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CHAPTER 1

Rivers, Lakes and Revenue Streams: The Heterogeneous Effects of Clean Water Act Grants on Local

Spending

From 1972 to 1988, the Clean Water Act funded $153 billion (in 2014 dollars) in grants to municipal govern-
ments for capital upgrades to wastewater treatment facilities. While CWA grants caused significant reductions
in pollution and increases in housing prices (Keiser and Shapiro, 2019a), as well as improvements in infant
health (Flynn and Marcus, 2021), analyses of the CWA consistently estimate benefit/cost ratios below one
(Keiser et al., 2019) with each grant dollar generating an average return of $0.45 (Keiser and Shapiro, 2019a;
Flynn and Marcus, 2021). Intergovernmental transfers like CWA grants account for around one-fifth of all
municipal government revenues (Urban-Brookings Tax Policy Center, 2017), but donor governments often
have little control over how receiving governments adjust spending in response to grant receipt. In most
cases, having a high rate of “grant pass-through”, the increase in targeted expenditure induced by a dollar of
grant revenue, is a necessary condition for grant programs to accomplish their policy goals.

This paper uses recently developed difference-in-differences methods (Deshpande and Li, 2019; Call-
away and Sant’Anna, 2020b; Callaway et al., 2021) to show that, given previously quantified benefits of the
CWA, accounting for low pass-through can lead to favorable benefit to cost ratios of CWA-funded wastewater
capital upgrades. Our analysis combines data on every CWA grant with spending data from 112 municipal
governments. We compare changes in spending in newly treated municipalities to changes in spending in
municipalities that will be treated in future periods to show that, on average, each dollar of grant revenue is
associated with a $0.45 increase in sewerage capital spending. Dividing previously estimated benefit to cost
ratios of CWA grants from Keiser and Shapiro (2019a) and Flynn and Marcus (2021) by this pass-through
estimate suggests that each CWA grant dollar that municipalities spent on sewerage capital generated an
average return of $1.01.

Along with funding grants, the Act imposed new capital standards on all wastewater treatment facilities
in the United States. Municipalities could use grant funds to offset the new costs that the CWA’s capital
mandate imposed on them, but many CWA grants were substantially larger than the cost of coming into
compliance with the mandate. This motivates an examination of how pass-through relates to mandated costs.
Using data from an EPA engineering assessment of wastewater capital upgrade costs, we divide our sample
of municipalities into those that received grants that were approximately equal to mandated costs, and those
that received grants that were larger than mandated costs. We show that grants caused a dollar-for-dollar

increase in sewerage capital spending in municipalities that received grants that were approximately equal



to mandated costs, but in municipalities that received grants that were larger than mandated costs, sewerage
capital spending only increased by 27 cents for every dollar of grant funding. The EPA also distributed many
CWA grants to municipalities with wastewater treatment facilities that were already in compliance with the
CWA’s capital mandate. The mandate imposed no costs on these “compliant” municipalities, and they only
increased sewerage capital spending by 3 cents for every dollar of grant funding.

The heterogeneous effects of CWA grants on local spending inform the design of intergovernmental grant
programs and our understanding of the Clean Water Act. By providing evidence of full pass-through in
municipalities where the CWA’s capital mandate was binding, our results suggest that pairing grants with
new regulation can increase the likelihood of full pass-through. This result may be generalizable to other
intergovernmental transfer programs, such as grants for capital expenditure on highways and other infras-
tructure. This method of enacting policy is limited by the ability of donor governments to identify which
receiving governments need fiscal assistance and estimate the costs of grant-funded programs. Both of these
challenges to implementation hindered the CWA, leading to low grant pass-through.

Heterogeneity in pass-through across receiving municipalities can explain why our estimates are lower
than previous estimates of CWA grant pass-through. In particular, Keiser and Shapiro (2019a) leverages
continuous variation in grant size in a difference-in-differences framework to show evidence of nearly full
pass-through of CWA grants. This type of estimate is identified in part off of comparisons of municipalities
that receive large grants to municipalities that receive small grants before and after grant receipt, but in order
to identify a meaningful result using this type of comparison, we must assume that the effect of a grant of
a given size is homogeneous across units (Callaway et al., 2021). Because compliant and non-compliant
municipalities respond to grant receipt differently, this assumption does not hold, and observations of com-
pliant municipalities after grant receipt will not make valid counterfactuals for non-compliant municipalities
(and vice-versa). We show that this causes estimates of CWA grant pass-through identified off of variation in
grant size that do not account for heterogeneity in pass-through to over-estimate the effect of grant funding
on targeted spending.

Similar problems can arise whenever there is heterogeneity in the relationship between grant amount and
targeted spending across receiving municipalities. Evaluations of intergovernmental grant programs often
estimate pass-through using difference-in-differences designs that leverage continuous variation in grant size,
but pass-through is likely heterogeneous for many grant programs. For example, grant size is often positively
correlated with receiving governments’ preferences for public goods (Knight, 2002), so in many cases, the
effect of a dollar of grant funding on targeted spending is increasing in grant size. This selection into grant
size will bias pass-through estimates identified off of comparisons of units that receive large grants to units

that receive small grants.



Finally, low pass-through in compliant municipalities motivates an examination of how these municipal-
ities adjusted spending in response to grant receipt. CWA grants differ from many other intergovernmental
transfers in that they support a function of local government that has a direct “fee-for-service” revenue stream
where water and sewerage utilities collect charges from local residents. We show that compliant municipali-
ties redistributed grant revenue to residents by reducing water and sewerage charges. This suggests that grant
pass-through may be lower in settings where receiving governments control a channel through which they
can redistribute money with relatively little friction and where costs of the public good are more salient to
local residents than their benefits. Municipalities receiving federal grants for electrical utilities (USDA, 2019)
or waste management (USDA, 2020), as well as those receiving modern wastewater treatment grants (Travis
et al., 2004) may be able to use the same crowd-out mechanism.

Since annual historical spending data only exists for municipalities with populations over 75,000, we
estimate pass-through for a relatively small number of municipalities. The municipalities in our sample are
large, so our results represent the pass-through of $25.5 billion (2014$) of $153 billion total CWA grants.
While we cannot directly estimate pass-through of CWA grants distributed to smaller municipalities, we
provide evidence that municipal population is not correlated with pass-through for municipalities in our
sample, which suggests that CWA grants outside of our sample may have a similar pass-through rate to the

grants in our sample.

1.1 Background

1.1.1 The Clean Water Act

Congress originally passed The Clean Water Act in 1948 as the Federal Water Pollution Control Act. Facing
pressure to enact policy to reduce surface water pollution after a series of high profile river fires, Congress
significantly expanded the CWA in 1972. The strengthened CWA utilized both subsidies and new regulation
to combat water pollution, distributing an estimated $153 billion (in 2014 dollars) in grants to fund upgrades
to municipal wastewater treatment capital and imposing new capital standards on all municipal wastewater
treatment plants in the United States.

The CWA funded wastewater treatment grants as follows. First, the EPA distributed grant money to
states according to a congressionally mandated formula that was based on each state’s wastewater treatment
needs, as well as its total population and forecast population (Rubin, 1985). States then issued grants to
municipalities according to priority lists that were based on the severity of nearby surface water pollution,
the size of the population affected, the need for conservation of the affected waterway and that waterway’s

specific category of need.! States wrote their own priority lists, but these lists had to be approved by the EPA

'We show that this did not lead to selection on treated potential outcomes in Appendix Section 1.6.1.1



annually. The Clean Water Act also explicitly prohibited states from considering the geographic location of a
receiving municipality, future population growth projections and any of a municipality’s development needs
that were not directly related to pollution abatement when writing priority lists (USEPA, 1980). Notably,
federal and state governments did not explicitly allocate CWA grants according to the finances or spending
preferences of receiving governments.

Many CWA grants were specifically designated for upgrades to wastewater treatment technology. When
the CWA came into effect, more than a quarter of all wastewater treatment facilities in the US were using
relatively inexpensive primary treatment (USEPA, 2000), which filters out large detritus and improves the
aesthetics of surface water, but discharges all but the heaviest organic material into rivers and lakes (USEPA,
1998). The CWA required all wastewater treatment facilities to upgrade to more effective secondary treatment
technology, which removes about 85 percent of organic material before discharge, by 1977.2 Additionally,
many states required facilities to satisfy treatment technology requirements that were more stringent than the
CWA’s mandate (USEPA, 2000).3

While the benefits of upgrading a facility’s treatment technology were well understood, large upfront
capital costs often made these upgrades prohibitively expensive without federal support. Upgrading could
cost as much as 30 percent of the initial cost of the facility (National Environmental Research Center, 1972),
so in general, municipalities only invested in secondary treatment before the CWA came into effect because
of either state level regulation or pressure from nearby communities to reduce the flow of harmful pollutants
downstream (Jerch, 2018).

Many CWA grants were larger than the cost of upgrading treatment technology.* In an assessment of the
wastewater treatment upgrades mandated by the CWA, the EPA estimated the cost of upgrading to secondary
treatment as a function of the amount of wastewater flowing through a facility (USEPA, 1973). We use these
estimates to calculate the cost of upgrading for each non-compliant facility that we have wastewater flow
data. Figure 1.1 plots the total costs that each municipality faced against its total grant amount. This figure
shows that, while grants were similar to costs for municipalities that received up to around $125 per capita in

total grant aid, grants to municipalities that received more than this amount were substantially larger than the

>The EPA enforced the secondary treatment standard through the National Pollutant Discharge Elimination System (NPDES), the
CWA'’s new permitting system, which required more than 65,000 industrial and municipal dischargers to obtain permits from the EPA or
state governments. Permits required municipal treatment plants to employ secondary treatment and had to be renewed every five years.
Violating the terms of a permit resulted in a compliance order or civil suit by the EPA, and violators could be fined up to $25,000 per
day (Copeland, 2016).

30ur sample includes some facilities that were in compliance with the CWA’s capital mandate but were not in compliance with more
stringent state standards. These facilities still faced incentives to spend CWA grants on upgrades, so we classify them as non-compliant.
In Appendix Section 1.6.4.2, we show that our results are robust to dropping municipalities bound by state level regulations that were
more stringent than the CWA’s.

“States distributed grant dollars above the cost of upgrading to fund non-mandated capital expenditures, such as expansions of facility
capacity.



estimated cost of upgrading.’
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Figure 1.1: Costs Are Increasing in Grant Size Up to $125 and Constant Above $125

Notes: This figure plots estimates of non-compliant municipalities’ total costs of upgrading to secondary treatment technology against
the total grant dollars distributed to each municipality. The light gray dots are the true data and the black dots represent bins defined by
deciles of total grant amount. Our cost estimates under-estimate costs for small grants, so we drop municipalities in the bottom decile
of total grant aid. We divide the data at $125 per capita of total grant dollars, which is the point where costs are no longer increasing in
grant size that we estimate in Table 1.3, and fit lines to the true data in each group.

Twelve percent of CWA grant dollars went to facilities that were already in compliance with both state
and federal treatment technology standards. These grants were intended to fund non-mandated capital expen-
ditures at wastewater facilities, such as capacity expansions.

To illustrate variation in compliance and grant purpose, consider the example of two cities along the
Willamette River in Oregon, historically one of the most polluted rivers in the Pacific Northwest. Eugene,
OR is located at the top of the Willamette, while Portland lies at its base. To address municipal and industrial
waste flowing downstream to Portland, the Oregon State Sanitary Authority (est. 1939) required Eugene and
other municipalities discharging waste into the river to upgrade to secondary treatment in 1960. Because
Eugene was bound by this state-level regulation, the city already met CWA treatment technology standards

when they went into effect in 1972. Since Portland is located at the base of the Willamette, the city’s discharge

did not pollute other localities further downstream. Consequently, Portland was not subject to the 1960

SFigures 1.8 and 1.9 apply quadratic and linear fits to this data.

6The CWA allowed for grants to reimburse local governments that upgraded treatment technology prior to 1972 at a maximum 55%
federal matching rate (USGAO, 1994), however, our grant data indicates that none of the complaint municipalities in our sample received
grants for the purpose of reimbursement.



treatment technology requirement and did not satisfy CWA treatment technology standards in 1972. Portland
received CWA grant funding to upgrade its treatment facility to meet new federal standards in 1974. Although
their facility already satisfied the CWA’s capital mandate, Eugene received federal funding to expand facility

capacity and upgrade one of its pump stations.

1.1.2 Grant Pass-Through

Despite its importance to policy design, researchers and policymakers alike remain unsure of when to expect
grant programs to have higher or lower pass-through rates.” Economic theory predicts that local governments
should treat inframarginal grant revenue (i.e. grant revenue smaller than existing local expenditure) as if it
is an unconditional lump sum transfer (Oates, 1999), but empirical results suggest that this is not often the
case, and that, even in the absence of binding constraints, inframarginal transfer revenue “sticks where it hits”
(Henderson, 1968; Gramlich, 1969).8 Known as the “flypaper effect,” this phenomenon appears in a range
of settings.? Proposed explanations for the flypaper effect include mis-perception by voters (Courant et al.,
1979), mis-specification by researchers (Megdal, 1987), uncertainty (Vegh and Vuletin, 2015) and a focus
by researchers on the short- rather than long-term effects of revenue changes on local spending (Helm and
Stuhler, 2021), but a consensus has yet to emerge (Inman, 2008).

CWA grants did not place any explicit restrictions on local spending. For this reason, although CWA
grants were allocated for specific projects, a municipality could redistribute these conditional grant funds
toward other purposes if they were inframarginal to that municipality’s budget. The median baseline sewerage
expenditure in our sample ($20 per capita) was larger than the median yearly grant ($15 per capita), so
a municipality could effectively disguise the continuation of existing spending as the use of grant funds
while allocating grant dollars according to local preferences. Depending on local preferences, municipalities
could spend inframarginal funds entirely on sewerage capital (full pass-through), entirely on other goods and
services (full crowd-out), or a mix of sewerage capital and other goods and services.

CWA grants were matching grants. Grants covered 75% of wastewater facility project costs, while mu-

nicipalities covered the remaining 25% themselves.!® This local cost-sharing does not guarantee full pass-

7In many cases, grant programs do not affect reduced form outcomes of interest unless they first cause an increase in spending.
Gordon (2004) demonstrates this principle in the context of K-12 education by showing that previous findings of null effects of Title
I transfers on student achievement can be explained by local governments reducing their own contribution to education spending in
response to grant receipt.

8While this pattern often holds, estimates of grant pass-through are not consistent across settings (Hines and Thaler, 1995), and
pass-through estimates can vary widely among similar grant programs. For example, Card and Payne (2002) studies the effects of
school finance reforms between 1970 and 1992 on education spending and finds that a one dollar increase in state aid leads to a 60 cent
increase in district education spending. Lutz (2010) examines a similar policy where state governments distributed unrestricted lump
sum transfers for education to municipalities based on per-pupil property wealth and finds that these transfers are almost completely
crowded out by changes in local spending.

°For example, researchers have documented the flypaper effect in intergovernmental grants for education (McGuire, 1978; Craig and
Inman, 1986; Fisher and Papke, 2000; Card and Payne, 2002; Brunner et al., 2020), infrastructure (Gamkhar, 2000, 2003; Leduc and
Wilson, 2017), welfare programs (Grossman and Roberts, 1989; Gamkhar and Oates, 1996) and police funding (Mello, 2019).

1011 1981, the federal share of costs was reduced to 55%.



through, or even at least 25% pass-through, but rather increases the pre-grant spending necessary for grant
funds to be considered inframarginal.'! In particular, a 1:3 local-to-federal cost-sharing ratio implies that
existing spending would need to be larger than % times the grant amount for funds to be completely infra-
marginal.'?

The interaction between the Clean Water Act’s grant program and wastewater treatment technology man-
date yields several predictions for our grant pass-through estimates. The Act’s mandate on wastewater treat-
ment technology has the potential to ensure full pass-through when grant amount is set equal to upgrade
costs, but inaccurate grant sizing allows for crowd-out (when grants are too big) or imposes a fiscal burden on
grant recipients (when grants are too small). The mandate imposes no constraint on how municipalities use
inframarginal grant funds for compliant facilities.'> Consequently, for cities already in compliance with the
mandate, we predict pass-through near zero; for cities constrained by the mandate, we expect pass-through
to decline in grant size relative to estimated costs.'*

Finally, the contemporary political climate toward public utilities informs how municipalities may have
redistributed grant funds that were not bound by the mandate. When the CWA came into effect, public
utilities were facing pressure to reduce user fees and become more competitive (Daigger, 1998). Since local
governments had the means to redistribute grants to residents with little friction by adjusting utility prices,
CWA grants to compliant municipalities could crowd out sewerage capital spending already in place relatively
easily.!> Compliant municipalities could then use this crowded out money to offset water and sewerage utility

costs usually funded through water bills.

1.1.2.1 Target Parameter

The term “grant pass-through” can describe a number of target parameters. We focus on the increase in
targeted spending induced by the average grant dollar.'® This parameter, which we refer to as the “total pass-
through rate”, is equivalent to the increase in tofal targeted spending in all receiving municipalities relative

to the fotal grant dollars distributed to all receiving municipalities. While this average can mask substantial

" Cost-sharing yields two different possible interpretations of pass-through. We define full pass-through as $1 in grant funding leading
to a $1 increase in sewerage capital spending. Alternatively, since municipalities are required to pay 25% of project costs, one could
define full pass-through as $1 in grant funding leading to a $1.33 increase in sewerage capital spending (the actual $1 in grant aid plus
the $0.33 in local obligations). Our estimates are based on the first definition, appealing to the notion of federal funding itself being
spent as desired. We present pass-through estimates using the second definition in Appendix Section 1.6.1.2.

12The median baseline spending in our sample ($20 per capita) is approximately % times the median yearly grant size ($15 per capita).

13Compliant municipalities could still spend grant dollars on sewerage capital, but if they used this money to pay for upgrades that they
already planned on making under their pre-grant budget constraint, CWA grants would not necessarily cause an increase in spending.

14Table 1.10 shows that compliant municipalities, non-compliant municipalities that received large grants and non-compliant munici-
palities that received small grants were observably similar before treatment. Table 1.11 shows that observable characteristics from 1971
do not predict grant size or compliance with the CWA’s treatment technology mandate.

15The CWA instructed the EPA to issue guidelines to local governments on how to charge industrial and non-industrial users for waste
treatment services, but did not place restrictions on adjusting rates.

16This is often the most policy-relevant parameter, but we may be interested in other parameters. For example, we may be interested in
the increase in spending in the average municipality rather than the increase in expenditure induced by the average dollar. We estimate
this “average pass-through rate” in Appendix Section 1.6.1.3.



heterogeneity, it allows for an accounting of the effectiveness of an entire grant program. It also has an
interpretation that is convenient for conducting benefit to cost analyses; dividing the benefit to cost ratio of
all grant dollars by the total pass-through rate will return an estimate of the cost-effectiveness of grant dollars
that receiving municipalities actually spent on the targeted category of expenditure. Our research design will

aim to recover the total pass-through rate of CWA grants.

1.2 Data

1.2.1 Clean Water Act Data

We obtain data on every CWA grant from the EPA’s Grant Information Control System. This data contains
information on the year that the EPA distributed each grant, which municipality received the grant, the specific
wastewater treatment facility the grant was designated for and the amount distributed.!’

Using a unique facility code, we merge our grant data to the 1972 Clean Watershed Needs Survey
(CWNS), an assessment of the capital investment that publicly-owned wastewater treatment facilities re-
quired to come into compliance with the Clean Water Act. Importantly, the EPA conducted the 1972 CWNS
before distributing any CWA grants, so the CWNS provides information on the treatment technology that
each facility had in place before grant receipt.

The CWNS also includes information on the total amount of wastewater flowing through many facilities.
We use these flow rates to calculate the costs that each non-compliant facility faced to upgrade its wastewater

treatment technology using cost estimates from USEPA (1973), a separate EPA analysis of upgrade costs.!8

1.2.2 Municipal Finance Data
We merge this linked facility level data to spending data from the municipality that operates each facility,
dropping facilities operated by municipalities that we do not have spending data for. We refer to municipal-
ities with only compliant facilities as compliant municipalities and those with only non-compliant facilities
as non-compliant municipalities. Since we cannot observe exactly how local governments spend grants for
specific treatment plants, we drop the 45 municipalities in our finance data with both compliant and non-
compliant facilities from our sample.'® Many municipalities receive multiple grants during our study period,
so we define treatment as an absorbing state that begins when a municipality receives its first CWA grant.
Our data on municipal finances comes from the Census Bureau’s Historical Database on Individual Gov-

ernment Finances. This database includes annual financial data starting in 1951 sourced from the Com-

7Qur analysis does not include grants distributed through predecessor programs similar to the CWA. See Appendix Section 1.6.4.2
for further discussion.

18We do not calculate cost estimates for the 23 non-compliant municipalities in our sample that operate facilities that are missing
information on total wastewater flow.

19Some facilities in the CWNS are missing information on compliance with treatment technology standards, however, no facilities
operated by municipalities in our spending data are missing this information.



pendium of City Government Finances and City Government Finances surveys. Initially the Census Bureau
surveyed the universe of municipalities with a population of at least 25,000. This limit rose to 50,000 in
1960 and 75,000 in 1987. As a result, we observe spending in 216 municipalities every year from 1951 until
1999.%0

Table 1.1: 1970 Summary Statistics by Facility Compliance

ey @) 3)
Compliant Non-Compliant Difference
Population 115,501 396,525 -281,023
(73,126) (954,559) (204,352)
Total Revenue 253.13 294.21 -41.08
(138.17) (155.15) (36.16)
Total IGR 52.84 64.39 -11.55
(62.93) (70.45) (16.43)
Federal IGR 11.43 10.85 0.58
(15.64) (11.56) (2.96)
Nonwater Utility Rev 21.18 18.15 3.03
(44.79) (45.12) (10.72)
Property Tax Revenue 82.21 98.30 -16.09
(72.75) (79.08) (18.53)
Water Utility Revenue 23.10 2291 0.19
(9.10) (8.58) (2.06)
Total Expenditure 277.26 308.16 -30.90
(154.56) (166.63) (39.10)
Total IG Exp 1.93 4.53 -2.60
(4.54) (9.98) (2.19)
Capital Outlays 79.35 63.88 15.47
(57.33) (37.65) (10.02)
Highway Exp 21.16 21.95 -0.79
(8.38) 9.41) (2.19)
Sewerage Capital Outlay 8.94 6.17 277
(9.61) (6.80) (1.76)
Sewerage Non-capital Exp 5.50 5.04 0.46
(3.13) (3.11) 0.74)
Nonwater Utiltiy Exp 22.46 18.82 3.64
(49.25) (46.86) (11.26)
Water IG Exp 1.98 2.39 -0.40
(1.91) (2.59) (0.59)
Water Non-capital Exp 13.34 12.85 0.49
4.74) (5.90) (1.36)
Water Capital Outlay 13.45 8.37 5.08
(19.01) (11.53) (3.16)
Observations 22 90 112

Notes: This table presents summary statistics for municipalities with compliant and non-compliant facilities in 1970, two years prior to
the CWA. All covariates aside from the facility compliance dummy and population represent per capita values.

20Starting in 1967, the Census also collected spending data from a larger sample of municipalities once every five years. To obtain
accurate pass-through estimates, we need to measure spending in all post-treatment periods, so we cannot use this data to estimate
pass-through. We re-estimate the crowd-out results from Section 1.4 using this data in Appendix 1.6.2.



