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Abstract

Utilizing 4-digit industry data by county, we compare the alocation of resources
across indudtries in dtate capital areas with noncapita areas. We are able to
identify which industries are expanded and contracted rel ative to noncapital aress.
Our results provide the firgt direct evidence and measurement of the forgone
productive activity resulting from resources being redll ocated toward rent seeking
and interest group activity. Our dataaso alow usto measure tota rent seeking,
and dso to isolae the extent of indirect and in-kind rent seeking, which can
account for part of the Tullock paradox.

" The authors would like to thank Dan Sutter, Frank Mixon, Bob Tollison, an anonymous
referee of thisjournd, and participants at the Public Choice Society and Southern Economic
Association Conferences for helpful comments and suggestions on the paper.



1. Introduction

Substantial resources are devoted toward dtering government policy in the form of rent seeking in the
United States. Because rent-seeking activity isgeographically concentrated in capitd areas, weexplorethe
extent of rent seeking, and the distortions of economic activity it causes, by comparing the industria

dructure in state capitals with other noncapitd aress’ We do so using data on the number of
establishments a the 4-digit SIC leve for each U.S. county from the U.S. Census Bureau's 1995 County
Business Patterns dataseries. With thisdatawe canidentify the extent to which each industry isexpanded
or contracted relative to Smilar noncapita areas. Because of the broad scope of this data, we are ableto
address severd important and significant issues with respect to rent-seeking activity, which are briefly

outlined below.

1.1. The Measurement of Indirect and In-Kind Rent Seeking Expenditure: The Tullock Paradox

Beginning with the semind rent seeking paper by Gordon Tullock (1967), and cortinuing with the
contributions of Krueger (1974) and Posner (1975), it is now widely accepted that socid cost of

government activity such as regulation, taxation, or subsdies is not limited to the standard "Harberger
triangle" that measures the tandard welfare changes.? Indeed thetotal cost isthisareaplusthevaueof any
rent-seeking resources devoted toward influencing the political processto accept, reject, or redlocate the
benefits and costs of the government activity.® At first pass, an optimizing agent would bewilling to expend

resources up to the total vaue of the trandfer, giving rise to measuring this added cost by the "Tullock



rectangl€e’ that corresponds to the transfer. Ongoing debate continues as to whether actua rent seeking
expenditures are smaller, equa to, or even grester than the area of the Tullock rectangle In the
terminology of this literature, the issue is whether rents are under dissipated, fully disspated, or over
dissipated.

After severd decades of empiricd exploration into this phenomenon it has generdly been
concluded, even by Tullock himsdlf, that the total observed rent-seeking expenditureisvastly smaler than
would be predicted in theory.® One avenue in explaining this "Tullock paradox” has been provided by
Mixon, Laband, and Ekelund (1994). They propose "that much rent seeking, perhapsto alarge degree, is
in-kind and hidden from low-cost scrutiny.®  In their paper, Mixon, Laband, and Ekelund (1994) test their
hypothesis by surveying the phone books of each state capitd city and one paired city from the same State.
They count the number of St-down restaurants and the number of public golf coursesin both the capitd city
phone book, and the phone book of the paired city from the same state. They find that both aresgnificantly
higher inthe capitd cities, providing some evidencethat thesetypesof in-kind rent seeking expendituresare
present.

If alarge portion of rent seeking isdone through theseinterest groups providing legidatorswith, for
example, free trips or vacations, free meds, free recreationd activities such as golf, and other in-kind
bendfits, it isclear that this could account for some of the discrepancy between traditiona ly measured rent
seeking and what is predicted in theory. This explanation dso has a theoreticd bagis, as in-kind rent
seeking islessvighbleto condituentsand is much harder to measure. Thus, in-kind rent seeking may beless

politically costly for a politician to accept than direct monetary payments.



Both direct cash payments (such as campaign contributions) and in-kind giftsform the core of what
wetermdir ect rent- seeking expenditures. Theseexpendituresare made by groupsand individualsand are
directed or targeted at specific legidatorsor politiciansfor the purpose of dtering public policy decisons. A
second important category we introduce in this paper iswhat we term indir ect rent- seeking expenditures.
Interest groups aso atempt to dter the outcomes of the political process by holding demondtrations,
purchasing hillboard, radio, or tdevison advertisng, or by funding, publishing, and circulaing policy-
oriented journds and research (the type of activity usudly done by public-policy inditutes). These
expenditures are intended to influence palitical outcomes by providing specific information on the likely
effects of policiesand communicating thelikely political consequences (on voter support for redection, for
example) to the political decison makers. We term them indirect rent seeking expenditures becausethey
are not directly targeted at a specific legidator. Interestingly, indirect rent-seeking expenditures have
received little attention in previous literature. However, indirect rent-seeking may be a very important
componert (in fact perhaps a much larger component than in-kind expenditures) of the "missng’
expenditures that account for the Tullock paradox.

In this paper we test for the presence and extent of thisindir ect rent-seeking activity. Inaddition,
we aso perform the same analyssfor selected industries which capturethe in-kind rent seeking activity of
Mixon, Laband, and Ekelund (1994), aswdll as industries which capture the moretraditional direct rent
seeking activity for comparison. Our results are supportive of the ideathat indirect rent seeking isalarge
and important component of rent seeking activity. Perhapseven moreimportant, our techniquedlowsusto

derive arough estimate of tota rent seeking distortionsin U.S. capitd cities. While our estimate contains



some biasesin both directions, the great variation across previous papersin estimated rent seeking makes

our additiona rough estimate more vauable.

1.2. The Measurement of the Social Cost of Rent Seeking Activity

Rent seeking isasocialy wasteful activity becauseit redlocates resources away from productive, positive-
sum, activities into unproductive, zero-sum activities. Thus, the real socid cost of rent seeking is the
opportunity cost of these resources in terms of forgone private sector production. Theory tellsusthat this
redistribution of resources creates anet socid 10ss because the vaue to society of the forgone productive
activities exceeds the vaue of the rent-seeking activities undertaken. While the presence of these losses
might betautological, they arevery hard to observe and noticein redlity, inamanner smilar to the economic
losses on export industries from imposing trade restrictions on imported goods. Such unseen and diffuse
losses generdly escape specific notice. In our data, expansons in some indudtrid categories clearly
correspond to reductions in other industrid areas. The reductions we find demondirate the existence of

forgone productive activities.

1.3. The Measurement of State-Level Interest Group Activity

Messuring interest group activity a the federd leve isardatively smple process given the ease at which

dataon explicit campaign contributionsto the members of Congress and data.on the total number of PACs

and registered lobbyists can be obtained. At the state level, however, no such data are available due to



differencesin reporting methods and requirements acrosssates. Evenfor thefew statesfor which thisdata
are available, the data generally is only recent because of recent adoption of such reporting rules. These
difficulties present problemsin attempting to measure, for example, therole played by interest groupsinthe
most rapid period of state government expenditure growth during the 1960s. Unlike earlier works, we can
identify severd industriesthat capture interest group activity in Sate capitals. Becauseit would be possble
for future researchersto congtruct atime-series and cross-sectiona pane of the activity intheseindudtries,
our results open the door for future empirica research on state-leve interest group activity.

