion is at or above -
the preférredespe ding 1eve1 of the median voter (RR, 1979b{ Pp.

565-569). Ciea?iQ the med}an voter -and’ all voters who ‘want ‘14 er
N : \
spending levels wdi]fnof‘approve any proposa1 in excess of the ./

\
reversion. So, if a majority vote is - required for approva] the‘ A

A

setter is stuck with the reversidn. Of course, if the ]Fversdon

does not happen to [be Jjust at the median .voter's referred N

» actua pending will be in excess of that desired

—"_/ .c . »

by .the median Jyoter. _ S _ ~—

spending 1

\
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eIow the median vot 3 preferred spendiag‘IeveI (RR, 1979b, p.

570).  Some propogals above this level will 1leave the median

LY
1eave-it choice, the median voter-<and at least all voters who
want higher levels--will" vote for some proposals higher than the
‘medianﬂ The sette is ab]e to threaten the electorate with the

reversibn, and he again obtains a spending level higher than the

\ reversionf Just how high . spending actdally is depends not Just.

on the median voter s preferences but .on the preferences of aIL

the votefs Indeed, the pivotal voter may -no longer be the voter

with " the med}an preferred level (RR, 1978, Pp. 36-38).

t ’

\
honethe]ess not on1y does spending\fxceed the median preferred

"« level, but, spendiﬁg increases as the reversion fa]]s " Highest

' spending is;obtained for an extremely - lbw\?eversion, such(as one

g ')/,thft wowld 1ead to ciosing the scHools. ' . r - '
fﬂﬂi‘ i In our empiricai-work on schoo] districts ne\havefassumed
' that, in addition to spendihg increasing as the reversron fa]Is,
sp nding increases dramatica11y beiow a certain_ thresho]d
. reversion. The thresho]d«ean be: considered to be‘Ehe'IeveI
. nsided QO-keep the schools in operation "(RR, 1580, pAT).
.

' & below as against Just above the threshold Ieads to the 15 percent

¥
40 percent differjnce in expenditures--those beiow spend

X

-

/ more--hentiqyed earlier

- N ’ ' . . "‘,
’ . ' . : . an

e - -

." R . _;j E . . . Py
- ,/ - N\

Ne\t consider the remaining possibiiity rthe reversion is

voter better off than the reversion. Faced with a take-it-or-,

The data show that there fis indeed 2 threshoid Being just



i
4 : \
On the other hand, the data do nbt support the Eerfainty

model. = Above the threshold, expendftury '1s increasing,. not

decreasing, in the reversion (RR 1980, 'p. 16).

~
— .

. .
The Setter Under Uncertainty - _ ‘ !

Clearly,‘ however, the setter doe not have thé complete
information called for 1n the classicdl voting models. Althou?h
comnunity' preferences chang (due to such factors as migration -
and sgifts in income, property holding,»and family size), the
:\&gzter-may have fairly good 1nfcrma¢10n about preferences-. In

the 0regon context, distréftﬁ' have been operating under . the

current're{ersion rule sYnce 1916, There has been a}ple
‘Opportunity for learning. ' A possibly greater' source ofs
uncertafnty arises with variations in turnout In addition to

/ .
turnout effects that depend upon the prOposa1 and the

reversion--matters we have ngot 1nvestigat p--turnqut is affected.
by weathe by %hat other elections are on the baﬁot and by
various personal factors concerning illness, vacations, etc.

We have xintroduced dnc,ytainty 1nt; the setter model in
the simplest possiblewmanner We asume thav the setter maximizes‘
the expeC!ed budget Heﬁéssume\further that each 1nd1vidu;4 has .
_a turnout probabilfty thatﬁfs 1ndepeng;%t_of his‘Qreferences,.the
reyersion, and the sdtter'|s pnoposal Even with thi’s very simple
form of uncgfﬁainty. feu onc1usions can fe drawn about how the
re&ersion %ffects the level of spending. For - reversions at or’
above the median preferred 1eve1, we know tha uncerta ty has to
make the setter better off than he was in the fulﬂ 1nformat10ne

/
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/ model are median yousehOId 1nco&€ilthe tax share incurred by a

home of median value, arerage&ﬁfamin size, and state..

case. Both the proposed budget and the expected buddet will be

hig?er than the certainty budget, which reca11, was equal ‘to the

revershon. .For very 1low reversions, such as those which would

force closing the schools, we know that uncertainty typically

works against the setter. 'Iheﬁdncertainty'budget wiyt be less

\ .
than the certainty budget. .For less extreme reversions that are

still be]ow-the median preferred level, just about anything is
possible. Expected spending cannot only be greater or less than
the certa{nty outcome’, but_it can even be less than the preferred
Tevel. Moreover, - the expected budget can be }1ncrea§}ng ‘dr
decreasing in the reversionf\ About all that can be done is to

see empirioa]Iy/whether the reversion has an effect. It does.

The Reversion'Effect

T .
Most of the reversion efifect takes place at the threshold. In

our sample of 11l districts, districts that are be10w the

threshold had /1ocdally finan d expenditures that _acchding to

our nieferred statist1:¥3 model, were 16.5 percent higher than in
)

) \91str cts Just above the threshold (RR, 1980b, p. 17).

“In addition to the reversion the other‘variabIes in our
%

(noncontingent, Tump sum) aid. To i crease'ﬂbcaIIy financed ner

~ v ) J\J
tudent spending by as mech as it 1s'4ncrease&/§gen a district

falls below the threshold, dt‘wouId be ne:EIsary to 1ncrea;e real

inceme by more than 15 percent or to add onresidentiaI'property
. \ - . .