Variables concerning municipal spending on water and sewerage utilities are available beginning in 1956.
The data separates expenditure toward sewerage services into capital outlays and non-capital expenditure.
We also observe revenue raised through a city’s water and sewerage utility services (i.e. water bills). Because
timing of grant receipt varies, we adjust both grant amount and all municipal spending outcomes to 1973

dollars.

Figure 1.2: Map of Municipalities

Notes: This figure plots the locations of the 112 municipalities in our sample. Non-compliant municipalities are shown as Xs and
compliant municipalities are shown as points.

States had some discretion about where they distributed grants, so grant receipt might be correlated with
trends in municipal spending. Rather than leveraging variation in grant receipt, we focus our analysis on the
municipalities in our finance data that received at least one CWA grant and estimate pass-through by leverag-
ing variation in grant timing.?! Table 1.1 presents summary statistics for these 112 municipalities from 1970,
two years before Congress passed the CWA, split based on whether or not the city’s wastewater treatment
facilities were in compliance with the CWA’s capital mandate when the Act came into effect.?? All vari-
ables besides population are in per capita terms. Compliant and non-compliant municipalities demonstrate
no statistically distinguishable differences across any of the observable characteristics presented in Table 1.1,
though this is largely due to statistical imprecision from the small sample size. Comparisons of means suggest
that, on average, non-compliant municipalities in our sample had larger populations and greater total revenues
and expenditures than compliant municipalities. Taken at face value, transfer revenue from other governments

to non-compliant municipalities and more lucrative property taxes explain this difference. Figure 1.2 shows

2lWe obtain similar results if we use the municipalities in our finance data that never received a CWA grant as a control group in
Appendix Section 1.6.1.4.
22We show that observable spending characteristics do not predict grant timing in Appendix Section 1.6.1.5.
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the location of each municipality in our sample.??

1.3 Grant Pass-Through

1.3.1 Pass-Through Methods

We want to select a design that recovers the total pass-through rate. To do this, we need an estimate of
the average treatment effect on the treated (ATT), which describes the average increase in sewerage capital
expenditure after grant receipt. Dividing the ATT by average grant amount returns the pass-through rate for
the average CWA grant dollar in our sample.?*

We follow Callaway and Sant’Anna (2020b) and leverage variation in the timing of CWA grant receipt
to estimate “group-time average treatment effects”. At least one municipality receives its first CWA grant
in every year from 1972 to 1981, as well as in 1985 and 1988. This variation in treatment timing yields
12 “timing groups”, which we index g = 1972,...,1981,1985,1988. We estimate the group-time average
treatment effect for each group g in each time period ¢ by comparing units in g to units that were not yet
treated in time . We then summarize the reduced form effect of grant receipt on sewerage capital spending
by aggregating these group-time average treatment effects together.”

Under a parallel trends assumption, the group-time average treatment effect for group g at time ¢ is
ATT(g,t) =E[C; —C4—1|Gg = 1] —E[C; —Cy—1|D; = 0]

where C; is average sewerage capital spending at time ¢, G, is a dummy variable that equals one for units

in timing group g and D, is a dummy that equals zero for units not-yet-treated at time . We estimate each

— —

ATT(g,t) with its sample analogue, ATT (g,t).?6 This process yields many ATT (g,t), most of which are

identified off of relatively few observations, so instead of interpreting individual ATT (g,¢), we summarize

—

the effect of treatment by aggregating the AT T (g,¢) together.

23See Appendix 1.6.4 for more discussion of our data.

24Two-way fixed effects (TWFE) estimators are one of the most common ways to leverage variation in treatment timing. This
estimator regresses targeted spending on a treatment dummy and unit and time fixed effects. The resulting estimate is a weighted
average of comparisons between (1) spending in newly treated municipalities relative to spending in municipalities that have not yet
been treated and (2) spending in newly treated municipalities relative to spending in already-treated municipalities. While the first type
of comparison only requires a parallel trends assumption to recover an estimate of the ATT, to use the second type of comparisons, we
must assume that treatment effects are constant over time. If treatment effects are dynamic, already-treated units, which are still actively
responding to treatment, will not make valid counterfactuals for what would have happened in the absence of treatment, so the second
type of comparison does not return a meaningful result and we cannot interpret a TWFE coefficient as the ATT (Goodman-Bacon,
2021a). We have an a priori reason to expect the effect of grant receipt on spending to change over time; states distributed CWA grants to
fund specific projects, so we would expect grant receipt to cause an increase in sewerage capital spending that only lasts until the project
is completed. When spending returns to pre-treatment levels, this decrease is subtracted from a TWFE estimate, biasing the estimate
upwards. Since this estimator does not return the ATT, we cannot recover the total pass-through rate from a TWFE estimate, which
motivates us to use a different estimator.

23Since this estimator only relies on comparisons between newly treated units and not-yet-treated units, we do not need to place any
restrictions on treated potential outcomes, and our estimates will not be biased by dynamic treatment effects.

26ATT(g7t) = En[a 76g71 ‘Gg = 1] 7En[6t 76g71 ‘Dt = O]
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We aggregate group-time treatment effects into summary measures in several ways. First, we examine
how the effect of CWA grant receipt on sewerage capital expenditure evolves over time with an event study
specification. For each time relative to treatment e, we estimate the effect of treatment for units that have

been treated for e periods with 6 (e).

R 1985 1987 .
bp(e)= Y Y 1{t—g=e}ATT(g,)P(G=glt—g=e¢) (1.1)
¢=19721=1957

Taking an average of the é\D(e) for e such that e > 0 provides a summary measure of the reduced form effect
of grant receipt on sewerage capital spending.
Another way to summarize this effect is to take a weighted average of all of the AT/T@t) such that g <7

where the weights are based on timing group size. The formula for this weighted average is

] 1985 1987 .

— Y Y Yg<t}ATT(g,1)P(G=3g) (1.2)
K ¢Z1972:=1972

where & = ¥, %557, ¥, 2757, 1{g <1}P(G = g).

We can use these estimates to recover the total pass-through rate. Under a parallel trends assumption,
our summary measures of the effect of grant receipt on sewerage capital spending represent estimates of the
average increase in targeted spending after grant receipt. We can repeat our estimation process with grant
amount as the dependent variable to estimate the associated first stage. Dividing the reduced form effect
of grant receipt on sewerage capital spending by the first stage relationship between grant receipt and grant
amount returns the average increase in sewerage capital spending induced by a dollar of grant funding, which
is the total pass-through rate.

To identify a given ATT(g,t), we must assume that, in absence of treatment, the average outcomes in
timing group g would have followed parallel trends with not-yet-treated groups in period ¢. Since we are
primarily interested in summary measures, we do not need to interpret individual A@t) and we do not
need this assumption to hold for all group-time pairs. Instead, we must assume that, on average, parallel
trends holds for all groups g in all periods ¢ such that g <t.

Callaway and Sant’ Anna (2020a) constructs standard errors with a multiplier bootstrap procedure. Instead
of re-sampling observations as in a pair-bootstrap, each multiplier bootstrap draw perturbs the influence
function of the estimate (which measures the dependence of the estimate on each cluster in the sample).
Our pass-through estimator is a function of two Callaway and Sant’Anna (2020a) objects (specifically, the
reduced for divided by the first stage), and rather than derive the influence function for this estimator, we

present pair-bootstrap standard errors clustered at the municipality level for our pass-through estimates.
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Figure 1.3: First Stage Relationship Between Grant Receipt and Grant Amount

Notes: This figure shows average grant amount for each year relative to treatment.
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Figure 1.4: Sewerage Capital Spending Increased After Grant Receipt

Notes: This figure shows the reduced form relationship between grant receipt and sewerage capital spending by presenting the ép(e)
for each year e relative to treatment, where ap(e) = ):;9:815972 ):}2%7957 1{r—g=e}ATT(g,t)P(G = g|t — g = ¢). g indexes timing groups

and ¢ indexes years. ATT(g,1) is the difference between changes in spending in units in group g in periods ¢ and g — 1 and changes in
spending in units not yet treated at time ¢ in periods # and g — 1.
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Table 1.2: CWA Grants had Low Pass-Through

(1 2) 3)
Panel A: Dynamic Aggregation Grant Amount  Sewerage Capital
Treat * Post 11.72%% 5.628***
(1.31) (1.746)
Pass-through 0.480**
(0.207)
p-value: Pass-through = 0 0.020
p-value: Pass-through = 1 0.012
Observations 3630 3630 3630
Panel B: Dynamic Aggregation (e < 6)
Treat * Post 19.81%* 8.844***
(2.768) (2.485)
Pass-through 0.446***
(0.142)
p-value: Pass-through = 0 0.002
p-value: Pass-through = 1 0.000
Observations 3630 3630 3630
Panel C: Balanced Dynamic Aggregation
Treat * Post 19.87** 8.914**
(3.011) (2.302)
Pass-through 0.448***
(0.137)
p-value: Pass-through =0 0.001
p-value: Pass-through = 1 0.000
Observations 3564 3564 3564
Panel D: Simple Aggregation
Treat * Post 13.26%* 6.115%*
(1.526) (1.980)
Pass-through 0.461***
(0.156)
p-value: Pass-through =0 0.003
p-value: Pass-through = 1 0.001
Observations 3630 3630 3630

Bootstrap standard errors in parentheses, clustered at municipality level
* p<0.10,™ p <0.05,** p < .01

Notes: This table presents estimates of the first stage relationship between grant receipt and grant amount, the reduced form effect of

grant receipt on sewerage capital spending and the pass-through rate for all CWA grants. Panel A presents averages of the §D(e) for

each time relative to treatment ¢ for e > 0 calculated with 6 (e) = 2}1,9:8?972 Y8 1{t — g = e}ATT(g,t)P(G = g|t — g = ¢). Panel B

re-estimates the results in Panel A for e such that 0 < e < 6. Panel C re-estimates the results in Panel B for municipalities that we observe
for at least seven post-treatment periods. Panel D presents averages of group-time treatment effects based on group size calculated with
the following equation 1 2;9315972 Y o8, 1{g <t}ATT(g,t)P(G = g) where k = 2;9:815972 Y87, 1{g <t}P(G = g). Grant amount is
the dependent variable in column 1, and sewerage capital spending is the dependent variable in column 2. Column 3 shows the implied
pass-through rate from dividing the reduced form in column 2 by the first stage in column 1.
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1.3.2 Full Sample Pass-Through Results

We begin with a flexible specification that explores how the effect of grants evolves over time. Figure 1.3
examines the first stage relationship between grant receipt and grant amount by presenting the aD(e) from
equation 1.1 with grant amount as the dependent variable. Each §D(e) in Figure 1.3 is equal to average grant
amount e years after treatment. Figure 1.4 then presents the associated reduced form estimates of the effect
of grant receipt on sewerage capital spending. The null effects in the 16 years before grant receipt support
a research design that leverages variation in grant timing by showing common trends in sewerage capital
spending in treated and not-yet-treated municipalities before treatment, which suggests that parallel trends
would have continued in absence of treatment. The estimates increase after the arrival of a municipality’s
first CWA grant and remain high for seven years after grant receipt. Sewerage capital spending decreases to
near pre-treatment levels by eight years after grant receipt. The EPA estimates that upgrades paid for with
CWA grants could take up to 10 years from initial grant receipt to project completion (USEPA, 2002), so the
shapes of Figures 1.3 and 1.4 are consistent with grant funding and sewerage capital spending returning to
pre-treatment levels as municipalities complete grant funded projects.?’

Table 1.2 summarizes the results in Figures 1.3 and 1.4. First, Panel A presents averages of the §D(e) from
Figures 1.3 and 1.4. Since the effect of grant receipt on both sewerage capital spending and grant amount
return to near pre-treatment levels by seven years after treatment, Panel B re-calculates the results in Panel A
for the fist seven post-treatment periods.

Since treatment timing varies, we do not observe all of the municipalities in our sample for the same
number of post-treatment periods. For this reason, the composition of the groups that contribute to each
event study coefficient in Figures 1.3 and 1.4 changes when event time changes. This causes our dynamic
aggregations in Panels A and B of Table 1.2 to weight up observations of municipalities that are treated
earlier, which can produce misleading results if the effect of grant receipt varies across timing groups. We
address this in Panel C by re-calculating the results in Panel B on the sub-sample of municipalities that we
observe for at least seven post-treatment periods. The estimates are similar to those in Panel B.?

Finally, Panel D of Table 1.2 presents a weighted average of all post-treatment group-time-treatment
effects calculated with equation 1.2.

Dividing the reduced form estimates in Table 1.2 by their respective first stage estimates suggests that
CWA grants have a total pass-through rate between 0.446 and 0.480. Across aggregations, the 95% confi-
dence intervals of the first stage and reduced form estimates do not overlap and we can reject a test of the

hypothesis that our pass-through estimate equals one, so we reject full grant pass-through for the full sample.

2’ Table 1.12 presents the results in Figures 1.3 and 1.4 in tabular form.
28Figure 1.10 presents the associated event study.
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1.3.3 Evaluating CWA Investments
We can use estimates of the total pass-through rate for the full sample to find the benefit to cost ratio of the
CWA grant dollars that municipalities spent on sewerage capital (i.e., the benefit to cost ratio of the wastewater
capital upgrades themselves). Using increased housing prices to quantify the benefits of CWA grants, Keiser
and Shapiro (2019a) estimates a benefit to cost ratio of 0.26. Flynn and Marcus (2021) finds that this ratio
may be as high as 0.45 after incorporating improvements to infant health.?” Dividing this benefit to cost
ratio by the total pass-through rate yields the benefit to cost ratio of CWA grant dollars that municipalities
spent on sewerage capital. Our preferred specification in Panel B of Table 1.2 shows that, in total, receiving
governments in our sample spent 44.6% of CWA grant dollars on sewerage capital upgrades. Dividing these
results implies that the CWA grant dollars that municipalities spent on sewerage capital have a benefit/cost
ratio of 1.01.3° This suggests that, given previously quantified benefits of the CWA, accounting for low
pass-through can lead to favorable benefit to cost ratios of CWA-funded wastewater capital upgrades.!

The standard error on our preferred specification suggests a 95% confidence interval of 0.165 to 0.727.
Dividing previously estimated benefits of CWA grants by the upper bound lets us reject a benefit/cost ratio
less than 0.62.

We examine which municipalities are driving this low pass-through in the next section.

1.3.4 Heterogeneity in Pass-Through

We explore heterogeneity in pass-through by mandated costs. Compliant municipalities face no mandated
costs, and mandated costs vary within our sample of non-compliant municipalities. Since, in theory, setting
grant amount equal to mandated costs increases the likelihood of full pass-through, we estimate pass-through
separately for compliant municipalities, non-compliant municipalities where grant amount is approximately
equal to mandated costs, and non-compliant municipalities where grant amount is greater than mandated
costs.

Splitting the sample along compliance is straightforward, but it is not immediately obvious how to divide
non-compliant municipalities based on mandated costs. We first need to identify which grants are approx-
imately equal to mandated costs and which grants are larger than mandated costs. Once we define these
groups, we can separately estimate pass-through for (1) non-compliant municipalities whose grant funding
is completely bound by the capital mandate and (2) non-compliant municipalities that receive grants that

include funding that is not bound by the capital mandate. Figure 1.1 shows that, while grants are similar to

29This assumes that hedonic estimates do not capture any health benefits. It is unlikely that this historical population fully understood
the relationship between surface water quality and the health of infants in utero, so this assumption is plausible.

30The other results in Table 1.2 suggest that the CWA grant dollars that municipalities spent on sewerage capital had a benefit/cost
ratio of between 0.937 and 1.01. This benefit/cost ratio is even higher if we use the estimates from our stacked difference-in-difference
in Table 1.24, which suggest a benefit/cost ratio of 1.32.

31We discuss potential shortcomings of this back-of-the-envelope calculation in Appendix Section 1.6.1.7.
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costs for municipalities that receive relatively small grants, grants to municipalities that receive large grants
are substantially larger than the estimated cost of upgrading. For this reason, we want to divide our sample
of non-compliant municipalities into those that received large and small grants.

We divide our sample at the point on the distribution of grant amount where costs are no longer increasing
in grant size.>?> To estimate this point, we keep one observation from each non-compliant municipality that

we have cost data for and estimate the following equation with non-linear least squares

cost; =(ay + by * Total Grant;) x 1{Total Grant; < split} (1.3)

+ (a1 + by * split + by * (Total Grant; — split)) x 1{Total Grant; >= split}

where cost; is our estimate of municipality i’s total per capita cost of upgrading and Total Grant; is munic-
ipality i’s total per capita grant amount. Column 1 of Table 1.3 presents our estimate of split. This result
shows that costs are increasing in grant size up to $125 of total per capita in grants and flatten out for grants
above $125. We estimate pass-through separately for non-compliant municipalities above and below this

threshold.?3

Table 1.3: Non-Linear Least Squares Estimates of Break in Cost

() ()
Total Cost  Total Cost
Split 125.2** 138.2
(60.49) (106.8)
Observations 41 58

Standard errors in parentheses
*p<0.05* p<0.01, " p<0.001

Notes: This table presents split from estimating cost; = (a1 + by * grant;) * 1{grant; < split} + (a; + by = split + by * (grant; — split) ) *
1{grant; >=split} on a sample of non-compliant municipalities with non-linear least squares. Column 1 presents results from estimating
this equation with total cost calculated from estimates in USEPA (1973) as the dependent variable. Column 2 re-estimates the result in
column 1 without dropping municipalities in the bottom decile of total grant amount.

1.3.4.1 Semi-Parametric Methods
Rather than imposing parametric restrictions on the relationship between grant amount and targeted spending,
we explore heterogeneity in pass-through using an approximation of the dose-response function relating grant

amount and sewerage capital spending. As shown in Figure 1.1, there is substantial variation in grant amount,

32This is the point where the quadratic fit in Figure 1.8 flattens out.

33The EPA did not include facilities with a total flow rate of less than 5 million gallons per day in their sample when estimating
the cost functions that we use to calculate costs. These cost functions over-estimate costs for smaller facilities (USEPA, 1973). Most
municipalities in the bottom decile of grant aid had facilities of this size, so we drop these municipalities when we estimate the results in
column 1 of Table 1.3. We re-estimate equation 1.3 on the full sample in column 2, which yields an estimated cutoff of $138 per capita.
Table 1.13 shows that our pass-through estimates are similar if we use either of the cutoffs in Table 1.3.
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and plotting out each municipality’s total grant amount will give us the x-axis of this dose-response function.
We can then find the y-axis by estimating each municipality’s response to grant receipt.

To do this, we follow Deshpande and Li (2019) and re-organize our data into “stacks”. Each stack S is
defined by a single treated municipality, called municipality s, which is labeled as treated in that stack. We
then add municipalities that received grants at least seven years after the treated municipality to the stack,
which are labeled as controls. We can estimate the reduced form effect of grant receipt on sewerage capital
spending for municipality s by comparing spending between municipality s and the control municipalities
in stack S before and after the year in which municipality s becomes treated.>* Estimating equation 1.4 on

observations in stack S returns the result from this comparison.

Cir = 0+ B * post, x treat; + S post, + wtreat; + & (1.4)

Municipalities are indexed by i, stacks by s, and years by ¢. Cj is per capita sewerage capital spending, and

treat; is a dummy variable that equals one for municipality s (the treated unit). Plotting ﬁszxz against the total

amount of grant dollars distributed to municipality s for all stacks yields a semi-parametric approximation of
the dose-response relationship between grant amount and sewerage capital spending.>

We summarize these figures by appending groups of stacks into one dataset and estimating a stacked

difference-in-difference. Equation 1.5 estimates first stage relationship between grant receipt and grant

amount, denoted gjr,

gir = 00 + BFF Dy + Qi + 0 + iy (1.5)
and equation 1.6 estimates the reduced form effect of grant receipt on sewerage capital spending,

Ci=0p+ ﬁrs}aCkEdDiz + Ot + Qs + Eigs (1.6)

where D;; is a dummy variable that equals one after grant receipt, and o;; and o4, are stack-by-municipality

34By estimating the effect of grant receipt on individual units across all post treatment periods, a stacked estimator allows us to semi-
parametrically examine the relationship between grant amount and sewerage capital spending before constructing summary measures
of pass-through. Since timing groups contain both compliant and non-compliant municipalities, as well as municipalities that received
different sized grants, we cannot repeat this process with Callaway and Sant’ Anna (2020a) without making a priori assumptions about
the relationship between grant amount and sewerage capital spending, as well as the relationship between compliance and sewerage
capital spending.

33To identify the B2X?, we must assume that sewerage capital spending in municipality s and the control municipalities in stack S
would have followed parallel trends in absence of treatment. This is stronger than the assumption we need to identify ﬁ,‘?}“d“’d in equation
1.6, which only requires us to assume that parallel trends holds on average (we derive this identifying assumption in Appendix Section
1.6.3.4). For this reason, we should interpret individual B2X? with caution. Note that, under parallel trends, each B2X? represents the
effect of going from zero grant dollars to the grant dollars distributed to municipality s on municipality s. This does not tell us anything
about the effect of going from municipality s — 1’s grant amount to municipality s’s grant amount, or the effect of grant receipt on any
other municipality.
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and stack-by-year fixed effects. In tandem, theses fixed effects force identification to come from within-stack
variation, ensuring that our estimates will not reflect any comparisons between newly treated municipali-
ties relative and already-treated municipalities. Since it is only identified off of within-stack comparisons,
[3;‘}““"“’ is an unweighted average of all the ﬁszx 2. We present pair-bootstrap standard errors clustered at the

municipality level 3

1.3.4.2 Pass-Through Results for Sub-Groups of CWA Grants

Figure 1.5 examines the relationship between grant amount and sewerage capital spending in non-compliant
municipalities. This figure plots out the ﬁszxz from estimating equation 1.4 on units in each non-compliant
stack against municipality s’s total grant amount.>” Sewerage capital spending is increasing in grant amount
for municipalities that received grants totaling up to $125 per capita, but this relationship is flat for munici-
palities receiving more than $125 per capita. Importantly, Figure 1.5 shows a relationship between the %2
and total grant amount that is very similar to the relationship between cost and total grant amount shown in
Figure 1.1.

Figure 1.6 repeats this process for compliant municipalities. This figure shows that grants to compliant
municipalities had low pass-through regardless of size.

Table 1.4 summarizes Figures 1.5 and 1.6 by estimating equations 1.5 and 1.6 on sub-samples of stacks.
Panel A presents pass-through estimates for non-compliant municipalities that received grants totaling up to
$125 per capita. The pass-through estimate in column 3 suggests that CWA grants led to a dollar-for-dollar
increase in sewerage capital expenditure in these municipalities. Panel B presents estimates for all other
stacks defined by non-compliant municipalities, which have much lower pass-through. Panel C presents
estimates for all stacks defined by compliant municipalities, which also have low pass-through.

Interpreting the results in Table 1.4 as the total pass-through rate suggests that non-compliant municipal-
ities in our sample that received grants totalling less than $125 dollars per capita increased sewerage capital
spending by 104.9% of all grant dollars distributed to them, while all other non-compliant municipalities in
our sample increased sewerage capital spending by 26.7% of all grant dollars distributed to them. Compliant
municipalities in our sample increased sewerage capital spending by 3.37% of grant dollars distributed to

them.3®

36To construct standard errors, we take a random sample (with replacement) of municipalities in the unstacked data, re-form stacks,
then perform our estimates. We repeat this process 1000 times and use the results to calculate bootstrap standard errors. See Appendix
Section 1.6.3.4 for further discussion of stack construction and inference with a stacked difference-in-differences estimator.