We proceed by first describing our dataand itslimitations. Next, wethen test for the presenceand
extent of direct, inkind, and indirect rent-seeking activity. Findly, we concludetheandyssby exploringthe
redistribution of resources across dl industries and demonstrating the net socia opportunity costs of rent

seeking activity.

2. The Data and General Approach

The U.S. Census Bureau's1995 County Business Patter ns provides dataon the number of establishments
in each of 1,135 SIC-coded industries for every county in the United States. There are atotd of 3,141
counties, of which 51 are capitd counties (the fifty state capitds plus Washington D.C.). The SIC codes
aford severd leves of aggregation across the industries, corresponding to 1-digit, 2-digit, 3-digit, and 4-
digit levels. The number of establishmentsin the 1-digit SIC code for Manufacturing (2---), for example,
would cons & of thetotal number indl 2-digit subdivisonsof this code (2000 food products, 2100 tobacco

products, 2200 textiles, etc.). Going further, each of theseis subdivided further to 3-digit industries (2000



food products contains 2010 meat products, 2020 dairy products, etc.), which in some, but not al, cases
are further divided into 4-digit industries (2020 dairy contains 2021 creamery butter, 2022 cheese, 2023
evaporated products, 2024 ice cream, etc.). Because some 3-digit industries are not subdivided, we
congtruct a new category “find-digit SIC" whichisthefinest subdivison available. Thiscategory dlowsus
to avoid double counting which would occur if both 3 and 4-digit wereincluded for al indudtries, and dso
to avoid missing some industries which would occur if we only used 4-digit data. Intota, thereare 1,135
SIC-coded indudtries, of which 879 are find-digit industries.

We begin by selecting 33 industries on an a priori basiswhich we believed captured rent seeking
activity. Industriesare selected which represent traditiond rent seeking, aswel asin-kind rent seeking, and
indirect rent seeking. We then compare the Sze of these industries in capital counties with noncapital
counties, and test for satistical differences. We use two comparison groups, one beingthewholesampleof
noncapita counties, the other being a carefully selected group of 50 similar matched pair counties likein
Mixon, Laband, and Ekelund (1994).” These counties are given in the table in the Appendix. In alater
section of this paper wewill perform thisandysisfor each and every indudtry inthe samplein order to gain
ingghts into additiona industries (beyond our 33 a priori sdected ones) which may reflect rent seeking
activity. In addition, thisindustry andyss provides an interesting framework within which to explore the
redlocation of resources across industries in capita aress.

At the outset we wish to discuss some caveats and potential biasesin our andyss. Fire, thereisa
drawback of establishment count data. W hilethisisidentical to the gpproach takenin Mixon, Laband, and
Ekelund (1994), it has somelimits. In particular, the gains and losses cannot Smply be added to arrive at

any conclusion about the net socid effects of the redlocation (asit could if we had ameasure of thedollar



vaue of output by industry).2 For our 33 sdected industries we gather average firm data on employees,
payroll, and revenues at the U.S. level from which to estimate the value of the traditiond, in kind, and
indirect rent seeking we find. However, for our andyss using dl indudries, we are unable to feasibldy
perform this matching. For this broader anayss, however, we do measure these expansons and

contractionsin severd different ways and dways atempt to provideasum of the gainsand lossesonthese
measures. If these net effectsare congstently negative, thisisstrong evidence consistent with, but not proof

of, these net socid losses exigting in an economic sense,

Second, our results likely provide an upper bound for the amount of rent-seeking, asthey capture
al effectsof the political indtitution'slocation, not just those associated with rent seeking. For example, we
would expect tha the adminigration functions of government would require additiona private sector
resources in areas such as printing and perhaps travel related industries associated with the coming and
going of legidatorsand their saff. Additiondly, temporary housing and services such asdry-deaning might
a0 increase due to the nature of the atered consumer group in these cities. Due to our choiceto do a
broad andysis, rather than picking only one or two industries, we cannot hope to appropriately capture dl
relevant variables for each and every industry, nor each and every county. This forces us to use more
generd techniques in andyzing the data To combat these problems we provide results using severa
different measures, some of which are less susceptible to one of these problems, but maybe more
susceptible to others. 1t isaso worth noting that because we explore only rent seeking in capita aress, that
our total will aso contain a bias in the other direction as some rent seeking surely exists outside these
countiesaswell. Thus, our data has inherent limitations, some of which tend to bias the results upward,

while some tend to bias the results downward.



We congruct severd different measures of the indudtrid size difference between capitds and
noncapitas. Firg, for eachindustry, we computetheratio of the number of per capitaestablishmentsinthe
median capital county to the average number of per capita establishments across dl noncapitd areas. We
then also compute this measure of the median per capita establishmentsin capitdsrdative to the medianof
the carefully selected 50 comparison noncapita counties. This measure hasthe advantage of capturing the
magnitude of the expansion or contraction in the industry relaive to noncapital aress.’ We can find, for
example, that the median capita has three times as many establishments per capitain an industry asthe
average noncepitd area. The disadvantage of this measure is there is no way to test for whether the
differenceis gatigticaly sgnificant. Our second measureisto caculate, for each industry, what percent of
the capita counties have more per capita establishments in that industry than the average across dl
noncapitd areas. This measure hasthe advantage of cagpturing which industries are generdly expanded or
contracted individualy in dmost every capita relaiveto noncapitd areas. Thismeasureaso lendsitsdf to
hypothes stesting for gatisticaly significant differences between capitasand noncapitals. The disadvantage
is that it does not measure the degree of expanson in the industry, only whether it tends to be larger or
sndler in dmost every capitd. We aso compute this ratio using the percent of capitas greater than the
median of the matched pair noncapitd counties. The find measure we employ isto caculatewhat percent
of dl U.S. establishmentsin theindustry arelocated within capita counties. Thispicks up on theindustries
which tend to be heavily concentrated only around legidative centers. This measure affords both apicture
of the degree of expanson, and the extent to which it is a generd phenomenon across dl capitds. This

messure aso lendsitsdf to hypothess testing.



As a concrete example of our measures, there are 344,854 eating establishments in the United
States, 32,634 of which arein capita countiesand 312,220 of which arein noncapital counties. On aper
capita basis, in noncapita counties there are 0.001292 eating establishments per capita, or more
conveniently stated, 129.2 per 100,000 population in the noncapital areas. For comparison, acrossall
capital counties there are 154.0 eating establishments per 100,000 population, with the median capitd
having 153.5. Our first measure, the ratio of the median capitd to the average for dl noncapitd aress, is
thus 153.5/ 129.2 = 1.188. We dso use our carefully selected 50 matched counties to find a second
measure; herethere are 134.4 per capitaestablishments, sotheratiois153.5/ 134.4=1.142. Aswould
be expected, since the matched pair counties tend to be more urban than the average noncapitd area (just
like the capitals tend to be as0) the statistic tends to reflect this difference.

Our second measure is the percent of capitals with a per capita value greater than the noncapital
average. First, we obtain the per capitavaue for each capital county separately, and find that 47 capitd
counties, or 92.16%, individualy have more per capita eating establishments than the noncapitd average.
Had capitals and noncapitals have been smilar, this percentage should have been gpproximately 50% (half
above/hdf below). We canrgect thishypothess at the 1% level, suggesting that capita s have sgnificantly
more eating establishments per capita than noncapita areas™® Similarly, when compared to the matched
pair counties, 84.31% of capitasindividualy have more per capita egting places than the median of the
meatched pair noncapita counties. This Satidtic is aso Satidicaly sgnificant.

