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On the Vote-Purchasing Behavior of Incumbent Governments

MATZ DAHLBERG Uppsala University

EVA JOHANSSON Uppsala University and Institute for Labor Market Policy Evaluation

n this paper we investigate whether there are any tactical motives behind the distribution of grants
from central to lower-level governments. We use a temporary grant program that is uniquely suitable
for testing theories of vote-purchasing behavior of incumbent governments. The temporary grant
program differs from traditional intergovernmental grants in several aspects, most importantly in the
sovereign decision-making power given to the incumbent central government. We find support for the
hypothesis that the incumbent government used the grant program under study to win votes. In particular,
we find strong support for the Lindbeck—Weibull/Dixit-Londregan model, in which parties distribute
transfers to regions where there are many swing voters. This result is statistically as well as economically
significant. We do not, however, find any support for the model that predicts that the incumbent government

transfers money to its own supporters.

re grants from central to lower-level govern-
A ments tactical, in the sense that the incumbent

government uses grants to enhance its reelec-
tion probabilities? According to several theoretical
models that have evolved in the literature over the
past 20 years, this question can be answered positively.
Until now, thorough empirical tests of the theoretical
models have been lacking, however, since suitable data
have been rare. The fact is hence that we do not know
whether or not grants are used tactically. It isimportant,
however, to know this, both from a researcher’s point
of view and from a policy maker’s point of view. Since
we want to have appropriate models of the political
process, researchers need to know whether or not the
theoretical models of tactical allocation of grants are
valid. A policy maker needs to know whether or not
the incumbent government acts tactically when design-
ing grant programs. In this paper, we have access to
a data set that is uniquely suitable for use when in-
vestigating the vote purchasing behavior of incumbent
governments.

In the spring of 1998, a few months before the
Swedish elections, 2285 million SEK was distributed to
42 of 115 applying Swedish municipalities. These grants
were the first wave of a specially designed support pro-
gram intended to support, by means of intergovern-
mental grants, local investment programs aimed at an
ecological sustainable development and at increasing
municipal employment. The decision-making design
for these “ecological” grants differs a lot from how the
distribution of intergovernmental grants is traditionally
performed: The preparation as well as the final decision
is made by the incumbent government and there is no
explicit formula describing how the grants should be
distributed. Furthermore, the grants are not related
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to the efficiency and equity goals otherwise typically
attached to intergovernmental grants. Hence, the gov-
ernment has the opportunity to choose freely which
municipalities to distribute money to, taking the effect
on their reelection possibilities into account.

The purpose of the paper is to use these “ecolog-
ical grants” to test two competing theories. The pre-
diction from the first model, put forward by Lindbeck
and Weibull (1993) and Dixit and Londregan (1996),
is that the incumbent government purchases votes by
distributing money to regions in which there are many
swing voters. In contrast, the prediction from the other
model, presented by Cox and McCubbins (1986), is
that, due to risk aversion, the incumbent government
purchases votes by investing in regions where it already
has high support (for example, in regions where the
party in power in the local government is the same as
the party in power at the central level).

A SUITABLE DATA SET

To test theories that claim that the incumbent central
government uses intergovernmental grants for tactical
purposes, we would ideally like to have a situation in
which (1) the incumbent central government decides on
its own whether or not a lower-level government shall
be granted, (2) we may disentangle any possible strate-
gic use of grants from the equity and efficiency pur-
poses typically attached to intergovernmental grants,
(3) the granting decisions are made in close connec-
tion to an election,! and (4) voters know that their

1 One could argue that, since the money is already distributed, there
is no need for voters to reelect the incumbent government and that
what ought to matter for voters’ decisions is election promises. There
is, however, empirical evidence (see, e.g., Stein and Bickers 1994;
Levitt and Snyder 1997) that increased spending in fact affects voters’
behavior. This could have at least two explanations: One is that voters
feel obliged to support those who have treated them well; the other
is that voters believe that a party that has supported them in the
past also will support them in the future and hence see the actions
of the incumbent government before the election as an indicator of
how it will act in the future. Whatever the reason is, what matters in
the end is that the incumbent government believes that voters react
positively if the municipality in which they live is granted. In this
paper we assume that this is the case. See also footnote 6.
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municipality has/has not been granted. In this study,
we use data that we claim fulfills all four conditions,
concerning the decision-making process, the aim, the
timing, and the information. This has not been the case
in any of the earlier empirical studies” since in most
countries the systems for intergovernmental grants are
prescribed by laws that cannot be changed overnight:
condition 1 above has hence not been fulfilled. Further-
more, the prescribed formulas are typically linked to
different need variables in the municipalities, implying
that condition 2 has not been fulfilled. One way to sep-
arate political factors and equity and efficiency aspects
of grants (and thereby try to fulfill condition 2) is to
include a number of sociodemographic variables in the
regressions and thereby try to control for redistributive
motives of intergovernmental grants and federal spend-
ing. It is, however, far from obvious how to do this. The
problem is well described by Levitt and Snyder (1997):
If we do not control for equity and efficiency variables,
we risk exaggerating the political impact of grants, but
on the other hand, targeting grants to specific minorities
might be a perfect way for politicians to buy support,
and by including them we might fail to identify tacti-
cal aspects that actually are present. In fact, in many
countries, for example, Sweden, the rules for intergov-
ernmental grants are set up in such fashion that it is
only through these demographic factors that regions
can be targeted. Ideally, one would like to test the tac-
tical theories on a grant program that is not intended to
equalize income and that is free from specific formulas
describing how the grants are to be distributed.’

The grant program we study in this paper was intro-
duced in 1997, when it was decided that the Swedish
central government should construct a specially de-
signed support program to support, by means of in-
tergovernmental grants, local investment programs
aimed at an ecological sustainable development.*
These grants were supposed to be temporary and sup-
plementary to the usual intergovernmental grants that
are motivated by efficiency and equity reasons. The
grants are economically important; 7.4 billion SEK was
to be distributed during four years (1998-2001).% Only
municipalities could apply for these grants. For a mu-
nicipality to be eligible for the grants, four main criteria
had to be fulfilled: (i) the proposed investment project
must be fully detailed and developed in the application,
(ii) the estimated cost for the project must be given, (iii)
the investment program must be designed for an eco-
logical sustainable development, and (iv) the project
must increase the employment in the municipality. The

2 See, e.g., Bungey, Grossman and Kenyen (1991), Grossman (1994),
and Johansson (2002).

3 Rich (1989) in fact shows that the structure of a grant program, not
the specific purpose of the program, shapes the politics of how the
grants are distributed. Further, he notes that political factors are more
evident in project grant programs than in formula grant programs.

4 The grant program was initiated by the Committee for an Ecolog-
ical Sustainable Development.

5 In 1998, total grants to the municipalities in Sweden amounted to
57.7 billion SEK. Total grants constitute approximately 20% of the
municipalities’ total revenues. In 1998 1 USD was approximately
equal to 8.5 SEK.
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applications were sent to the incumbent central gov-
ernment (ministry of environment), and the incum-
bent central government had the final say about which
municipalities should be granted.