'

such that the median home'\ tax share falls by over 40 percent or
\

o( \ i ) . ﬂ

: . TN
.
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to decrease family size by 66'p€rcent. (Computed from RR, 1980b,
Table 2, Col. 2.) Policifes that would affect ‘any of these
variablaes by. the requisitehamount are well nign impcssible in
efther political or economic terms. }State aid, in turn, as
.discussed .below had little if any .effect on the amount of
locally financed spending in, \bregon -In contrast, it would
appear ‘that the state legislature could readily ?!?ect Tocal

spending By changing the reversion rules.*

r ' ’ ' ’ ) (/ .‘
| £ L
Districts That Do Not Holn Elections ) . ' \

. A change fn .the reue{sion rules could also affect the small
. number o? Gtstricts t?at do . not pass a budget in addition to
affecting those that are below tihe threshold. In. the - certainty

e ?

model, 1f the reversion is 4above the median ideal point, no

election will be nelc\ang the lacal portion of the reversion will
= ™~
__be fully spent. Inthe uncertainty model, if all elections in a

secuence fail the reversion whll be fully spent. This 1tocal

portion\is commonly known as the base.t Although the school board

is not obligatbd to’ spend its base pudget maximizing implies it*
- . -~ - 3

\uijl do so (RR, 1980, pp. 8-9). ? L,
t In 64 instancesﬂpetweenxfg7o 71 and 1976- 77* schoo{ bpards

hS

- w did nlt pass a budget In nearly all such cases. howe(\r

'

election was held. Such results would -appear tg con;radict
t T ' a : ' %
N V O

-

’

)

-~

. ey

“* The abov,L conclusions are s bJect to the usual reserga'tiorg*;

placed onbcross -sectidnal analjysis.

\!] ’ \
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budget maximization dmder uncertainty where the setter would be
q@ipected to exploit fully the available sequence of electﬁons
(see . below? This may, however, only reflect the possibility
;hat the setter' s potential gains are 1less than his {eost in ’
holding the election For example, Portland held eections only in
1971 72 In that year>it tried three times to increase local
spending over the bas'e by 10 percent to 15 percent g kll attempts
j. lost by 3 -t0-2 margins or more (RR 1979b : Table ). These .
. results show that no substantialvincreas€~ 1f voted on could
| pass in Portland and that perhaps no incr ase at all could pass.
Moreover, in Portland 'S cas;, 1ts large size means that random.
aturnout factors will- not be an important source of uncertainty
. Portland has always assesséd 100 percent of its base. f As
$\\<\ enfollment fe11 by one-fourth between 1920 71 and 1976-77, ‘the
base kept increasing at six percent annually These f1gures and
the _lopsided defeats of {;71 suggest that Portland S budget
exceeded .the median: preferred ‘}evel. - In the_'other 57
observations, K 99.1 percent of'the total‘base wag assessed (RR,
’ 1979b, " Table IQN'V. These observations appear to suppdrt the
__hypotheses of budget maximizing and expenditure in) excess of
Y _ median"preferred levels. Given enrollment shifts and changes in ’
. the growth rates of real and nominal incomes, it is difficult to
imagine that the~.median preferred level of property tax

assessments for education would be growingy\at six percent in

nominal terms,
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We noted above ‘that variab1e turnout will affect the

. . - 1
setter's: proposal and expected budget eyen if the setter is
neutral with regard to risk and seeks only to maximize the
expected budget. For a given "shape" of the distribution of

voter pL eferences,_how well the setter fares is affected by the

‘,turnout probability and community size

In the case where the setter can hold but one e1ection, if
the setter’ s optima1 proposal under uncertainty would be above
N

‘what he would receive under certainty, then the expected budget

increases as either the turnout probability dr0ps or the

'community size falls. From the viewpoint of a maximizer of the
. =

per student budget the  best situation here is to- have Tow

_turnout and a small school district "~ This c1rcumstance is sure

- " / .-
E h | (/’

f?» éygncertainty 'and A Sequence of Electionsa

to ‘arise when the reversion is above the preferred expenditure *

i
1eve1 of the median voter (RR, 1979b, pp. 577 578)..
Inversely, if the setter s optimal proposa1 under certainty

wou1d be ‘below what he would refeive under certainty, then the

~ ‘s

expected budget increases as tﬂrnout increases or the community

size increases (RR, 1979b, pp: §77-578).

A

"In reality, the setter is entitled to more than onthry'at_'

:  § d .
passing the budget in most states. In Oregon, this‘number has

varied - between five and eight dates per year, depending on+

curr"&ﬂ state law. Even if voters voted ‘strategica11y, the

setter can never be worse off.than if only one e1ection were
permitted, for the setter can always choose to hold but one

election. When voters vote as if each’e1ection'were the last, we
. . . . . '_~) . . B ’



change ‘the tax base. (RR .1980b, 8) Prior "to 1978 -these

13 - “*(0

can show that setters use a decreasing sequence of proposals
The last proposa1 wi11 be the pr0pos§1 that woulg‘be used if just

one e1ection could be : he1d (RR, 1979b pp. 579-581). In this’
7,

that the expected budget increases with the

-

schema, it is obvious

number of election authorized by state 1a§" In 903 cdses in

'Oregon where addi iona1 e1ections were he1d between 1970-71" and

» \

1976-77, the amoun% requested “from the voters was raised in only

" 2.8% of the elections, it was cut in 63, 1% of thepcdses and lept

unchanged in the remaining 34.1% (RR, 1979b, Table I1). The

" pattern is/ reasonably consistent with the predictions of our

uncertainty model. - R N
// T » r : : v . \

Chan;Lng the. Tax Base

0regon school districts are permitted to hon e1ections to

4

;elections were optional.' (The .elections affected the base only‘\

in future years, rather than 1in the current year $ budget

voting.) Presumably, changes 4 _the base could be used to waéé%
the'base fn Portland;s case and to raise it to 1ess threatening"
levels -in districts with existing bases that put them ‘below the-
threshold. Hoyever, proposals to. change the base had to

originate with the school board-setter In turn, the budget-

maximizing setter s preferences are, under certainty,._directly

opposed to those-o{ a maJority:of the voters (RR, 1980b,. pp. 22-
23)." The setter will want to either raise-the base above current
spending levels or reduce it toa yeryilow level, even zero. As

-

such, there would be a ‘standoff, and no elections would be held.