Findly, our third measure is the percentage of al U.S. edting establishmentsin capitals, which is
9.46% (32,634 out of 344,854). On average, 9.20% of dl U.S. establishmentsarein capitals. Againusing

the binomid test datigtics, we find that the 9.46% is sgnificantly higher than would be expected if the
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digtribution were similar across capitalsand noncapita s at better thanal%leve of Sgnificance. Thus, both
of our measures confirm the Mixon, Laband, and Ekelund (1994) finding thet there are Sgnificantly more

eding establishmentsin capitas.

3. Traditional, In kind, and Indirect Rent Seeking in State Capitals

Using theligting of the 1,135 SIC- coded industries, we selected 33 industrieson ana priori besaswhichwe
believed captured rent seeking activity. They arelistedin Tables1laand 1b, and are classified asto whether
we bdlieved they captured traditiond, in kind, or indirect rent seeking activity. Table lashowsour statistics
that compare the capita areasto the average acrossal noncapital areas, while Table 1b showsthese same
satistics computed againg the matched pair noncapita counties.

[Tables 1aand 1b about here]

Thefirg part of thetable ligsindustrieswhich likely reflect the more traditiond types of direct rent
seeking.  These include the trugts, legd services, membership organizations, and consulting and public
reaions indudtries.  With the only exception being religious organizations, dl of these indudries are
sgnificantly higher in cepitd areas. Paliticd, professona, and business organizations and public reations
services are the most expanded. The median capital has 2 to 5 times as many establishments in these
indugtries as the average noncapitd area. In addition, over 90% of the capitals individualy have more
establishments per capitain these industriesthan the noncapitd nationd average. Thefind column, showing
concentration of these establishmentsin capitals, showsthat 20 to 30 percent of dl U.S. establishmentsin

these indudtries are located in capitds. Thisis significantly higher than the average, from which only 9.2
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percent of al U.S. establishments across dl industries are located in capitals. The results are surprisngly
unchanged when the comparison group is changed to the smadler sample of more amilar (urban) countiesin
Table 1b. On average, the differences and their sgnificance grows in Sze, paticularly for the most
important rent seeking industries like politica organizations.

The middle part of the table shows severd indudtries reflecting the in-kind rent seeking of Mixon,
Laband, and Ekelund (1994). We replicate their choices of eating establishments and golf courses. In
addition, we include miscellaneous persond services, which includes escort and massage services. We
confirmtheir finding that egting establishmentsare Sgnificantly expanded in capitd's, with over 90 percent of
the capitds having more than the per capita noncapital average, and 84 percent having more than the
median matched pair county. We cannot find support for the golf course effect they identify, but thismay be
partidly dueto the SIC data, which directly includes public golf courses, but combines private golf courses
inwith other membership sportsand recreetion clubs, which wefind to be sgnificantly lower in cgpitd sthan
noncapitas.

Findly, and most important, the bottom portion of the table lists the new category we introducein
thispaper, indirect rent seeking activities. Theseinclude printing and publishing of policy papersand books,
outdoor (billboard) advertiang, tedevison and radio, direct mailings, and noncommercia research
organizations (policy ingtitutes).** Of the 13 industries|isted, the dataconfirm our hypothesisthat these are
indeed expanded for the mgority of cases. Particularly expanded are periodica printing and publishing,
advertising agencies, and noncommercid research organizations. Theseresultssupport our hypothessthat

indirect rent seeking activity is an important component of the lost rent seeking in the Tullock paradox,

12



perhaps even much more important than the in-kind rent seeking introduced by Mixon, Laband, and
Ekelund (1994).

Briefly comparing the resultsfrom Table 1a(that use the average across dl noncepitd areasasthe
comparison group) with those from Table 1b (that use the median across a sample of matched pair
counties) showsthat the results are, surprisngly much stronger in Table 1b. We had worried that because
capital areastend to be more urban than the average noncapita areathat the use of the broader comparison
group might result in our results being larger smply because capitals were more urban. In the data, the
opposite appears to be true, the comparison with more equally matched counties actudly strengthens the
results. For the first measure (ratio of per cagpitain median capital to comparison group) 27 of the 33
industries show larger expansionsin Table 1b than in Table 1a, and for the second measure (percent of
capitals greater than the comparison group) each and every one of the 33 industries shows a larger
expangon.

To estimate the rel ative economic magnitudes of these expansions, the results from Tables 1laand
1b were used in combination with 1992 Economic Census datafor each of theseindustrieson U.S. average
revenue and employment per establishment in the industry. Thisalows usto put an exact dollar figure on
these expansonsfor both themedian capita, and dl capitdscombined. Theresultsof thesecdculationsare
shown in Table 2.

[Table 2 about here]

In the traditiond rent seeking indudtries, the largest expangons comein membership organizations

and lega services. The median capita has 369 establishments classified as membership organizations, of

which we estimate that 121 are excessrelative to what would be expected in asmilar sze noncepitd area.
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Thisamountsto additiona employment in membership organizationsin the median capitd of 1,072, and just
ove $51 million in additionad excess revenue. There is an additiona excess of 74 legd service
establishments generating $45.5 millioninlegd servicesin the median capitd relativeto asimilar noncapitd.
Intotd, thetraditiond rent seeking industries are expanded by 195 establishments, 3,023 employees, and a
vaue of $192.3 in economic output in the median capitd relative to a Smilar noncapita area. Jointly,
traditional rent seeking industries across dl capitals are expanded by a totd of 14,980 establishments,
107,018 employees, and $9.08 billion in economic output.*

Thein-kind direct rent seeking industries are dominated by the expansionsin Mixon, Laband, and
Ekdund'sareaof eating establishments and miscellaneous persond services (which include persond escort
services, massage services, etc). In tota, the in-kind industries listed are estimated to expand by 70
establishments, 1,270 employees, and ava ue of $35.9 million in economic output in the median capitd, or
5,487 establishments, 100,231 employees, and $2.8 hillion in economic output across dl capitals.

Findly, theindirect industries are dominated economicaly by expansonsin printing and publishing
policy papers, radio and teevison broadcasting, and advertiang. The totd expansion for this group of
indirect industriesis 17 establishments, 327 employees, and $35.8 million of output in the median capitd, or
1,676 establishments, 30,467 employees, and $3.3 billion in output across dl capitds. It isimportant to
note, however, that thistotd is based on a summation of the finer subdivisions and not the mgor industry
totasshown. Thus, for example, only theperiodicas and miscellaneous publishing expansons areincluded
in the tota, and not the amount for the entire industry of printing and publishing. Had the larger totd for
printing and publishing been used, the totd for this category would have doubled. However, most of the

other expansons within thisindustry arein commercid printing and business forms, which we bdieve are
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mostly due to the adminigtrative costs of government, and thus are not included as part of the indirect rent
Seeking industry.

Jointly, the results from Table 2 suggest that activity in indirect rent seeking indudtries is just over
one-third the Sze of the measured activity in traditiond rent seeking indudtries. It islarger than thein-kind
indugtriesinduded inthe andyssaswell. Most importantly, the addition of Mixon, Laband, and Ekelund's
intkind indudtries and our indirect industries results in the totd measured rent seeking activity dmost
doubling. Thiscertainly suggeststhat these extensons help to resolve at least some of thelost rent seeking
inthe Tullock paradox.