There are mainly four aspects that make this data
set suitable for the purpose of this paper, besides its
economic significance. First, and most importantly, the
decision-making process on which of the municipalities
are to receive grants differs from the traditional way
of distributing grants to municipalities. The usual in-
tergovernmental grants are distributed among the mu-
nicipalities according to rather strict predefined rules
based on equity and efficiency arguments and are han-
dled by central authorities that are independent of the
incumbent central government. But for the temporary
grants for an ecological sustainable development, it is
solely the incumbent central government that decides
which municipalities are to be granted (after prepa-
ration at the ministry of environment). Furthermore,
one of the important decision makers at the Ministry
of Environment is a former member of the Swedish
parliament for the incumbent government (the Social
Democrats). Second, the grant program is not intended
to fulfill equity and efficiency objectives but, rather, to
“support an ecological sustainable development.” It is,
however, far from clear what exactly is meant by that
phrase. In fact, there existed no predefined guidelines
on how the “ecological” grants were supposed to be
distributed (see Riksdagens Revisorer 1999). Third, the
decisions were made five to six months before the 1998
elections.® Finally, the yes-or-no nature of the decision
makes it easy to apprehend and the question has also
attracted much attention in the local, as well as the
central, press, giving us reason to expect voters to be
aware of how their own municipality has been treated.
The grants for an ecological sustainable development
hence fulfill all four desirable conditions and are thus
very well suited for use for studying the question of
vote-purchasing behavior.

The applications for the grants designed for an
ecological sustainable development will be made in
several waves. We use data from the first wave of
applications; hence the analysis in this paper is cross
sectional.” The final day for the first wave of appli-
cations was February 16, 1998. One hundred fifteen
out of a total of 288 Swedish municipalities applied
for the grants. Decisions were made during March and
April. Forty-two of the 115 applying municipalities re-
ceived grants amounting to a total of 2.3 billion SEK.
Housing and construction constitute the largest part

6 We can also note that the grant program can be considered a re-
peated game: it is a four-year program in which the incumbent gov-
ernment distributes money in each of the years 1998-2001. Voters
might hence consider the decision made before the election to be an
indication of how the incumbent government will act in the future if
they win the election (see footnote 1).

7 There are at least two reasons for concentrating on the first wave:
First, the Swedish Election Survey which we use to estimate one
important variable is not yet available for more recent elections; sec-
ond, the rules for the distribution of ecological grants have been made
more structured for the following waves, partly as a consequence of
this paper.
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of investment projects granted, followed by energy
projects, sanitation, and nature and water conservation.

TACTICAL REDISTRIBUTION: THEORIES
AND EMPIRICAL EVIDENCE

The idea that the incumbent government considers
political strengths of regions when distributing
resources across the country is old. Investigating New
Deal spending, Arrington (1969) found the somewhat
mysterious fact that spending did not seem to promote
equity between states but rather to favor states with
a high income. In fact, economic variables did a very
bad job explaining New Deal spending.? Wright (1974)
attacked this “oddity” by incorporating a number of
political variables in the analysis. Starting out with
a theoretical model where the president maximizes
the probability of winning and where voters react
positively to new spending programs, he predicted that
spending will be higher in states with higher “political
productivity,” a measure depending on the electoral
votes per capita, the variability in the vote share of the
incumbent government in past elections, and the pre-
dicted closeness of the presidential elections. Running
cross-section regressions for the period 1933-1940 on
48 states, Wright found a considerably higher R? in the
political regression than in the economic regression. He
therefore concluded that interstate inequalities in fed-
eral spending, to a large extent, were consequences of
vote maximizing behavior of politicians. Anderson and
Tollison (1991) claimed that it was not the result of the
presidential election alone that mattered; the congres-
sional influence was important as well, perhaps even
more important. Their idea was that states whose rep-
resentative in the congress has great power (e.g., length
of tenure, speaker in House or congress) would be
favored. Using the same data as did Wright, they found
that many of these congressional variables entered
with the expected signs and statistical significance.
Wallis (1996) examined the findings of Wright and
of Anderson and Tollison closer using panel data.
He found that economic variables did matter and
that, excluding Nevada’® from the sample, the impact
of Anderson and Tollison’s congressional variables
disappeared, while Wright’s presidential variables
still entered significantly. Wallis further expanded the
investigated period beyond the New Deal, using data
on federal government grants to states for the years
1932, 1942, 1962, 1972, and 1982. He found that (i) the
results change dramatically when controlling for fixed
effects, (i) taking the simultaneity between spending
and grants into account, the result that high-income
states are favored disappears and economic variables
does matter, and (iii) while Wright’s presidential

8 Reading (1973) examines the political rhetoric behind the New
Deal. There were three goals of the New Deal: relief, recovery, and
reform. He finds no support for the hypothesis that spending and
loans were directed to poorer regions, which he takes as evidence
that the New Deal did not fulfill the reform goal.

9 Nevada was the state receiving the largest per capita grants during
that period. In addition, Nevada has a 1 in the dummy variable for
Senate leadership during the whole period.

variables seem to matter much during the New Deal,
congressional factors are more important in the long
run.

Many of the early studies lack a strict theoretical
ground and are rather ad hoc about which political
variables to include. During recent years, some more
stringent theoretical models have been developed. In
this paper we concentrate on two competing theoreti-
cal models that yield quite different testable empirical
implications.!” The first model takes its roots in the pa-
pers by Lindbeck and Weibull (1987, 1993) and Dixit
and Londregan (1996, 1998) (hereafter LW/DL), and
the second model is the one presented by Cox and
McCubbins (1986).

The most commonly used theory today is perhaps
the one originating from the papers by Lindbeck and
Weibull and by Dixit and Londregan. They consider
a two-party system where parties, facing an election,
promise different groups of voters transfers to win their
votes. Voters have preferences over the parties (here-
after ideological preferences) and decide which party
to vote for taking these preferences into account, as
well as the consumption levels promised by the two
parties. In each region there is a distribution of ideo-
logical preferences, and given a certain level of regional
transfers, there will be a critical value (cutpoint) that
divides voters into those voting for one party and those
voting for the other party. The parties try to move this
cutpoint and thereby increase their vote shares, by us-
ing regional transfers.!! Figure 1 illustrates an example

10 There are a number of additional hypothesesin the literature, more
tailored to the U.S. system, that have been investigated empirically
(see, e.g., Stein and Bickers 1994; Levitt and Snyder 1995). Stein
and Bickers (1994) investigate the use of pork barrels by incumbent
congressmen in the U.S. Congress in the 1988 election. They put
forward and find support for the following hypotheses: (i) It is not
the dollars spent that matters but, rather, the number of new projects
initiated; (ii) not all incumbents need to use grants to improve their
electoral fortune—only those in a vulnerable situation (vulnerable
meaning that they got elected by a very small margin); (iii) it is not
the number of projects per se that makes people like the incum-
bent but rather, the awareness of these new projects; (iv) awareness
increases with the number of new projects; and (v) the electoral
support of an incumbent increases with voters’ awareness of new
projects. Levitt and Snyder (1995) investigate the impact of political
parties on federal spending. Underlying the analysis is the assumption
that politicians would, if they could, support their own. Levitt and
Snyder contrast three models: a “weak party” model, where parties
play no role and what matters is whether the representatives of a
district have powerful positions in the chamber; a “strong party”
model, where parties play a crucial role and where the distribution
of outlays changes quickly if the political identity of the district’s rep-
resentatives changes; and an intermediate model, where a party with
a sufficiently strong position during a sufficiently long time period is
able to favor its own districts. These models are tested empirically by
using district-level data on election outcomes and federal assistance
programs for the period 1984-1990. Dividing the sample according
to geographical concentration, allocation rules, and initiation time,
they find that (i) spending is an increasing function of the number of
Democratic votes in the district, (ii) spending favors groups that are
geographically concentrated being favored, (iii) programs that are
allocated through formulas are more heavily skewed to democrats,
and (iv) the pattern is strongest for programs initiated during the
period 1975-1981, when the Democrats had a strong majority in both
the House and the Senate.