15 )
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proposa1 1ost

. -
~
Q e (‘:

- 3
» . . .
- - . . . -AJ

) . : _ ) :
This.appears;tJ be Targely the’;as » since onl 11, of over 300

scnlol distcicts held'elections to change-the Rase in* 1972 and
only 18.fn 1976 (RR, 1980b, Tabte 5)l. . ‘

% .

Some of these districts tried more than once. Only § of }4

7’

attempts.passed, again in testimony; to the diametrically opposed

interests of the setter and a majority of the voters.

Efforts to exploit U P

unsui:cessfu'l' attempts to h‘ar' the base. : T'h'ey may also. arise
Y

out{j;/sheer frustration: 5aving lost three budget e}ections in
197 he Portland distric

attempted to change its base: in'1972

)fhé(board proposed a §10 million increase in base even though the

1971 e1ections gave a fair1y stpd’g’signal that the voters wanted

a iower‘base (see above) The attempt was sound1y defeated

¢

Distri\ts did not; pt to raise the base just to avoid

the consequences of hav ng to close the schoois. 0n1y one base'
k2

change proposal was bélow the current. spending 1eve1 and two just

matched it In contrast, 24 proposa]s were for a base in excess

'f, current spending, a request consistent with~ short run

v

budget- maximization. An extreme example is furnished by/Medford
which requested a 513 500 ,000 base in ‘a 1976 e1ection when ‘the

locally financed portion of the budget was only $9,324,000. The

! . .I<
' '

In 1978, ‘the 1legislature forced districts into holding

eiections to pass the' base., ‘He do not have data on .these

elections except for newspaper accounts' indicating that
. substantial numbers of elections were su!%%ssful Perhaps the

- school closings in 1976 have had a substantial effect. However,

.7
16 :

ertajnty may explain’ the few largely

’



at 1east one ﬁ?strijt Pistol Riwer met ¢1ts
raising 1ts base from $0 to $1'
as exp]ained in greqter deta11 1n RR,

sure,
that the 1972’and 1976 e/ ections were far more supportive of the
-than they,were of 'thee standard

budget-maximizing settfr- mode1

median voter model. .
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. INTERGOVERNMENTAL GRANTS > o N

Our disCussion of the setter-mecﬂanism has essentially been

lodged An the @pntext where each voter is faced with a tax that

“is - proportional . to some aspect of, his income& or wealth, the

f%@ J property ‘tax being an. example (RR, 1979b, PpP-. 5;5-566) The
§%¥, voteriﬁrades off private consuMption versus public expenditure
-along, technically, a budget constraint that is a straight line.

A1l of our conclusions, howeVer aré val}d for the [weakly

o~

concave, . (RR, 1978, -p. 30)] budget constraints that would be

's‘ 'genera' d by most‘ﬁorms of intergovernmental grants, be they lump

sum ‘b en-ended, or- closed ended matching grants. ) \

K . \Lump sum grants likerFederal Title I education aid and ﬁ&ny‘

-

SR state education gpants have caused problems in economic anaLysis.

Giving ‘a- codmunity or school district a fixed amount of money is,

models equivalent to‘ a shift in the voter s income (barring i
corner soﬂutions) (RR 19?Qc' pp.,S -8\ Emp%rically, however "
several studies suggest that grants stimulate spending far more‘ ,

thJﬁ do the equivalent shifts$ﬁn inéome (RR 1979¢, p. 1), Our :

own study for - 0regon reaches ,this conclusion with res
. / p-x-. =3 . - .
state,aid (RR, 1980¢).. ', f& ' L, =

. o i . -
./ 5@ w7 t t
P s . - -

LI e . :

F+scal Illusion , oL v S Nt

\‘ . ‘1"'

?

To deal yith these I'i'lypaper _effects” which
stjchs where Jt hits“ economists have abandoned the classical

M1ér°i§?HOM1C model in favor of the concept of "fi cal illusion

'h‘ »‘E-:., ' : \

in terms,of tHe standard representative vofer or median voter;

”--y. money



Attempts to mode1 fiscal 111 sion in terms of median voter models .
* \

have asserted hat grants cE.

voters to he fooled into

underestimating the price 0 a. 1tiona1 units'ﬁf' education or .

4

'some other public éxpenditur [e g Courant et al aI (1979), Oates
yi979)1 We ba Wi ve, however, that. voters are re1ative1y well _
1nformed about the pr1cenof marginal unitz. Ordeshook (1979) —

~ishows that . Oregon v?ters are extremely well- 1nfdrmed regarding
their housing valueﬁ (survey responses were checked agains{ the
actua1 assessments) and property taxes At 1east home owners--
who are usually seen as the p1vota1 voter --shou1d be’well aware

of §yhat they w111 bear 1n any 1ncrease 1n local spend1ng or
A i ) -

& ‘ 4
' miTlage rates. ' - - PN ‘ ' ‘- . ;;//
: 2

Where the,voteré would seem ‘more 11ke1y to 1ack 1nformation
1s with regard to the grant itself They do not know the tota1
dollars ava11ab1e for spend1ng Such a v1ew 1s further suggested‘
157 press reports and our own 1nterv1ews which suggest that-some;

-0regon school boar&s deljberately obfust&te the amount of state."°‘v

- aid in preparing their budget@ - o 'a~' B 2\\\ .
“‘we _first examine fiscal 1i1usion “in 'the context of .‘a ) |

standard median VOter mode1 (e g Inmaﬁ,» 1978). - In ~such a

&
modek, we hawve schematically,




- Total 'per student expenditure Ea’
depends ‘on-
L3
median- voter S income, median voter S tax price;,

median voter' $ number of children; other factors.

