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The Master Settlement Agreement The Master Settlement Agreement 
(MSA)(MSA)

Negotiated in 1998 between 46 states and the 4 Negotiated in 1998 between 46 states and the 4 
major tobacco companies to address states prior major tobacco companies to address states prior 
losses on health care costs related to tobacco losses on health care costs related to tobacco 
uses and constrain future actionsuses and constrain future actions
Set forth various restrictions on tobacco Set forth various restrictions on tobacco 
marketing and corporate behaviormarketing and corporate behavior
Establishes Establishes unrestrictedunrestricted revenue stream revenue stream 
estimated to exceed $200 billion for states over estimated to exceed $200 billion for states over 
25 years25 years
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The Overarching Research The Overarching Research 
QuestionQuestion

Comparing 46 states with an identical new Comparing 46 states with an identical new 
and unrestricted revenue stream, and unrestricted revenue stream, 
constituting an average 2% of total constituting an average 2% of total 
revenues (more than most lottery or revenues (more than most lottery or 
special revenue sources)special revenue sources)
What factors influence state allocation What factors influence state allocation 
decisions?  And, where is the money now?decisions?  And, where is the money now?
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The Theoretical ConstructThe Theoretical Construct
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Budget ProcessesBudget Processes
and Revenue Streamsand Revenue Streams

Budgeting tends to be incrementalBudgeting tends to be incremental
Changes are effected at the marginChanges are effected at the margin
Revenue once absorbed is difficult to Revenue once absorbed is difficult to 
redirectredirect
General revenues become part of the General revenues become part of the 
““basebase””
In the elected and legislative world, all In the elected and legislative world, all 
money is fair gamemoney is fair game
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States’ Allocation of MSA Funds by Reporting Category
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Average Allocation of MSA Funds by Reporting Category
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Factors Influencing Allocations Factors Influencing Allocations -- The DataThe Data
Dependent Variables:  Five GAO Reports Representing Six Years (2Dependent Variables:  Five GAO Reports Representing Six Years (2000 000 -- 2005) 2005) 
with Allocation Categories and Two Weighted Compositeswith Allocation Categories and Two Weighted Composites
Independent VariablesIndependent Variables

StatesStates’’ Economic and Employment ConditionsEconomic and Employment Conditions
State OwnState Own--Source Revenue Per Capita, 2000Source Revenue Per Capita, 2000--20032003
Annual Unemployment Rates, 2000 Annual Unemployment Rates, 2000 –– 20042004
Three Year Average Median Household Income, 2001Three Year Average Median Household Income, 2001--20032003
TannenwaldTannenwald’’s Index of Fiscal Comfort, 1996s Index of Fiscal Comfort, 1996

StatesStates’’ Health Care Needs Specifically Related to the MSAHealth Care Needs Specifically Related to the MSA
State PopulationState Population
Medicaid Expenditures as a Percentage of Total State ExpenditureMedicaid Expenditures as a Percentage of Total State Expenditures, 2000s, 2000--20032003
Medicaid Payments Per Enrollee, SFY2001Medicaid Payments Per Enrollee, SFY2001
State Health Expenditures as a Percentage of Total State ExpendiState Health Expenditures as a Percentage of Total State Expenditures, 2000tures, 2000--20032003
Lung Cancer Attributable Death Rates, 1997Lung Cancer Attributable Death Rates, 1997--20012001

Budget Process and Political InfluencesBudget Process and Political Influences
State Fiscal Management, GPP Scores 1999 and 2001State Fiscal Management, GPP Scores 1999 and 2001
Restriction Against SupplantationRestriction Against Supplantation
Tobacco Growing and/or Manufacturing StateTobacco Growing and/or Manufacturing State
State Political Culture, Revised Sharkansky ScaleState Political Culture, Revised Sharkansky Scale
State Party Control, 2000State Party Control, 2000--20042004
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.569.898.722.738.084*1.812.933.466F value/Significance
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Factors Influencing Allocations Factors Influencing Allocations --
The FindingsThe Findings