1 More formally, the theoretical model is as follows: Assume that
all inhabitants in a region have identical income levels (these are,
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FIGURE 1. Distribution of Preferences in
Regions S and E
Region S Region E
|
[
| /\\
0 X 0 b4

with two regions, S and E, where X denotes the vot-
ers’ preferences for the incumbent government. The
vote share of the incumbent government is given by
the proportion of voters with positive values on X, that
is, the share to the right of the cutpoint. By giving a
region grants, the incumbent government tries to move
the cutpoint to the left and thereby increase its vote
share. We see from Fig. 1 that a dollar spent in region
S will yield a larger number of votes gained than the
corresponding dollar spent in region E, since there is a
higher density at the cutpoint (i.e., more swing voters)
in region S than in region E.

The amount of transfers a region receives will hence
be positively correlated with the density at the cutpoint.
The theory further predicts grants to be targeted at re-
gions with a low income, since voters with a low income
have a higher marginal utility of income and thus can
be more easily persuaded to vote for a party promis-
ing them high transfers than high-income earners can
(i.e., the cutpoint moves more in a poor region).!> Note
that the size of the population in the region does not
matter. Under some assumptions about the distribu-
tion functions (i.e., symmetry and single peakedness)
and parties’ objective functions, there will be a one-
to-one correspondence between the densitg at the cut-
point and the closeness of the last election.!* Johansson

however, allowed to differ between regions). There are two parties,
A and B, maximizing the number of votes. An individual living in
region i will vote for party Bif U(C;g) — U(C;4) > X, where Xis the
voter’s preference for party Aover party Band C is the consumption
level promised by party A (when indexed with an A) and party B
(when indexed with a B), respectively. The cutpoint in region i is
hence defined as X; = U(C;g) — U(C;a). In each region, there is a
distribution of X given by ®;(X), with density ¢; (X). The vote share
for party B is then given by >_; N; ®;(X;), where N, is the share of
the population living in region i. Parties maximize their vote shares
by choosing T;p, p = A, B (the amount of grants to distribute to each
region), subject to y_; N; T;px = R, where Ris the available resources.
At equilibrium both parties choose the same transfer promises, given
by the condition Uc(Cip)¢i (Xi) = Uc(Cjr)$;(X;). Grants will hence
be an increasing function of the density at the cutpoint [¢; (X;)] and a
decreasing function of income (since a higher income means a lower
marginal utility of consumption). Since Sweden has proportional
election rules, the same results emerge if we assume instead that
parties maximize the probability of winning the election. See Dixit
and Londregan (1996) for a more detailed description.

12 One main difference between the LW/DL theoretical model and
the grant program we study is that the model describes monetary
transfers directed directly to individuals, while, in our case, transfers
are given to the municipalities to use in investments, which, in the end,
affects individual utility positively. It is therefore not obvious how we
should expect municipal income to affect the amount of grants the
municipality receives.

13 Note that the closeness proxy is not valid if the distribution func-
tions deviate from the assumptions, for example, if the distribution
functions are double-peaked or skewed.
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(2002) uses this closeness proxy as well as an estimate!4
of the densities at the cutpoints and tests the model for
Swedish municipalities. While she finds no statistically
significant support for grants being used as a tactical
instrument when using the closeness measure, she does
find support for the tactical hypothesis when using the
latter proxy. In this paper we use both the closeness
proxy and the estimated density at the cutpoints. If
both variables indicate the same result, we would be
more inclined to believe these results, since the validity
of both proxies rests on some underlying assumptions
which we do not know are fulfilled.

The second theory tested is presented by Cox
and McCubbins (1986). They divide voters into three
groups: support groups, opposition groups, and swing
groups. Parties invest in votes by promising redistribu-
tion to these groups. Assuming that parties are risk-
avert and that swing groups are riskier investments,
they predict that politicians will invest little (if at all)
in opposition groups, somewhat more in swing groups,
and more still in their support groups. It is the as-
sumption of risk aversion together with the assump-
tion that investing in the support groups is the least
risky investment which leads Cox and McCubbins to
empirical implications different from those of LW/DL.
These assumptions can of course be criticized, but they
are the ones used by the authors. When testing this
model, we use two variables, both assumed to capture
the strength of the political support for the incumbent
(socialist) government in each municipality. The first
is a dummy indicating if there is a socialist majority in
the municipal council. The other variable measures the
share of inhabitants in each municipality that cast their
votes in favor of the incumbent government (the Social
Democrats) in the last election.!

Our empirical strategy is as follows. First, we estimate
the models developed by LW/DL and Cox-McCubbins

14 This estimate is obtained using survey data from the Swedish
Election Studies. See the Appendix for a description.

15 It can be noted that an alternative model exists that has been
investigated somewhat in the empirical literature, namely, that of
Grossman (1994). He takes as a starting point the fact that the same
parties appear at both the state and the federal level, and therefore,
some interaction between local and central politicians is likely to oc-
cur. In the model, federal politicians transfer money to the state level,
making it possible for state politicians to raise public spending and
thereby increase their reelection possibilities. In return, state politi-
cians invest their political capital in efforts to increase the support of
state voters for the federal politicians. The model hence predicts that
states where politicians are effective in raising political support will
receive large grants from the federal government. The problem, how-
ever, is that it is not obvious how to measure political effectiveness,
a problem that is illustrated by the fact that the three studies testing
this model (Bungey, Grossman and Kenyen 1991; Grossman 19%94;
Worthington and Dollery 1998) all use different sets of political
variables and even predict different signs for some of them. As a
consequence of the different views about how political variables in-
fluence grants, the empirical evidence is rather hard to interpret.
However, the political variables used in these empirical studies
closely resemble those implied by the two models discussed in this
paper; the closeness of the local elections is very closely correlated
with the closeness proxy from the LW/DL model, and two other vari-
ables are the same as used by us when testing the Cox-McCubbins
model.
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TABLE 1. Variables Used to Test the Different Models and Their Expected Signs
Lindbeck—-Weibuli/ Encompassing

Variable/Model Dixit-Londregan Cox—McCubbins (“Sensitivity”)
Cutpoint density + +
Distance between blocs — -

Income - -
Socialist majority in municipal council + +

Share of votes for social democrats + +

TABLE 2. Number of Municipalities Within Each Group that Applied for Grants and that Were
Granted