Consistent with other studies, "incOme" is essentially

median income for the community, and*"children" is average -numb

' of primary and secondary students per household "Tax price
student s the ratio of median housing value tommotal "assess,
value, (the price per dollar of total spendimg) m

.« totar)enrollment to ab ain tnﬁ~price ’¥r dollar of
% ~ spending. Other fgctors, usually/demographics whose effects are

‘not- predicted theoretically, were omitted given (Oregon s relative

-

',x homogeneity.‘ R

, - In what we term the grant illusion model, - voters are
VL /e
hypothesfzed to perceive only (1- o)A, whbre A is per sfudent atd \-

and o 15" an unknown parameter. If o =0, perception is complete

1 -If p = 1 fisCal illusion is complete. 1Then perceived stude t
a spending is E f pﬁ and ‘the -schemati.c relationship becom!s.i?rfni
Perceived total per stg‘:nt.expenditure ‘Ep, ' ' ‘ | :
w' _depends on 15 ?{ _ : - | » - /
| | \' median voter 's ﬂncdme (adJusted for aid perceptionl |
’ . 5§median voter/s tax price median voter s numéer = 'p

of childre . o&her factors

y -

- ) - N .
. N . N

‘Q_ N

* The log-jinear equation is shown in RR (1980c p. J7).

DI £




Yoo sy : o -

& ?though the 1oca1 tax raté ijjﬁbased on E.u th;/sohool

. p,
spendin authority is assumed to get away with spending the//>
Y

»

~

iresult ng surplus of E‘ Q;>= pA.
he grant i11u§ion_ model 1is equivalent to another model”
Voters misperceive the total- aésessed’ valuation jof the
. _scNool district (ﬁR 1980c¢, p. 18)7 ‘ﬂonever,_if we E%sume no
fliusion about the grapt (p . 0), tme—estimates of tax base
iIIUsion are 1udicrous, whereas the estimate of grant i11usion is
reasonably stable for a wide range~of assumptions aQout the tax
. base i11usio¥ o - ' o S .

As altennatives to our'grant'illusion mode1 ~'we a1so
_ examined price i1lusion models bfged ‘on the works of Couran\ etu
- ".gli (1979) and Oates (197%). Cog:aht et al. have the votersf'
7 ' [

tg}m 'impute the grant to the Tocal- tax base while their persona1

taxable holdings qgmgin constant . This leads to an underestimate r

of the true tax price."ﬁe estimifed tMo variants, *dubbed one .

R shot and” teratjv , of their model. In the one shot model, the

| unperceived surp1us is fu11y expended as in the grant i11usionf‘
.model AF::her process operates in the iterative case. In both
-variants we had“to introduce a parameter that capitilizes the |
“flow of the yearly grant into an eouivalent addition to assessed
valuation (RR 1980c p. - 12) 0ates also develops ‘an
underestimate of the true .tax price basica11y by c1aiming that
the true tax price is mu1tip1ied by (E - pA)/E . Both the Oai:sy
and “Courant et al. models were subjeca to detai1ed criticism \(h

theoretica1 grounds (RR, 1980¢). . ' . P
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. Emp?rically, the gragt illusion modeT_is prefz;red both to

N .
ative ,price

-

' the"standard median voter (model and to the alte
' i1lusiag models. Table.i' rqpro'uced'trbm_RR ''1980c, shows the o~
réasults. They strongly indicate that fiscal i11usion is complete
P ] (p, .close to 1.0): ' They are the baSis for the concluéion,
troduction, .that ; doMar of a grant increases

, mentioned in the

® ~ total spending b {a doTlar. | \ ' ' - R
-« The followin subsection contains a detailed- disct/sion of
the®results for 'the medi/an voter- fiscal i11usion mode1s
v (Nontechnicaliy orien ed readers may choose to skip this part )
e 77 l . . )
Empirical Resu1ts‘~ ' .. o | ' . o 'ﬁ:?f7
_,3“ N The various i1lusion models were estimeted using he,?uTT;
Information Maxifium Likelih@%% procedure (FIMX) of th well-known‘
TSP package with standapd errors ca1cu1a ed by / he method of
BerlIt et c1 (1974) To summarize briefly ”: é%*%:ﬂdisplayed“
in Table -1, the grant i11usion mode1 an //the one ‘shot mode1
ctearly dominate thg iterative and 0ate nodels. A'sub tantia1
J i degree of i11usion is indicated The  illusion param ter s
estimatsd to. be n%%rly one (.971) in th%rgrant i11usio model
and, if not’ constrained substantially . greater than one in the
- Jne shot and 0ates models( Our contention that the setter is‘

likely ‘to spend any unperceived surpTus is supported by the very
poor peaformance of the iterative moﬁel within the,constraints
imposed by ‘the log-iinear demand function and theoreticaT~
‘considerations, the gra:t i11usion and one shot models provide

1n”aqstatistica1 sense, .near1y identical improvements over the ‘\
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_ full_information median voter model. The cave:f concerning “the

constraints imposed by the log- Iinear demand function” must be

'tjrken serious]y T e substantiai‘in.crease in the 1ike1ihood (to

5
- our formal mode1s have failed to capture important aspects of the

-678'56) afforded by the unconstrained one. shot model,

even

—thouhxzthe estimated i11usion and capita1ization paramete“vaiue¥/

v r

oses that

}

» .
(3. 264 and 32.660, respectively) are imp1ausib1e dis

4

A

statisticai information 'in the data. This may be due to some
combinatien of (a) iqappropriate model} of i11usion (b) the

log-linear fthtion being an inadequate specification of demand,

“or (c) incorrect specification of the political- institution

process _ While we investigateLthe last probﬂem in Section IV, we

will continue to - be -plagured by . some degree, of .specification
error. An imporﬁgit/:dvantage,in continuing with the }bg linear

~form2eand, indeed, in presenting thé;median voter models Jin Tabie

show the sma11 discrepancies in asymptotic standard errors as )

probability (with 1 d. £.) is .15x10°

1 before estimating the setter mode]--i}/’in -preserving

y }omparabiiity with the previous‘ﬁit rature _ ! g S

We _now discuss Tab1e,1 in detai? The first two columns
o .

serve to present the fully infbrmed mediqﬁ voter benchmark and to ;

ca1cu1ated by FIML and the conventionai standard errors resulting
from OLS. Ce . |
’ . N A 0 . iy '

The grant 1Tusion model 1leads to a highTy significant
improvementfdn the 1likelihood. The asymptotic chi- square
5 This result is mirrored
in the i11usion parameter s estimated valye being over six times

the estimated standard error. The value.of .97, however, is not

A)
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~fy‘significant1y different from 1.0, ‘offering strong support for a

'(wit

‘ resuit.‘ | R .\V\‘\

Pinning down the reasonable’ values to be expected for the.