Thefina row in the table shows the total summation of the finer subdivisions associated with dl
threetypesof rent seeking. Our estimates here suggest that tota rent seeking activity in statecgpitd ditiesin
these industries doneis about $15.2 billion, which for comparisonisor just over 2 percent of current state
government pending.

In an attempt to even better estimate this totd, as well as the margina effect of an increase in
government spending, we performed a cross-sectiond regression for each industry listed in Teble2. We
did not attempt to specify the determinants of each industry, but rather our intention was to see whether a
regression methodology on this same data, trying to isolate only the effect of state government spending on
these indugtries, would produce similar supporting results.  The regression included state government
gpending divided into two components, adminigtrative and non-adminigtrative government spending, and
control variablesfor per capitaincome and the length of thelegidative sessonindays. The coefficientson
nonadminigtrative government spending reflected how an increase in potentidly rent seeking expenditure

affected each industry. These estimates were then combined with the data on establishment revenue from
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Table 2 to cdculate the estimated increase in the sze of the industry per $1,000 additiond in
nonadminigtrative government spending, and aso the totd estimated increase in industry Sze dueto dl
nonadminigtrative sate government spending in the average sate capitd and dl cepitds combined. The
results are shown in Table 3.

[Table 3 about here]

Theresultsin Table 3 suggest that each $1,000 of additiona nonadministrative state government
spending results in only gpproximately $26.01 additiona rent seeking across these industries combined.
Our estimates suggest that the average capital has about $434 million in rent seeking, or atotal of $21.69
billion of rent seeking in al state capitals combined. This compares favorably to our earlier estimatesin

Table 2, which placed tota rent seeking at about $15.2 billion.

4. Other Potential Rent Seeking Industries

Because our list of 33 industriesin Tables 1aand 1b were sdected a priori, we wanted to make surethat
we had not overlooked other industries which may reflect rent seeking activity. In addition, we were
interested to see which industries best represented this type of activity, so that other researchers may use
this datain the future. Aswe mentioned earlier, this datais available as afairly long time series for each
capital and could be very vauablefor future research to explore the effects of Satelevel interest groupson
date government activities. Thuswe decided to construct the measuresfrom Table 1b for each and every

one of the 1,135 industries available rdative to the matched pair counties. Perhaps our most interesting
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finding comes from this anayss when it is presented on alarge scade because it dlows usto see not only
which indugtries are expanded, but aso which are contracted.

Fgure 1 showsthe percent of capitalswith per capitaestablishments grester than the median of the
noncapital matched counties. Because our andysisis at the find (3 or 4) digit leve, the huge number of
indugtries prevent usfrom labeling eech industry in thefollowing graph, however itis possbleto separatethe
main categories (such as manufacturing, retail trade, services, etc.) and discuss some of the large outliers.
We have normaized the bars around 50%, which is the null expectation if the distribution of per capita
edablishmentswasidenticd in capitalsand noncapitds. Barslessthan 50% show that theindusiry generdly
tendsto besmdlerinamgority of capitadsreativeto noncapitas, and abar above 50% showstheindustry
isexpanded inamgority of cgpitals. Theindustriesare showninincreasing order of SIC code number, and
dashed bars divide the 9 mgjor categories.

[Figure 1 about here]

The industries within agriculture, forestry, and fishing are al contracted, as are dl in mining.
Congruction industries are expanded with the exception of heavy condruction except building.
Manufacturing is contracted across the board except for printing and publishing. Trangportation and utilities
are generdly contracted with the exception of ar trangportation and communications (radio and TV).
Wholesdetradeis split with an expansion in durable goods, and acontraction in nondurable goods. Retall
tradeis contracted for traditional home-typeretall such asfood storesand building and garden supplies, but
isexpanded for gpparel, automobiles, and eating and drinking establishments. Finance, insurance, and red
estate is expanded across the board, and services are expanded across the board with the exceptions of

hotels and lodging and motion pictures.
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At this point we want the reader to abdtract from the individud industries and focus on the
redlocation effectsin generd. Clearly, the activity surrounding acapitd reallocates resources away from
traditiond industries (such as manufacturing) and toward retall trade, services, and financid indugtries (the
particular indudtries that are expanded the most will be andyzed momentarily).  This again is Srongly
consstent with the ideathat these expangonsin rent seeking and interest group activities detract resources
away from other productive activities and creste anet socia loss. These figures presented here are what
we believe to bethefirst demongrationsthat these losses exist on redl industry-level data. Weredizethat
much of the rent seeking resourcesflow into capitalsfrom other geographic areas, and the opportunity cost
of these resources lies elsewhere, but it is nonethelessinteresting to witness how the stock of resourcesin
capitalsis redlocated.

Inthefiguresit is gpparent that thereisasgnificant reallocation of resources dueto the presence of
apoliticd indtitution in the capitd area. Of course, not dl of the expansions shown are dueto rent-seeking,
some of the distortions are due to other reasonable factors such as the adminigtrative costs of government
and itsagencies, and some are dueto the nature of having traveling legidatorsand saff. However, some of
the redll ocation are dueto the presence of interest groupsand rent seeking activity, and the related demands
they place on locd economic activity. Our evidence is consstent with these activities causing net socid
losses due to forgone productive economic activity in other areas, and isthefirst such demondtration of this
effect. Clearly had we been able to include the opportunity costsin forgone activities in geographic areas
outsde capitas, the losses would appear even greater relative to the expansions.

After performing asmilarly broad estimating procedure for each of our measures, we now generate

a"top 50" lig of industries expanded in capitds. To generatethislist, wefirst congtructed our measuresfor
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each industry, then we ranked each industry by each measure. Wethen averaged theranksacrossdl three
measures, and the top 50 indudtries from this andyss are given in Table 4.
[Table 4 about here]

The table confirms our prior hypothesis, that the 86-- associaion indudtries, such as 8620
professiond organizations, 8650 politica organizations, and 8610 business associations, areindeed the best
messures of traditiond interest group activity availableinthisdata They riseto thetop of dl three measures
astheindustries most expanded in capitd srelaiveto noncapitd areas. Again, we believethat constructing
atime seriesof theseindustrieswould be very vauablefor exploring interest group activity a the Sateleve
and how it has affected state governments. In addition, public relations services (8743), trusts (6732),
consulting (8748), and legd services (8100) are dso contenders in this area of measuring traditiona rent
seeking activity. Thetableaso confirmssome of our apriori salected industriesas measuresof indirect rent
seeking, particularly, 8733 noncommercia research organizations, 7311 advertisng agencies, and 7331
direct malling sarvices. Interestingly, severa additiond industries gppear which likely should be included
among theligt of rent seeking indudtries, including 7375 information retrieval services, 6324 medicd service
plans and 6370 pension, hedth and welfare funds. It islikely that these cluster around legidative centers
because of the regulation and large effects of public policy on theseindudtries. Findly, among the list are
aso the indudtries which are administrative or support indudtries for generd government adminisration,
including 7334 photocopying, 7338 secretarid and court reporting, 4510 air transportation, 5044 office
equipment, 7378 computer repair, and 7349 building maintenance services. However, based on this
ranking list, we believethat theindudtriesidentified in Table 1 were arepresentative and accurate sample of
the most important industries at measuring interest group and rent seeking activity.
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5. Conclusion

In this paper we have explored severd aspects of rent seeking activity in state capitds. Firdt, weintroduced
the notion of indirect rent seeking as an additiona source of rent seeking activity abovethetraditiona types
of rent seeking, and the in-kind rent seeking of Mixon, Laband, and Ekelund. Thisindirect rent seeking is
the attempts to sway outcomes of the political process through publications of policy papers, radio and
televison time, demondrations, and the like which are frequently observed in capitd cities. We find
evidencethat these activitiesare Sgnificant in capitalsand thus, just likein-kind rent seeking, likely account
for part of the missing rent seeking expenditures in the Tullock paradox. Our estimates suggest that
including both amost doublesthe Sze of measured rent seeking activity. Our rough estimates placethetota
amount of rent seeking in state capita's somewhere between $15.2 and $21.7 hillion.