Applying Municipalities Granted Municipalities

Group of Municipalities No./Total % No./Total % No./Applying %

Big cities 3/3 100 3/3 100 3/3 100

Suburbs 12/36 33.3 5/36 13.9 512 417
Larger cities 15/26 57.7 10/26 38.5 10/15 66.7
Middle-sized cities 19/40 47.5 6/40 15.0 6/19 31.6
Industry 19/53 35.8 5/53 9.4 5/19 26.3
Rural 13/30 43.3 3/30 10.0 3/13 23.1
Sparsely populated municipalities 11/29 37.9 0/29 0 0/11 0

Other larger municipalities 11/31 355 7/31 22.6 711 63.6
Other smaller municipalities 12/40 30.0 3/40 7.5 3/12 25.0

Note: Big cities: Municipalities with more than 200,000 inhabitants. Suburbs: More than 50% of the municipalities employed travel to
another municipality to get to their work. Larger cities: Municipalities with more than 50,000 inhabitants and with less than 40% employed
in industry. Middle-sized cities: Municipalities with 20,000 to 50,000 inhabitants and with less than 40% employed in industry. Industry:
Municipalities with more than 40% employed in industry and which are not sparsely populated. Rural: Municipalities with more than
8.7% employed in agriculture and forestry and which are not sparsely populated. Sparsely populated municipalities: Municipalities with
<5 inhabitants per km? and with less than 20,000 inhabitants. Other larger municipalities: Other municipalities with 15,000 to 50,000

inhabitants. Other smaller municipalities: Other municipalities with less than 15,000 inhabitants.

separately.!® Thereafter, as a “sensitivity analysis,” we
estimate an encompassing model in which we include
political variables from both these models. In con-
structing the variable “cutpoint density,” we follow
Johansson (2002). In short, the technique is the follow-
ing: First, we use survey data from the 1994 Swedish
Election Study to estimate the distributions of political
preferences, and second, we decide the locus of the
cutpoints using the 1994 elections to the parliament.
In the 1994 Swedish election study, 2296 individuals
answered a number of questions regarding their feel-
ings and attitudes toward different Swedish parties and
politicians. Using these answers, we construct, through
factor analysis methods, a variable that measures vot-
ers’ preferences for the conservative bloc over the so-
cialist bloc. Since respondents in the election survey
are observed at the level of constituency, we can then
estimate the constituency-specific distributions of these
preferences. Finally, we use the results from the 1994

16 A difference between the theoretical models and our empirical
specification is that the models discuss election promises, made by
both parties (blocs), whereas we, in the empirical investigation, in-
vestigate actual decisions made by the incumbent government. This
means that we are not able say anything about how the opposition
bloc would have acted, had it been in the same position as the govern-
ment. In addition, the theoretical models discuss a situation in which
there are only two parties. Sweden, on the other hand, has a multi-
party system. However, the political situation has been characterized
by the parties divided into two blocs, and this division has been stable
over time, meaning that we can consider Sweden a two-bloc system.

election to the parliament in each municipality to de-
fine cutpoints and, thereafter, measure the densities at
these cutpoints, yielding a variable for each municipal-
ity (except for Gotland, for which there are very few
observations in the election survey).!’

The variables used to test the models and their
expected signs are summarized in Table 1.

DESCRIPTIVE STATISTICS

Before going into detail about the econometric spec-
ifications and the estimation results, we take a quick
look at the data here. Is there any pattern that can be
observed from data concerning which types of munici-
palities, on the one hand, apply for grants and, on the
other, are granted?

In Table 2 we divide the municipalities into different
types depending on their size and population. In the
first two columns, we study the applying municipali-
ties, and in the last four columns we study the granted
municipalities. From Table 2, we note that all three of
the big cities (Stockholm, Malmé, and Géteborg) have
applied for grants. Otherwise, the fraction of munic-
ipalities applying within each group of municipalities
ranges from 30% (for “other smaller municipalities”)
to 57.7% (for “larger cities”). Turning to the type of

17 For a detailed description on how the variable is constructed, see
the Appendix.
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TABLE 3. Descriptive Statistics: A Comparison, on One Hand, Between Municipalities Applying for
Grants (Applicants) and Municipalities Not Applying for Grants (Nonapplicants) and, on the Other
Hand, Between Granted and Nongranted Municipalities

Mean (Standard Deviation)
Variable Applicants Nonapplicants Granted Nongranted
Controls for “needs”
Vacancy rate 0.160 0.153 0.144 0.169
(0.126) (0.095) (0.072) (0.148)
Social welfare spending 1.003 0.882 1.232 0.872
(0.565) (0.382) (0.734) (0.388)
Tax base 92737 91578 93978 92022
(11862) (11189) (8933) (13263)
Cash flow 5.10 4.95 5.12 5.10
(2.98) (3.51) (2.87) (3.06)
Young 20.42 20.46 20.32 20.48
(1.77) (1.73) (1.77) (1.77)
Old 16.80 18.25 14.81 17.94
(5.28) (5.07) (5.70) (4.61)
Political
Cutpoint density 0.029 0.029 0.032 0.028
(0.006) (0.007) (0.003) (0.007)
Distance between blocs 0.212 0.221 0.143 0.252
(0.160) (0.163) (0.105) (0.172)
Socialist majority in municipal council 0.504 0.509 0.452 0.534
(0.502) (0.501) (0.504) (0.502)
Share of votes for Social Democrats 0.444 0.451 0.431 0.452
(0.091) (0.094) (0.059) (0.105)
Environmental
Environmental rating in 1997 18.16 16.09 20.14 17.01
(5.67) (4.85) (6.29) (4.97)
Share of votes for environmental party 0.045 0.047 0.054 0.039
(0.024) (0.027) (0.024) (0.023)

municipalities that was granted, we see that the fraction
of municipalities that was granted within each group of
municipalities is more unevenly distributed over the
different groups of municipalities than is the case for
the applying municipalities. From the last four columns
in Table 2, it seems that large municipalities (i.e., “big
cities,” “larger cities,” and “other larger municipali-
ties”) have been favored, while the opposite seems to be
true for “industry,” “rural,” “sparsely populated munic-
ipalities,” and “other smaller municipalities.” The most
extreme case in the latter group is “sparsely populated
municipalities,” where none of the 11 applying munic-
ipalities was granted.

Next we turn to a comparison of the variables used
in the empirical analysis. These summary statistics are
listed in Table 3. We use the following variables:'® As
controls for the municipalities’ socioeconomic, demo-
graphic, and financial needs we use the vacancy rate in
the municipality (i.e., number of vacant jobs/number
of unemployed persons in the municipality), social
welfare spending in the municipality, the municipality’s
tax base, the municipality’s financial result (cash flow),
and the demographic structure in the municipality
(fraction young and fraction old). These variables
are the ones typically used when controlling for the

18 The definitions of the variables are given in the Appendix (under
Data Appendix). Summary statistics of the full sample and the raw
correlations between the variables are available upon request.
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equity and/or efficiency purposes normally attached
to intergovernmental grants. The vacancy rate, which
is a measure of labor market tightness, gives the
probability for a job searcher of finding a job in a given
municipality (the higher the vacancy rate, the tighter
is the labor market and the higher is the probability of
finding a job) and is also motivated by the fact that one
of the purposes of the grant program under study was
to increase the employment rate in the municipalities.
If the incumbent government uses this grant program
to increase an unemployed person’s chances of getting
a job in municipalities characterized by “less tight”
labor markets, we would expect a negative sign for
the vacancy rate.!” When testing the political models
discussed in Section 3, we use the political variables pre-
sented in Table 1: the estimated cutpoint densities, the
distance between the blocs at the election at the central
government level, a dummy indicating whether there
is a socialist majority in the municipal council, and the
share of votes for the Social Democrats (in the election
to the central government). Since the main purpose
of the grant program under study was to enhance the
environmental activities in the municipalities, we must
somehow control for this. We have chosen to use

19 We have also experimented with the unemployment rate instead
of the vacancy rate. The unemployment rate, however, had a low
explanatory power (in a statistical as well as in an economical sense).
In this paper, we report only the results using the vacancy rate.
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two environmental variables: the municipality’s enviro-
nmental rating in 1997 and the share of votes for the
environmental party in the last election to the municipal
council.