3TBecause they reflect averages across seven years, we multiply the ﬁfx 2 in Figures 1.5 and 1.6 by seven. This makes these figures
more comparable in scale to Figure 1.1 and with one another.

38 Table 1.14 shows that pass-through was low for compliant municipalities that received large and small grants alike, which suggests
that the heterogeneity in pass-through by grant size documented in Panels A and B of Table 1.4 is driven by differences in costs rather
than other confounding factors associated with grant size that are similar across compliant and non-compliant municipalities.
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Figure 1.5: 2X2 DD Coefficients vs Grant Amount for Non-Compliant Municipalities

Notes: This figure plots the ﬁSZX 2 from estimating C; = o + BXZX 2 post, * treat; + 8 post; + otreat; + €, on observations in each stack s

(for stacks defined by non-compliant municipalities). Sewerage capital spending is the dependent variable. We plot each stack’s ngz

against the total grant dollars distributed to the treated municipality in that stack. We divide the stacks at $125 per capita of total grant
dollars and fit lines to the B2X? in each group. We multiply the B2X? by seven to reflect that each B2X? represents an average across

seven post-treatment years.
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Figure 1.6: 2X2 DD Coefficients vs Grant Amount for Compliant Municipalities

Notes: This figure re-estimates the results in Figure 1.5 for stacks defined by compliant municipalities.
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Table 1.4: Pass-Through is Heterogeneous in Grant Size and Compliance

() 2 (3)
Panel A: Non-Compliant and < $125 Grant Amount  Sewerage Capital
Treat * Post 6.935%** 7.279
(0.729) (7.653)
Pass-through 1.049
(1.138)
p-value: Pass-through = 0 0.357
p-value: Pass-through = 1 0.965
Observations 2162 2162 2162
Panel B: Non-Compliant and >= $125
Treat * Post 46.01*** 11.81
(6.306) (7.130)
Pass-through 0.267
(0.156)
p-value: Pass-through = 0 0.087
p-value: Pass-through = 1 0.000
Observations 1518 1518 1518
Panel C: Compliant
Treat * Post 16.43*** 0.553
(3.905) (4.655)
Pass-through 0.0337
(0.345)
p-value: Pass-through = 0 0.922
p-value: Pass-through = 1 0.009
Observations 920 920 920

Bootstrap standard errors in parentheses, clustered at municipality level
* p<0.10,* p <0.05,** p<.01

Notes: This table presents estimates of ¥;; = g + BDj; + s + 045 + €;rs. Municipalities are indexed by i, stacks by s, and years by ¢. Dj,
is a dummy variable that equals one after grant receipt, and ;s and 04, are stack-by-municipality and stack-by-year fixed effects. Grant
amount is the dependent variable in column 1, and sewerage capital spending is the dependent variable in columns 2 and 3. Column 3
uses Dj as a instrument for grant amount, which returns a coefficient equivalent to dividing the reduced form in column 2 by the first
stage in column 1. Panel A presents estimates for stacks defined by non-compliant municipalities who received grants totalling less than
$125, Panel B for all other non-compliant stacks, and Panel C for all stacks defined by compliant municipalities. We present p values
from testing for a pass-through rate of one at the bottom of each panel.

Based on the above results, we reject full pass-through for compliant municipalities and non-compliant
municipalities receiving more than $125 per capita in grant aid, but cannot reject full pass-through for non-
compliant municipalities receiving grants totaling less than $125 per capita, as expected.’® While we cannot
reject complete crowd-out in non-compliant municipalities that received grants totaling up to $125 per capita
or equality of the pass-through estimates in column 3 Table 1.4, these results, along with the shapes of Figures

1.5 and 1.6, are consistent with municipalities only increasing sewerage capital spending up to the point where

39We obtain similar results when we re-estimate the results in Table 1.4 with Callaway and Sant’Anna (2020a). We present these
results in Appendix Section 1.6.1.6, and discuss our choice of estimators in Appendix 1.6.3.
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they are in compliance with the CWA’s capital mandate.*?

1.3.5 Does Variation in Grant Size Recover Total Pass-Through?
Researchers often estimate pass-through by leveraging variation in grant size with a dose-response two-way
fixed effects estimator. In this section, we follow Callaway et al. (2021) to show that, when the effect of
a grant of a given size is not constant across receiving municipalities, or when the effect of grant receipt
changes over time, this type of estimator may not return the total pass-through rate.

Consider, as an example, the pass-through estimates in Keiser and Shapiro (2019a), which suggest that
municipalities that received any CWA grant spent $0.94 of every federal dollar on sewerage capital by esti-

mating

Co=ao+ B " Egu+ai+oy+ey (1.7)

where Cj; is cumulative sewerage capital spending from 1970 to 2002 and g;; is cumulative grant amount.
Similar to a binary TWFE estimate identified off of variation in treatment timing, B1"*¥ is a weighted
average of (1) comparisons of newly treated municipalities relative to municipalities that have not yet been
treated, (2) comparisons of newly treated municipalities relative to already-treated municipalities, and (3)
comparisons of municipalities that received large grants relative to municipalities that received smaller grants.

To interpret comparisons of newly treated municipalities relative to already-treated municipalities as the
ATT, we need to make additional assumptions along with parallel trends. When treatment effects are dynamic,
already-treated units, which are still actively responding to treatment, will not make valid counterfactuals for
what would have happened in the absence of treatment. For this reason, we must assume that treatment effects
do not change over time to use this type of variation (Goodman-Bacon, 2021a).

Identifying a meaningful effect using comparisons of municipalities that received large grants relative to
municipalities that received smaller grants requires additional assumptions as well. In particular, we must
assume that a grant of a given size will have the same effect on sewerage capital spending in all receiving
municipalities in our sample (Callaway et al., 2021). If this assumption does not hold, municipalities that
received small grants will not be valid counterfactuals for what would have happened if a municipality that
received a large grant had received a small grant instead, and this type of comparison can either over- or
under-estimate the total pass-through rate.

The results in Sections 1.3.2 and 1.3.4.2 suggest that the effect of CWA grants on sewerage capital spend-

ing is not homogeneous across time relative to treatment, or across receiving municipalities. As shown in

40We show that differences in pass-through between sub-groups are not driven by differences in baseline sewerage capital spending
in Appendix Section 1.6.1.8.
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Figure 1.4, treatment effects change over time as grant funding runs out. Additionally, Figure 1.5 suggests
that the effect of grants to non-compliant municipalities is increasing in grant size (up to the point where the
capital mandate is satisfied), while Figure 1.6 suggests that grants to compliant municipalities had little to no
effect on sewerage capital spending regardless of grant size. For this reason, a grant of a given size would
likely affect spending differently in a compliant municipality than in a non-compliant municipality, which
violates the homogeneity assumption.*!

The reliability of an estimate of B}"#* from equation 1.7 depends on how much of the estimate is iden-

tified off of comparisons of early treated units to not-yet-treated units. Table 1.5 decomposes B} WFE

using
Goodman-Bacon (2021b), which shows how much of 87" is identified off of comparisons of newly treated
units to not-yet-treated units, comparisons of newly treated units to already treated units, and comparisons of

units that received large grants to units that received smaller grants.*?

Table 1.5: Decomposition of Keiser and Shapiro (2019a) Pass-Through Estimates

ey 2
Weight Average Estimate
Newly Treated vs Not-Yet-Treated  0.017 0.428
Newly Treated vs Already-Treated  0.553 1.002
Large Grant vs Small Grant 0.430 0.835

Notes: This table presents the average difference-in-difference estimates and their weights from decomposing B;_WF £ from Cy = oo +
ﬁdT,WFE + o + o + € using Goodman-Bacon (2021b). C;; is cumulative sewerage capital spending, g;; is cumulative grant amount, and
a; and o are municipality and year fixed effects.

Source: Keiser and Shapiro (2019a)

Row 1 of Table 1.5 describes the part of BdTrWF E identified off of comparisons of newly treated units to
not-yet-treated municipalities. This variation suggests a pass-through rate of 0.428, which is similar to the
pass-through estimates in Table 1.2.*3 This represents an estimate of the total pass-through rate, but less than
two percent of dTrWF E comes from this type of comparison.

Row 2 of Table 1.5 shows that more than half of B} "#* comes from comparisons of late treated munici-
palities to already-treated municipalities. Consistent with bias from treatment effects that decrease over time,

comparisons of newly treated municipalities to already-treated municipalities yield a result that is more than

41 Estimating ﬁdTrWF £ on compliant and non-compliant municipalities separately would solve the problem introduced by heterogeneity

in treatment effects by compliance, but would not address problems caused by dynamic treatment effects. For this reason, estimating
dT,WF £ on sub-groups of municipalities will not necessarily return the total pass-through rate for these sub-groups. See Appendix

Section 1.6.3.2 for further discussion of the assumptions required to use this type of variation.

42This program is the analogue of Goodman-Bacon et al. (2019) for difference-in-difference estimates identified off of continuous
variation.

43The part of the pass-through estimate in Keiser and Shapiro (2019a) that is identified off of comparisons of newly-treated units to
not-yet-treated is identified off of the same type of variation as the pass-through estimates in Table 1.2. The similarity of these results
suggests that, even though we make several sample restrictions that Keiser and Shapiro (2019a) do not (we drop both municipalities
that are missing information on compliance and municipalities in our finance data with both compliant and non-compliant facilities),
the differences between our estimates and those in Keiser and Shapiro (2019a) come from differences in the source of variation we use
rather than differences between our samples.
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twice as large as the result from comparing newly treated municipalities to not-yet-treated municipalities.
Finally, Row 3 of Table 1.5 shows that a large portion of B} "#£ comes from comparisons of municipali-
ties that received large grants to those that received smaller grants. Many of these comparisons are between
compliant and non-compliant municipalities, which do not represent causal estimates.
The decomposition in Table 1.5 shows that, when the effect of a grant of a given size is heterogeneous

across receiving municipalities, estimating pass-through with a dose-response TWFE estimator will produce

an estimate that may not equal the total pass-through rate.

Table 1.6: Pass-Through Results are Robust to Population Weighting

ey 2 3
Grant Amount  Sewerage Capital
Treat * Post 14.55%* 5.628***
(3.45) (1.69)

Pass-through 0.387**

(0.162)
p-value: Pass-through = 0 0.017
p-value: Pass-through = 1 .000
Observations 3630 3630 3630

Bootstrap standard errors in parentheses, clustered at municipality level
*p<0.10,* p <0.05,** p<.01

Notes: This table re-estimates the results from Panel B of Table 1.2 weighting by population.

Table 1.7: Full Sample of Grants

ey 2 3)
Panel A: All Grants All Non-compliant Compliant
Total Grant Amount 2,741,595 2,454,547 2,260,387
Total Cost 932,683
Observations 10,202 9027 940
Panel B: Grants with Spending Data
Total Grant Amount 46,883,636 54,197,768 17,627,110
Total Cost 28,815,210
Observations 112 90 22

Notes: Column 1 presents average total costs and average total grant amount for all municipalities that received CWA grants, and column
2 presents average total costs and average total grant amount the municipalities in our sample.

1.3.6 Can We Generalize These Results to All CWA Grants?
Our results represent the pass-through of $25.5 billion (2014$) of the $153 billion in grants funded by the
CWA, and in this section, we discuss how generalizable our results are to CWA grants outside of our sample.

The Census Bureau collects annual finance data from the universe of municipalities with populations over
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75,000, so our sample only includes grants distributed to relatively large cities. If population is correlated
with preferences for sewerage capital spending, grants to municipalities outside of our sample might have
a different pass-trough rate than grants to municipalities within our sample. We adjust for heterogeneity in
pass-through by population in Table 1.6 by weighting our pass-through results by population. This does not
change our results in a meaningful way, which suggests that, within our sample, treatment effects are not
correlated with population.** Since the Census data that we use is the only comprehensive source of state
and local government finance data collected on a nationwide scale (US Census Bureau, 2021), we cannot test
if this homogeneity holds outside of our sample, but the similar pass-through rates across municipality size
within our sample suggests that CWA grant pass-through is not strongly correlated with population.

Since pass-through is correlated with mandated costs, our pass-through estimates might not be general-
izable to all CWA grants if municipalities outside of our sample faced different mandated costs than munic-
ipalities in our sample. We compare municipalities in our sample to municipalities outside of our sample in
Table 1.7. Municipalities outside of our sample received smaller grants than those in our sample, but they
also faced lower mandated costs, so the ratio of grant size to mandated costs in municipalities within and
outside of our sample is relatively similar. It is not unreasonable to expect non-compliant municipalities
outside of our sample to increase sewerage capital spending up until the point where they are in compliance
with the CWA’s capital mandate, then reduce their own contribution to sewerage capital spending. If this is
the case, then the similar relationship between grant size and mandated costs in non-compliant municipalities
within and outside of our sample suggests that non-compliant municipalities outside of our sample should
have a similar pass-through rate to non-compliant municipalities within our sample. Similarly, since com-
pliant municipalities outside of our sample did not face any mandated costs, we would expect them to have
pass-through close to zero.*>

For the full sample of CWA grants, receiving governments include cities, towns, and sewage districts
(Keiser and Shapiro, 2019a), but our sample of municipal spending data only includes cities. Focusing on
cities should not affect the generalizability of our results to CWA grants outside of our sample. Towns could
use the same crowd-out mechanism as cities. In cases where grants are distributed to special water utility
districts that handle wastewater treatment for multiple cities, no single city has authority to divert grant funds
received by the utility district to other purposes, and the only diversion possible is for the utility district to

pass on grant funds to customers via lower fees, which is consistent with the crowd-out mechanism that we

44We test for this more directly in the Appendix. Table 1.15 re-estimates our pass-through results on sub-samples of municipalities
divided by tercile of population. While less precise, these estimates are relatively similar to our full sample estimates.

4SIn total, twelve percent of CWA grant dollars were distributed to facilities that were already in compliance with both state and
federal treatment technology standards. Assuming that our estimates of the total pass-through rate for compliant and non-compliant
municipalities are accurate, we can take a weighted average of pass-through estimates for compliant and non-compliant municipalities
to approximate pass-through for all CWA grants. We present the results of this exercise in Table 1.16. This suggests a pass-through rate
of 0.353, and we can reject full grant pass-through.
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explore in the next section.

1.4 How did Municipalities Spend Crowded-Out Funds?

1.4.1 Redistribution Methods

Evidence of low pass-through in compliant municipalities motivates an examination of how these municipal-
ities adjusted spending in response to grant receipt. Both Callaway and Sant’ Anna (2020a) and our stacked
difference-in-differences estimator rely on comparisons of newly treated units to not-yet-treated units, but
since we observe a relatively small number of compliant municipalities, we leverage a different source of
variation to estimate the effect of CWA grants on local spending in compliant municipalities. Since pass-
through is generally lower in compliant municipalities than in non-compliant municipalities, we can estimate
the effect of grant receipt on spending in compliant municipalities by comparing outcomes between compliant

municipalities and non-compliant municipalities before and after grant receipt with equation 1.8.
Ri; = ap + Ogrant;; x compliant; + 04 + Olg; + €; (1.8)

Our dependent variable of interest, R;;, is water utility revenue, which we expect to decrease as compliant
municipalities redistribute money to residents by lowering utility bills. grant; is a dummy variable that equals
one after a municipality receives a grant, compliant; is a dummy equaling one for compliant municipalities
and ¢; is a municipality fixed effect. g indexes timing groups, which are defined by the year in which a
municipality receives its first CWA grant and o, is a timing-group-by-year fixed effect.

Including o, in equation 1.8 lets us estimate the effect of grants to compliant municipalities on spending
without using any variation in treatment timing.*® The result from equation 1.8 is equivalent to estimating the
difference-in-difference in equation 1.9 on all observations in timing group g, which compares water revenues
between compliant and non-compliant municipalities that receive their first grant in year g in periods before

and after g, then averaging together the ngx 2 from all timing groups.

Ry =oap+ ngz 1{t > g} xcompliant; + §1{t > g} + wcompliant; + &; (1.9)

We first examine the relationship between compliance and water revenue with an event study that com-

46 A5 with our grant pass-through results, comparisons of early treated units to late treated units will be unbiased under parallel trends,
but comparisons of late treated units to early treated units may be wrong signed. While there is nothing wrong with the first type of
comparison, it is likely that variation in compliance will identify a different treatment effect than timing variation, so combining these
sources of variation in one equation will reduce the precision of our estimates. Instead, we leverage these two sources of variation
with different designs. We present results from a complementary design that identifies off of variation in treatment timing in Appendix
Section 1.6.2.1.
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pares water revenue in compliant municipalities to water revenue in non-compliant municipalities before and

after grant receipt with equation 1.10,

-2
Ry =0ap+ Z m 1{t — 1 =y} * compliant; (1.10)
y=—16

11
+ Z Y 1{t — 1 =y} * compliant; + o; + Oty + €;
y=0
then summarize this event study with equation 1.8.47

Table 1.8: Non-Compliant Cities are Valid Counterfactuals for Compliant Cities

ey 2) 3)
Grant Amount Sewerage Capital Water Operations Cost
Grant X Compliant -0.501 -4.786* -0.513
(2.967) (2.450) (0.907)
Observations 4752 4752 4752

Standard errors in parentheses, clustered at municipality level
*p<0.10,* p <0.05,** p<.01

Notes: This table presents estimates of 8 from Y;; = o + 0grant;; x compliant; + o; + 0t + €;. The dependent variable is grant amount
in column 1, sewerage capital spending in column 2, and water operations costs in column 3.

Since we only rely on comparisons between compliant and non-compliant municipalities, the identifying
assumption of this design is that, if not for the differences in compliance, average water revenues would
have trended similarly in compliant and non-compliant municipalities after grant receipt. Table 1.8 supports
comparing spending outcomes between compliant and non-compliant municipalities. Column 1 estimates
equation 1.8 with grant amount as the dependent variable. The result is small and insignificant, which shows
that compliant and non-compliant municipalities receive similarly sized grants. Column 2 re-estimates equa-
tion 1.8 with sewerage capital spending as the dependent variable. Even though grants to compliant and non-
compliant municipalities are similar in size, per capita sewerage capital spending is $4.79 lower in compliant
municipalities than in non-compliant municipalities after grant receipt. In column 3, we check if changes in
revenue are driven by falling costs in compliant municipalities by estimating equation 1.8 with water oper-
ations costs as the dependent variable. The coefficient is small and insignificant, indicating that grants are
not associated with changes in the cost of operating water utilities between compliant and non-compliant

municipalities

4TIn our crowd-out event studies, we report coefficients for 16 years before and 11 years after grant receipt, which allows us to report
only balanced coefficients. These specifications also includes bins for 17 or more years before grant receipt and 12 or more years after
grant receipt, but our results are not sensitive to this choice of binning. We examine how effects evolve in later years in Appendix Section
1.6.2.3.
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1.4.2 Redistribution Results

Figure 1.7 plots the 7, and ¥, from estimating equation 1.10 with per capita water revenue as the dependent
variable. The null estimates in the pre-treatment period provide evidence of parallel trends in water revenues
in compliant and non-compliant municipalities prior to grant receipt. The estimates begin to decrease after
grant receipt and continue to fall for 11 years after treatment. The gradual decrease in water revenue is

consistent with municipalities receiving multiple grants that they could spend over several years.
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Figure 1.7: Water Revenue Decreased After Grant Receipt in Compliant Municipalities

Notes: This figure plots the 7, and 7% from estimating R; = oo + ):;:2716 m,1{t —t = y} * compliant; + 2)1,1:0 Kl{t —tf =y}«
compliant; + o + Ot + &; with per water revenue as the dependent variable. compliant; equals one for observations of compliant
municipalities. We include municipality and timing-group-by-year fixed effects, a; and o, where g indexes the year in which a munic-
ipality received its first CWA grant.

Column 1 of Table 1.9 summarizes this effect by estimating equation 1.8 with water revenue as the
dependent variable. This estimate shows that per capita water revenue decreases by $2.32 per person in
compliant municipalities after grant receipt relative to non-compliant municipalities that receive grants in the
same year. Compared to our sample’s median per capita water revenue of $23, this estimate represents a 10
¢ 48

percent decline in water revenues raised by compliant municipalities in response to grant receip

Columns 2-4 of Table 1.9 present alternative specifications. The shape of the event study in Figure 1.7

“8Figure 1.11 checks if this effect is consistent across timing groups by presenting the 9;“ from estimating equation 1.9 on each
timing group separately. All of the estimates in this figure are negative and relatively close to the result in column 1 of Table 1.9, so
no particular within-timing group comparison is driving this result. This figure does not include coefficients for the 1980, 1985 or 1988
treatment cohorts because either no compliant or no non-compliant units were treated in those years. We omit the coefficient for the
1978 cohort because only one compliant and one non-compliant municipality became treated in that year.
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suggests that this figure might be better summarized with a trend-break specification, so column 2 estimates
a version of equation 1.9 where we interact the treatment dummy with year relative to treatment . This
estimate suggests that water revenues decrease by an additional $0.36 each year after treatment. The map
in Figure 1.2 shows that the estimates in columns 1 and 2 of Table 1.9 rely on comparisons across large
geographic areas, so in column 3, we re-estimate the specification in column 2 with region-by-year fixed
effects.*” This estimate, identified off of within-region variation in compliance, is not meaningfully different
than the estimate in column 2, and our result is still strongly significant despite losing a substantial amount
of variation. Finally, column 4 shows that our results are robust to including year fixed effects in place of

cohort-by-year fixed effects.>”

Table 1.9: Compliant Cities Spent Crowded Out Funds on Lowering Water Bills

(1) 2 3 4)
Water Revenue  Water Revenue  Water Revenue ~ Water Revenue

Grant X Compliant -2.323*

(1.157)
Grant X Compliant X e -0.364** -0.396*** -0.441%**

(0.138) (0.150) (0.132)

Timing Group X Year FE X X X
Region X Year FE X
Observations 4752 4752 4752 4840

Standard errors in parentheses

* p<0.10,* p <0.05,*** p < .01
Notes: This table estimates the reduced form effect of grants to compliant facilities on water revenues. Column 1 presents estimates
of 8 from R;; = o + Ogrant;; *x compliant; + o + Qg + €;. Column 2 presents estimates of 6 from R;; = o + Ogrant; x compliant; x

ejs + O + Oty + &; Where e;; indicates year relative to treatment. Column 3 re-estimates the result in column 2 with region-by-year fixed
effects. Column 4 re-estimates the result in column 2 with year fixed effects instead of timing-group-by-year fixed effects.

These results show that water revenues decreased in compliant municipalities relative to non-compliant
municipalities after grant receipt. This suggests that compliant municipalities redistributed grant money
to residents by lowering water utility prices, consistent with public utility providers offsetting water and

sewerage utility costs with CWA grant money in order to lower prices to consumers.

1.5 Discussion & Conclusion
There was substantial heterogeneity in the effect of CWA grants on sewerage capital spending. Municipalities
spent grant money on capital upgrades up to the point where they were in compliance with the CWA’s new

treatment technology requirements, but after municipalities met these requirements, or if none were in place,

49We divide the United States into four regions; the Northeast, consisting of CT, MA, NH, NJ, NY, PA and RI, the Midwest, consisting
of IA, IL, IN, KS, MI, MN, MO, NE, OH and WI, the South, consisting of AR, AL, DE, FL, GA, LA, MD, MS, NC, OK, SC, TN, TX,
VA and WV and the West consisting of AZ, CA, CO, MT, NM, OR, UT and WA. States not listed do not appear in our data.