'.valuation 19 times the amount of ‘the grant.* W

full flypaper effecit. with respect to the median voter model,

the e1asticitiese f income price and Aumber of students all

\dncrease substantia11 over their estimates in the fully informed§§

' . 4 1 F )
median voter model. ?;L;> . ‘; -
’

If no constraints ére placed on parameter values, the one

i\shot model gives .a still higher va1ue for the likelihood
\function. At the maximum,- however, the- capitalization parameter

_ appears excessively 1arq$ and\meore importantly, the iliusion

parameter estimate of 3.264 s q ]

‘error i:ing only .283). This*_s/cléarly unacceptable since* p > 1

cwoqu. ply that voters would decrease theirfeffective disposable

income upon receipt of the. aid meosing t e constraint of p = 1.

\

sign%[icantly 1owers the likelihoéd.

2 d.f., appropriate since /the constraint is imposed ex

,po‘!) is .16x10 5, nearly identi"
\_J '

'capitalization parameter {s,. at the lTeast, difficult.- The

estimate of 19.4 suggests that, ceteris paribus, the same

spending- would resu1t from a grant as from the addition to the

'
‘ ~
this trade- off weight§\ the grant e%cessivély. ' Coupling this

conJecture with the observatiqn that the one shot mode1 reiily

p1aces an unacceptiple value on the illusion parameter and with

o

nt ﬁgom ofie. (the standard

to ,the grant illusion model

chi- square probability ‘

LN

» tax base—-holdin%‘the number of children constant--of an assessedT

conjecture that-

®



-_— our previous theo t1ca1 reservations, we admlt to a preference

‘ for the grant i11usion m;;j)
- b
. The resuTts!we obtained

3

or theviterativeLmodel were cfearlgi
. *\acceptabh'e. " The .axtra _parameter 1n‘troduced' g“roblems of
1dent1f1ca ion. ° The extreme va’ues found' forf the he;ghted
averﬁge agq,111usion parameter%

prob1em ihe weighted average arpmeter a 1s Sbviou y above the

witness the 1dent1fdcat1on -~ .,
4 \— .

upper: hd of 1 and, in add*tion, the cap1ta112atioﬁ\parameter
. : . ’ . ) r ©
is ngdative. S oL, ,
: ~ When the constraints o =.1, o ? are 1mposed convergence
. A \ _ , A

ocsurs readily but the cap1ta112ation parameter becomes
— e _ - .
excessivel} 1a?ge _ Moreover the- 11ke11h00d is only marginally : <
greater than that oq the fu11y 1nformed med1}n voter model. _
"The Oates ,model also has a problem w1th ugacceptable
3—;parameter estimates. In addition to its ‘1ikelihood being below
that of both the grant illusion and one’ shot models, K?he eetimate'
- of 1 68 “T'B eq. 21)° of the. 111usion parameter s ggg 1arge
gm\/,reqative to one. - Indeed, as was the case fsg the onefshot%mqgel,
constrai{;ng p- to 1 forces a ;ubstantial drpp in the likelihood.
The estimated elasticities'for ihcome,. price, and students

are consisten‘\W11h the range of vaﬂue found 1n ear11er studies ——

of school expenditures (see Denzau, 1975) and for 1NCom‘ and

pr1ce loca1 spend1ng more genera11y. However the results\a
\Bier

show that fisca1 111usion is an 1mportant addition to the ear

studies.

o~
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?‘ Jn addition -to fiscal illusion o the faéﬁ that grants ang

incdge differentiais do nnt have fdentical effétts may reflect‘

institutional considerapi s. - Specificaliy,\ unlike the median,

. ,1‘.‘ - ,.
votér model/ the setter . [del does n\@, even without fiscal

N
iliusion,.predict identicai effedts from -a iump sum -grant and an -

equivalent income shift (RN‘(1980a pp 13 22) The rdason is

’

a grant°¢hanges both VOters incomes qhdathe reversion uhile

the ejuivalent income shift changes incomes oniy ,‘.:},
To éﬂaborate thgf point ¢onsider @ schoql disfrict wheret

incomes rise but state and fedekal aigd- and the share of locai-

property uealth remain unchanged. The aid barring ‘the district -

failing B%’Ow some operating threshold is avai1ab1e for. spendingr
even if the voters turn down the s@tter s proqysal The sum of
aid‘%nd any 10ca1 expenditure ‘that is not subJeCt to voter a-’

pprovatl, such as an amount)increasing nomdnaily at six percent,

‘constitutes the reversion _Thus, a simple v:::)ﬁn income does

. not change the reyersionu If‘contrast, increa

.

in grant levels'
\ .
1eeding to an 9eguivafent" income ipcrease do change the -

reversion, jhe thooi district',now has more money to spend
. , . - o

without the voters' approval.
=
We have examined th
A
the .same individua1 be
/ 4, . ‘4 B

‘ o 3
tal case where the pivota1 voter is

)
grant reduces

s ; 3
19804, pp.*13-22). F°”<?29?/T°" reversiong,’
the sitter'siability to ‘thréaten voters, Consequently, spending