Starting with a comparison between municipalities
applying for grants (applicants) and municipalities not
applying for grants (nonapplicants), we note that there
are very small differences in the means and standard
deviations of the variables. The only variables that seem
to differ somewhat are the welfare spending per capita
in the municipality and the environmental rating.

Turning to a comparison between granted and non-
granted municipalities, we see from the last two
columns in Table 3 that several of the variables dif-
fer in mean values, notably the political and environ-
mental variables. Starting with the political variables,
we note that the granted municipalities are to a lesser
extent ruled by a socialist majority (45.2 compared to
53.4%, respectively), a finding that contradicts the pre-
diction derived from the Cox-McCubbins model. The
granted municipalities also have a higher estimated
cutpoint density (0.032 compared to 0.028) and wit-
nessed closer races between the blocs in the last election
(0.143 compared to 0.252 in the election to the cen-
tral government). These differences are all in line with
the predictions derived from the LW/DL model. For
the environmental variables, the granted municipalities
have a higher environmental rating (20.14 compared
to 17.01) and a higher share of votes for the environ-
mental party in the last election to the municipal coun-
cil (0.054 compared to 0.039). Finally, looking at the
“needs” variables, except for the social welfare spend-
ing variable, there seem to be no clear differences be-
tween the granted and the nongranted municipalities.
This fact strengthens our belief that this grant program
is free from the equity and efficiency considerations
typically attached to traditional intergovernmental
grants.

ECONOMETRIC STRATEGY AND
EMPIRICAL RESULTS

Econometric Strategy

In the empirical analysis we concentrate on the 115 ap-
plying municipalities. That is, we investigate the deter-
minants of whether a municipality receives any grants
given that the municipality has applied (that is, in anal-
ogy with the program evaluation literature, we investi-
gate the “treatment of the treated™). This is a suitable
method to use when trying to determine whether the
incumbent government used the specific grant program
tactically, which is the main question of interest in this

20 We have also experimented with other specifications of the rat-
ing variable and with survey data, but this does not seem to affect
the qualitative results. The survey data used are from the Swedish
Election Survey, and from this survey we create variables capturing
whether the respondents stated that environmental-related questions
are important to them when making their election decisions, the
respondents’ attitudes to the environmental movement, the impor-
tance of a nonpolluting society to the respondents, and, finally, the
respondents’ worries about pollution.

paper.?! As mentioned earlier, we concentrate on the
first wave of applications and granting decisions.

There are, in principle, two questions that one could
be interested in investigating: (i) What determines
whether an applying municipality receives grants or
not? and (ii) What determines how much the apply-
ing municipalities receive? The first question can be
investigated by estimating a probit (or logit) model (0/1
variable on the left-hand side, 1 indicating that the mu-
nicipality was granted and 0 that the municipality’s ap-
plication was rejected) on the 115 municipalities that
have applied for grants.??> When examining the second
question, we must bear in mind that we have (left)
censored data; of the 115 applying municipalities, 42
received grants, implying that we have 73 observations
censored at 0. This can be taken into account by esti-
mating a Tobit model, where the independent variable
is received grants per capita. An assumption behind
the Tobit model is, however, that the same model de-
scribes the decision of whether a municipality is to be
granted and the decision of how much the municipality
will receive. It is possible that these decisions differ,
in which case the probability of a limit observation is
independent of the regression model for the nonlimit
observations (see, e.g., Lin and Schmidt, 1984). It turns
out that when we test whether it is appropriate to use a
Tobit specification, we reject the null that this is the case
in all cases but one.?? We therefore concentrate on the
probit analysis, that is, on the first of the two questions
stated above. This strategy is further strengthen by the
findings of Rich (1989), who concludes that it is better
to study which of a number of eligible jurisdictions are
granted rather than studying the distribution of funds
among recipient jurisdictions.

In the analysis, we use two sets of regressors. In
the first, and most parsimonious, one (Model 1), we

2L If, for some reason, we instead want all municipalities (whether or
not they apply) to be the population of interest, we must make sure
that the applying municipalities constitute a random sample. If they
do not, we will end up with biased estimates. To investigate whether
selection matters we have estimated the probit model with selection
correction as well. The probit model is given by y; = (8'x; + 1; > 0);
the selection equation, by yi‘ele“ =(y'zi + &2 > 0); and the correla-
tion between the two, by corr(e1;, £2i) = p [Where g1;, £2; ~ N(0, 1)].
When selection-correcting the model, we found that (i) we could
never reject the null hypothesis that p =0, implying that there seems
to be no problems with selection bias, and (ii) the qualitative results
were the same as those in Tables 4-6 when we selection-corrected
the model.

22 In this paper we present results obtained with the probit estimator.
We have also estimated the model assuming that the error terms are
logistically distributed (the logit model). This gave results that were
very similar to the probit estimates.

23 We use a likelihood-ratio test (for a description see Lin and
Schmidt 1984). The test statistic, which is distributed as x2 under
the null, is given by A=—2[InLy — (InLp +InLtR)], where L7 is
the likelihood from the Tobit model and Lp and Lrg are the likeli-
hoods from a probit model and a truncated regression, respectively.
However, since we do not know how well the likelihood-ratio test
works in samples of 115 observations and with a rather high degree
of censoring (73 of 115, or 63%, of the observations are censored at
0), we have also estimated the models with the Tobit estimator. The
qualitative results (in terms of which variables enter significantly and
the signs of these variables) in the Tobit model are very similar to
those in the probit specification. The Tobit results and the likelihood-
ratio tests are available upon request.
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TABLE 4. Probit Estimates: Lindbeck—Weibull/Dixit-Londregan Model
Variable Model 1 Model 2 Model 1 Model 2
Vacancy rate —2.502 —2.750 -3.127* -3.688*
(1.593) (1.732) (1.690) (1.899)
Tax base 1.61e-05 3.77e-06 2.22e-05 1.33e-05
(1.39e-05) (1.77e-05) (1.43e-05) (1.79e-05)
Social assistance 0.429 0.335
(0.368) (0.355)
Cash flow 0.068 0.072
(0.051) (0.050)
Young —0.086 —0.145
(0.095) (0.101)
Oid —0.057 —0.050
(0.043) (0.043)
Cutpoint density 87.618* 102.356**
(29.063) (32.886)
Distance between blocs —3.902* —4.584*
(1.078) (1.247)
Environmental rating in 1997 0.057* 0.025 0.038 0.006
(0.026) 0.031 (0.025) (0.030)
Share of votes for environmental party 9.730 10.312* 10.576* 11.765*
(6.107) (6.261) (6.016) (6.265)
Constant —5.587* -2.373 —2.358* 2.272
(1.666) (3.645) (1.171) (3.550)
No. of observations 114 114 115 115
Pseudo-R?2 0.185 0.244 0.206 0.265
log-likelihood —61.11 —56.73 —59.89 —55.49
Note: Standard errors in parentheses. **Significant at the 5% level. *Significant at the 10% level. 2Pseudo-R? =1 — (L /L), where L4
and L are the constant-only and full-model log-likelihoods, respectively.