We a0 identified severd industries which gppear to measure interest group and rent seeking
activity. Thisdaaisavailable for each state capita, and future researchers could easly congtruct atime
series of activity in these indudtries to further explore the effects of ate-level interest groups on state
government activity.

Findly, usng the datawe presented a striking figure showing the redll ocation of resourcesduetothe
presence of a politicd inditution in state capitals. In the figure, there is clearly an across the board
reductionsin traditional economic activity (manufacturing, for example), with the resources being injected
into specific industries (such as public relations, televison and radio, consulting, lega services, advertisng,

research ingtitutes, and political organizations). This demonstrates the presence of the opportunity cost of
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theseresourcesin termsof forgone productiveactivities. Webdievethat thisisthefirst such demongration
of these effects.

Our results have saverd important implicationsfor the rent seeking literature. First isthe notion of
indirect rent seeking being an important component of attempts to manipulate outcomes of the palitica
process. Second istheidentification of anew data sourcefor future empirical researchin Sate-leve interest
group activity. Findly, we have put a specific industry context on the heavily cited phenomenon of the

opportunity cost of resources drawn into politica activity.

21



Notes

22



23



24



References

Hllingsen, T. (1991). Strategic buyers and the socia cost of monopoly. American Economic Review 81
(June): 648-657.

Harberger, A.C. (1954). Monopoly and resource alocation. American Economic Review 44: 77-87.

Harberger, A.C. (1959). Using the resources at hand more effectively. American Economic Review 49:
134-146.

Krueger, A.O. (1974). The political economy of the rent seeking society. American Economic Review
64 (June): 291-303.

Laband, D.N., and Sophocleus, J.P. (1988). The socia cost of rent seeking: First etimates. Public
Choice 58 (September): 269-275.

McChesney, F.S. (1987). Rent extraction and rent creation in the economic theory of regulation. The
Journal of Legal Studies 16 (January): 101-118.

Mixon, F.G. J. (1995). To the capital, driver: Limousine services as arent seeking device in sate capitdl
cities Rivista Internazionale di Scienze Ecnomiche e Commerciali 42: 663-670.

Mixon, F.G. J., Laband, D.N., and Ekelund, R.B. Jr. (1994). Rent seeking and hidden in-kind resource
digtortion: Some empirica evidence. Public Choice 78 (February): 171-185.

Posner, R.A. (1975). The socid costs of monopoly and regulation. Journal of Political Economy 83
(August): 807-827.

SollarsD.L. (1996). Rent seeking in state capita's, 1950-1990. Unpublished manuscript, Aubum Universty
a Montgomery.

Tollison, R.D. (1982). Rent seeking: A survey. Kyklos 35: 575-602.

25



Tullock, G. (1967). The welfare cost of tariffs, monopolies, and theft. Western Economic Journal 5
(June): 224-232.

Tullock, G. (1980). Efficient rent seeking. InJM. Buchanan, R.D. Tollison and G. Tullock (Eds.), Toward
a theory of the rent seeking society, 97-112. College Station: Texas A&M Press.

Tullock, G. (1989). The economics of special privilege and rent seeking. Boston: Kluwer Academic
Publishers.

Tullock, G. (1993). Rent Seeking. Hants, England: Edward Elgar Publishing Limited.

Tullock, G. (1997). Where isthe rectangle? Public Choice 91 (April): 149-159.

Tullock, G. (1998). Which rectangle? Public Choice 96 (September): 405-410.

26



[Note to typesetter: Insert Appendix table about here]

27



Table 1a. Economic activity in rent seeking industries. Capital versus noncapital counties

- fPere(;:j§p| ta Estabhshm;ants = Percent of al U.S.
SC# Industry (- subdivision) Rat'9 of Median| Percent of Capit S Establishmentsin
Capital to Non- | Greater than Noncapital Capi -
X o apitals (test statistic)
capital Average | Average (test statistic)
Traditional, Direct Rent Seeking Industries
6730- Trusts 1.748 7843%  (406) | 1483% (1404
6732- Educational, religious, etc. trusts 1814 6863%  (266) | 1603% (11.76)
6733- Trusts, n.e.c. 1.410 64.71% (210)" | 1401% (864)
8100- Legal services 1444 8627%  (518) | 1213%  (41.01)"
8600- Membership organizations 1.489 8431%  (490)" | 973%  (9.14)
8610- Business associations 3092 9412%  (6.30) | 2016%  (45.90)
8620- Professional organizations 4.061 912%  (630) | 2548% (4317)
8630- Labor organizations 1.624 7647%  (378) | 1143%  (1059)
8640- Civic and social associations 1.455 8824%  (546) | 1010%  (6.39)
8650- Political organizations 5.020 8824%  (546) | 2894% (29.75)
8660- Religious organizations 0999 4902%  (-014) | 723% (-2637)"
8690- Membership organizations, n.e.c. 1835 92.16% (6.02) 13%% (17.02)
8740- Management and public relations 1.3%4 803%  (434)7 | 1353%  (45.05)
8742 - Management consulting services 1175 6667%  (238) | 1330% (2882
8743- Public relations services 2.297 803%  (434) | 2070%  (2959)""
8748- Business consulting, n.e.c. 1.392 7843%  (406) | 1380% (21.83)"
In-kind, Direct Rent Seeking Industries
5812- Eating places 1.188 R16% (602 | 946%  (539)
7299- Miscellaneous personal services, 1.209 7255% (322 | 103%  (551)
7992- Public golf courses 0.746 3B3RB%w (238 | 660%  (-581)
7997 - Membership sports and rec. clubs 0.960 39.22% (-154) | 734% (7747
Indirect Rent Seeking Industries
2700- Printing and publishing 1.278 705%% (2947 | 1073%  (1349)
2710- Newspapers 1.000 4902%  (-014) | 708%  (-676)
2720- Periodicals 1.294 6863%  (2.66) 1338%  (10.26)
2740- Miscellaneous publishing 1.248 5686%  (0.98) | 1260%  (7.23) "
3993- Signs and advertising specialities 1423 64.71% (210 1136% (523
4830- Radio and television broadcasting 1.354 7451%  (350) | 9.83% (2.04)"
7310- Advertising 1.29 7255%  (322) | 1271%  (17.44)"
7311- Advertising agencies 1.487 7255% (322 | 1345%  (17.20)
7312- Outdoor advertising services 1.097 52.94% (042) | 11.16% (241 "
7313- Radio, TV, publisher reps. 0.816 43.14% (-098) | 1096% (262)
7319- Advertising, n.e.c. 0.756 39.22% (-154) | 1162% (393)
7331- Direct mail advertising services 1.493 6863%  (266) | 11.93%  (6.07)
8733 -Noncommercial research orgs. 1675 803% (4347 | 2055% (2204

Note. *** indicates statistical significance at the 1% level, ** at 5%, and * at 10%. Critical valuesfrom binomial

probability distribution.