"would increas! 1ess rapidly with a grant than nlgh‘an income

nd_afterwthe upcoz: or grant (RR,
e

-

shift. This s ,at odds with the» empirica1 observations

- | . . A N | \
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However, for moderate reVersions spending can readf1y increase
~ . . more with a ‘grant than with an income increase. Finally, for

very high reversions we are guaranteed that spending w111 r1se by

N
g

o

the amount of the grant but remain totally unchanged by an 1ncome

—N

) 1ncrease.
: 1 . T _ o . , L,

Cut-0ff Grants

The preceding discussion of the setter meehanism has been
based on the "assumption that grants and local" 1nst1tution‘lhnduce
concave budget constraints. This js needed to obtain the central
result tﬁat‘ for low reversions spending under certainty ‘will be
1nverse1y re1ated to ‘the reversion. ‘

' If grants indute nonconcave budget‘eonstraints, there are in
general no strong resu1ts. However, a potentially 1nteres%1ng

~ special 4Ease can ge considered. (tﬂe following reinterprets
. i . \ -

Proposition 2' in RR, 1978.) Assume}1uMb-sum or matching grant

l tinancing of'a local educational program. However‘ the grantor
S\\ 'desires to "punish" “rich“ or “1ndu1gent [spenders by cutting of f
J all aid ‘if spending exceeds a certain level. (Concavity fails
because of thev;ut-ofﬂ.) A1l of our previous resu1ts continue to
fw,fﬂapply‘to thfs case./ |

| wh11e we are unaw;;e of any education grants of this form,
cut-off grants do seem to be approximated 1n at least one area.

S Consider total financing of a mass transit _systemytother than
operating reyenues. The subsidy js composed of aid and a 1oca1

subsidy. The local community has a trade-off between financing
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from operating revenues~3nd the subsidy. If demand is suffi-

c1ent1y 1ne1ast1c and the bddget must be balanced, the subsidy

Wil fall as operating revenues rise. Now San Francisco was
threatened in early 1980 with a shut off of 1ts state subsidy
because operating revenues were too sma11 Thus the mass transit
grants would seem to be of the cut off type. The San‘Francisbe
MUNI. Toses aid 1f it “fadulges’ fn too much subsidy of its
fiders. Were referendum voting tb‘%e used to decide spending in
a context _whefe "cut, of f" aid _was used, our analysis of the
settei.m04e1 would'contjnue to apply. |
, . Ty

° .

~
A Y
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state aid and the setter mode1 offer alet
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IV. FISCAL ILLUSION AND AGENDA CONTROL

Because the grant i11usion model ter misperception of

vi

ative. explanations of

the flypaper effect, it Js of interest to combhoe the two. The

‘schematic becomes:

Perceived total per student expenditure
depends on ’

.fhcome, Price, Students, Other Factors,

and Reversion Effects.

Empirica1 Results

The mode1 shown in Table 2 adds two reversion variables to
the grant i11usion mode1 shown in Table 1. The previous
estinates for‘income,_price, students, and especia11y, i]lusion
are‘virtuaiﬂy uhcnéhﬁé& (Correspgndingly, the reversion effects
are very near to those claimed in Section I.) Since the illusion
parameter is statistically indistinguishab1e froh 1.0, the
flypaper effect for state aid in Oregon appears to be eXplained
by the i11usion model and not by institutiona1 considerations |
However, a subt1e interaction occurs between the aid. perception
and the reversion effect. If ajd were 1in fact fully perceived
many. school. districts new estimated. to be below ‘the threat-
threshold would rise above it leading to about a. 15 percent

decrease in expenditures in those districts.

&

* 0f course, this statement assumes that the other parameters of :

our regression equation would remain unchanged
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A more dramatic decrfase in expenditures that would resu1t
from a fully ‘informed (p =.0) el ctorate wouﬂd occur through
e11m1nation of. the s1mp1e flypaper effect. ~In all districts,
removing ijpaper uouId .be estimated to drop expenditures by
abdut .QQ" percent. (0Other effects of much -smaller magnitude
would, ¢o an extremeI} siight degree, offset the threshoId and

-

flypaper éonsiderations -and increase expenditures. See RR,
'1980¢c, p. 35.) .' | o .
Because these f1nd1ngs show 1arge potential digkerences 1n.
spending, if voter information 1s changed they shou1d~be‘subJect_
to substantiaI additional -research before firm cdnc1usions %?e
reached. 0n the one hand, they definitely should be confirmed
with time-series as well as cross-sectional data. On the other, |
the poss1b111t1es for rhanges in spending, either by changing the
reversion rules or by changing voter 1nformation, may be muted by
cotlective bargaining ccnsjderations. In 197;-72, Oregon
teachers did not engage in collective bargaining a#d had never
struck.* The situation changed dramatically 1n‘the”past decade.
Opr ’mode1s ‘do not exp11c1t1y‘ take c011ect1ve barga1n1ng ‘1nto
account. Thus, they require test1ng with more recent data.

a

'FiscaI I11us$on vs.«InstitutionaI Models =~ ' .

"Fiscal 11Tus10n and 1nst1tutiona1 approaches need to

continue to. be considered jointly in-’ future work. - While the”

v

* Based on interview with Oregon School Board Association
n€ffiriale . AV
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TUmp-gum transfers of state aid in Oregon appear to be wholly or
partfally ignored by thedvoters voters appear to be more aware

\ :of }the,ﬁtra fer districts received from (Iargely county wide)

;',' Inﬁérmediate Education Districts (RR ‘1980, pp. A2-A4). " Unlike‘;
9; state aid removing the IED receipts from the reversion income;

G and spending worsens, 1ather than improves our statistica1 fit.
Thus th ef%ect of ch&ﬂges in IED receipts vs changes in income .
would’ ap ear ‘to conform to. the preceding discussion whereasA
changes in. state aTd have effects that appear to operate through
fiscal illusion.’ Now the IED payments are financed through