use the two variables that are predicted to matter in
the LW/DL model (i.e., the municipality’s tax base and
the political variable) or the Cox-McCubbins model
and control only for those variables that are supposed
to be important for the grant program under study (i.e.,
the vacancy rate in the municipality, the municipality’s
environmental rating in 1997, and the fraction of votes
for the environmental party in the last election to the
municipal council). In the second one (Model 2), we
also control for some different “municipality needs”
(i.e., demographic structure, spending on social wel-
fare, and financial result). As argued in the introduc-
tion, the setup of the grant program under investigation
gives us no reason to suspect these variables to mat-
ter. It might, however, be the case that the incumbent
government takes equity considerations into account
anyway.

Which Municipalities Are Granted?
Results of Probit Estimates

In this section, we investigate the determinants of grant
recipience. The probit results are given in Tables 4-6.
When testing the LW/DL model, two variables are used
to capture the density at the cutpoints: the cutpoint den-
sities and the closeness proxy (i.e., the distance between
the political blocs at the central government level).
The results for the LW/DL model are presented in
Table 4. From the results in the first two columns, where
we use the estimated cutpoint density variable, we note
that this political variable is clearly significant in both
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estimations and has the expected positive sign: the
more swing voters there are at the cutpoint, the higher is
the probability that a municipality receives money from
the incumbent government. This conclusion does not
change when we use the closeness proxy instead. From
the last two columns in Table 4 we note that this vari-
able, as is the cutpoint density variable, is significant,
with the expected sign: the farther apart the two blocs
were from each other in the last election (in the election
to the central government), the lower is the probability
that the municipality will receive any grants. In other
words, the closer the race in the last election, the more
swing voters there are, and the higher is the probability
of getting money from the central government.

Among the other regressors, only the environmen-
tal variables and the vacancy rate seem to matter (in
a statistical sense), even though none of them enters
significantly in all models. Looking at the estimated
coefficients, it turns out that the less tight a munici-
pality’s labor market (i.e., the lower the vacancy rate)
is, the higher is the municipality’s environmental rat-
ing (in 1997), and the more people there are voting
for the environmental party in the municipal election,
the higher is the probability that the municipality will
get money from the “ecological” grant program. Since
all the other control variables are insignificant in all
four estimations, it seems that the grant program under
study is not used for the equity and/or efficiency pur-
poses that intergovernmental grants traditionally are.
We consider the results in Table 4 to lend strong support
for the LW/DL model.
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TABLE 5. Probit Estimates: Cox—McCubbins Model

Variable Model 1 Model 2 Model 1 Model 2
Vacancy rate —1.674 —1.904 —1.865 —1.938
(1.495) (1.613) (1.526) (1.611)
Tax base 6.22e-06 —4.61e-06 2.62e-06 —8.82e-06
(1.19e-05) (1.52e-05) (1.17e-05) (1.44e-05)
Social assistance 0.556* 0.501
(0.330) (0.332)
Cash flow 0.061 0.062
(0.046) (0.046)
Young —0.071 —0.063
(0.093) (0.092)
Oid —0.050 —0.049
(0.037) (0.037)
Socialist majority in municipal council —0.351 —0.606*
(0.270) (0.306)
Share of votes for Social Democrats —2.649* —3.548*
(1.551) (1.680)
Environmental rating in 1997 0.052* 0.017 0.051* 0.017
(0.024) (0.028) (0.024) (0.028)
Share of votes for environmental party 12.589** 12.492* 13.271* 13.639*
(5.806) (5.991) (5.763) (5.947)
Constant —2.031* 1.164 -0.685 2.659
(1.061) (3.164) (1.315) (3.348)
No. of observations 115 115 115 115
Pseudo-R?2 0.117 0.182 0.125 0.185
log-likelihood —66.68 —61.77 —66.06 —61.52

Note: Standard errors in parentheses. **Significant at the 5% level. *Significant at the 10% level. 2Pseudo-A? =1 — (L /L), where L,
and Ly are the constant-only and full-model log-likelihoods, respectively.

TABLE 6. Probit Estimates: Encompassing Models/Sensitivity Analysis

Variable Model A Model B Model C Model D
Vacancy rate —-2.511 —2.615 -3.111* —3.063*
(1.607) (1.617) (1.736) (1.924)
Tax base 1.60e-05 1.47e-05 2.59e-05* 2.73e-05*
(1.39¢-05) (1.40e-05) (1.54e-05) (1.58e-05)
Cutpoint density 87.100* 81.850**
(31.547) (31.349)
Distance between blocs —5.994* -5.226**
(1.661) (1.694)
Socialist majority in municipal council 0.013 0.760*
(0.303) (0.412)
Share of votes for Social Democrats —0.843 3.029
(1.805) (2.785)
Environmental rating in 1997 0.058* 0.058* 0.023 0.032
(0.026) (0.026) (0.027) (0.026)
Share of votes for environmental party 9.711 9.815 12.246** 11.059*
(6.124) (6.126) (6.161) (6.068)
Constant —5.564* —4.916* —2.507* —3.874*
(1.752) (2.183) (1.257) (1.859)
No. of observations 114 114 115 115
Pseudo-R22 0.185 0.187 0.230 0.215
log-likelihood —61.11 —61.00 —58.11 -59.23

Note: Standard errors in parentheses. **Significant at the 5% level. *Significant at the 10% level. 2Pseudo-R? =1 — (L1/Lo), where L4
and Ly are the constant-only and full model log-likelihoods, respectively.

Next we turn to the results for the Cox—-McCubbins
model. We use two political variables, intended to cap-
ture the size of the support group, to test this model:
“socialist majority in municipal council” (a variable in-
dicating if the party in power in the central government

is also in power in the municipal government) and
“share of votes for social democrats” (which measures
the share of votes in each municipality that the social
democrats got in the election to the central govern-
ment). We see from the results, listed in Table 5, that
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TABLE 7. The Change in the Probability of Being Granted Caused by a one-standard deviation
Change in the Explanatory Variables and the Elasticities, for the Lindbeck—Weibull/Dixit-Londregan
Model
Variable Model 1 Model 2 Model 1 Model 2

A one-standard deviation change in the explanatory variables
Vacancy rate —0.098 —0.106 —0.121 —0.140
Cutpoint density 0.221 0.255
Distance between blocs —0.225 —0.259
Environmental rating in 1997 0.109 0.047 0.071 0.011
Share of votes for environmental party 0.091 0.095 0.098 0.107
Elasticities
Vacancy rate —0.432 —0.482 —0.547 —0.660
Cutpoint density 2.827 3.355
Distance between blocs —0.953 —1.147
Environmental rating in 1997 1.077 0.481 0.714 0.117
Share of votes for environmental party 0.494 0.532 0.544 0.620

these political variables have mixed success when it
comes to explanatory power. While the variable “so-
cialist majority in municipal council” is insignificant in
Model 1 and significant at the 5% level in Model 2, the
variable “share of votes for social democrats” is sig-
nificant in both models: at the 10% significance level
in Model 1 and at the 5% level in Model 2. The real
problem for the Cox-McCubbins model is, however,
that both variables enter negatively in all models, thus
contradicting the hypothesis that the government gives
money to its own supporters to a larger extent than
to supporters of other parties. Among the other re-
gressors, only the two environmental variables enter
statistically significantly. Our reading of the results in
Table 5 is hence that we do not find any support for the
Cox-McCubbins model.