SOFigures 1.12 and 1.13 present the event studies associated with columns 3 and 4 of Table 1.9.
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grants crowded out money that municipalities were already spending on sewerage capital. Per capita water
revenues decreased by ten percent from the median after grant receipt in municipalities with low pass-through
relative to municipalities with higher pass-through, suggesting that municipalities redistributed crowded out
funds to residents through reductions in water bills. In total, receiving governments in our sample spent
44.8% of all CWA grant dollars on sewerage capital.

Given previously quantified benefits of the CWA, accounting for low pass-through can lead to favorable
benefit to cost ratios of CWA-funded capital upgrades. Dividing previously estimated benefit/cost ratios of
CWA grants by our pass-through estimates suggests that the CWA grant dollars that municipalities spent on
sewerage capital have a benefit/cost ratio of 1.01. This result comes from an analysis of $25.5 billion of the
$153 billion in grants funded by the CWA. While our sample does not include grants distributed to relatively
small municipalities, pass-through is not strongly correlated with population in our sample, which suggests
that CWA grants distributed to smaller municipalities have a similar pass-through rate.

Heterogeneity in pass-through informs which types of variation researchers can use to recover the effect of
the average grant dollar on spending. Many evaluations of intergovernmental grant programs estimate pass-
through using difference-in-differences designs with continuous treatment, but when the effect of a grant of
a given size is not constant across receiving governments, estimates identified off of continuous variation in
grant size that do not account for heterogeneity in pass-through across units can either over- or under-estimate
the effect of the average grant dollar on targeted spending. In the case of the Clean Water Act, estimates of
grant pass-through identified off of variation in grant size over-estimate the total pass-through rate.

The relationship between grant amount and targeted spending is likely heterogeneous for many grant
programs. As an example, the American Recovery and Reinvestment Act of 2009 distributed almost $50
billion to state departments of education to offset budget shortfalls caused by the Great Recession through
the State Fiscal Stabilization Fund. The costs that state governments faced depended on the severity of
the local economic downturn, but the federal government determined grant amount based on state population
(Superfine, 2011). Budget shortfalls varied widely across states, so if pass-through depended on the costs that
receiving governments faced to enact policy, it is unlikely that all states would have responded to transfers
of a given size in the same way. More generally, grant size is often positively correlated with receiving
governments’ preferences for public goods (Knight, 2002), so the effect of a dollar of grant funding on
targeted spending is likely increasing in grant size in many settings.

We cannot know for sure if heterogeneity in the relationship between grant amount and targeted spending
is the cause of the inconsistent estimates of grant pass-through found in other settings, but future research
that accounts for heterogeneity in pass-through across receiving governments (as well as heterogeneity across

time relative to treatment in cases where the timing of grant receipt varies) may provide further evidence that
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this is the case. That being said, researchers are usually limited in the types of variation they can leverage to
estimate pass-through; donor governments often distribute grants in such a way that there is no never-treated
group and no variation in treatment timing, making it difficult to test for homogeneity in pass-through across
receiving governments.

We conclude by noting several implications of this study with respect to the design of intergovernmental
grant programs. First, crowd-out may be high in our setting because the CWA allotted grants toward a func-
tion of local government that had a direct revenue stream, enabling grant dollars to “drip” from where they hit
down to local residents through the low-friction adjustment of water rates. This suggests that crowd-out may
be more severe in settings where local governments have a low-friction channel through which to redistribute
grants. Key differences between grants that target environmental spending and other intergovernmental grant
programs may limit the generalizability of this result; since downstream communities are the primary ben-
eficiaries of environmental investment (e.g. communities downstream from a wastewater treatment plant or
communities downwind from air polluters), a city’s environmental spending is not salient to constituents,
whereas fees (in this case, water bills) are. In many other settings, taxpayers observe their state or local gov-
ernment receiving federal grants for a specific purpose and would notice if targeted spending did not increase,
so in most cases both spending and fees are salient to constituents.

Second, pairing grants with new regulation creates a binding constraint, which (weakly) increases the
likelihood of full pass-through and the desired policy outcome. Many grant programs use “maintenance
of effort” requirements to achieve a similar end, but these requirements are notoriously difficult to enforce.
In essence, new regulation can act like a binding maintenance of effort requirement that is relatively easy
to enforce, since a donor government can check if a receiving government satisfies a mandate rather than
auditing that receiving government’s spending. For this method of enacting policy to be effective, donor
governments must be able to identify which receiving governments need fiscal assistance and accurately
estimate the costs of grant-funded programs for each receiving government.

Similarly, our results suggest that supplementing new regulation with grants can allow local governments
to comply with new requirements without reducing spending in other categories (Baicker, 2001; Baicker and

Gordon, 2006) or raising additional revenue (Jerch, 2018).
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1.6 Appendix

1.6.1 Additional Pass-Through Results

1.6.1.1 Selection on Treated Potential Outcomes

In Section 1.3.4.2, we document heterogeneity in grant pass-through by grant size and compliance with the
CWA's treatment technology mandate, but these are not necessarily the only sources of heterogeneity in pass-
through. Since states distribute CWA grants to municipalities according to priority lists, we might expect
treatment timing to be positively correlated with treated potential outcomes. This is not a threat to identi-
fication (we do not place any restrictions on the evolution of outcomes after treatment and our identifying
assumption allows for selection into treatment on the basis of unobserved time-invariant characteristics), or
the interpretation of the heterogeneity we document in Section 1.3.4.2 (as shown in Figures 1.18 and 1.19,
the distribution of treatment timing is similar across compliant and non-compliant municipalities), but it does
have implications for the best way to summarize treatment effects. Callaway and Sant’ Anna (2020b) suggests
that when treatment effects vary across timing groups, we should first aggregate the ATT (g,¢) for each tim-
ing group g, then combine these timing group-specific effects into a summary measure by taking a weighted

average of the effect in each timing group. Specifically, we first calculate

- 1 1987

0(g)=— 1{g < YATT (g,t
(2) HB57g+1k}%2{g_ JATT (g,1)

for each group, then summarize the effect with

1985
6= ) 6(g)P(G=yg)
g=1972

Os is similar to the simple aggregation based on group-size given by equation 1.2. The difference is that
the weights in 65 do not depend on how long a unit has been treated for, while the weights in equation 1.2
depend on how many periods we observe a timing group for after treatment. This weights up groups that
are treated early, so in the presence of selection on gains, equation 1.2 weights up units that experience the
largest effects. In contrast, the weights in 5 only depend on group size.

Table 1.17 presents averages of the é(g) for all municipalities in the first three treatment groups, the
second three treatment groups and the last five treatment groups in columns 1-3. Column 4 presents Os for
the entire sample. 6Oy is similar to the dynamic and simple aggregations in Panels A and D of Table 1.2, which
suggests that treatment timing is not correlated with treated potential outcomes.

Column 5 calculates 65 with grant amount as the dependant variable. Dividing the result in column 4 by

this first stage estimate implies a pass-through rate of 0.46, which is consistent with the results in Table 1.2.
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1.6.1.2 Alternative Definitions of Full Pass-Through

Cost-sharing yields two different possible interpretations of pass-through. We define full pass-through as $1
in grant funding leading to a $1 increase in sewerage capital spending. Alternatively, since municipalities are
required to pay 25% of project costs, one could define full pass-through as $1 in grant funding leading to a
$1.33 increase in sewerage capital spending (the actual $1 in grant aid plus the $0.33 in local obligations).
Our estimates in the main text are based on the first definition, appealing to the notion of federal funding
itself being spent as intended. We present pass-through estimates using the second definition in Tables 1.18
and 1.19. These tables re-estimate the results in Tables 1.2 and 1.4 after multiplying grant amount by 1.33 in
years before 1981, and by 1.82 in 1981 and beyond. Using this definition of full pass-through, we still reject
full pass-through for the full sample, non-compliant municipalities that received large grants, and compliant
municipalities. We cannot reject full pass-trough or complete crowd-out for non-compliant municipalities
that received small grants, but the point estimate for these municipalities suggests that, while CWA grants led
to an increase in targeted spending equal to grant amount, they did not cause an increase in local contributions

to sewerage capital spending.

1.6.1.3 Average Pass-Through Rate
In the main text, we attempt to recover the total pass-through rate of CWA grants, but that is not the only
potential parameter of interest. Figure 1.20 presents the distribution of per capita grant amount for grants
in our sample and shows that grant amount is distributed approximately lognormally; given this distribution,
it is possible that a few larger grants are meaningfully driving our estimates of the total pass-through rate.
Since we want to place the largest weight on the most expensive grants when analyzing the effectiveness of a
grant program, this is a desirable feature. That being said, we may instead be interested in the “average pass-
through rate”, the percent of grant dollars spent as the donor government intended in the average receiving
municipality.

We can estimate the average pass-through rate by estimating pass-through in each unit separately, then
taking an average across municipalities. To do this, we first estimate equations 1.4 and 1.11 on observations

in stack each S.
g = 0o+ ﬁsﬁpostt xtreat; + O post, + Wtreat; + €; (1.1D)

We then divide BSZX 2 by B-Yf_;- to obtain an estimate of pass-through for municipality s, then average the result-
ing within-stack pass-through rates across municipalities.

We present estimates of the average pass-through rate in Table 1.20. While we cannot reject full pass-
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through or full crowd-out, the point estimate is similar to our estimates of the total pass-through rate.

1.6.1.4 Excluding Municipalities that did not Receive Grants
Since grant timing is determined by a municipality’s placement on a state priority list and priority lists are
explicitly based on factors that are unlikely to be correlated with trends in sewerage capital spending, we
identify our main results off of variation in the timing of grant receipt. It is less clear if grant receipt is
uncorrelated with trends in local spending, but if we are willing to assume that whether or not a municipality
received a grant is uncorrelated with trends in local spending, we can use municipalities in our finance data
that never receive a CWA grant as an additional control group.

Using never-treated units as a control group only requires minor changes to our estimators. Our Callaway
and Sant’ Anna (2020a) estimator works in exactly the same way, except we now estimate group-time average

treatment effects with

L —

ATT(g,1) = Ey[Ci — Cq_1|N; = 1] — E,[C, — C_1|N; = 0]

where N; is a dummy variable that equals one for never treated units. We can then aggregate these group-time
treatment effects together the same way we did in Section 1.3. We present these results in Figures 1.14 and
1.15 and Table 1.21. These estimates are similar to our main results.

For our stacked estimator, we construct stacks so that, instead of using units treated at least seven years
after the treated unit as controls, we use never-treated units as controls. We present these results in Table

1.22.

1.6.1.5 Observable Characteristics do not Predict Grant Timing

The identifying variation of our grant pass-through research design comes from when each municipality
receives its first CWA grant. To identify causal effects with this variation in a difference-in-difference frame-
work, we must assume that the timing of grant receipt is uncorrelated with trends in sewerage capital spend-
ing. We perform more explicit tests of our parallel trends assumption in the main text, but in this section, we
provide suggestive evidence that early and late treated units would have followed parallel trends in absence
of treatment by showing that early and late treated municipalities are observably similar before treatment. We

test if observable characteristics of municipalities predict the timing of grant receipt with equation 1.12.
GrantYear; = 0y + otycompliant; + 00 X;;, + &), (1.12)

We regress the year municipality i receives its first CWA grant on observable municipality characteristics
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X from a baseline year p, conditional on the municipality not yet receiving a grant in year p. Table 1.23
presents results from estimating equation 1.12 for baseline years 1971, 1974 and 1977.5! X;p includes city
population and per-capita measures of both holistic (e.g. total revenue, total intergovernmental revenue, total
capital outlays) and specific (e.g. sewerage capital outlays, water utility revenue) categories of government
revenue and expenditure.

None of these observable characteristics consistently predict grant timing. All of the point estimates are
small and precisely estimated and the only covariates that have a significant effect on year of grant receipt are
water capital spending and log population using 1971 as a baseline year. The coefficients on these variables
do not represent economically meaningful changes; a ten percent difference in 1971 population is associated
with a municipality receiving its first grant 0.08 years earlier and a one standard deviation increase in water
capital outlay is associated with a less than one year change in grant timing. Both of these characteristics
are no longer significant and change signs when we use other baseline years. While the covariates are jointly
significant when we use baseline years of 1971 and 1974, a standard deviation change in any spending
variable in either year represents a less than one year change in grant timing. This shows that grant timing is
not strongly correlated with any municipal spending characteristics, which motivates a design that leverages

variation in treatment timing to estimate pass-through.

1.6.1.6 Alternative Pass-Through Specifications
In Section 1.3, we summarize pass-through for the full sample using Callaway and Sant’ Anna (2020a) and
explore heterogeneity in pass-through using a stacked difference-in-differences estimator. We discuss our
choice of estimators in greater detail in Appendix 1.6.3, and in this section, we present additional results to
show that our results not sensitive to this choice.

Figure 1.16 presents the 7, and ¥, from estimating the following stacked event study on a pooled sample

of all stacks.

) 6
Ci=00+ Y, ml{t—tf=y}xtreatiy+ Y 1{t—1t =y} «treati;+ s+ O + s (1.13)
y=—16 y=0

Time relative to treatment is defined by 1{r — ;" =y}, which is a dummy variable that equals 1 for observations
of municipality i y years before or after ¢, the year municipality i receives its first CWA grant and treat; is a
dummy variable that equals one for the treated unit in each stack. Similar to the results in Figure 1.4, we see
null effects before treatment. The estimates increase after the arrival of a municipality’s first CWA grant and

remain high for up to 6 years after grant receipt.

3IRoughly one third of grants to municipalities in our sample were distributed from 1972 to 1973, 1974 to 1976 and post-1976.
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Table 1.24 summarizes the results in Figure 1.16. Column 1 estimates the first stage relationship between
grant receipt and per-capita grant amount by estimating equation 1.5 on a pooled sample of all stacks. Column
2 estimates the associated reduced form effect of grant receipt on sewerage capital spending by estimating
equation 1.6 on all stacks. Column 3 estimates equation 1.6 using D, as an instrument for grant amount,
which returns an estimate equivalent to dividing the reduced form by the first stage. This implies a pass-
through rate of 0.342. Using this result, we can reject full pass-through in the full sample (i.e. a test of the
hypothesis that the IV estimate in column 3 equals one).

Table 1.25 re-estimates the results in Panel B of Table 1.2 on sub-samples of municipalities. These results
are averages of the ap(e) from equation 1.1 for e s.t. 0 < e < 6. Overall, these results are similar to those
from our stacked difference-in-difference; we can reject full pass-through in non-compliant municipalities
that received large grants, but cannot reject full pass-through for non-compliant municipalities receiving
small grants. Since the effect of grant receipt on sewerage capital spending is marginally significant for non-
compliant municipalities receiving small grants, we can also marginally reject complete crowd-out in these
municipalities.

We obtain similar results in Table 1.26, where we re-estimate the results in Table 1.25 using the aggrega-
tion given by equation 1.2 (equivalent to Panel D of Table 1.2).

We cannot say anything about compliant municipalities using this estimator. Since there are relatively few
compliant municipalities in our sample, the simultaneous critical value is arguably ‘too large’ to be reliable
when we estimate the effect of grant receipt on sewerage capital spending in these municipalities, so we

default to our stacked results.

1.6.1.7 Measuring the Benefits of CWA Grants
In this section, we discuss several potential issues with using previously estimated benefits of CWA grants to
find the benefit-to-cost ratio of CWA grants that municipalities spent on sewerage capital.

First incorporating other currently unmeasured benefits could further increase the benefit-to-cost ratio
CWA grants, and a full welfare analysis would include these unmeasured benefits.

Second, a more formal analysis would take the confidence intervals and potential bias of estimates of the
benefits of CWA grants into account. In particular, both the hedonic estimates in Keiser and Shapiro (2019a)
and the infant health estimates in Flynn and Marcus (2021) come from TWFE estimators with continuous
treatment, but we show in Section 1.3.5 that this type of estimator can produce misleading results in the
presence of heterogeneity in treatment effects across compliance or heterogeneity in treatment effects across
time. The main estimates in Flynn and Marcus (2021) account for heterogeneity across compliance. Flynn

and Marcus (2021) also obtains similar results when using estimators that account for dynamic treatment
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effects. While it does not explicitly account for heterogeneity across time, the event study graphs in Keiser
and Shapiro (2019a) do not show evidence of dynamic treatment effects, and instead show that CWA grant
receipt led to a mean shift in housing prices. Keiser and Shapiro (2019a) does not account for heterogeneity
across compliance either, but since there is evidence that similar demographic groups sorted into communities
downstream from compliant and non-compliant municipalities (see Table 2 in Flynn and Marcus (2021)), it
is not clear that the effect of CWA grants on housing prices is heterogeneous across compliance. That being
said, if this heterogeneity is present, it could bias estimates of the effect of CWA grants on housing prices. It
is not clear a priori which direction this bias would move in.

Finally, the benefits of CWA grants may be driven in part by spending on categories besides sewerage
capital. In Section 1.4, we provide evidence that compliant municipalities redistributed grant dollars to res-
idents through reduced water bills. A hedonic model suggests that these savings should be capitalized into
housing prices. Since Keiser and Shapiro (2019a) estimates the effect of CWA grant receipt on housing prices
by comparing all housing units within 25 miles of treated plants against all housing units within 25 miles of
untreated plants, the estimated benefit-to-cost ratio of 0.26 in Keiser and Shapiro (2019a) may be driven in
part by the value that residents place on reduced water bills. Consequently, our estimated benefits likely
include the value that residents place on lowered water rates in addition to the benefits of improved infant
health and the value that residents place on increased water quality.

Reductions in water rates are driven by grant dollars that municipalities redistributed to residents. For this
reason, we do not want to include these benefits when we are trying to find the benefit-to-cost ratio of CWA
grant dollars spent on sewerage capital, but we cannot disentangle the portion of the effect of CWA grants
on housing prices driven by lower utility prices and the portion driven by improved water quality. We can
instead find the benefit-to-cost ratio of CWA grant dollars spent on sewerage capital and CWA grant dollars
that municipalities redistributed to residents through lowered water bills. Table 1.32 suggests that 48.5% of
grant dollars for compliant facilities went to reducing water bills (though this estimate is imprecise). Twelve
percent of CWA grant dollars went to compliant municipalities, so this represents 5.82% of all CWA grant
dollars. Since the benefit-to-cost ratio of 0.45 from Keiser and Shapiro (2019a) and Flynn and Marcus (2021)
comes from both the 44.6% of CWA grant dollars that municipalities spent on sewerage capital and the
5.82% of all CWA grant dollars went to reducing water bills, we can obtain the benefit-to-cost ratio of CWA
grant dollars that were spent on sewerage capital or redistributed to residents through reduced water bills by
dividing previously estimated benefit-to-cost ratios of CWA grants, 0.45, by the portion of CWA grant dollars
spent on sewerage capital and reducing water bills combined, 0.504. This suggests a benefit-to-cost ratio of
0.89, however this is not exactly the number that we are interested in.

We want the benefit-to-cost ratio of CWA grant dollars spent on sewerage capital. We can use the results
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in Table 1.32 to estimate a range for this number. To generate a lower bound, we can assume that reductions in
water rates were completely capitalized into housing prices (i.e. a one dollar reduction in water bills leads to
a one dollar increase in housing prices). If this were the case, then, of the $0.26 of the average dollar of CWA
grant aid capitalized into housing prices, 0.058 would come from reduced water bills and the other 0.202
would come from improvements in water quality. Combining this number with the infant health benefits
from Flynn and Marcus (2021) suggests that the CWA grant dollars spent on everything except reducing
water bills would have a benefit-to-cost ratio of 0.392. We can divide this number by the pass-through rate
to calculate the benefit-to-cost ratio of CWA grant dollars spent on sewerage capital. This suggests a benefit-
to-cost ratio of about 0.879. If instead reductions in water bills were not capitalized into housing prices at
all, all of the benefits of the CWA in Keiser and Shapiro (2019a) and Flynn and Marcus (2021) would come
from sewerage capital spending, and the benefit-to-cost ratio of CWA grant dollars spent on sewerage capital
spending would be %, or about 1.01. Where in this range the actual benefit-to-cost ratio of CWA grant
dollars spent on sewerage capital spending falls depends on the capitalization rate of reductions in water
bills, but the existing literature has not reached a consensus on the effect of changes in fees on housing prices
(Yinger et al., 2016). Recent results suggest that there should be near full capitalization if the housing supply
is inelastic (Lutz, 2015), but determining the elasticity of housing around municipal wastewater treatment
facilities is outside the scope of this paper.

Similarly, the portion of CWA grant dollars that municipalities spent on categories besides sewerage
capital spending and lowering water bills may have caused increases in housing prices or improvements in
infant health, which would similarly decrease the benefit-to-cost ratio of CWA grants spent on sewerage

capital.

1.6.1.8 Baseline Sewerage Spending by Compliance and Grant Size

If municipalities that received small grants had relatively low pre-treatment sewerage capital spending, it
could be the case that a relatively small portion of the grants distributed to these municipalities are infra-
marginal. If less of these grants dollars are inframarginal, then the higher pas-through that we document in
municipalities that receive small grants could be mechanical; municipalities that received small grants would
not have had much spending to to crowd-out, while municipalities that received larger grants spend more
in sewerage capital before grants, and would have had more baseline spending to crowd out. Table 1.27
shows that this is not the case, and that pre-treatment spending is highest in non-compliant municipalities that

receive small grants.
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1.6.2 Additional Water Revenue Results

1.6.2.1 Estimating Water Revenue Results Using Timing Variation

In Section 1.4, we leverage variation in pre-CWA compliance with the CWA’s treatment technology mandate
to examine how compliant municipalities adjust spending in response to grant receipt, but we obtain similar
results when we estimate these effects using variation in treatment timing.

In Figures 1.21 and 1.22, we estimate separate event studies for compliant and non-compliant municipal-
ities. These event studies compare water revenue after treatment to water revenue in not-yet-treated munici-
palities using Callaway and Sant’ Anna (2020a). Sub-Figure 1.21 shows that grant receipt has no significant
effect on water revenues in non-compliant municipalities. Sub-Figure 1.22 shows that water revenues are sta-
ble before grant receipt and decrease after grant receipt in compliant municipalities. Table 1.28 summarizes
these figures.

Note that the estimates in column 1 of Table 1.28, which are identified off of comparisons between early
and late treated compliant municipalities, are larger than the estimates in Table 1.9, which are identified off
of comparisons between compliant and non-compliant municipalities. Similarly, the event study in Figure
1.22 has a somewhat different shape than the event study in Figure 1.7. This does not reflect a problem with
either design. Rather, it demonstrates that these two sources of variation identify different treatment effects.

This difference is caused in part by the way in which OLS combines the effects in different treatment
cohorts into summary measures. OLS weights based on the size of timing groups and within-group variance
of the treatment dummy, which artificially weights up units treated near the middle of the panel (Goodman-
Bacon, 2021a). To avoid weighting based on within-group variance, we can take a weighted average of the
effect in each timing group where the weights are based only on the size of each timing group (i.e. a weighted
average of the effects in Figure 1.11). This average is —3.76, which is closer to the estimate in column 1 of

Table 1.28.

1.6.2.2 Why was there No Effect in Non-Compliant Municipalities?
Table 1.28 shows that grant receipt had no average effect on water revenue in non-compliant municipalities.
This result provides support for the identifying assumption of the design we use in Section 1.4, but it is
somewhat counter-intuitive; since we do not estimate full pass-through in all non-compliant municipalities in
our sample, we might expect grants to cause a decrease in water revenues in non-compliant municipalities.
Figure 1.1 suggests one explanation for this result. Note that while, on average, small grants are similar
to costs and large grants are greater than costs, there are non-compliant municipalities that receive grants
that are too small or too large along the entire distribution of grant size. If this leads some municipalities

redistribute grant funds by decreasing their water bills while other municipalities increase water bills to cover
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costs greater than grant amount, these effects will cancel out.