Table 1b. Economic activity in rent seeking industries. Capita versus comparison counties

| Per Capita Establishments Percent of all U.S. |

Ratio of Median Percent of Capitals . .
SIC# Industry (- subdivision) Capital to Greater than Eaabé;?géms "
Comparison County| Comparison County (test statistic)
Median Median (test statistic)
Traditional, Direct Rent Seeking Industries
6730-Trusts 2210 7843% (406" |1483% (1404
6732- Educational, religious, etc. trusts 2432 7451% (350)" 1603% (11.76)
6733- Trusts, n.e.c. 1858 2451% (350" 1401% (864)
8100- Legal services 1516 S1% (350) 112139 (4101)
8600 -Membership organizations 1.590 88.24% (5.46) 973% (9.14)
8610- Business associations 3312 84.31% (490)" |[2016% (45.90)"
8620- Professional organizations 4574 96.08% (658)"" |2548% (4317)
8630- Labor organizations 1.833 96.08% (6.58)" 1143% (10.59) |
8640- Civic and social associations 1499 ' o 10.10% (6.39)
8650- Political organizations 11157 80.39% (434) | 280949 (29.75)"
8660- Religious organizations 1154 90.20% (5.74) 723% (-26.37)"
8690- M embership organizations, n.e.c. 2201 9216% (6.02)" |1394% (17.02) "
8740- Management and public relations 1570 6667% (238" |1353% (45.05) "
8742 - Management consulting services 1.362 96.18% (6.58)" 1330% (28.82)
8743- Public relations services 4771 ' e 20.70% (29.59)
8748- Business consulting, n.e.c. 1614 90.20% (5.74) 1380% (21.83)"

76.47% (3.78)

94.12% (6.30)
84.31% (4.90) "

In-kind, Direct Rent Seeking Industries

5812- Eating places 1142 8431% (490)" | 946% (5.38)"
56.86% (0.98)

7299- Miscellaneous personal services 1032 4706% (-0.42) 103%% (551)
_ 30.22% (-1.54)
7992- Public golf courses 0.861 6.60% (-5.81)

7997 - Membership sports and rec. clubs 0.952 7.34% (-7.74)

Indirect Rent Seeking Industries
2700- Printing and publishing 1.158 66.67% (2.38)" |10.73% (1349)""
64.71% (2.10)"

2710- Newspapers 1314 7050% (2.94)" 708% (-6.76) "
56.86% (0.98)

2720- Periodicals 1317 62.75% (1.82)" 13.38% (10.26)
. o 66.67% (2.38)"

2740- Miscellaneous publishing 1251 7255% (3.22)" 1260% (7.23)

7255% (3.22) "

3993- Signs and advertising specialities 1319 6275% (182) 11.36% (5.23)

4830- Radio and television broadcasting 1.265 47.06% (-042) 983%  (2.04)”
45.10% (-0.70)

7310- Advertising 1311 7059% (294 110719 (17.44)"
82.35% (4.62)

7311- Advertising agencies 1.555 1345% (17.20)""

7312- Outdoor advertising services 1413 11.16% (241"




7313- Radio, TV, publisher reps.
7319- Advertising, n.e.c.
7331 - Direct mail advertising services

8733- Noncommercial research orgs.

0.962

0.883

1550

1.924

10.96%

11.62%

11.93%

20.55%

(262"
(393"

607"

(22.04)™

Note. *** indicates statistical significance at the 1% level, ** at 5%, and * at 10%. Critical valuesfrom binomial

probability distribution.




Table 2. Edimated vaue of rent seeking activity in cgpitas

Median Capital All Capitals
Establishments | Excess | Excess | Establishments | Excess | Excess
SIC# Industry (- subdivision) Employ- | Revenue Employ- | Revenue
Actual | Excess| ment | (millions) | Actual | Excess| ment | (millions)
Traditional, Direct Rent Seeking Industries
6730 Trusts 9 4 26 $25 770 330 2,204 $215.8
6732 - Educational, religious, etc. trusts 4 2 15 15 397 178 1474 1458
6733 - Trusts, n.e.c. 3 1 5 04 377 110 577 55.6
8100 Legal services 239 74 432 455 19838 6104 35851 37734
8600 M embership organizations 369 121 1,072 512 23710 7,788 68851  3290.2
8610 - Business associations 47 32 241 2400 2952 1997 15168  1,509.7
8620 - Professional organizations 25 19 1 184 149 1128 11534 1,103.3
8630 - Labor organizations 29 11 9 6.6] 2151 826 7,338 4923
8640 - Civic and social associations 62 19 179 61 4219 1320 12,202 4164
8650 - Political organizations 8 6 27 24 549 440 1,863 162.7
8690 - Membership organizations, n.e.c. 24 11 103 6.4{ 1500 683 6,452 397.6
8740 Management and public relations 142 40 334 264 12228 3454 33108 22764
8742 - Management consulting services 48 7 61 40 5493 820 6,978 4554
8743 - Public relations services 11 6 33 33 1144 646 3924 3453
8748 - Business consulting, n.e.c. 23 6 32 200 2591 730 3,606 226.6
In-kind, Direct Rent Seeking Industries
5812 Eating places 413 65 1,246 $349 32634 5169 98444 $2,760.9
7299 Miscellaneous personal services, 25 4 24 09 184 319 1,787 69.8
n.ec.
Indirect Rent Seeking Industries
2700 Printing and publishing 76 17 334 $26|] 6942 1509 35114 $3,889.6
2720 - Periodicals 7 2 37 70 674 153 3578 669.7
2740 - Miscellaneous publishing 4 1 13 2.3 477 9%5 1,603 2745
3993 Signs and advertising specialities 6 2 27 20 555 165 2,525 182.9
4830 Radio and television broadcasting 14 4 103 118 861 225 6,314 725.6
7310 Advertising 28 6 70 6.0, 2623 598 6,542 563.9
7311 - Advertising agencies 18 6 61 59 1,839 602 6,264 599.5
7312 - Outdoor advertising services 2 0.2 2 0.3 141 12 129 18.6
7331 Direct mail advertising services 6 2 12 31 492 162 3,462 253.3
8733 Noncommercia research 4 2 41 35 647 261 6,592 566.0
organizations
Totalsby Category (of finest subdivisions)
Traditional, Direct Rent Seeking Industries 523 195 1,426 $120.6] 42,707 14,980 107,018 $9,084.2
In-kind, Direct Rent Seeking Industries 438 70 1,270 369 34478 5487 100231 28307
Indirect Rent Seeking Industries 61 17 327 368 5686 1676 30467 32902
Total all Rent Seeking Industries 1,022 282 3,023 $192.3] 82871 22,143 237,716 $15205.0

Note. For industries which are shown in total and with subdivisions, only the subdivisionsindicated with ("-") were included

in calculating the totals at the bottom of the table. Thus, not all of printing and publishing isincluded, only the two

subdivisions shown. The estimates were based on establishment counts and employment datafrom 1995 County Business

Patternsand revenue per firm from 1992 Economic Census, both from the U.S. Census Bureau. Excess calculations are based

on the ratio of median capital to noncapital average for theindustry from Table 1. Only industries with positive expansions are

shown (i.e., thosein Table 1 with ratios less than 1 are excluded here).