's\property Ntaxes that are earmarked for education. ~ The IEDs
themselves had constitutiona1 reversions and conducted elections
to obtain higher funding{]evels. The allocation formula was
stablefthrough time. In contrast, state aid takes a route that

vis.more opaque to the voter. - The funds come out of genera1 statel

have been subject to shifts over time. Thus, the, differential

revenues. [joth the 1eve1 of funding and the allocation formu1a J
"effects we have observed for IED receipts and state aid appear to
be consistent with ’others' observations that fiscal illusion
relates to voter information (RR, 1979a, pp. 160-161). '

Since the regression nesuits indicate fuT?fperception of the
IED transfers, which are essentially “intergovernmental lump-sun
grants;xIED'funds.nay have induced signiticant effects opposite
to flypaper through their 'meact onh_the. reversions. The IED
transfers were abolishedlin 1978. Elimination offthe IEDs should

have significantly 1lowered the reversion for many districts.
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. Thus, an@1ysts of 1979 or 1980 expenditure d‘;a wguld provide ard

"importagt test of our model. s e ‘
. ‘ ’ " 4
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V. THE METHODOLOGY OF-EMbIRICAL STUOIES

~In RR, 1979a, we deveioped an. extehsive critique of studies

-

that wgre based upon the median voter mode1 or even proposed .to.

-test it.,

“

A . _
A11 of these studies encounter an identification prob]em,ﬁ}

named the mu1tip1e fallacy (RR, 1979a, pp. 144, .148, 150).  Even
qf the median voter model statistically . accounted fz:/}he data
there,is no “way to tell if expenditures are everyw ere» at the

level desired by the median voter or are, say,.twice or onefha1f

" that ]Eve]. A similar ﬁrob]em arises in our own regressions. We .

can on1y say'that the reversioxﬁi?s an effect on ipending, not -

how spending is re1ative to the median voter's preferred 1eve1

(In any event, 1in a society that strongly pPotects minority

interests on the one hand and requires supramajorities for

constitutional amendments on the other, there is c1ear1y ‘no

normative reason to focus on the median voter's preferences.)

A second prob]em encountered in the ear1ier 1iteratyre is ‘

the fracti1e fa11acy (RR 1979a pp- 145, 150 153) No nrevious

- studies we are aware of ‘test whether median income gives better

predictions than other fracti1es of the income distribution. Our

own research_(RR, 1979b, Table 4) shows virtua11y equal .fits for

all income deci]es from the second to éhe seventh, the fourth

decile actua11y giving a slightly better fit than ‘the fifth or

median deci1e. - We thup suspect that the characteristics of the

f'pivota] voter cannot ée sharply identified on the basis of

jsic reason is porportiona1ity in income
'Y
distributions across qross sections. ?(See RR, 1979b, Tab]e 1.)

e
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A third‘”methodological ‘problem, that Tof . aggregatioﬁff has

been identified by our research associate, R. Filimon (1979)1, In
econometric studies 0 “ﬂ!mand for private .goods, it is common to
use as regressors average income and other averaged character-

istics. Lau (1977a, 1977b) and others have shown reasonab}‘.
l’conditions Qhere,this process will allow~ using aggregate data

,consistent estimation of the underlying demand of the “average®

Cor ® representative consumer. The. aggregation works . largelé;
L * % [}
mbecause markets clear by’ averaging processes T

In comtrast the regressors in studies of the dema‘d fqm»

publicly provided goods 'are median income and other medi‘n

of the median voter or setter variety Filimon has shownckha"
"such a process can lead to considerable bias in estimation The
| bias is unlikely‘ to vd‘ish as the voting population §gcome§
f\57}¢§1; ;This means - that estimates of the -demand for publicl?r
| provided goods, including our own, should be greeted wikh mori;

skepticism than: similar studies for _market goods- Metﬂods for

e
the analysis qof political resource allocation requll regy
' ¢

further elaboration.

A final ‘methodological comment is that earlier. studies
rarely test median voter model-against.alternatives; (The_setter
model is one possibility ) Bergstrom and Goodman (1§73l did show
that estimates of the same demand model varied widely across
states.. Since they controlled for a large number of economic and‘

demographic variables, there is‘a.suggestion that institutional

differences among states jare crucial. In their extensive
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*studies of Switzerland, Pommerehne.whd his associates hive indeed

fohnd, like we'have; that institutional considerations do make 'a

breaf difference (RR, 1979, pp;\151,'160-161).

’ ,
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vIL POLICY ISSWES .

g Our poifcy discussion is couched in terms of ‘what one would

do‘ﬁo either raise or, lower expenditures. While the:preceding
‘ discussion has often been phrased in terms"of how much/¢
expenditures depa#t from those predicted by . a median voter model,
) we do not seek to' give any normative ‘weight to the median voter' s‘
) preferences. Neither in social theory nor: in U.S. political"
- practice can one find Justﬂfication for basing policy on maJority
ruif. We note both that courts have often protected “minority
rights over 1egis1ation passed by M\Jority rule and that
supramaJorities dre required. in certain- state referenda, .in
certain votes in the U.S. Senate, and to amend the constitution.
_Thus we are content to indicate, rather than evaluyate, changes in
spending that might be induced by institutional change.