Figures 1.23 and 1.24 provides suggestive evidence that this is the case by re-estimating the results in
Figure 1.21 on sub-samples of municipalities where grants are larger or smaller than estimated costs. Figure
1.23 suggests that municipalities that receive grants that are smaller than costs increase their water bills in
order to raise the revenue needed to come into compliance with the CWAs treatment technology mandate.
Figure 1.24 does not provide clear evidence of an increase or decrease in water revenues in non-compliant
municipalities that receive grants larger than estimated costs.

Table 1.29 summarizes the results in Figures 1.23 and 1.24. The estimate for municipalities that receive
grants smaller than costs is positive, while the estimate for municipalities that receive grants larger than costs
is negative, as expected, though neither of these effects are statistically significant. This suggests that grants
did not cause a decrease in water revenues in non-compliant municipalities because these countervailing
effects cancel out.

The results in Table 1.28 also motivate a discussion of how our results relate to Jerch (2018). Jerch (2018)
uses an instrumental variables approach to estimate the effect of the CWA’s capital mandate on local spending
and finds that the capital mandate imposed a large financial burden on non-compliant municipalities, and that
non-compliant municipalities then increased water bills in response to the capital mandate. Two important
differences between this paper and Jerch (2018) can explain why we obtain different results when we estimate
the effect of grant receipt on water revenue for non-compliant municipalities: first, the research design in Jerch
(2018) intentionally does not capture the effect of CWA grants, and second, the sample of municipalities that
Jerch (2018) uses includes municipalities that did not receive any CWA grants. In contrast, we only look
at the effect of the CWA’s capital mandate on water revenues in municipalities that received CWA grants,
and find that, on average, non-compliant municipalities that received CWA grants did not change their water
bills. This suggests that the increase in water revenues in non-compliant municipalities documented in Jerch
(2018) are driven by municipalities that did not receive CWA grants. This is consistent with other studies of

unfunded federal mandates (Baicker, 2001; Baicker and Gordon, 2006).

1.6.2.3 How Long Do Effects Persist?

Figures 1.7 and1.22 both show that the effect of grants to compliant municipalities on water revenue grow
over time, which motivates an examination of how long these effects persist. Our spending data includes
observations from 1956 to 1999 and the latest treated municipality receives its first CWA grant in 1988. This
allows us to estimate event study coefficients for 12 balanced post-treatment periods in our main specifica-
tions, but if we drop the compliant municipalities treated after 1981, we can estimate event study coefficients

for 19 balanced post-treatment periods.
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Figure 1.25 re-estimates the results in Figure 1.7 on this sample. The estimates for the 16 years before
treatment and the first 12 years after treatment are very similar to those in Figure 1.7. The effect of grant re-
ceipt on water revenue reaches its lowest point 13 years after treatment, then begins to return to pre-treatment
levels.

This pattern of effects is consistent with municipalities receiving multiple grants that were fungible across
years. Figure 1.26 shows the distribution of grants that a municipality received each year relative to the year
the municipality receives its first grant. This figure shows that some municipalities receive CWA grants up
to 16 years after initial grant receipt, which can explain why the effect of grant receipt on water revenues

persists well into the post-treatment period.

1.6.2.4 Alternative Water Revenue Data

Starting in 1967, the Census began collecting spending data from a larger sample of municipalities once every
five years. Since it only contains one pre-treatment period, we do not use this data in our main crowd-out
specifications, however, we obtain similar results when we re-estimate the results in Sections 1.4 and 1.6.2.1
using this dataset.

Figure 1.27 re-estimates the results in Figure 1.7 on this data. The pattern of effects is similar to those
in Figures 1.7 and 1.25. Water revenue decreases in compliant municipalities relative to non-compliant
municipalities for 15 years after grant receipt, then begin to return to pre-treatment levels.

Table 1.30 summarizes Figure 1.27. Column 1 estimates equation 1.8 on our alternative dataset. Column
2 re-estimates the specification in column 1 with region-by-year fixed effects, and column 3 re-estimates the
specification in column 1 with a year fixed effect in place of a timing-group-by-year fixed effect. The results
are similar to the estimate of equation 1.8 in column 1 of Table 1.9.

Figures 1.28 and 1.29 and Table 1.31 then re-estimate the results in Figures 1.21 and 1.22 and Table 1.28

respectively. The results are again similar to those we obtain with our main dataset.

1.6.2.5 How Much Crowd-Out can Redistribution Account For?
In Section 1.4, we show that, relative to non-compliant municipalities that received grants in the same year,
compliant municipalities reduced water bills by $2.32 per capita after grant receipt. In this section, we
examine how much crowded-out spending reductions in water revenue account for.

Column 1 of Table 1.32 presents estimates of equation 1.8 with sewerage capital spending as the depen-
dent variable. Panel A estimates this equation with a dummy treatment variable and Panel B re-estimates
this specification interacting the treatment dummy with year relative to treatment. These results suggest that,

after grant receipt, compliant municipalities increased sewerage capital spending by $4.76 per capita (or by
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an additional $0.51 per year) less than non-compliant municipalities that were treated in the same year. Since,
as shown in column 1 of Table 1.8, compliant and non-compliant municipalities that were treated in the same
year received grants of similar size, this difference in sewerage capital spending is likely due to differences
in pass-through. For this reason, dividing our reduced form estimates of the effect of grant receipt on water
revenues in compliant municipalities from Table 1.9 (also presented in column 3 of Table 1.32) will show
how much crowded-out spending reductions in water revenue can account for. We present these results in
column 3 of Table 1.32. While they are imprecise and we cannot reject that the coefficients equal 1 (which
would suggest that reductions in water revenue can account for all crowded-out spending) or 0 (which would
suggest that they do not account for any crowded out spending), taken at face value, these results suggest that
reductions in water revenue can account for between half and three-quarters of crowded-out spending.

Since we do not find evidence of an increase in targeted spending in compliant municipalities, any spend-
ing that this does not account for was likely redistributed to other functions of local government according to

local preferences.

1.6.3 Choice of Estimators

There are many ways to estimate treatment effects in a difference-in-differences framework, including two
way fixed effects estimators with binary and continuous treatment, Callaway and Sant’ Anna (2020a), and
stacked difference-in-difference estimators. Each of these methods identifies off of different comparisons and
combines these comparisons into summary measures according to different weights. The decision of which
method to use is context specific, so we rely on different estimators for different portions of our analysis. In

this section, we discuss our choice of estimators in detail.

1.6.3.1 Two Way Fixed Effects with Binary Treatment
We could leverage variation in grant timing with a two way fixed effects (TWFE) estimator. To do this, we
would first estimate the reduced form effect of grant receipt on sewerage capital spending with the following

equation
Cio = o0+ B/ Dis+ 04+ 04 + & (1.14)

where Cj; is per capita sewerage capital spending, D;, is a dummy variable that equals one for observations
of municipalities after they receive their first grant and ¢; and 04 are municipality and year fixed effects. We

would then divide our estimate of ﬁrTf-WF E by an estimate of the first stage relationship between grant receipt

42



and per capita grant amount, g;, from estimating
gir = 0+ B E Dy + 0+ o4 + € (1.15)

Since every unit in our sample is eventually treated, estimating B/*"* returns an average of compar-
isons between (1) newly treated municipalities relative to municipalities that have not yet been treated and (2)
newly treated municipalities relative to already-treated municipalities. When treatment effects are dynamic,
municipalities still actively responding to treatment are not a valid counterfactual to represent potential out-
comes in the absence of treatment, so the second type of comparison can produce results that do not have
a causal interpretation. Mechanically, changes in the treatment effects of already-treated units over time are
subtracted from a TWFE estimate and we cannot interpret the resulting coefficient as the average treatment
effect of the treated (ATT) (Goodman-Bacon, 2021a).

We have an a priori reason to expect the effect of CWA grants on sewerage capital spending to change
over time. States distributed CWA grants to fund specific projects, so we would expect grant receipt to cause
an increase in sewerage capital spending that only lasts until the project is completed. When spending returns
to pre-treatment levels, this decrease is subtracted from a TWFE estimate, biasing the estimate upwards.

We illustrate this problem with a simple example (shown graphically in Figure 1.30). Consider a setting
where there are two municipalities, A and B, and three time periods, r = {0,1,2}. Treatment turns on for
municipality A in period f = 1 and for municipality B in period r = 2. After treatment turns on, the outcome
variable y increases by one, then returns to pre-treatment levels in the next period. Summarizing this effect
with TWFE will return an average of (1) a comparison of municipality A to municipality B in periods 0 and 1
where municipality A is the treated unit and (2) a comparison of municipality B to municipality A in periods
1 and 2 where municipality B is the treated unit. If we denote y! as the outcome variable in municipality i in

period ¢, the first comparison will be

a =) — =) =(4-3)—(1-1)=1

and the second will be

OB —yp)— Va—ya)=2-1)-(3-4)=2

TWEFE will return a weighted average of these two comparisons, which is strictly greater than the true
effect, and our result will be biased upwards. This sort of upward bias could be one reason that estimates

of grant pass-through are higher than economic theory would predict in situations where grants roll out over
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time.

To test the validity of a TWFE estimator in this context, we check how much of our estimate of r?WF E
comes from comparisons of newly treated units relative to already-treated units. We first estimate equation
1.14 on the full sample, then decompose the resulting estimate of ﬁrTfWF E into every possible comparison
between timing groups using Goodman-Bacon et al. (2019). Figure 1.32 presents a scatterplot of these
comparisons and their associated weights. Table 1.33 summarizes Figure 1.32 and shows that more than

half of our TWFE estimate comes from comparisons of newly treated units to already-treated units, raising

concerns over its interpretation and motivating a different estimator.

1.6.3.2 Dose-Response Two Way Fixed Effects
Researchers often estimate pass-through by leveraging continuous variation in grant size. Callaway et al.
(2021) documents several potential problems that arise when using this type of variation in a difference-
in-differences framework. In this section, we discuss how the results from Callaway et al. (2021) apply to
estimating grant pass-through.

Consider the following equation, which regresses targeted spending on a continuous measure of grant

size and unit and time fixed effects:
Ci = aO"‘ﬁdTrWFEgit‘i‘ai‘f'at‘f'git (1.16)

When there is no never treated group, then, similar to a TWFE estimate with binary treatment, estimating
dTrWF E returns a weighted average of (1) comparisons of newly treated municipalities relative to municipali-
ties that have not yet been treated, (2) comparisons of newly treated municipalities relative to already-treated
municipalities, and (3) comparisons of municipalities that received larger grants relative to municipalities
that received smaller grants. As in Section 1.6.3.1, the first type of comparison produces meaningful esti-
mates under parallel trends. In the presence of dynamic treatment effects, the second type of comparison can
produce results that do not have a causal interpretation.
To identify meaningful effects with the third type of comparison, we must assume that the effect of a grant
of a given size is homogeneous across receiving municipalities. To see why, consider two groups of munic-
ipalities treated in the same period. Municipalities in one group receive grants of size d and municipalities

in the the other group receive grants of size d’. Express the effect of d on the group that received grants of

size d as ATT (d|d). Under parallel trends, comparing the effects of grants in these groups of municipalities
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yields the following result:

ATT(d|d)—ATT(d'|d') = ATT(d|d) —ATT(d'|d)+ATT(d'|d) — ATT(d'|d")

effect of going from d’ to d selection bias

We can interpret the first term as the effect of increasing grant size from d’ to d on units that actually received
d, which is a causal parameter. The problem is that this type of comparison also includes a selection bias
term, which will be averaged into our estimate of §IW/'E.

Under parallel trends, we can write the selection term as

E[Y;(d') = Y,1(0)|D = d] = E[Y,(d") = Y;-1(0)|D = d']

which is equal to the effect of a grant of size d’ on units that actually received d minus the effect of a grant of
size d’ on units that actually received d’. If we assume that the effect of d’ is homogeneous, then these terms
cancel.

Since grants of a given size often have different effects in compliant and non-compliant municipalities,
this assumption is unlikely to hold in the context of CWA grants. The following example illustrates why
heterogeneity in grant pass-through by compliance presents a problem for estimation. Consider what happens
when we compare a non-compliant municipality that received a grant of $210 and increased spending by $75
to a compliant municipality that received a grant of $200 and increased spending by $25. The total pass-
through rate of the grants to these two municipalities is 0.244, but comparing these two municipalities implies
that each dollar of grant money led to a % = 5 dollar increase in targeted expenditure. Comparisons
of compliant municipalities to non-compliant municipalities will face the opposite problem; this type of
comparison suggests that grants led to a decrease in spending, which will bias /W downward.

We can address problems caused by heterogeneity across compliant and non-compliant municipalities
by estimating 87 ¥E on each of these groups separately, (we present these results in Table 1.34) however,
these results may not return the total pass-through rate if treatment effects are dynamic. We illustrate how
comparisons across timing groups complicate estimation with a modified version of the example in Figure
1.30 (shown graphically in Figure 1.31). There are two municipalities, A and B, and three time periods, ¢
= {0,1,2}. Treatment turns on for municipality A in period t = 1 and for municipality B in period # = 2.
Municipality A receives a dose of size 2 and municipality B receives a dose of size 1. After treatment turns
on, the outcome variable y increases by dose size before returning to pre-treatment levels in the next period.

A TWEFE estimate will include (1) a comparison of municipality A to municipality B in periods 0 and 1

where municipality A is the treated unit, divided by the dose size in municipality A, (2) a comparison of
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municipality B to municipality A in periods 1 and 2 where municipality B is the treated unit, divided by the
dose size in municipality B and (3) a comparison of municipality A to municipality B in periods 0 and 3
where municipality A is the treated unit, divided by the the difference in doses between municipality A and

municipality B. If we denote the dose size in municipality i as d;, the first comparison will be

Oh—ya) = Op—p) _(5-3)-(1-1) _

dy 2

the second will be

03 —yp)=0a—y) _2-1)-(3-5 _,
dp o 1 a

and the third will be

ba—)—-0p—yp) (3-3)—(2-1)

= :—1

dy—dp 2-1

Only the comparison of early treated units to not-yet-treated units accurately describe the relationship be-
tween dose size and the outcome variable. Note that dose-response variation returns a result that is wrong
signed even though the effect of grants is homogeneous in grant size.>

To interpret results identified off of dose-response variation as the ATT when treatment timing varies, we
must assume that the response to a given does in a given time period is constant across groups (Callaway
et al., 2021). Since treatment effects are heterogeneous across both time relative to treatment (as shown in

Figure 1.4) and compliance (as shown in Figures 1.5 and 1.6), this assumption does not hold. For this reason,

our research design does not leverage variation in grant size.

1.6.3.3 Callaway and Sant’Anna

Since it focuses on combinations of AT T'(g,t), Callaway and Sant’ Anna (2020a) is far simpler than a TWFE
estimator. In practice, Aﬁ@t), the sample analogue of AT T (g,t), is equivalent to the OLS estimate from
a two group, two time period difference-in-difference that compares observations from group g and observa-

tions from groups not yet treated at time ¢ in periods t and g — 1. That is, AT T (g,¢) is identical to an estimate

of B from equation 1.17.

Ci=0+ G+ {T =1} +B (G« I{T =1}) +e (1.17)

52See Theorem 5 in Callaway et al. (2021) for a formal discussion.
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Our 12 timing groups, observed across many post-treatment periods, yield 96 different AT T (g,¢). Most of

—

the AT T (g,t) are identified off of relatively few observations, so instead of interpreting individual Aﬁ@t),
we summarize the effect of treatment by aggregating the A@t) together. Unlike a TWFE estimator, where
comparisons are always weighted together based on group size and within-group variance of the treatment
dummy (Goodman-Bacon, 2021a), researchers can select weights appropriate to the setting. We report the
dynamic aggregation given by equation 1.1 and the simple aggregation given by equation 1.2 in the main text,
as well as an aggregation that allows for selective treatment timing in Appendix Section 1.6.1.1.

Callaway and Sant’ Anna (2020a) constructs standard errors with a multiplier bootstrap procedure.’* In-
stead of re-sampling observations, each bootstrap draw perturbs the influence function of the estimate (which
measures the dependence of the estimate on each cluster in the sample). We report multiplier bootstrap stan-
dard errors for our summary measures of the first stage relationship between grant receipt and grant amount
and the reduced form effect of grant receipt on sewerage capital expenditure.

Rather than derive the influence function for our pass-through estimator, we construct standard errors
for our pass-through estimates with a pair-bootstrap procedure. To do this, we take a random sample (with
replacement) of municipalities and jointly estimate our first stage and reduced form estimates. We then divide
our reduced form estimate by the associated first stage estimate to obtain ﬁf”"‘ , where b indexes bootstrap
iterations. We repeat this process 1000 times and use the results to calculate bootstrap standard errors with

the following equation

1 1§o Y
I ([3 00!_[31)00[)2 (1.18)
999 &~ P

where 000 = 1oy 1000 ghoot,

Because pair-bootstrap draws do not preserve the relative size of each timing group, the standard errors
for our pass-through estimates will not be efficient if the effect of treatment varies across treatment groups.
The results in Section 1.6.1.1 suggest that this is not the case, so changes in the size of timing groups across

bootstrap samples should not add variance to our pair-bootstrap estimates.>*

1.6.3.4 Stacked Difference-in-Differences
When examining heterogeneity in the relationship between grant amount and targeted spending, we rely on
estimates from a stacked difference-in-differences estimator. While most of our results are robust to using

Callaway and Sant’Anna (2020a) instead, a stacked estimator allows us to define our treatment and con-

3See Algorithm 1 in Callaway and Sant’ Anna (2020b).
>#Note that we do not go so far as to assume that treatment timing is truly random. When that is the case, difference-in-differences
designs do not provide the most efficient estimates (Roth and Sant’ Anna, 2021).
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trol groups more flexibly. While Callaway and Sant’Anna (2020a) estimates the average effect of grant
receipt on all units in a given timing group in different periods, we construct our stacks so that we esti-
mate the average effect of grant receipt on individual units across all post treatment periods. This allows
us to semi-parametrically examine the relationship between grant amount and sewerage capital spending
before constructing summary measures of pass-through. Since timing groups contain both compliant and
non-compliant municipalities and municipalities that received different sized grants, we cannot repeat this
process with individual ATT (g,) without making a priori assumptions about the relationship between grant
amount and sewerage capital spending, as well as the relationship between compliance and sewerage capital
spending. That being said, Callaway and Sant’ Anna (2020a) is much more careful about aggregating these
results together and conducting inference,” which is why we rely on Callaway and Sant’ Anna (2020a) for
our main results.

A stacked estimator can be more complicated than Callaway and Sant’Anna (2020a), so in this section,
we discuss how we construct stacks, as well as inference and identification with a stacked estimator.

Each stack S is defined by a single municipality, called municipality s, which is labeled as treated in stack
S. Stack S also includes municipalities that receive grants at least seven years after the treated municipality,
which are labeled as controls. Municipalities that receive grants early (specifically, those treated before 1979)
are only in stacks in which they are the treated unit. Municipalities that receive grants too late to have any
controls of their own (those treated after 1981) are only included as controls in other stacks. Municipalities
that receive grants in the middle of our study period (from 1979 to 1981) can be a treated unit in one stack,
while observations of that municipality from before it received a CWA grant can be controls in other stacks.

We can estimate the reduced form effect of grant receipt on sewerage capital spending for municipality
s, denoted ﬁszxz’ by comparing spending in municipality s to spending in the control municipalities in stack
S before and after #;, the year in which municipality s becomes treated. For a concrete example, consider a
municipality treated in 1972. In the stack defined by that municipality, we can estimate a simple two group
difference-in-difference where treatment turns on for the treated group in 1972. This compares sewerage
capital spending in the treated municipality to spending in the control municipalities before and after 1972.
The control group consists of every municipality treated in 1979 or later. This stack will include observations
of both the treated and control units in each year from 1956 to 1978. Since there are no observations from
1979 or later in this stack, treatment never turns on for the control group.

Using units treated at least seven years after municipality s as controls is not an arbitrary choice. As

shown in Figures 1.3 and 1.4, both grant amount and sewerage capital spending return to near pre-treatment

3 Callaway and Sant’Anna (2020a) is also more careful about controlling for confounders, though our analysis does not have any
controls.
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levels by 6 years after treatment. If we only used units treated more than seven years in the future as controls,
we could look at a longer post period, but our control group would be very small. We could have a larger
control group if we used a shorter post period, but the resulting estimates would not capture increases in
sewerage capital spending caused by CWA grants that took several years to appear in the data. Using units
treated seven years in the future as controls is a compromise between these two options that likely captures
the majority of the effects of CWA grants.

2X2

Our estimates of the 3% are noisy, so instead of interpreting individual X2

s, WE create summary mea-

sures of the effect of grant receipt on sewerage capital spending by aggregating the 82%? together. Before
doing so, we examine heterogeneity in pass-through by both grant size and compliance in Figures 1.5 and
1.6. On the bias/variance trade-off, these figures are very low bias, and we can use them to determine the best
way to obtain lower variance summary measures of pass-through. The shapes of these figures motivate us to
separately summarize pass-through for compliant municipalities, non-compliant municipalities that received
small grants and non-compliant municipalities that received large grants.

We summarize the effect of grants on sewerage capital spending for each of these groups with ﬁf}“d“’d

is a weighted average of the B2*? from each stack. The weights on

from equation 1.6. In practice, ,Bf’f“d‘ed

each B2X? in our estimate of Bf}“d‘e‘l are based on stack size and within-stack variance of D;; (Goodman-

Bacon, 2021a). We construct our stacks in such a way that each B2X?

< is weighted equally by our regression.

To do this, we collapse our control observations in each stack to yearly means. In the collapsed data, each
stack contains two observations for each year (one treated observation and one control observation) for 16
years of pre-treatment data and 7 years of post-treatment data. Since each stack has the same number of
observations and the treated unit in each stack is treated for the same percent of the time, each stack has the
same weight.

We cannot construct standard errors clustered at the municipality level using this collapsed data. Instead,
we construct pair-bootstrap standard errors. To do this, we take a random sample (with replacement) of
observations in the unstacked data, clustering at the municipality level to preserve any dependence of error
terms across time. We then re-form our stacks and perform our estimates. We repeat this process 1000 times
and use the results to calculate bootstrap standard errors with equation 1.18.

In the main text, we assume that treatment timing is uncorrelated with trends in local spending, but we
can state the assumption needed to interpret our stacked estimates as the ATT more precisely. Remember
that the coefficient from our stacked estimator is an unweighted average of the difference in sewerage capital
spending between treated and control municipalities in each stack before and after treatment. Estimating

this simple difference-in-difference in a given stack S (defined by municipality s) yields B2X?

<, which we can
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express in terms of means as

B2 = (0 — 3 — (72 = 32)

This is the difference in the outcome variable in municipality s before and after ¢; minus the difference in
the outcome variable in the control municipalities in stack S before and after 77. If we define y; (1) as the
potential outcome if municipality i is treated in year ¢, and y;(0) as the potential outcome if municipality i is

not treated in year ¢, then we can express B2X? in terms of potential outcomes as

B =(Elyi(1)|c = s, post] — E[yi(0)]i = s. pre])
— (EDi(0)li # 5, post] — Elya(1)]i # s, pre])
=E[yir(1) =y (0)[i = s, post] + E[Ayi(0)|i = s] — E[Ayi(0)[i # s

=ATT; +E[Ay;(0)]i = 5] — E[Ay;i(0)]i # 5]

ATT, is the effect of treatment in municipality s, so B2X? consists of a causal parameter and an identifying
assumption. In this case, to interpret 32%? as the effect of treatment in municipality s, we must assume that,
on average, municipality s would have followed parallel trends with the control municipalities in stack S in

absence of treatment.