Finally, we turn to the encompassing models to inves-
tigate how sensitive the results for the LW/DL model
are to the inclusion of other political variables (that
is, political variables predicted by the Cox-McCubbins
model). The results from the encompassing models are
presented in Table 6.2 In the first two columns of
Table 6 we test the robustness of the estimated cut-
point density variable to the inclusion of the variable
measuring socialist majority in the municipal coun-
cil (Models A) and the share of votes for the Social
Democrats (Model B). The results in the first two
columns, reveal that the political variable predicted
by the LW/DL model, the estimated cutpoint density
variable, is significant, with its expected sign, while the
political variables predicted by the Cox-McCubbins
model do not enter significantly. These results lend
further support for the LIW/DL model. In the last two
columns in Table 6 we test the robustness of the other

24 To save space, we present only the results for the parsimonious
Model 1. When the control variables used in Model 2 were included,
the political variables from the LW/DL model all entered signifi-
cantly, with their expected signs, while the political variables from
the Cox-McCubbins model were all insignificant.
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political variable predicted by the LW/DL model (dis-
tance between the blocs). Also, this variable seems to
be robust to the inclusion of other political variables;
it enters with the expected negative sign and is highly
significant in both Model C and Model D. For the in-
cluded Cox-McCubbins variables, the share of votes
for Social Democrats enters insignificantly, while the
dummy capturing the socialist majorities in the munic-
ipal council is significant at the 10% significance level
but has the wrong sign.

Given the outcome from this sensitivity analysis, we
consider the results for the LW/DL model in Table 4 to
be quite robust.

Is the Tactical Use of the “Ecological”
Grants of Any Economic Significance?

To investigate whether the tactical use of the intergov-
ernmental grants is of any economic importance, we
calculate the marginal effects for those variables that
were significant in the LW/DL model (Table 4). More
specifically, we calculate the change in probability of be-
ing granted caused by one-standard deviation changes
in the explanatory variables, while the other variables
are held at their sample means. In addition, we have cal-
culated the elasticities for these explanatory variables.
(These figures are listed in Table 7).

Starting with the results at the top of Table 7, we
see that the political variables seem to be economically
more important than the labor market and environ-
mental variables; a one-standard deviation increase in
the density at the cutpoint or a one-standard devia-
tion decrease in the distance between the blocs yields
an increase in the probability that a municipality will
be granted with 22-25%. This is to be compared with
the corresponding figures for the vacancy rate (which
are 10-14%), the environmental rating (1-10%), and
for the share of votes for the environmental party
(approximately 10%).
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TABLE 8. Questions Asked in the Swedish Election Study, 1994

Variable Question Range

VAR 88 On a scale from dislike strongly to like strongly, where -5,-4,-3,-2,-1,0,1,2,3,4,5
would you place the Center Party (C)?

VAR 89 On a scale from dislike strongly to like strongly, where -5,-4,-3,-2,-1,0,1,2,3,4,5
would you place the Conservative Party (M)?

VAR 90 On a scale from dislike strongly to like strongly, where -5,-4,-3,-2,-1,0,1,2,3,4,5
would you place the Leftist Party (V)?

VAR 91 On a scale from dislike strongly to like strongly, where -5,-4,-3,-2,-1,0,1,2,3,4,5
would you place the Liberal Party (Fp)?

VAR 92 On a scale from dislike strongly to like strongly, where -5,-4,-3,-2,-1,0,1,2,3,4,5
would you place the Social Democrats (S)?

VAR 93 On a scale from dislike strongly to like strongly, where -5,-4,-3,-2,-1,0,1,2,3,4,5
would you place the Green Party (Mp)?

VAR 94 On a scale from dislike strongly to like strongly, where -5,-4,-3,-2,-1,0,1,2,3,4,5
would you place the Christian Democratic Party (Kds)?

VAR 95 On a scale from dislike strongly to like strongly, where -5,-4,-3,-2,-1,0,1,2,3,4,5
would you place New Democracy (NyD)?

VAR 96 On a scale from dislike strongly to like strongly, where -5,-4,-3,-2,-1,0,1,2,3,4,5
would you place Olof Johansson (party leader C)?

VAR 97 On a scale from dislike strongly to like strongly, where -5,-4,-3,-2,-1,0,1,2,3,4,5
would you place Carl Bildt (party leader M)?

VAR 98 On a scale from dislike strongly to like strongly, where -5,-4,-8,-2,-1,0,1,2,3,4,5
would you place Gudrun Schyman (party leader Vp)?

VAR 99 On a scale from dislike strongly to like strongly, where -5,-4,-3,-2,-1,0,1,2,3,4,5
would you place Bengt Westerberg (party leader Fp)?

VAR 100 On a scale from dislike strongly to like strongly, where -5,-4,-3,-2,-1,0,1,2,3,4,5
would you place Ingvar Carlsson (party leader S)?

VAR 101 On a scale from dislike strongly to like strongly, where -5,-4,-3,-2,-1,0,1,2,3,4,5
would you place Birger Schlaug (“sprakrér” Mp)?

VAR 102 On a scale from dislike strongly to like strongly, where -5,-4,-3,-2,-1,0,1,2,3,4,5
would you place Alf Svensson (party leader Kd)?

VAR 103 On a scale from dislike strongly to like strongly, where -5,-4,-3,-2,-1,0,1,2,3,4,5
would you place Vivianne Franzén (party leader NyD)?

VAR 104 On a scale from dislike strongly to like strongly, where -5,-4,-3,-2,-1,0,1,2,3,4,5
would you place Ann Wibble (Fp)?

VAR 105 On a scale from dislike strongly to like strongly, where -5,-4,-3,-2,-1,0,1,2,3,4,5
would you place Mona Sahlin (S)?

VAR 380 Comparing your own current economic situation to what -1,0,1
is was two or three years ago, has it improved,
remained about the same, or gotten worse?

VAR 381 How has, in you opinion, the Swedish economy changed -1,0,1
in the last two or three years? Has it improved,
remained about the same, or gotten worse?