Table 3. Regresson esimates of margind effect of government spending on rent seeking

Estimated marginal Total estimated Total estimated
increase per $1,000 expansionin [expansionin all state]
additional government| average capital capitals
spending (millions) (millions)
Traditional, Direct Rent Seeking Industries
6730 Trusts $0.07 $1.23 $61.73
6732- Educational, religious, etc. trusts 0.05 0.83 41.70
6733- Trusts, n.e.c. 0.03 044 22058
8100L egal services 253 42.14 2,107.09
8600 M embership organizations 6.17 102.96 5,147.80
8610- Business associations 0.95 1581 790.73
8620- Professional organizations 084 13.95 697.33
8630- Labor organizations 053 884 441.83
8640- Civic and socia associations 044 127 363.54
8650- Political organizations 013 216 107.80
8660- Religious organizations 345 57.58 2,878.99
8690- Membership organizations, n.e.c. 0.24 397 198.37
8740Management and public relations 512 85.34 4,266.76
8742 - Management consulting services 138 22.99 1,149.55
8743- Public relations services 0.24 4.02 200.94
8748- Business consulting, n.e.c. 0.74 12.29 614.60
In-kind, Direct Rent Seeking Industries
5812 Eating places $3.12 $135.40 $6,769.92
7299 Miscellaneous personal services, n.e.c. 043 7.15 35743
7992 Public golf courses 0.14 2.26 113.12
7997 Membership sports and recreation 0.37 6.11 305.49
clubs
Indirect Rent Seeking Industries
2700Printing and publishing $9.51 $158.63 $7,931.40
2710- Newspapers 054 8.96 448.21
2720- Periodicals 105 1751 87547
2740- Miscellaneous publishing 0.71 11.78 589.23
3993 Signs and advertising specialities 0.27 458 228.79
4830Radio and television broadcasting 0.81 1358 679.09
7310Advertising 158 26.31 1,315.65
7311- Advertising agencies 0.90 14.99 749.72
7312- Outdoor advertising services 0.31 523 261.26
7313- Radio, TV, publisher representatives 0.07 123 61.45
7319- Advertising, n.e.c. 0.32 535 267.43
7331 Direct mail advertising services 0.06 102 50.93
8733Noncommercial research organizations 0.38 6.33 316.73
Totalsby Category (of finest subdivisions)
Traditional, Direct Rent Seeking Industries $11.53 $192.29 $9,614.53
In-kind, Direct Rent Seeking Industries 9.05 150.92 7,545.96
Indirect Rent Seeking Industries 543 90.57 4,528.27
Total all Rent Seeking Industries $26.01 $433.78 $21,688.76

Note. See notefor Table 2.



Table 4. Top 50 industries expanded in capital counties versus comparison counties

Per Capita Establishments
Ratio of Median Capital | Percent of Capitals Greater Percent of all U.S. Avg.
to Comparison County | than Comparison County | Establishmentsin Capital| Rank
SIC Industry Median (rank) Median (rank) Counties (rank)
8650 Political organizations 11.157 1 92.16% 5 28.94% 4 3.3
8620 Professional organizations 4.574 6 96.08% 1 25.48% 6 4.3
8743 Public relations services 4.771 5 94.12% 4 20.70% 10 6.3
8610 Business associations 3.320 11 96.08% 1 20.16% 13 8.3
7375 Information retrieval services 5.798 2 82.35% 15 16.35% 18 | 11.7
8390 Social services, n.e.c. 2.037 23 90.20% 6 16.07% 20 | 16.3
8733 Noncommercial research organizations 1.924 27 82.35% 15 20.55% 12 18.0
6321 Accident and hedlth insurance 5.627 3 72.55% 49 22.36% 8 20.0
6324 Hospital and medical service plans 2.244 18 78.43% 25 15.96% 22 | 21.7
8690 Membership organizations, n.e.c. 2.201 20 96.08% 1 13.94% 48 23.0
6310 Life insurance 1.978 24 80.39% 18 15.09% 30 | 24.0
8712 Architectural services 1.812 34 84.31% 11 15.28% 29 | 247
6732 Educational, religious, etc. trusts 2433 15 74.51% 41 16.03% 21 | 25.7
7520 Automobile parking 4.465 8 68.63% 72 20.01% 14 | 313
7376 Computer facilities management 4.530 7 68.63% 72 15.03% 31 | 36.7
6370 Pension, hedth, and welfare funds 1.871 28 72.55% 49 14.89% 34 | 37.0
8290 Schools and educational services, n.ec. 1.744 41 84.31% 11 13.50% 60 37.3
6733 Trusts, n.e.c. 1.858 29 74.51% 41 14.01% 45 38.3
8748 Business consulting, n.e.c. 1.614 54 84.31% 11 13.80% 53 39.3
7323 Credit reporting services 1.845 30 72.55% 49 13.98% 47 | 42.0
7334 Photocopying and duplicating services 1.496 70 78.43% 25 14.76% 35 | 433
7338 Secretarial and court reporting 1.752 40 80.39% 18 12.88% 75 | 443
6794 Patent owners and lessors 2.602 14 72.55% 49 12.73% 81 | 48.0
7374 Data processing and preparation 1.667 50 80.39% 18 12.86% 76 | 48.0
2791 Typesetting 2.067 22 68.63% 72 13.59% 57 | 50.3
6280 Security and commodity services 1.639 52 70.59% 61 14.26% 42 51.7
8900 Services, n.ec. 1.738 43 80.39% 18 12.27% 97 | 52.7
8240 Vocational schools 1.469 75 74.51% 41 13.90% 50 | 55.3
7311 Advertising agencies 1.555 57 72.55% 49 13.45% 64 | 56.7
8100 Leod services 1516 64 88.24% 8 12.13% 105 | 59.0
5044 Office equipment 1.710 46 78.43% 25 12.13% 106 | 59.0
6330 Fire, marine, and casudty insurance 1.485 73 78.43% 25 12.65% 84 60.7
8630 Labor organizations 1.833 32 80.39% 18 11.43% 133 | 61.0
4510 Air transportation, scheduled 1.387 94 76.47% 35 13.47% 62 63.7
7373 Computer integrated systems desian 1.406 91 78.43% 25 12.66% 83 | 66.3
5045 Computers, peripheras and software 1.506 65 78.43% 25 11.96% 110 | 66.7
8742 Management consulting services 1.362 99 76.47% 35 13.30% 68 | 67.3
7382 Security systems services 1.733 44 74.51% 41 11.76% 121 68.7
7379 Computer related services, n.ec. 1.608 55 78.43% 25 11.56% 126 | 68.7
6360 Title insurance 1.677 49 66.67% 92 13.37% 66 | 69.0
8711 Enaineering services 1.529 63 78.43% 25 11.74% 122 | 70.0
7922 Theatrical producers and services 1.545 60 74.51% 41 11.98% 109 | 70.0
7250 Shoe repair and shoeshine parlors 1.491 71 72.55% 49 12.00% 108 | 76.0
7331 Direct mail advertising services 1.550 58 70.59% 61 11.93% 112 | 77.0
7335 Commercia photoaraphy 1.776 38 64.71% 112 12.68% 82 | 77.3
8741 Management services 1.435 86 76.47% 35 11.90% 115 | 78.7
2720 Periodicals 1.317 112 70.59% 61 13.38% 65 | 79.3
1795 Wrecking and demolition work 2.219 19 66.67% 92 11.55% 127 | 79.3
8744 Facilities support services 2.309 17 62.75% 135 12.44% 88 | 80.0
6710 Holding offices 1.977 25 88.24% 8 10.28% 212 | 81.7

Note. Rank isthe ranking of the industry across all 879 final digit industries by that measure.