Since B*4ked (the result from a stacked difference in difference) is an unweighted average of the X2

from each stack, we can express B*7¢k¢? ag

ptacked _ (ATT; +E[Ayi(0)]i = s] — E[Ay;(0)[i # s])

Tl =
gl

,,
Il
-

ATT, + — Z [Ayi(0)|i = 5] — E[Ayi(0)]i # s])

C/:\»—‘
HM:A

so our identifying assumption is that ¥'5_, (E[Ay;(0)|i = 5] — E[Ay;(0)]i # s]) = 0. Note that this does not
require us to assume that parallel trends holds in every stack, only that any violations of parallel trends cancel

out when we take an average of the effect in each stack.

1.6.4 Data Details

1.6.4.1 Grant Data

We begin with grant data from the EPA’s Grant Information Control System, which we obtained through a
Freedom of Information Act request. This data contains information on the year that the EPA distributed
each grant, which municipality received the grant, the specific wastewater treatment facility the grant was

designated for and the amount distributed. Keiser and Shapiro (2019a) uses the same data, and Appendix
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Section B.4 of Keiser and Shapiro (2019a) demonstrates its accuracy.

Some grants are explicitly for construction (and include a plant code), while others do not have a plant
code. It is unclear to what extent these grants were precisely for upgrading wastewater treatment plants,
so we drop grants that did not have a specific facility code. This restricts our sample to 33,429 grants.
We also drop grant records that are missing the year in which they were distributed, which drops another
3533 observations, as well as the 475 grants distributed to municipalities outside the contiguous U.S. Some
municipalities received grants in 1960-72 through predecessor programs similar to the CWA. At least some of
these precursor grants are included in our data from the EPA, but we did not assess the quality or completeness
of information of grants from before 1972, so we exclude the 5248 observations of precursor grants from our
analysis. This leaves us with records of 25,997 grants to 12,291 facilities.

If municipalities in our sample received any of the grants that we drop, our pass-through results could be
biased upwards in two ways. First, when units act as a treated group, any increases in spending that these
grants induce will appear in the reduced form estimate of the effect of grant receipt on targeted spending,
but the the associated first stage estimates will not capture increases in grant funding; second, the treatment
effects of these grants will change over time (in particular, spending will return to pre-treatment levels as
grant funding runs out), and when units act as controls, these changes in treatment effects will be subtracted

out of our reduced form estimates.

1.6.4.2 Clean Watershed Needs Survey Data

We define whether a facility was in compliance with the CWA’s capital mandate using the 1972 Clean Wa-
tershed Needs Survey, which we merge to our grant data with a unique facility code. The CWNS is an
assessment of the capital investment that publicly-owned wastewater treatment facilities needed to make in
order to come into compliance with the Clean Water Act and contains information on which community the
facility serves, the total wastewater flowing through the facility, the treatment technology currently in place,
whether the facility needs to meet standards higher than the EPA’s secondary treatment requirement and
whether they are currently in compliance with these requirements. This data comes from the EPA’s CWNS
team, and is the same data that Jerch (2018) uses to define compliance with the CWA’s capital mandate.

We use a facility’s answer to Question 21 on the CWNS questionnaire (reproduced in Figure 1.33) to
define compliance. Question 21b asks if a facility needs to meet treatment technology requirements that are
more stringent than the EPA’s secondary treatment requirement. Question 21c then asks whether a facility
is currently in compliance with both the EPAs secondary treatment mandate and any higher mandates. We
define facilities that answered “yes” on question 21c as “compliant”, and those that answer “no” as “non-

compliant”. Table 1.35 shows cross-tabs of these variables. Our sample includes facilities that were in
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compliance with the CWA’s capital mandate when the CWA came into effect but were not in compliance
with more stringent state standards. These facilities still faced incentives to spend CWA grants on sewerage
capital, so we classify them as non-compliant.

Note that many facilities installed tertiary treatment after the CWA came into effect (USEPA, 2000). This
increase was likely driven by municipalities bound by state standards or compelled by lawsuits to make up-
grades beyond secondary treatment. Since we define these municipalities as non-compliant and we document
an increase in sewerage capital spending in response to grant receipt in non-compliant municipalities, it is
possible that municipalities used CWA grants to upgrade to tertiary treatment.

Our results are robust to dropping municipalities with facilities that were in compliance with the CWA’s
capital mandate but were not in compliance with more stringent state standards. Panels A and B of Table
1.37 re-estimate the results in Panels A and B of Table 1.4 after dropping non-compliant municipalities that
had to satisfy state wastewater capital requirements greater than the EPA’s secondary treatment requirement.
There is still evidence of full pass-through in municipalities that received grants smaller than $125 per capita
and substantial crowd-out in municipalities that received grants larger than this amount.

We re-estimate the point where costs were no longer increasing in grant size using this sample in Table
1.38. This produces an estimate that is similar to the results in Table 1.3. We re-estimate pass-through for
non-compliant facilities that were not required to satisfy state wastewater capital requirements greater than
the EPA’s secondary treatment requirement that received grants above and below this point in panels C and
D of Table 1.37. Again, the results are similar to those in Table 1.4.

Since our data on compliance is nearly 50 years old, we assessed its quality by comparing it to information
on treatment technology from Table 2.4 of USEPA (2000). This table shows that, of 19,355 publicly owned
wastewater treatment facilities surveyed, 9,887 were using secondary treatment or greater in 1972. This
represents 51% of facilities. While we only observe whether a facility was in compliance with both EPA and
state standards as opposed to just the secondary treatment technology standard, we can observe the percent
of facilities that had at least secondary treatment among facilities that were only required to meet the EPA’s
standard. Column 1 of Table 1.35 shows that 56% of these facilities were using secondary treatment or greater
in 1972. Given the different sample, this is relatively close to the 51% of facilities using secondary treatment
or greater in 1972 in USEPA (2000).

Our definition of compliance does not directly enter into our pass-through equations. Instead, we use com-
pliance to define sub-groups that we expect to find heterogeneous treatment effects for. If we mis-classify
non-compliant municipalities as compliant, our estimates of pass-through for non-compliant municipalities
will not be biased, but our estimates of pass-through for compliant municipalities would be biased upwards

since they would include the effect of grant dollars that were bound by the CWA’s capital mandate, and thus
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theoretically more likely to be spent on sewerage capital. Conversely, if we mis-classify compliant munici-
palities as non-compliant, our estimates of pass-through for compliant municipalities will not be biased, but
our estimates of pass-through for non-compliant municipalities would be biased downwards since they would
include the effect of more grant dollars that were not bound by the CWA’s capital mandate.

Our definition of compliance does directly enter into our estimates of the effect of grant receipt on water
revenue in Section 1.4. Mis-classifying municipalities as compliant or non-compliant would attenuate these

results.

1.6.4.3 Estimating Costs

We define compliance in such a way that compliant municipalities never face any mandated costs, but com-

pliance is not the only source of heterogeneity in mandated costs; there is also variation in mandated costs

within non-compliant municipalities. The costs of upgrading depend largely on facility size (USEPA, 1973),

and we use engineering estimates of the costs of upgrading from USEPA (1973) to approximate these costs.
USEPA (1973) uses data from the observed costs of upgrading plants to secondary treatment and fits this

data to the number of gallons of wastewater flowing through a facility. This yields the following equation:

TotalCost = exp(.13732 + 77872 x In(Total Flow))

We use this equation to calculate mandated costs for each facility, then sum these costs across the facilities
operated by a municipality to approximate the total costs that each municipality faces. While this measure of
mandated costs is noisy, since it is based on an engineering formula, it is unlikely to be correlated with local
preferences.”®

These cost estimates never enter into any of our equations directly. Instead, we use them to determine
if grants are larger or smaller than mandated costs. Using these cost estimates, we find that, while grants
are similar to costs for municipalities that receive up to around $125 per capita in total grant aid, grants to
municipalities that receive more than this amount are substantially larger than the estimated cost of upgrading.
We then separately estimate pass-through for municipalities that received grants above and below $125 per
capita in total grant aid. Noise in our cost estimates will cause us to mis-classify non-compliant municipalities
between these two groups. This will attenuate our pass-trough estimates for non-complaint municipalities
that received small grants, since it will cause these estimates to include non-compliant municipalities that

received grants that included funding that was not bound by the capital mandate, and will bias our pass-

trough estimates for non-complaint municipalities that received large grants upwards, since it will include

31f we used an assessment conducted by municipalities instead, we might be concerned that self-reported total costs are correlated
with preferences for spending.

53



municipalities whose grants were completely bound by the capital mandate. Noise in our cost estimates will

also cause our pass-through estimates for both groups to lose precision.

1.6.4.4 Merging Facility Data to Municipal Spending Data

The CWNS contains data on the authority that operates each facility, and we use this information to merge
our facility-level data to municipality-level spending data from the Census Bureau’s Historical Database on
Individual Government Finances. The CWNS data does not contain a unique identifier of municipalities that
is consistent with our local government finance data, but since we only have a balanced panel of spending
data for 216 municipalities, it is relatively straightforward to use the state and municipality name in both

detests to match our municipality level data to the facilities that they operated.

1.6.4.5 Measuring Spending in Real Per Capita Dollars
We follow the previous pass-through literature by measuring grant amount and all spending in per capita
terms. (Strumpf, 1998; Card and Payne, 2002; Vegh and Vuletin, 2015). All of our variables of interest are
largely influenced by population, but dividing these variables by population ensures that our estimates are
not biased by population growth. Figure 1.34 re-estimates the results in Figure 1.4 with population as the
dependent variable, and shows that population did not change after grant receipt.

We deflate grant amount and all spending variables to 1973 dollars with the Consumer Price Index. As
shown in Figures 1.35, 1.36 and 1.37, and Tables 1.39, 1.40 and 1.41, our main results are robust to measuring

spending and grant amount in nominal terms.
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1.6.5 Additional Figures and Tables

Total Cost
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Figure 1.8: Cost Data with Quadratic Fit

Notes: This figure re-creates Figure 1.1 a quadratic fit.
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Figure 1.9: Cost Data with Linear Fit

Notes: This figure re-creates Figure 1.1 with a a linear fit.
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Figure 1.10: Balanced Sewerage Capital Event Study

Notes: This figure re-estimates the results in Figure 1.4 on a sample of municipalities that we observe for at least seven post-treatment

periods.
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Figure 1.11: Decomposition of Main Water Revenue Estimate

T
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Notes: This figure presents estimates of the ng 2 from estimating R;; = ot + 9§X 21{t > g} xcompliant; + 5 1{t > g} + wcompliant; + €;
on observations from each timing group g along with the 95% confidence interval of each OB?XZA We plot each ngxz against the year
timing group g became treated.
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Figure 1.12: Water Revenue Event Study with Region-by-Year Fixed Effects

Notes: This figure plots the 7, and ¥, from estimating Ry = oo + ):;:2716 m1{t —t = y} x compliant; + Zélzo Bt —tf =y} x
compliant; 4+ 0 + Og; + 4y + €; With per water revenue as the dependent variable. compliant; equals one for observations of com-
pliant municipalities. We include municipality, timing-group-by-year, and region-by-year fixed effects, o, 0, and @, where g indexes
the year in which a municipality received its first CWA grant and r indexes region.
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Figure 1.13: TWFE Water Revenue Event Study

Notes: This figure plots the m, and ¥, from estimating R; = oo + ):‘T:z_lﬁnyl{t —t} = y} * compliant; +):)],1:0yyl{z —tf =y} x
compliant; + o; + o + €. & and 0 are municipality and year fixed effects.
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Figure 1.14: Grant Amount Event Study Using Never-Treated Controls
Notes: This figure re-creates Figure 1.3 using never-treated units as a control group.
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Figure 1.15: Sewerage Capital Spending Event Study Using Never-Treated Controls

Notes: This figure re-creates Figure 1.4 using never-treated units as a control group.
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Figure 1.16: Stacked Sewerage Capital Event Study

Notes: This figure plots the 7, and ¥ from estimating C;; = ot + Zy’:{m my1{t —t; =y} *treat;; + Zf:o Y 1{t —tf =y} xtreatiy + ajs +
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each stack after that municipality received its first CWA grant. The dependent variable is per capita sewerage capital spending and o
and oy, are stack by municipality and stack by year fixed effects.
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Figure 1.17: Timing Groups

Notes: This figure shows how many municipalities received their first CWA grant in each year from 1972 to 1988.
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Figure 1.18: Non-Compliant

Notes: This figure re-creates Figure 1.17 for non-compliant municipalities.
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Figure 1.19: Timing Groups for Compliant Municipalities

Notes: This figure re-creates Figure 1.17 for compliant municipalities.
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Figure 1.20: Distribution of Grant Size
Notes: This figure shows the distribution of total grant dollars.
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Figure 1.21: Water Revenue Did Not Change After Grant Receipt in Non-Compliant Municipalities

Notes: This figure presents 8 (e) for each year e relative to treatment, where 6p(e) = ):‘,;,9:815972 Y8 1{t — g = e}JAT T (g,1)P(G =
g|t — g = e) for non-compliant municipalities. Water revenue is the dependent variable.
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Figure 1.22: Water Revenue Decreased After Grant Receipt in Compliant Municipalities

Notes: This figure re-creates Figure 1.21 for compliant municipalities
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Figure 1.23: Non-Complaint Municipalities Raised Water Bills When Grants Were Too Small

Notes: This figure re-estimates the results in Figure 1.21 on sub-samples of municipalities where grants are smaller than estimated costs.
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Figure 1.24: Non-Complaint Municipalities Did Not Change Water Bills in Response to Large Grants

Notes: This figure re-estimates the results in Figure 1.21 on sub-samples of municipalities where grants are larger than estimated costs.
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Figure 1.25: The Effect of Grants on Water Revenue Flattens Out

Notes: This figure re-estimates the results in Figure 1.7 on municipalities treated before 1982.
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Figure 1.26: Distribution of Grants Over Time

Notes: This figure shows the number of grants that municipalities received each year relative to the year of the municipality’s first grant.
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Figure 1.27: Water Revenue Event Study with Alternative Data

Notes: This figure re-estimates the results from Figure 1.7 on an alternative dataset.
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Figure 1.28: Non-Compliant Water Revenue Event Study with Alternative Data

Notes: This figure re-estimates the results from Figure 1.21 on an alternative dataset.
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Figure 1.29: Compliant Water Revenue Event Study with Alternative Data

Notes: This figure re-estimates the results from Figure 1.22 on an alternative dataset.
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Figure 1.30: Example of Problems with Binary TWFE

Notes: This figure shows a hypothetical situations where two municipalities are treated at different times. Municipality A is treated in
period 1 and Municipality B is treated in period 2.
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Figure 1.31: Example of Problems with Continuous TWFE

Notes: This figure shows another hypothetical situations where two municipalities are treated at different times.
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Figure 1.32: Bacon Decomposition of Sewerage Capital Spending TWFE Estimate

Notes: This figure presents a scatterplot of all possible two-group/two period DD estimators and their associated weights. These
estimates and weights come from a decomposition of BSCWF E from Cy = ap + ﬁ,TfWF EDj + a; + o + & made using Goodman-Bacon
etal. (2019). C;; is per capita sewerage capital expenditure, D;, is a dummy variable that equals one after grant receipt and ¢; and oy are

municipality and year fixed effects.
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Authority and Facility Noa # —— — — _ . T ___ __

Section Il — CATEGORY | — ASSESSMENT OF NEEDS BY TYPE AND COST

ASSESSMENT OF NEEDS TO ACHIEVE REQUIRED Mark_apbropriate box for each item EPA USE
LEVEL OF SECONDARY TREATMENT LT Yes ONLY
|
2%a. Can this plant meet water quality standards 2[ i No
applicable to the stream segment to which it | Not k
discharges by a level of treatment LESS than 3¢_ ] Notknown
defined as secondary treatment by EPA? 4 ) Not applicable; no discharge
. to waters
b. What level of secondary treatment must 1171 Secondary treatment level as
the discharge from this plant meet by defined by EPA,
. July 1, 19772 OR
2[ ] Higher level of secondary
treatment required by
State — Specify—;
Higher level secondary treatment
VNrat’url'E Oif?SV[the action U007
¢. Does the discharge from this plant NOW 1{7] Yes
meet the level of secondary treatment -IN
identified in 21b? 2[JNo

d. Will the discharge from this plant meet on
July 1, 1977, the level of secondary treatment
identified in 21b? (Give consideration to
changes in flow and concentration of _ .
influents and to the changes in treatment 1[7] Yes — SKIP to item 25
capability now under construction or 2[7] No
provided for in approved grants.) -

e. Which approaches will be used to enable
' this existing or proposed plant to meet the

secondary treatment level identified in 21b? 177 ] Yes
(1) Addition of land disposal as a means 27 ] No
of treatment
(2) New ptant — no replacement of 1] Yes
existing plant 2] ] No
1] ] Yes
(3) Replacement plant 2] 7] No
(4) Modification — no change in capacity 1] Yes
or treatment level 2" ] No
1171 Yes
(5) Modification — increase in capacity 2 ] No
1. 1Yes
(6) Modification — increase in treatment level 2 i No
(7) Improved operation and maintenance, 1, ] Yes
increase staffing 2! [ No
17 | Yes
(8) Reduce infiltration 27 No
' Page 15

Figure 1.33: CWNS Compliance Question

Notes: This figure reproduces the question from the 1972 CWNS that we use to define compliance.
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Figure 1.34: Population Did Not Change After Grant Receipt

Notes: This figure shows the reduced form relationship between grant receipt and population by presenting the ép(e) for each year e

1987

relative to treatment, where 8 (¢) = Y193 1~ 1057

9=1972

o —

1t —g=e}JATT(g.0)P(G =gl — ¢

e). g indexes timing groups and 7 indexes

years. AT T (g,t) is the difference between changes in population in units in group g in periods ¢ and g — 1 and changes in population in

units not yet treated at time ¢ in periods # and g — 1.
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Figure 1.35: Grant Amount Event Study (Nominal Dollars)

Notes: This figure re-creates Figure 1.3 measuring grant amount in nominal dollars.
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Figure 1.36: Sewerage Capital Spending Event Study (Nominal Dollars)
Notes: This figure re-creates Figure 1.4 measuring sewerage capital spending in nominal dollars
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Figure 1.37: Water Revenue Event Study (Nominal Dollars)

Notes: This figure re-creates Fig

ure 1.7 measuring water revenue in nominal dollars.
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Table 1.10: 1970 Summary Statistics by Facility Compliance and Grant Size

ey (@) 3)
Compliant NC & < $125 NC & >= $125
Population 115,501 398,565 395,286
(73,126) (722,518) (1077607)
Total Revenue 253.13 290.61 296.40
(138.17) (136.48) (166.63)
Total IGR 52.84 50.67 72.72
(62.93) (40.28) (82.90)
Federal IGR 11.43 9.14 11.89
(15.64) (8.89) (12.89)
Nonwater Utility Rev 21.18 32.53 9.42
(44.79) (60.27) (30.16)
Property Tax Revenue 82.21 99.47 97.59
(72.75) (94.32) (69.14)
Water Utility Revenue 23.10 22.93 22.90
(9.10) (8.84) (8.50)
Total Expenditure 277.26 302.29 311.73
(154.56) (145.95) (179.20)
Total IG Exp 1.93 4.79 4.38
(4.54) (9.98) (10.07)
Capital Outlays 79.35 68.87 60.84
(57.33) (41.85) (34.90)
Highway Exp 21.16 21.25 22.37
(8.38) (9.54) (9.38)
Sewerage Capital Outlay 8.94 6.66 5.87
9.61) (6.50) (7.01)
Sewerage Non-capital Exp 5.50 491 5.12
(3.13) (3.37) (2.97)
Nonwater Utiltiy Exp 22.46 31.23 11.28
(49.25) (56.94) (38.13)
Water IG Exp 1.98 2.91 2.07
(1.91) (3.22) (2.09)
Water Non-capital Exp 13.34 12.03 13.35
(4.74) (7.16) (4.99)
Water Capital Outlay 13.45 11.84 6.27
(19.01) (16.15) (6.83)
Observations 22 34 56

Notes: This table presents summary statistics for municipalities with compliant facilities, non-compliant facilities that received small
grants, and non-complaint facilities that received large grants in 1970. All covariates aside from the facility compliance dummy and
population represent per capita values.
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Table 1.11: Observable Characteristics Do Not Predict Grant Size or Compliance

ey 2
Grant >= 125 Compliant
In Population 0.0315 -0.0662*
(0.0595) (0.0370)
Total Revenue -0.00121 -0.00276
(0.00299) (0.00193)
Total IGR 0.00311* -0.000142
(0.00180) (0.00140)
Federal IGR 0.00159 0.000359
(0.00268) (0.00194)
Nonwater Utility Rev -0.00371 -0.00381
(0.00288) (0.00236)
Property Tax Revenue -0.00127 0.000757
(0.00118) (0.000899)
Total Expenditure 0.00160 0.00162
(0.00318) (0.00211)
Total IG Exp 0.00249 -0.00349
(0.00449) (0.00358)
Capital Outlays -0.00398 0.000949
(0.00274) (0.00207)
Highway Exp -0.00155 0.00177
(0.00503) (0.00428)
Sewerage Capital Outlay 0.00267 -0.00294
(0.00509) (0.00351)
Sewerage Non-capital Exp -0.00203 0.00719
(0.0147) (0.0133)
Nonwater Utiltiy Exp 0.00157 0.00500*
(0.00263) (0.00276)
Water 1G Exp -0.0128 -0.0188
(0.0281) (0.0230)
Water Non-capital Exp 0.0269* -0.00377
(0.0160) (0.00964)
Water Capital Outlay -0.00158 0.00812
(0.00534) (0.00570)
Water Utility Revenue -0.00519 -0.00155
(0.0102) (0.00782)
Observations 112 112

Standard errors in parentheses
*p<0.10,* p <0.05,*** p < .01

Notes: This table presents results from regressing dummies indicating municipalities that received grants totaling more than $125 (in
column 1) and compliant municipalities (in column 2) on potential predictive covariates from 1971. All covariates aside from the natural
log of population represent per capita values.