VAR 510 Constituency, election to the parliament There are 29 constituencies

Turning to the elasticities in the lower part of Table 7,
the same picture emerges. Given model; increasing the
density at the cutpoint by 1% or decreasing the dis-
tance between the blocs by 1% increases the probabil-
ity of being granted more than a 1% change in any of
the other variables does. This difference is most pro-
nounced for Model 2, where the cutpoint density vari-
able is used, while increasing the density at the cutpoint
with 1% increases the probability of being granted with
3.4%, a 1% increase in any of the environmental vari-
ables or a 1% decrease in the labor market variable
only increases the probability of being granted with
approximately 0.5%. When using the distance variable
instead, the difference is smaller; a 1% decrease in
the distance yields a 0.9% change in the probability
of being granted, to be compared with a 0.55-0.7%
changes caused by 1% changes in the other variables
(Model 1).

CONCLUSIONS

Despite the frequent use of theoretical models de-
scribing vote-purchasing behavior of political parties,
and despite the common view held by many citizens
that the government acts tactically, we have not, until
now, been able to investigate empirically whether or
not incumbent governments use grants to lower-level
government tactically. In this paper a uniquely suitable
grant program is used to study the vote-purchasing be-
havior of incumbent governments. Hence, for the first
time we have been able to test theories that have been
widely used by economists and political scientist em-
pirically. The findings in this paper are of interest for
both researchers and policy makers.

We find support for the hypothesis that the tem-
porary “ecological” grants that we study are used
tactically by the incumbent (socialist) government. In
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TABLE 9. Factor Analysis, 1994

Factor Loading Uniqueness Score
M 0.86037 0.2597 0.29471
Fp 0.1744 0.96958 0.01602
C 0.20945 0.95613 0.0195
Kd 0.55457 0.69245 0.07127
S —0.73679 0.45717 —0.14347
' -0.67132 0.54934 —0.10876
Mp —0.40985 0.83202 —0.04384
NyD 0.27807 0.92268 0.02683
Carl Bildt 0.79034 0.37533 0.18736
Olof Johansson 0.04423 0.99804 0.00394
Bengt Westerberg 0.04116 0.99831 0.00367
Ann Wibble 0.66908 0.55232 0.1078
Alf Svensson 0.54438 0.70365 0.06884
Ingvar Carlsson —0.62202 0.6131 —0.09027
Mona Sahlin —0.60318 0.63619 —0.08437
Birger Schlaug —0.32923 0.89161 —0.03286
Vivianne Franzén 0.18573 0.96551 0.01712
Gudrun Schyman —0.45721 0.79097 —0.05143
Private economy 0.13692 0.98125 0.01242
Swedish economy 0.1694 0.9713 0.01552

Variance 4.88332
log-likelihood —6206.096

particular, we find strong support for the prediction
derived from the LW/DL model saying that the incum-
bent government purchases votes by investing in those
municipalities where there are a lot of swing voters. This
result is statistically as well as economically significant.
The conclusion is strengthened by a sensitivity analysis:
It turns out that even though we extend the LW/DL
model by political variables predicted by other models,
the original variables are unaffected while the added
variables enter insignificantly.

We do not find support for the hypothesis that the
incumbent government purchases votes by investing in
their own supporters (measured as socialist majority in
the municipal council and fraction of votes cast for the
Social Democrats in the municipality in the last elec-
tion), a prediction derived from the model presented
by Cox and McCubbins (1986).

A resulting question is, of course, Can we generalize
our results in some way, or is the formulation of the
grant program under study so atypical that no general-
izations can be made? It turns out that grant programs
similar to the one we study here exist, in Sweden as well
as in other countries. It can, for example, be noted that
in Sweden, the ecological grants have been followed
by other grant programs (for example, to support mu-
nicipalities that have run into financial problems as a
consequence of a balanced-budget law that hasrecently
been put into action) whose allocation principles are
very similar to those of the grant program under study
in this paper. We can hence expect our results to hold
for these other programs as well. At the same time it
might be worth stressing that a good way to test the
robustness of our results is to investigate how they
would fare under other, but similar, grant programs
in different countries. If future studies would point in
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the same direction as ours, we would be more prone to
generalize from our results.

Are there any policy implications to be drawn from
this study? Well, even though our results strongly in-
dicate that the incumbent government will, if it can,
use available resources to win votes, we cannot, from
this study, tell whether this leads to a less efficient dis-
tribution of grants than if the incumbent did not ex-
hibit any vote-purchasing behavior. However, if one
believes that an inefficient distribution of grants is the
likely outcome of such behavior, the policy recommen-
dation would be that one should be careful when de-
signing grant programs. In particular, one should avoid
programs with vague rules and where the incumbent
government has sovereign decision-making power.

APPENDIX
Data Appendix

A description of the variables used in this paper is given
below.

Controls for “Needs.” Vacancy rate: The number of new
and remaining vacancies divided by the number of unem-
ployed persons.

Tax base: The municipality’s tax base per capita.

Social welfare: Social welfare spending divided by the
number of residents in the municipality.

Cash flow: The municipality’s cash flow after financial and
other costs have been paid.

Young: Share of the population younger than 16.

Old: Share of the population older than 64.

Political Variables. Cutpoint density: The density at the
cutpoint, where the distributions of bias in favor of the oppo-
sition are estimated at the constituency level using data from
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FIGURE 2. Distributions of Bias in Favor of
the Socialist Bloc, 1994
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the Swedish Election Studies and the cutpoints are given by
the vote share of the winning bloc in the election. See Esti-
mation of the Cutpoint Density, below, for a more detailed
description.

Distance between blocs: The difference in vote shares be-
tween the socialist and the conservative bloc in the central
election, expressed as absolute values. The socialist bloc con-
sists of S, V, and Mp, and the conservative bloc of M, Fp, C,
Kd, and NyD.

Socialist majority in municipal council: A dummy taking
the value of 1if S and V have more than 50% of the votes in
the municipal council and 0 otherwise.

Share of votes for social democrats: The share of votes in
each municipality for S in the central government election.

Environmental Variables. Environmental rating in
1997: The rating is conducted every year by the environmental
journal Miljo Eko. The 1997 rating was presented in Miljo
Eko No. 5, 1997. The higher the ratio is, the better is the
municipality at environmental work.

Share of votes for environmental party: The share of votes
in each municipality for Mp in the local government election.

Estimation of the Cutpoint Density

Following Johansson (2002), the variable CUTPOINT DEN-
SITY isestimated using data from the Swedish Election Study
of 1994, which is a large survey performed in connection with
the election. The data sets are handled and distributed by
the Swedish Social Science Data Service (SSD) at Goteborg
University. The 1994 study used in this paper was carried out
by Mikael Gilljam and Séren Holmberg at the Department
of Political Science, Géteborg University. Among the many
questions available we picked out variables that we believe
capture people’s preferences. These variables are listed in
Table 8. Respondents are observable at the level of con-
stituency for the parliament. In 1994 there were 29 constituen-
cies. The number of observations in the survey is 2296. These
data are then used when estimating the bias in favor of the
socialist bloc using factor analysis. All estimations are per-
formed in STATA. The results of the factor analysis estima-
tions are listed in Table 9. When calculating the scores, the
regression method is used. Thereafter, constituency-specific
distributions of the bias in favor of the socialist bloc are
estimated using a univariate kernel density estimator. The
bandwidth used is the STATA default, which is the width that
would minimize the mean integrated square error if the data
were in fact Gaussian and a Gaussian kernel were used. In
our case this width is approximately 0.55-0.80. The resulting
distributions are given in Fig. 2.
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