Appendix. Ligting of capitd and comparison counties

Capital Comparison Capital County Comparison
Capita County Comparison County Capita Population Comparison County
State County Population County Population State County County Population
AL Montgomery 217,666 Tuscal oosa 161,435 MO Cole 67,754 Platte 69,94
AK Juneau Bureau 29,147 Kenai 48,993 MT Lewis& Clark 52,690 Galatin 62,561
AZ Maricopa 2,526,113 Ama 803,618 NE Lancaster 235,537 Sarpy 120,329
AR Pulaski 350,950 Washington 146,593 NV Carson City 46,550 Blko 46,021
CA Sacramento 1,103,242 Alameda 1,415,582 NH Merrimack 123,209 Strafford 109,498
CO Denver 494,462 El Paso 499,994 NJ Mercer 329,242 Somerset 282,274
CcT Hartford 831,941 Fairfield 837,476 NM Santa Fe 116,861 San Juan 106,169
DE Kent 121,020 Sussex 137,193 NY Albany 297,952 Rockland 280,968
pc 552304 - e NC Wake 514,500 Mecklenburg 630,813
FL Leon 213,696 Collier 199,775 ND Burleigh 64,745 Ward 58,540
GA Fulton 701,005 Cobb 566,060 OH Franklin 1,008,204 Cuyahoga 1,380,428
HI Honolulu 869,147 Hawaii 141,805 OK Oklahoma 623,871 Tulsa 543417
ID Ada 252,041 Canyon 120,385 OR Marion 256,058 Lane 313,344
IL Sangamon 190,840 Peoria 181,505 PA Dauphin 245,496 Erie 278114
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KY

ME

MD

MA

MI

MN

MS

Marion
Polk
Shawnee
Franklin
East Baton Rouge
Kennebec
Anne Arundel

Suffolk
Genesee
Hennepin

Hinds

815,011

350,434

164,738

45,932

395,820

116,723

461,309

645,520

434,065

1,051,961

249,906

Lake
Linn
Wyandotte
Oldham
Jefferson
Androscoggin
Baltimore
Norfolk
Kent
Ramsey

Harrison

480,969

182,779

151,379

44,436

449,708

101,266

721,556

642,089

544,781

486,254

177,194

RI

TN

TX

uT

VA

WA

wv

Wi

wy

Providence
Richland
Hughes

Davidson
Travis
Sdt Lake
Washington
Richmond City
Thurston
Kanawha
Dane

Laramie

579,415

299,375

15525

530,250

667,653

814,720

56,198

193,306

192,329

205,633

392,198

78,312

Kent
Charleston
Beadle
Knox
El Paso
Utah
Windsor
Chesapeake City
Yakima
Cabell
Waukesha

Natrona

161,418

316,606

17,134

374,693

694,603

339,904

55,367

202,759

218,808

94,112

353,035

63,241







Figure 1. Percent of Capitaswith Per Capita Establishments Exceeding Comparison County Median

1. Mixon (1995) and Mixon, Laband, and Ekelund (1994) use capitd city and noncapita city
comparisons to find evidence of hidden rent-seeking in that limousine services, golf courses, and Sit-
down restaurants are more prevaent in capitals. Laband and Sophocleus (1988) aso represents an
early milestone in the measurement of the social cost of rent seeking. Sollars (1996) explores how
population and income growth in state capitd cities differs from noncapita areas because of the effects

of rent seeking.

2. See Harberger (1954, 1959).
3. See Tullock (1993) for a history and comprehensive treatment of these issues.

4. For examples of the extensons of the basic mode that produce these different resultsin a theoretical

context see McChesney (1987), Ellingsen (1991), and Tollison (1982).

5. See Tullock (1980, 1989, 1997, 1998) for his assessment and explanations of why measured rent

seeking appears to be less than would be predicted by theory.

6. Mixon, Laband, and Ekelund (1994) page 172.

7. The set of 50 comparison counties was chasen by taking one noncapital county from each date that

was closest in population to the capita county.

8. Itis however, ingructive to distinguish between intra industry and inter industry comparisons of this
manner. The competitive modd predicts that for most indudtries, firms within an industry will be of
roughly equa size asthey dl cluster toward the output leve that minimizes the sandard U- shaped long-
run average total cost curves for their industry. Thus, an expangion in the number of establishments

within a specific industry can generdly be interpreted as an expansion in the output of the industry. This



same comparison cannot be made across industries, however. Our data afford results such as capitds
tend to have 5 more establishmentsin industry A, and 3 lessin industry B, than noncapitals. Without an

ability to weight establishments by economic vaue, conclusions about net socid |0sses are prevented.

9. To avoid problems with outliers we use median values whenever possible (for both the capitads and
the matched pair noncapital counties). For the other comparison group we use the average across
noncapital areas smply because it would have been prohibitively costly for usto get datafor every
industry in every noncapita county of the U.S. to congtruct a median value across dl these counties.

We have the totals for the entire U.S,, and the data for the capitals for each industry. By subtraction we
can obtain the total number of establishmentsin noncapita areas, and then find this average on a per

cgpitabasis.

10. Under the null hypothesis that capitals and noncapitas have smilar digtributions, we should expect
that roughly haf of al capitals should have per capita establishments above, and about half below, the
noncapital median and/or average (and this 50% null is confirmed by araw average across al indudries,
which is50.13%, see Table 18). Thus, it should be just aslikely to find a capital with an above average
per capitavalue as abeow per capitavaue. Based upon this null hypothess, it is possible to construct
test gatistics for whether capitas have significantly higher or lower establishments per capitathan the
remaining noncapital areas of the United States that isidentical to the test Satistics for the percentage of
heads in a coin flipping experiment (binomia distribution with standard critical values). Thetest Setigtic
for the concentration measure below is smilar, with the exception that the basdine probakility isthe

average concentration, which is 9.2%.

11. Itisworth noting that some publishing is in service to the adminigtration of government, such as



letterhead, etc. These are not included in the categories listed, but are in the categories for manifold
business forms and commercia printing which are apart of the total for 2700 printing and publishing,

but not for the subgroups.

12. An dternative measure might smply be to include the total vaue of revenues in these indudtries,
assuming al of the spending was rent seeking related. Also if the percent of, say, the base underlying
restaurant spending thet is rent seeking is higher in capitals, that our results may be smdler than the true

value of rent seeking.