Table 1.12: Event Study Coefficients

Grant Amount  Sewerage Capital

c=-16 0.0000 40571
(1.3551)
e=-15 0.0000 0.8037
(1.2730)
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e=-14 0.0000 2.5714

(1.4952)
e=-13 0.0000 11177
(1.2199)

e=-12 0.0000 -0.4861
(1.2813)

e=-11 0.0000 0.9238
(1.0574)

e=-10 0.0000 0.1678
(1.3288)

e=-9 0.0000 0.0719
(1.4024)

e=-8 0.0000 -1.4882
(1.0897)

e=-7 0.0000 1.2816
(1.0761)

e=-6 0.0000 0.5743
(1.7228)

e=-5 0.0000 1.4460
(1.8526)

e=-4 0.0000 17757
(1.6682)

e=-3 0.0000 2.1195
(1.2274)

e=-2 0.0000 1.1961
(0.9192)

e=-1 0.0000 0.6774
(1.3010)

e=0 39.8180 -0.2082
(9.5342) (1.3512)

e=1 15.3706 4.3462
(6.1208) (2.1316)

e=2 24.4435 10.3150
(6.2881) (3.5160)

e=3 27.4015 12.5877
(9.7786) (3.6743)

e=4 17.6683 12.4909
(4.9166) (3.9238)

e=5 7.8658 11.9075
(2.5698) (3.8063)

e=6 6.0865 10.4708
(1.3436) (4.0569)

e=7 6.8891 4.5029
(4.6979) (3.2382)

e=8 7.8224 3.3674
(4.6979) (2.8253)

e=9 4.5610 3.1520
(1.7787) (2.7576)

e=10 6.9069 3.2678
(2.3469) (3.0731)

e=11 4.3978 0.3406
(1.4327) (2.4918)

Notes: This table presents the §D(e) from Figures 1.3 and 1.4.
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Table 1.13: Pass-Through Results are Robust to Different Cutoffs

ey (@) 3)
Panel A: Non-Compliant and < $138 Grant Amount  Sewerage Capital
Treat * Post 7.396** 6.682
(.752) (7.729)
Pass-through 904
(1.047)
p-value: Pass-through =0 0.388
p-value: Pass-through = 1 0.924
Observations 2254 2254 2254
Panel B: Non-Compliant and >= $138
Treat * Post 47.80"** 13.043
(6.788) (7.337)
Pass-through 0.273
(0.152)
p-value: Pass-through =0 0.073
p-value: Pass-through = 1 0.000
Observations 1426 1426 1426

Bootstrap standard errors in parentheses, clustered at municipality level
* p<0.10,* p <0.05,** p<.01

Notes: This table re-estimates the results in Panels B and C of Table 1.4 using a different cutoff. Panel A summarizes pass-through for
stacks defined by non-compliant municipalities who received grants totalling less than $138, and Panel B summarizes pass-through for
all other stacks defined by non-compliant municipalities.

Table 1.14: Compliant Pass-Through is Low for Large and Small Grants

ey ) 3)
Panel A: Compliant and < $125 Grant Amount  Sewerage Capital
Treat * Post 6.788*** -2.686
(1.825) (1.557)
Pass-through -0.395
(0.275)
p-value: Pass-through = 0 0.151
p-value: Pass-through = 1 0.000
Observations 598 598 598
Panel B: Compliant and >= $125
Treat * Post 34.34%** 6.567
(3.782) (9.208)
Pass-through 0.191
(0.277)
p-value: Pass-through = 0 0.491
p-value: Pass-through = 1 0.004
Observations 322 322 322

Bootstrap standard errors in parentheses, clustered at municipality level

* p<0.10,* p<0.05,** p< .01

Notes: This table re-estimates the results in Panels B and C of Table 1.4 on compliant municipalities.
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Table 1.15: Pass-Through by Population Tercile

() (2) (€)]
Panel A: Tercile 1 Grant Amount  Sewerage Capital
Treat * Post 23.96*** 8.551*
(8.208) (4.596)
Pass-through 0.357
(0.240)
p-value: Pass-through = 0 0.137
p-value: Pass-through = 1 0.007
Observations 1584 1584 1584
Panel B: Tercile 2
Treat * Post 18.08*** 10.93***
(3.143) (3.802)
Pass-through 0.605**
(0.279)
p-value: Pass-through = 0 0.030
p-value: Pass-through = 1 0.156
Observations 1628 1628 1628
Panel C: Tercile 3
Treat * Post 20.58*** 5.383**
(4.892) (2.203)
Pass-through 0.262
(0.169)
p-value: Pass-through =0 0.119
p-value: Pass-through = 1 0.000
Observations 1628 1628 1628

Bootstrap standard errors in parentheses, clustered at municipality level
* p<0.10,* p <0.05,** p<.01

Notes: This table re-estimates the results from Panel B of Table 1.2 by terciles of population. Tercile 1 has the lowest population in our
sample, and Tercile 3 has the highest.

Table 1.16: Re-Weight Stacked Results to Reflect All CWA Grants

ey 2 3)
Non-Compliant Compliant Full Sample
Pass-Through 0.397 0.0337 0.353
(0.310) (0.363) (0.278)
p value: Pass-through = 0 0.052 0.075 0.204
p value: Pass-through =1 0.200 0.331 0.020
Observations 3680 920 4600

Bootstrap standard errors in parentheses, clustered at municipality level
*p<0.10,* p <0.05,** p<.01

Notes: This table approximates pass-through of all CWA grants by weighting together pass-through estimates for compliant and non-
compliant municipalities. Column 1 estimates Cj; = @y + BDjs + s + 045 + €;rs on stacks defined by non-compliant municipalities. D;,
is a dummy variable that equals one after grant receipt, we use D;; as a instrument for grant amount. Column 2 repeats this process for
compliant municipalities. Column 3 presents a weighted average of these two coefficients where compliant municipalities represent 12
percent of the estimate and non-municipalities municipalities represent the other 88 percent.
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Table 1.17: Selection on Gains

(D @) 3 “) &)
1972-1974 1975-1977 1978-1985 Full Sample  Full Sample
Sewerage Capital Spending Grant Amount
Treat * Post 6.36 6.13 4.244 5.86"* 12.62%**
(2.15) (1.779)
Observations 3630 1656 495 3630 3630

Bootstrap standard errors in parentheses, clustered at municipality level
*p<0.10,* p <0.05,** p< .01

Notes: This table presents estimates of 6y = ;1815972 0(g)P(G = g) where 8(g) = m Y o8, 1{g < t}ATT(g,t). Column 1

presents the average of the 6(g) for municipalities treated in 1972-1974. Column 2 presents the average of the 6(g) for municipalities
treated in 1975-1977, and column 3 presents the average of the 6(g) for municipalities treated in 1978-1981. Column 4 estimates 6g for
the entire sample and column 5 estimates the associated first stage.

Table 1.18: Full Sample Results (Adjusted for Local Matching)

Grant Amount  Sewerage Capital

Treat * Post 26.67** 8.84**
(3.783) (2.412)
Pass-through 0.331%*
(0.106)
p-value: Pass-through = 0 0.002
p-value: Pass-through = 1 0.000
Observations 3630 3630 3630

Bootstrap standard errors in parentheses, clustered at municipality level
* p<0.10,* p <0.05,** p < .01

Notes: This table re-estimates the results in Panel B of Table 1.2 after adjusting grants for local matching.
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Table 1.19: Grant Pass-Through for Sub-Groups (Adjusted for Local Matching))

(1) 2 3)
Panel A: Non-Compliant and < $125  Grant Amount Sewerage Capital
Treat * Post 9.31%** 7.23
(0.980) (7.701)

Pass-through 0.782

(0.853)
p-value: Pass-through =0 0.359
p-value: Pass-through = 1 0.798

Observations 2162 2162 2162
Panel B:Non-Compliant and >= $125

Treat * Post 61.84*** 11.81
(8.006) (7.343)
Pass-through 0.191
(0.120)
p-value: Pass-through =0 0.112
p-value: Pass-through = 1 0.000
Observations 1518 1518 1518
Panel C: Compliant
Treat * Post 22.20%** 0.553
(5.619) (4.801)
Pass-through 0.025
(0.286)
p-value: Pass-through = 0 0.930
p-value: Pass-through = 1 0.001
Observations 920 920 920

Bootstrap standard errors in parentheses, clustered at municipality level
* p<0.10,* p <0.05,** p < .01

Notes: This table re-estimates the results in Table 1.4 after adjusting grants for local matching.

Table 1.20: Average Pass-Through

6] 2 3
Grant Amount  Sewerage Capital
Treat * Post 21.73%* 7.429
(3.487) (5.943)
Average Pass-through 0.212
(1.070)
p-value: Pass-through =0 0.843
p-value: Pass-through = 1 0.462

Observations 4600 4600 4600

Bootstrap standard errors in parentheses, clustered at municipality level
*p<0.10,* p <0.05,** p< .01

Notes: This table estimates Y;; = o + BDjr + 05 + 05 -+ €5 on a pooled sample of all stacks. Grant amount is the dependent variable in
column 1, and sewerage capital spending is the dependent variable in columns 2 and 3. Column 3 shows the average pass-through rate
obtained from dividing the each stack’s reduced form by its first stage.
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Table 1.21: Full Sample Results (Never-Treated)

Grant Amount  Sewerage Capital

Treat * Post 20.58*** 5.274*
(1.31) (1.660)
Pass-through 0.256***
(0.079)
p-value: Pass-through = 0 0.001
p-value: Pass-through = 1 0.000
Observations 8492 8492 8492

Bootstrap standard errors in parentheses, clustered at municipality level

*p<0.10,** p<0.05** p< .01

Notes: This table re-estimates the results in Panel B of Table 1.2 using never-treated units as a control group

Table 1.22: Grant Pass-Through for Sub-Groups (Never-Treated)

ey 2) 3)
Panel A: Non-Compliant and < $125  Grant Amount  Sewerage Capital
Treat * Post 3.53% 3.35%
(.230) (1.087)
Pass-through 0.974*
(.310)
p-value: Pass-through =0 0.002
p-value: Pass-through = 1 0.865
Observations 4494 4494 4494
Panel B:Non-Compliant and >= $125
Treat * Post 22727 8.131%*
(1.756) (1.142)
Pass-through 0.376***
(.058)
p-value: Pass-through =0 0.000
p-value: Pass-through = 1 0.000
Observations 3940 3940 3940
Panel C: Compliant
Treat * Post 11.69%** 1.226
(1.597) (1.753)
Pass-through 0.105
(0.160)
p-value: Pass-through =0 0.512
p-value: Pass-through = 1 0.000
Observations 3476 3476 3476

Bootstrap standard errors in parentheses, clustered at municipality level

* p<0.10,** p < 0.05,** p < .01

Notes: This table re-estimates the results in Table 1.4 using never-treated units as a control group.
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Table 1.23: Observable Characteristics Do Not Predict Timing of Grant Receipt

) 2 3)
Baseline Year: 1971 1974 1977
Compliant Facility 0.408 1.211 -0.641
(0.777) (1.804) (2.137)
In Population -0.823** 0.0214 0.400
(0.342) (0.395) (0.971)
Total Revenue -0.00813 0.0130 0.0347
(0.0185)  (0.0133)  (0.0356)
Total IGR -0.00629  0.00447  0.000202
(0.0105)  (0.0139)  (0.0264)
Federal IGR 0.00482 -0.0141  0.00558
(0.0118)  (0.0161)  (0.0553)
Nonwater Utility Rev 0.0406 0.0116  -0.00982
(0.0287)  (0.0249)  (0.0344)
Property Tax Revenue 0.00822 0.0297 -0.0256
(0.00796)  (0.0227)  (0.0298)
Total Expenditure 0.00872 -0.0116 -0.0486
(0.0177)  (0.0127)  (0.0494)
Total IG Exp -0.0186 -0.109* 0.0598
(0.0303)  (0.0554) (0.0691)
Capital Outlays 0.00992 0.00255 0.0427
(0.0145)  (0.0123)  (0.0429)
Highway Exp -0.0141 0.00760  -0.0404
(0.0289)  (0.0677)  (0.0723)
Sewerage Capital Outlay -0.0120 0.0276 0.00423

(0.0233)  (0.0239)  (0.0464)
Sewerage Non-capital Exp 0.0129 -0.0114  -0.00647
(0.100) (0.175) (0.133)

Nonwater Utiltiy Exp -0.0359 -0.00549  0.0140
(0.0264)  (0.0208)  (0.0293)
Water IG Exp 0.159 -0.197 -0.0221
(0.109) (0.203) (0.973)
Water Non-capital Exp -0.0370 -0.0406 0.241
(0.0758)  (0.0916)  (0.315)
Water Capital Outlay -0.0890***  -0.0194  -0.0138
(0.0337)  (0.0361)  (0.0897)
Water Utility Revenue -0.0312 0.0476 -0.158
(0.0382)  (0.0561)  (0.212)
p value 0 0 .08
Observations 112 52 35

Standard errors in parentheses
*p<0.10,* p <0.05, " p < .01

Notes: This table presents results from regressing the year a municipality receives its first CWA grant on potential predictive covariates.
Column 1 estimates GrantYear; = 0 + compliant; + X;, + &;, for all treated municipalities using covariate data from 1971. Columns 2
and 3 use data from 1974 and 1977, respectively, and limit the data to municipalities that do not receive a grant until after those years.
All covariates aside from the facility compliance dummy and natural log of population represent per capita values. We present p values
from a test of joint significance of all variables at the bottom of the table.
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Table 1.24: Full Sample Results (Stacked Difference-in-Differences)

)] 2 3)
Grant Amount  Sewerage Capital
Treat * Post 21.73** 7.429
(3.487) (5.943)
Pass-through 0.342
(0.267)
p-value: Pass-through = 0 0.200
p-value: Pass-through = 1 0.014
Observations 4600 4600 4600

Bootstrap standard errors in parentheses, clustered at municipality level
*p<0.10,* p <0.05,** p< .01

Notes: This table estimates Y;; = o + BDj; + 05 + s + €;rs on a pooled sample of all stacks. Grant amount is the dependent variable in
column 1, and sewerage capital spending is the dependent variable in columns 2 and 3. Column 3 shows the implied pass-through rate
from dividing the first stage in column 1 and the reduced form in column 2.

80



Table 1.25: Grant Pass-Through for Sub-Groups (Dynamic CS Estimates)

(H (2) (3)
Panel A: Non-Compliant and < $125 Grant Amount  Sewerage Capital
Treat * Post 4.820%* 5.973*
(0.638) (3.338)
Pass-through 1.239
(0.774)
p-value: Pass-through =0 .110
p-value: Pass-through = 1 758
Observations 1410 1410 1410
Panel B: Non-Compliant and >= $125
Treat * Post 53.07** 9.25%*
(13.868) (3.432)
Pass-through 0.174*
(0.092)
p-value: Pass-through =0 .059
p-value: Pass-through = 1 0.000
Observations 1353 1353 1353
Panel C: Compliant
Treat * Post 16.17 7.86
(3.160) (6.196)
Pass-through 0.486
(0.415)
p-value: Pass-through =0 242
p-value: Pass-through = 1 0.215

Observations 726 726 726

Bootstrap standard errors in parentheses, clustered at municipality level
*p<0.10,* p <0.05,** p<.01

Notes: This table re-estimates the results in Panel B of Table 1.2 on sub-samples of municipalities. Panel A summarizes pass through for
non-compliant municipalities that received grants totaling less than $125, Panel B for all other non-compliant municipalities, and Panel
C for all compliant municipalities.
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Table 1.26: Grant Pass-Through for Sub-Groups (Simple CS Estimates)

(H (2) 3)
Panel A: Non-Compliant and < $125  Grant Amount  Sewerage Capital
Treat * Post 4.140%* 3.139
(0.494) (2.478)
Pass-through 0.758
(0.759)
p-value: Pass-through = 0 0.318
p-value: Pass-through = 1 0.750
Observations 1320 1320 1320
Panel B:Non-Compliant and >= $125
Treat * Post 52.30** 7.386**
(12.281) (3.031)
Pass-through 0.141*
(0.077)
p-value: Pass-through = 0 0.067
p-value: Pass-through = 1 0.000
Observations 888 888 888
Panel C: Compliant
Treat * Post 12.471%* 5.728
(2.181) 4.702)
Pass-through 0.459
(0.406)
p-value: Pass-through = 0 0.259
p-value: Pass-through = 1 0.183
Observations 693 693 693

Bootstrap standard errors in parentheses, clustered at municipality level

* p<0.10,* p <0.05,** p<.01

Notes: This table re-estimates the results in Panel D of Table 1.2 on sub-samples of municipalities. Panel A summarizes pass through for
non-compliant municipalities that received grants totaling less than $125, Panel B for all other non-compliant municipalities, and Panel
C for all compliant municipalities. We present the p value from testing for a pass-through rate of one at the bottom of the table.

Table 1.27: Pre-CWA Sewerage Capital Spending

) 2 3 “
Full Sample  Small Non-compliant Large Non-compliant ~Compliant
Total Sewerage Capital Spending 2,476,679 3,410,038 2,278,557 851,912
Observations 1760 752 656 352

Notes: This table shows average total sewerage capital spending from 1955 to 1971 for the full sample of municipalities, non-compliant
municipalities that received grants totaling less than $125 per capita, non-compliant municipalities that received grants totaling more
than $125 per capita, and compliant municipalities.
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Table 1.28: Water Revenue Only Decreased in Compliant Municipalities

(D @)
Compliant Non-Compliant
Panel A: Simple Aggregation Water Revenue
Treat * Post -8.825%** 0.653
(1.131) (0.953)
Observations 726 2904
Panel B: Dynamic Aggregation
Treat * Post -5.873*** 0.352
(1.161) (0.963)
Observations 726 2904

Bootstrap standard errors in parentheses, clustered at municipality level
* p<0.05,* p<0.01,** p<0.001

Notes: This table presents estimates of the effect of grant receipt on water revenue. Panel A presents averages of group-time

treatment effects based on group size calculated with the following equation %):;,9:815972 Y8, 1{g < t}AT/TEt)P(G = g) where

K= 2;9:815972 Y087, 1{g <t}P(G = g). Panel B presents averages of the Bp (e) for each time relative to treatment e for e > 0 calculated
IS —

with 6p(e) = 2}1,9:8{5972 ):}2%7957.1& —g= e}ATT(g,t)P(G =g|t—g=e¢). Column 1 presents results fqr compligqt mppicipglities with

not-yet-treated compliant municipalities acting as controls, and column 2 presents results for non-compliant municipalities with not-yet-

treated non-compliant municipalities acting as controls.

Table 1.29: Municipalities Raised Water Bills When Grants Were Too Small

9] 2
Less than Costs Greater than Costs
Water Revenue
Treat * Post 1.1798 -0.2012
(1.7285) (0.8005)
Observations 960 825

Bootstrap standard errors in parentheses, clustered at municipality level
*p<0.05* p<0.01,** p<0.001

Notes: This table re-estimates the results in column 2 of Table 1.28 on sub-samples of municipalities where grants were larger or smaller
than estimated costs. Column 1 shows results for non-compliant municipalities where costs were greater than grant amount, and column
2 shows results for non-compliant municipalities where costs were less than grant amount.

Table 1.30: Main Water Revenue Estimates with Alternative Data

(H (2 (3)
Water Revenue  Water Revenue  Water Revenue
Grant X Compliant -2.500* -2.488* -2.316*
(1.277) (1.288) (1.189)
Timing Group X Year FE X X
Region X Year FE X
Observations 6412 6412 6412

Standard errors in parentheses
* p<0.10,* p <0.05, ** p < .01

Notes: This table re-estimates the results in Table 1.9 on an alternative dataset. Column 1 presents estimates of 6 from R;; = o +
Ogrant;; x compliant; + o 4 Oty + €. Column 2 re-estimates the result in column 1 with region-by-year fixed effects. Column 3 re-
estimates the result in column 1 with year fixed effects instead of timing-group-by-year fixed effects.
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Table 1.31: Timing Water Revenue Estimates with Alternative Data

(D @)
Compliant Non-Compliant
Panel A: Simple Aggregation Water Revenue
Treat * Post -7.212 0.366
(5.281) (2.378)
Observations 1881 6363
Panel B: Dynamic Aggregation
Treat * Post -7.122 -1.008
(13.493) (2.907)
Observations 1881 6363

Bootstrap standard errors in parentheses, clustered at municipality level
* p<0.05,* p<0.01,** p<0.001

Notes: This table re-estimates the results in Table 1.28 on an alternative dataset.

Table 1.32: How Much Crowd-Out can Redistribution Account For?

ey @) 3)
sewerage capital water revenue  sewerage capital
grant X compliant -4.786" -2.323*
(2.450) (1.157)
water capital 0.485
(0.358)
grant X compliant X e -0.512** -0.364***
(0.245) (0.138)
water capital 0.712
(0.433)
Observations 4752 4752 4752

Standard errors in parentheses, clustered at the municipality level
*p<0.10,* p <0.05,** p<.01

Notes: Panel A presents estimates of 6 from Y;; = o + Ogrant;; * compliant; + &; + g + €;. Panel B presents estimates of 6 from
Yy = o + Ogrant;; x compliant; * ej + o; + g + €, Where e;; indicates year relative to treatment. The dependent variable is sewerage
capital spending in column 1 and water revenue in columns 2 and 3. In column 3, we use grant; x compliant; as an instrument for
sewerage capital spending

Table 1.33: Bacon Decomposition of Sewerage Capital Spending TWFE Estimate

ey 2
Weight Average Estimate
Newly Treated vs Not-Yet-Treated  0.454 4.071
Newly Treated vs Already-Treated  0.546 2.512

Notes: This table presents the average difference-in-difference estimates and their weights from decomposing ﬁrTfWF £ from C;; = ag +
ﬁrC(WFED,-, + o + o + €; using Goodman-Bacon et al. (2019).
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Table 1.34: Dose-Response TWFE Estimates

(D (@) 3)
Small Non-Compliant Large Non-Compliant Compliant
Cumulative Sewerage Capital Spending

Cumulative Grant Dollars 1.045** 0.133 0.410*
0.517) (0.100) (0.214)
p value: Pass-through = 0 0.043 0.184 0.056
p value: Pass-through = 1 0.931 0.000 0.059
Observations 2068 1804 968

Standard errors in parentheses, clustered at municipality level
*p<0.10,* p <0.05,** p<.01

Notes: This table presents estimates of C;y = Ciy = 0 + ﬁﬂ" FEgit + a; + oy + €; on sub-samples of municipalities. Cj; is per capita
sewerage capital expenditure, g; is per capita grant amount, and ; and ¢ are municipality and year fixed effects. Column 1 summa-
rizes pass through for non-compliant municipalities that received grants totaling less than $125, column 2 for all other non-compliant
municipalities, and column 3 for all compliant municipalities.

Table 1.35: Definition of Compliance

EPA Standard Only | Higher Standard | Full Sample
At or Above Standard 5,872 1,113 6,985
Below Standard 4,613 3,334 7,947
Total 10,485 4,447 14,932

Notes: This table

Table 1.36: Definition of Compliance for Merged Facilities

EPA Standard Only | Higher Standard | Full Sample
At or Above Standard 1,603 579 2,182
Below Standard 2,424 1,830 4,254
Total 4,027 2,409 6,436

Notes: This table presents the results from Table 1.35 for facilities that received CWA grants.
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Table 1.37: Stacked Difference-in-Difference Pass-Through Estimates (EPA Mandate Only)

ey (@) 3
Panel A: Non-Compliant and < $125 Grant Amount  Sewerage Capital
Treat * Post 7717 9.308
(1.076) (7.525)
Pass-through 1.176
(0.997)
p-value: Pass-through = 0 0.238
p-value: Pass-through = 1 0.865
Observations 1656 1656 1656
Panel B: Non-Compliant and >= $125
Treat * Post 56.71% 19.95%*
(11.667) (7.662)
Pass-through 0.352**
(0.145)
p-value: Pass-through =0 0.015
p-value: Pass-through = 1 0.000
Observations 1150 1150 1150
Panel C: Non-Compliant and < $167
Treat * Post 8.808*** 9.410
(1.215) (7.852)
Pass-through 1.068
(0.971)
p-value: Pass-through =0 0.272
p-value: Pass-through = 1 0.936
Observations 1932 1932 1932
Panel D: Non-Compliant and >= $167
Treat * Post 61.61*" 21.18%
(11.851) (7.71)
Pass-through 0.344%**
(0.141)
p-value: Pass-through = 0 0.015
p-value: Pass-through = 1 0.000
Observations 874 874 874

Bootstrap standard errors in parentheses, clustered at municipality level
*p<0.10,* p <0.05,** p<.01

Notes: This table re-estimates the results in Panels B and C of Table 1.4 on the sample of municipalities that did not have to satisfy state
wastewater capital requirements greater than the EPA’s secondary treatment requirement. Panel A summarizes pass-through for stacks
defined by non-compliant municipalities who received grants totalling less than $125, and Panel B summarizes pass-through for all other
stacks defined by non-compliant municipalities. Panel C summarizes pass-through for stacks defined by non-compliant municipalities
that received grants totalling less than $167, and Panel D repeats this for all other stacks defined by non-compliant municipalities

86



Table 1.38: Non-Linear Least Squares Estimate of Break in Cost (EPA Mandate Only)

(1)
Total Cost
Split 167.3
(237.7)
Observations 29

Standard errors in parentheses
*p<0.05," p<0.01," p<0.001

Notes: This table re-estiamtes the results in Table 1.3 on a sample of non-compliant municipalities that did not face state level treatment
technology requirements greater than the EPA’s secondary treatment standard.