Economic (specifically, unemployment Economic (specifically, unemployment 
conditions) are associated with categorical and conditions) are associated with categorical and 
overall MSA spending.  Other economic factors overall MSA spending.  Other economic factors 
have little or no predictive utility.have little or no predictive utility.
Health status concerns and related funding Health status concerns and related funding 
demands do not increase MSA investments in demands do not increase MSA investments in 
health areashealth areas
Past Medicaid expenditures appear to be Past Medicaid expenditures appear to be 
associated with greater spending on budget associated with greater spending on budget 
shortfalls, reflecting a shortfalls, reflecting a ““crowding outcrowding out””
phenomenonphenomenon
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The FindingsThe Findings
Procedural aspects of budgeting have no Procedural aspects of budgeting have no 
observed relationship with observed relationship with ““rationalrational”” spending spending 
behavior for the MSA.  Safeguards against behavior for the MSA.  Safeguards against 
supplantation make no difference.supplantation make no difference.
Political factors (party and culture) are Political factors (party and culture) are 
associated with MSA spending, but only associated with MSA spending, but only 
occasionally and not consistentlyoccasionally and not consistently
Tobacco producing states will spend MSA Tobacco producing states will spend MSA 
funding to support tobacco growers and regions; funding to support tobacco growers and regions; 
other investment choices for these states are other investment choices for these states are 
distinctivedistinctive
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The FindingsThe Findings

Budgeting behavior with the MSA tends to be Budgeting behavior with the MSA tends to be 
incremental (predicted more by prior year incremental (predicted more by prior year 
funding patterns than any rational, funding patterns than any rational, 
environmental factors), but not alwaysenvironmental factors), but not always
In times of extreme fiscal stress, states may In times of extreme fiscal stress, states may 
tend toward budgeting behavior that is shaped tend toward budgeting behavior that is shaped 
by economic and environmental forces (i.e., by economic and environmental forces (i.e., 
punctuated equilibrium)punctuated equilibrium)
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Policy ConsiderationsPolicy Considerations

Economics and EquityEconomics and Equity
Smoking Rates and Settlement DollarsSmoking Rates and Settlement Dollars
Donor and Beneficiary StatesDonor and Beneficiary States

Litigation as Policy Tool and Means of Litigation as Policy Tool and Means of 
Generating RevenueGenerating Revenue
How FortyHow Forty--Six States AgreedSix States Agreed

Recognizing that the MSA Actors were not the Recognizing that the MSA Actors were not the 
Budget PlayersBudget Players
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Five-Year Average Use of MSA Funds for Tobacco Control
as compared to State Smoking-Attributable Lung Cancer Rates
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Policy ConsiderationsPolicy Considerations

The Cost of The Cost of ““FreeFree”” RevenuesRevenues
Failure to correct structural imbalancesFailure to correct structural imbalances
Lack of commitment to the agreementLack of commitment to the agreement

The Case for SecuritizationThe Case for Securitization
The Merits of EarmarkingThe Merits of Earmarking
Tax Purpose Tax Purpose –– Suppression of Use or Suppression of Use or 
Creation of Revenue?Creation of Revenue?
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Learnings and Future StepsLearnings and Future Steps
Health advocates need to be better versed in Health advocates need to be better versed in 
budget and finance theory and processesbudget and finance theory and processes
Litigation may be a tool for punishment and Litigation may be a tool for punishment and 
remedies, but not ideal for remedies, but not ideal for ““publicpublic”” financefinance
The imbalance between treatment and The imbalance between treatment and 
prevention in the US will drive resourcesprevention in the US will drive resources
Unrestricted revenue will be treated as just thatUnrestricted revenue will be treated as just that
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Learnings and Future StepsLearnings and Future Steps

Electoral time frame makes litigation and Electoral time frame makes litigation and 
taxation taxation ““dealsdeals”” unsustainableunsustainable
Personalities are fleeting, politics is everlastingPersonalities are fleeting, politics is everlasting
Budgets donBudgets don’’t change policies; Policies must be t change policies; Policies must be 
used to change budgetsused to change budgets
Be careful using Be careful using ““sin taxessin taxes”” as a means to create as a means to create 
revenue streamrevenue stream
What deal have we forged What deal have we forged –– with our officials, with our officials, 
for ourselves?for ourselves?
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