.i. - The reversion is an impo%tant policy variabIe_ in
referendum - situations.  Those seeking to expand expenditures
should favor reducing re;ersions to zero or increasing them far
beyond current spending levels. Those seeking to limit
government expenditures will look for moderate reversions. In
many ‘cases, expenditures would be lower if the new reversions
were' set somewha't below currentlspending levels rather than at
current spending.Jeveis.. (For Jjurisdictions with historically
Tow reversions, current spending will reflect the s?fter's

. threat.) | S ¢
| Even if reversions can be modified to reach some spending
-goal in the short run, there is the probiem of drift in time. No.

automatic adjustment of the reversion, whether stated in nominaI% 4
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 terms or indexed, s liker to work very well over a 10ng period
“For exambIe, in a period of both inflation and fa11ing real
tncome, ‘a reversion based on'{fii indexation'wii1'quick1y u
generate a spending ievei highe ~than',that 'desired by most |
voters., \\h . ' .
' Conseque tly, thought shduld' be ' given to modifying the
referenduym proeess. If the median voter outcom% was desired; Fhe
Fiorida System described by Holcombe (1977) could be useadq. In
that system, each voter writes nis preferred 1eve1 of expenditure
on the ballot, and the media’ris enacted, Tha;lxhis SyStem has
disappeared even in Florida says long on the esteem graNted the
median voter, ! . _— |
Alternati?ely,- some form 'of initiative coupled with the
school board’'s proposal. could be considered. Settérs woyld be
“ndre constrained if they had to win dgainst some proposal other
‘than the reversion. . |
= 2. With respect to uncertainty, those seeking larger
eXpendifures should seek to increase the number of elections
available to Pass a budget or millage. Those seekindg to 1imit -
eéxpenditures would prefer just one eiection Those seeking to /a
“limite expenditure9 ex ante shouid thus b@‘prepared to pay the
cost of occasiona1 school closings ex post, Jjust as they now are.
prepared to Pay the cost of lengthy school strikes.

\ . .
3. With respect to grants, those seeking to increasegggtai

spending should foster fiscal il1lusion with resqect ta sran
State Wnd federal grants to local Jurisdictions should de giv

minimal) publicity. Those seeking to- reduce local taxes adivan
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receipt of the grant should give maximum pub]icity to the grant

This can readily and Cheaply be done. In the era of computer-

printed, return address labels, IRS could " readily inform

taxpayers of the per student and per capita ‘federal aid his

school district and municipality have received. The state income

/» tax forms coulg be used to similar effect heferendum ballots
'1coulﬂ inform voters about outside aid amd total spending as well

as about the amount of local lines. ! . {

. A. potentia1 consequence of more< imformation, Wowever, 1is
S\ress predictability for the grantor ESpecially in. the Case
| where fiscal i11usiom promotes ‘pcre ﬁiypaper,“ a state

1egislature can be re1ative1y 'certain, as i Oregon, that an
additional dollar of state ajd-’ nﬁ}) have minimal impact on local
taxes. If voters have no illusion about the aid, the response is
much more difficult td predict even in the simple setter model.
In turn, other state and local finanoe/institutions are even more
complex than the setter-referenda situation.

4.“ Extreme caution should be exercised in using any current
economic models of Tocal public goods for- forecasting purposes.
The models .are 'generally crpss-sectgpnal adh the stability of

heir parameter estimates have not been subject to verification
</“:Xth time series. Tmey'all may have severe projllams of
'iggregation'bias. Because -i'.n-stit-u'tional factors are no:*deled,
<,estimates'_based on one state's eata' will wusually be wholly'

inappropriate;in amother stete a

With respect ' to education,‘ tme problems caused by the .

presence of private schooi alternatives (not a major nrablam in

Q
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Oregon) .have not been adequately modeled. (RR, 1979at p. 157).
Sé. With reopect‘to coosolidaqions, iarger districts - ha¥e

less uncertainty from turnout variations, ceteris paribus. The

degree of ‘uncertainty in turn interacts with the‘reversion to
Jafﬂect'expenditures; .
L,

A more systematic effect on e;>\qg1:ore from consolidation
policy may result.as follows. Assuge‘yog setter is himself a
'._voter but comes from the high end ‘ogf the distribution of
preferred expenditures. In a.small, homogeneous community, the
setfer's preferences. will be nearly identical to those of the
med{ian voter. 'But, as the community grows"iarger and more
heterogeneous, the setter's preferences di)erge from those of the
bulk of the electorate. Thus, in addition to causing voters to

believe that the schools are no longer "theirs,k" consolidati&%s

‘can 1nteosify the conflict inherent in the setter s}tuation.

Indeep, we suspect that the setter model is accurate only in
reasonably large communities. We note to this effect that the
budget more lfrequently passes on the first try in small

districts{ ) . . y

Consolidations can lead to monopo}x' power via the setter

mechanism we have- described. They accentuate it by limiting the
voter's ability to more among competing Jjurisdictions.
Consolidations may have benefits with respeote to racial

integration. We doubt'that they also have géneral "economy of

scale" benefits. Any benefits should be weighed against the

costs of developing setters with monopoly power, a power that is

J

<
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< | . .

accentuated by the reduction of opportunities for spatial

>
[

mobil{ity. ' - . )

6., To improve predictive capacity, in addition églfurthen
theoretical wofﬁ, data collection procedures. need to Be 1Mprovéd.
The prepondqrancq of cross-sectional work has résulted largely
because the census 1s not annual. Enroliment, voting, and
spending data s 9;a1Hab1e‘annué11y. A key variable, resided€fal
and nonresidential property assessment breakdowns are generally
missing at the 'schoo{ district r:vel. Variables 1ike medfan
income and median houging value are ;engrally taken from the
census. Better'propert; assessment data couidAbe»had relatively
simply by ahnual sample audit of assessment }oljs in a sample of

‘districts. Annual income data would be more diilgcult to obtain.

N I
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s TABLE 2

£

[ .Y

Coefflicient
Constant: . B
, ’ ) . . : )

. Income: - Bl'
Price: . By
Students/Famin: " B3
Reversion Threat: By
Reve#%iqn Slope: . Bg -

~ Reversion Threshold:
1111usion: , o

Log-Likelihood of Total
Per Student Expenditure

B

SETTER MODEL WITH GRANT ILLUSTON

~-2.464
(1.592)

- 0.823
(0.174)

-0.367
(0.055)

-0.270
(0.078)

0.151
(0.043)

0.184
(0.076)

211.60
(38.40)

; 533b73'

(0.203)

-682.34 -
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_Romer and Rosenthd] (1978, 1979a, 1979b, 1980a, -1980b and 1980c)
are enclosed as the Appendix. . S ' :
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