Table 1.39: Full Sample Results (Nominal)

Grant Amount  Sewerage Capital

Treat * Post 26.31%* 13.60%**
(3.589) (3.200)
Pass-through 0.517
(0.126)
p-value: Pass-through = 0 0.000
p-value: Pass-through = 1 0.000
Observations 3630 3630 3630

Bootstrap standard errors in parentheses, clustered at municipality level
*p<0.10, " p <0.05, " p < .01

Notes: This table re-estimates the results in Panel B of Table 1.2 measuring spending and grant amount in nominal terms.
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Table 1.40: Grant Pass-Through for Sub-Groups (Nominal)

(1) 2 3)
Panel A: Non-Compliant and < $125  Grant Amount Sewerage Capital
Treat * Post 6.727% 9.37
(0.747) (7.740)
Pass-through 1.39
(1.21)
p-value: Pass-through =0 0.251
p-value: Pass-through = 1 0.745
Observations 2162 2162 2162
Panel B:Non-Compliant and >= $125
Treat * Post 50.75%* 18.55**
(6.32) (9.456)
Pass-through 0.365*
(0.188)
p-value: Pass-through =0 0.052
p-value: Pass-through = 1 0.001
Observations 1518 1518 1518
Panel C: Compliant
Treat * Post 30.39** 14.30
(4.622) (8.10)
Pass-through 0471*
(0.269)
p-value: Pass-through =0 0.081
p-value: Pass-through = 1 0.049
Observations 920 920 920

Bootstrap standard errors in parentheses, clustered at municipality level
* p<0.10,* p <0.05,** p < .01

Notes: This table re-estimates the results in Table 1.4 measuring dollars in nominal terms.

Table 1.41: Water Revenue Results (Nominal)

(1) (2) (3 4)
Water Revenue  Water Revenue  Water Revenue  Water Revenue

Grant X Compliant -5.353*

(2.587)
Grant X Compliant X e -0.850** -0.956** -1.233**

(0.376) (0.424) (0.442)

Timing Group X Year FE X X X
Region X Year FE X
Observations 4752 4752 4752 4840

Standard errors in parentheses
* p<0.10, " p <0.05, " p < .01

Notes: This table re-estimates the results in Table 1.9 measuring water revenues in nominal terms.
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CHAPTER 2

A Watershed Moment: The Clean Water Act and Infant Health

The Clean Water Act is a landmark, yet controversial, policy. The CWA caused significant reductions in
pollution, but improvements in surface water quality stemming from the CWA have come at a high cost;
projects funded through grants to wastewater treatment facilities between 1960 and 2005 cost about $870
billion over their lifetimes (in 2017 dollars) (Keiser and Shapiro, 2019b). In total, US government and
industry have spent over $1.9 trillion to abate surface water pollution (Keiser et al., 2019). Existing analyses
of the Clean Water Act estimate benefits that are lower than the Act’s costs (e.g. Lyon and Farrow (1995);
Freeman (2010); Keiser et al. (2019)), but these analyses have not generally included improvements in health
caused by the Clean Water Act because there has not been a systematic ex-post measurement of the health
benefits of the CWA. To our knowledge, this paper is the first to estimate the effect of CWA grants on infant
health and incorporate infant health benefits into a cost-benefit analysis of the CWA.

Incorporating health benefits into a cost-benefit analysis may matter for several reasons. Historically,
policies targeting improvements in child health generate high returns to public funds (Hendren and Sprung-
Keyser, 2020), and previous economics literature shows that even small increases in child and infant health
can lead to large improvements in later life outcomes (Behrman and Rosenzweig, 2004; Royer, 2009; Black
et al., 2007; Figlio et al., 2014). Health benefits often account for a large portion of the total benefits of
environmental regulation, with health effects accounting for over 95 percent of all benefits of air pollution
regulation (Keiser et al., 2019).

Existing economics research estimates the benefits of improved surface water using hedonic analysis
that measures the effect of CWA grants on nearby housing prices. Comparing waters up and downstream
from wastewater treatment facilities, Keiser and Shapiro (2019a) find that CWA grants caused reductions
in downstream pollution. These improvements in water quality were capitalized into housing prices, but
increases in home values were substantially smaller than the CWA’s costs. By quantifying how residents value
water quality, Keiser and Shapiro (2019a) improve upon previous cost-benefit calculations, however, as noted
in Keiser et al. (2019), hedonic analysis assumes housing values reflect the implicit value that households
place on the quality of nearby surface water. If households are uninformed about nearby surface water
quality or do not understand the benefits of reduced surface water pollution, housing values will not reflect
the health benefits of the program. In this historic context, it is unlikely that households fully understood
the range and extent of the negative health effects of surface water contamination, especially the negative
impacts on developing fetuses in utero. By directly estimating the health effects of the CWA, our results
complement those in Keiser and Shapiro (2019a) by quantifying one of the largest benefits of the CWA that
hedonic analysis is least likely to capture.

Using a difference-in-differences design, we compare infant health outcomes upstream and downstream
from wastewater treatment facilities before and after the facility receives a CWA grant. Comparing up and
downstream births addresses the endogenous distribution of grants as well as any economic shocks caused
by grant receipt, but estimates may still be biased if individuals sort into downstream areas or if these areas
experience differential trends relative to upstream areas after grant receipt. To address this concern, we show
that CWA grants only caused improvements in surface water quality downstream from facilities that were
required to upgrade their treatment technology to comply with new treatment technology standards imposed
by the CWA. This finding motivates a triple difference design that uses counties up and downstream from
facilities where these treatment technology requirements were not binding as an additional control group.
By using already compliant facilities that receive grants as an additional control group, we can account for
differential sorting into downstream areas after grant receipt, so the health benefits we capture with this design
are likely caused by improvements in water quality.

Across specifications, we consistently find that CWA grants had a statistically significant impact on down-
stream birth weight. Our results show that reductions in surface water pollution from the CWA are associated
with an 8 gram increase in average birth weight. While the monetary benefits of these improvements to in-
fant health are substantial, incorporating infant health alone does not alter the conclusion of a cost-benefit
analysis of the CWA. A back-of-the-envelope calculation bounds the monetary benefits of the CWA on infant
health under $32 billion, 21 percent of the amount necessary to consider the Clean Water Act grants program
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cost-effective.

Our results contribute to a literature documenting the importance of effective sewerage and clean wa-
ter in protecting health historically in the US (Troesken, 2001, 2002; Cutler and Miller, 2005; Ferrie and
Troesken, 2008; Beach et al., 2016; Anderson et al., 2020), as well as a literature on the complementarity of
sewerage and clean water interventions. Examining water policy in early 20th century Massachusetts, Alsan
and Goldin (2019) show that mortality declines were driven by a combination of clean water initiatives and
effective sewerage. Watson (2006) shows that federal sanitation policies explain much of the convergence
in Native American and White infant mortality rates in the US since 1970. By improving sewerage systems
and reducing pollution of surface water throughout the US at a time when most publicly provided drinking
water had some treatment, the CWA provides a new context to examine the effect of improved water quality
on health in the late 20th century, as well as the complementarity between sewerage infrastructure and clean
water in protecting health nationwide.

2.1 Background

The Clean Water Act aimed to slow the flow of contaminants from point sources, such as municipal waste
treatment facilities and industrial pollution sources, into rivers and lakes.! This paper focuses on CWA grants
distributed to municipal wastewater treatment facilities. Wastewater from homes, businesses, and industries,
as well as surface runoff, is typically collected through a system of sewers and delivered to a wastewater
treatment facility for treatment and discharge into local waterways (USEPA, 2004). The resulting municipal
waste is almost entirely organic (Hines, 1966), and often contains both pathogenic and nonpathogenic mi-
croorganisms harmful to human health.> Human exposure to contaminated surface water could occur through
several pathways, including direct contact during recreational activities, through consuming or bathing with
contaminated private well water, or through consuming or bathing with contaminated public drinking water,
especially when public water is obtained from surface water sources.> To reduce surface water contamina-
tion, the CWA addressed pollution from municipal waste treatment plants with two complementary policies:
grants to wastewater treatment facilities, and regulation of wastewater treatment technology.*

2.1.1 Grants

From 1972 to 1988, the EPA distributed an estimated $153 billion (in 2014 dollars) in grants to municipal
governments for capital upgrades to wastewater treatment facilities. The EPA allocated CWA grant money to
states according to a formula based on total population, forecast population, and wastewater treatment needs
(Rubin, 1985). States then distributed grants to municipalities according to priority lists based on the severity
of nearby surface water pollution, the size of the population affected, the need for conservation of the affected
waterway, and that waterway’s specific category of need (USEPA, 1980).

Since state governments wrote their own priority lists, grant placement may be correlated with trends
in infant health. Moreover, grants could cause increases in birth weight that are unrelated to changes in
pollution by improving economic conditions with an influx of federal dollars. Instead of treating grant timing
and location as exogenous, we compare the difference in birth outcomes in areas up and downstream from
a given wastewater treatment facility before and after grant receipt between facilities that were required to
make treatment technology upgrades and all other facilities. To the extent that other policies were changing
during this time period, and that grants improved local economic conditions, these changes were likely to
affect upstream and downstream areas similarly.

! Although much of the contamination of US waterways comes from sources that cannot be traced back to a specific facility, such as
agricultural runoff, the Clean Water Act did not directly regulate these “non-point” pollution sources. The CWA did not directly regulate
drinking water supplies either. The Safe Drinking Water Act sets minimum standards for drinking water quality for all public water
systems in the US.

2pathogens harmful to human health include enteric bacteria, viruses, protozoa, parastic worms, and their eggs. These microorgan-
isms can cause a range of gastrointestinal illnesses and infections (Reynolds et al., 2008; Chahal et al., 2016).

3While data limitations prevent us from definitively determining the main pathway of exposure, we explore potential pathways in
section 2.6.2 of the appendix. We find suggestive evidence that public drinking water sourced from surface waters is one channel through
which infant health improves. This is consistent with evidence that violations of modern coliform drinking water standards harm health
(Marcus, 2021).

“In addition to regulating municipal waste treatment facilities, the CWA required all industrial polluters to obtain a permit from
the National Pollutant Discharge Elimination System (NPDES) before discharging wastewater. Regulation through the NPDES led to
reductions in both profits (Rassier and Earnhart, 2010) and the number of environmental employees (Raff and Earnhart, 2019) at newly
regulated polluters.
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2.1.2 Regulation

In 1972, about a quarter of all US municipal wastewater treatment facilities reported using relatively inex-
pensive, but less effective, primary treatment (USEPA, 2000). This process, depicted in Figure 2.4, forces
wastewater through a series of screens. While primary treatment removes large detritus and heavy biosolids,
it still discharges all but the heaviest organic material into waterways (USEPA, 1998).

The Clean Water Act required all municipal treatment plants to upgrade to secondary treatment. Plants
use secondary treatment technology, shown in Figure 2.5, in addition to primary treatment. After screens fil-
ter out large debris, wastewater sits in an aeration tank where bacteria in the water consume organic material,
which ultimately reduces biochemical oxygen demand (BOD).> Through this biological oxidation, secondary
treatment can remove over 90 percent of harmful pathogenic bacteria and viruses from sewage (Abdel-Raouf
et al., 2012).° While it is not practical to monitor pathogens directly, regulators and researchers often use
indicator organisms, such as total or fecal coliforms, to monitor water quality. Keiser and Shapiro (2019a)
show that grants to wastewater treatment facilities improved key indicators of water quality, including dis-
solved oxygen deficit, BOD, and fecal coliforms. As dissolved oxygen deficit is the most consistently and
widely monitored measure of water quality in our sample, we focus on this measure.

The potential benefits of upgrading a facility’s treatment technology were well understood, but waste
treatment capital upgrades were expensive. Upgrading to secondary treatment technology could increase a
facility’s operating costs by up to 60 percent and require capital investments of as much as 30 percent of the
initial cost of the facility (National Environmental Research Center, 1972). Because of these costs, 53 percent
of plants in the 1972 Clean Watershed Needs Survey (CWNS) were not in compliance with both state and
federal treatment technology mandates.” Treatment plants that were not in compliance with both state and
federal capital mandates in 1972, which we refer to as “non-compliant” facilities, had a strong incentive to
use CWA grants to offset the costs of upgrading their treatment technology.®

Many facilities that were already in compliance with both state and federal mandates still received CWA
grants. While these facilities could make capital improvements, such as increasing capacity, they had less
incentive to do so. Since the CWA did not mandate these upgrades, there was no binding constraint requiring
these facilities to spend grant money on sewerage capital upgrades, and the municipalities that operated them
faced pressure to use grant money to offset the operating costs of their water and sewerage utilities in an
attempt to lower costs for consumers and become more competitive (Daigger, 1998).°

Since non-compliant facilities had a clear channel through which to improve surface water quality and
were more likely to spend CWA grant money on capital upgrades, we expect the reductions in downstream
pollution associated with CWA grants to be largest for non-compliant facilities. This motivates a triple dif-
ference design that uses areas near facilities that were not indicated as pre-CWA non-compliant in the 1972
CWNS as an additional control group.

2.2 Data
CWA Grants and Municipal Wastewater Treatment Plants

We obtain data on all 33,429 grants that the EPA distributed to 14,285 wastewater treatment plants from
the EPA’s Grant Information Control System.!? Most facilities received multiple grants, so we define a facility
as “treated” after it receives its first CWA grant.

Using a unique facility code, we merge this grant data with the Clean Watershed Needs Survey, an assess-
ment of the capital investment needed to meet the water quality goals of the CWA. This linked data includes

3 Additionally, some states required facilities to meet more stringent treatment technology requirements than the CWA’s mandate,
such as tertiary treatment, which is aimed at removing ammonium, nitrate, and phosphate (USEPA, 2000).

6Suspended (e.g. activated sludge) growth reactors remove about 90 percent of viruses, but removal can be more varied in film
reactors, which provide less absorption (Abdel-Raouf et al., 2012).

7See Appendix Section 2.6.5.4 for more discussion.

8Permits distributed to polluters through the NPDES required municipal treatment plants to satisfy the treatment technology mandate,
and violators could be fined up to $25,000 per day (Copeland, 2016).

9Flynn and Smith (2021) show that CWA grants to non-compliant municipalities led to a dollar for dollar increase in sewerage capital
spending, while grants to facilities already in compliance with state and federal capital mandates crowded out funds that municipalities
were already spending on sewerage capital rather than causing an increase in sewerage capital spending.

10The 33,429 grants in our sample exclude grants that do not include a specific facility code, as it is unclear to what extent these grants
were precisely for wastewater treatment plants. Appendix Section 2.6.5.4 provides further discussion.
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facility location, grant timing, and state and federal treatment technology compliance status as of 1972.!!

Spatial Data on Waterways

We define treatment in terms of the flow direction of waterways. We determine if a waterway is up or
downstream from a facility with the National Hydrography Data Set, an electronic atlas that maps the location
and flow direction of all US waterways. We follow both the EPA and other researchers studying the Clean
Water Act by focusing on areas 25 miles up and downstream from treatment facilities (Keiser and Shapiro,
2019a; USEPA, 2001).12

Water Pollution

Data on dissolved oxygen deficit comes from STORET legacy, which includes readings from pollution
monitoring stations across the US.!> We include readings from pollution monitors on rivers and lakes located
25 miles up or downstream from any facility in the CWNS data.'*

Infant Health

We measure infant health with birth certificate data from the National Center for Health Statistics (NCHS)
from 1968 to 1988. These data contain information on birth weight, birth order, mother’s age and race, and
county of residence for each birth.!> Table 2.4 presents summary statistics for individual-level births in 1970,
two years before the first CWA grants were distributed, from up and downstream counties.

‘While ideal data would contain exact addresses, these data are unavailable for most states, and even when
collected, addresses are typically not available until the after the adoption of the 1989 US Standard Birth
Certificate revision and the use of electronic birth certificates, which is after our study period.

We collapse birth data to county means, calculating the average birth weight, the probability of low birth
weight, the percent of non-white births, average mother’s age, and the probability of being a mother’s first,
second, third, or fourth or higher birth in each county year.!® We define a county as downstream if it contains
any waterway that is within 25 miles downstream of a treated facility. Although more recent birth records
data contains far more variables of interest, such as gestation, maternal education, and maternal risk factors,
our analysis relies on data from 1968 to 1988 and these variables are either unavailable or not reliably and
consistently recorded in data from this time period.

Population Density

We expect the health effects of improved surface water quality to be concentrated near treated waterways.
County-level exposure depends on the distribution of the population within a county relative to the location
of treated waterways. We use 1990 census block population density data from the US Census Bureau to
measure the percent of a county’s population living within a mile of a treated waterway.!” Assuming a
uniform population distribution within census blocks, this provides a proxy for the probability that mothers
within the county are exposed to treated waterways.

There are 1,930 facilities in our analysis sample that are missing data on pre-CWA treatment technology. We assume that these
facilities were already in compliance with state and federal treatment technology requirements. Throughout the paper, we refer to the
set of “compliant” facilities, which includes all facilities that were not explicitly “non-compliant” in the 1972 CWNS. Our results are
similar when we exclude facilities with missing information on treatment technology.

12Table 2.13 shows that our results are robust to concentrating on areas 5 or 10 miles downstream from treatment facilities.

13Dissolved oxygen deficit is a continuous measure defined as 100 minus dissolved oxygen saturation (dissolved oxygen level divided
by water’s maximum oxygen level). It is one of the most common measures of omnibus water pollution in research, and it responds to a
wide variety of pollutants (Keiser and Shapiro, 2019a).

14We follow the data cleaning steps laid out in the appendix of Keiser and Shapiro (2019a).

15Data before 1972 constitutes a 50 percent random sample of all births in the US. After 1972, some states report data on all births.
Six states had full sample data in 1972, and all states and the District of Columbia had full sample data by 1985. Appendix 2.6.5 provides
additional information and shows our main results are not driven by sampling changes.

16We also calculate county means of one year mortality using data from NCHS (National Center for Health Statistics, 1988b). We
find no significant effect of CWA grants on this outcome in Table 2.12, however our estimates are imprecise.

17We use data from 1990, because it is the first census for which population density data is available at the census block level. While
it would be preferable to know the population density of mothers specifically, this population distribution is likely highly correlated.
Appendix 2.6.4.2 shows that our results are robust to scaling by the percent of a county’s population living within other bandwidths
around treated waterways. We also show similar but attenuated results if we define treatment with a binary variable in Appendix 2.6.4.4.
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2.3 First Stage: Water Pollution

2.3.1 Methods

Before comparing birth outcomes up and downstream from wastewater treatment facilities, we examine the
first stage relationship between grant receipt and downstream water quality with equation 2.1.

Opdy = Y8py *da + BWpay + Cpy + Opa + €pay 2.1)

Opay is a measure of dissolved oxygen deficit and g, equals one after a facility receives its first CWA
grant. There are two observations for each treatment plant p for each year y, which describe average dissolved
oxygen deficit upstream (d; = 0) and downstream (d; = 1) from that plant. Since dissolved oxygen deficit
varies inversely with temperature, W,,4, measures water temperature.

We include plant-by-downstream and plant-by-year fixed effects, o,y and oy, respectively. Plant-by-
downstream fixed effects allow waters up and downstream from a given wastewater treatment plant to have
different mean levels of dissolved oxygen deficit, which controls for pollution sources located up or down-
stream from a plant that are constant over time. Plant-by-year fixed effects ensure that we are only comparing
waters up and downstream from the same facility, which controls for any yearly shocks that affect waters
both up and downstream from a facility. All standard errors in our pollution estimates are clustered at the
facility level.

We estimate equation 2.1 for the full sample and subsamples of compliant and non-compliant facilites,
as well as a fully interacted triple difference specification. These estimates give us a sense of how grants
and regulations worked together by testing whether pollution evolved differently in waters downstream from
non-compliant facilities and compliant facilities after grant receipt.

Table 2.1: Effects on Surface Water Pollution

ey @) 3) “
Full Sample Non-Compliant Compliant DDD
Grant X Downstream -0.974*** -1.566*** -0.371 -0.371
(0.199) (0.285) (0.276) (0.276)
Grant X Downstream X Non-Compliant -1.196***
(0.396)
Weather Controls X X X X
Facility X Downstream Fixed Effects X X X X
Facility X Year Fixed Effects X X X X
Observations 114148 46968 67180 114148

Standard errors in parentheses, clustered at facility level
* p<0.10, " p < 0.05, " p < .01

Notes: This table describes the effects of Clean Water Act grants on downstream pollution. Columns 1, 2 and 3 estimate equation 2.1
for areas up and downstream from all facilities in our sample, non-compliant facilities, and all other facilities respectively. Column 4
presents estimates from the associated triple difference: Qp4y = VODD gy*xdg+ YDDD gy *xdg *ty 4+ BWpay + OWpay ¥t + Qpy + Opg + Epay
where 7, is a dummy variable equaling one for observations from non-compliant facilities. Q,qy is dissolved oxygen deficit, gy is a
dummy variable equaling one after a facility receives a CWA grant, and d,; is a dummy equaling one for observations downstream from
a facility. All regressions include controls for water temperature, as well as facility-by-downstream and facility-by-year fixed effects,
0y and 0y

Source: (USEPA, 1988)

2.3.2 Pollution Results
Table 2.1 estimates the effect of CWA grant receipt on downstream water quality. Columns 1-3 present es-

timates of equation 2.1 on the full sample, non-compliant facilities, and compliant facilities, respectively.
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Column 4 presents coefficients from a triple difference specification. As shown in column 2, dissolved oxy-
gen deficit only decreased significantly in water downstream from non-compliant facilities. Since dissolved
oxygen deficit is defined as 100 minus dissolved oxygen saturation, this result show that, after grant receipt,
dissolved oxygen saturation increased by 1.6 percentage point in waters downstream from non-compliant
facilities relative to waters upstream from the same facility. The coefficient for waters downstream from
compliant facilities in column 3 is small and statistically insignificant. The reduction in dissolved oxygen
deficit downstream from non-compliant facilities is statistically larger than the change downstream from

compliant facilities, as shown by the significant negative triple difference coefficient in column 4.
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Figure 2.1: Pollution Decreased Downstream from Non-Compliant Grant Facilities

Notes: This figure plots the 6; and 7, from estimating Q,q, = 21;2_5 6,1{y — y; =t}xdgxt,+ 2,9:0 n1{y— y; =t}xdg«t, +
2;275 ml{y—y, =t}xdg+ Yo o%l{y— Vy =t} xdg + BWpay + OWyay # 1y + Qpy + 0pg + €pay. Qpay measures dissolved oxygen
deficit, dy is a dummy equaling one for observations downstream from a facility, and ¢,, is an indicator that equals one for non-compliant
facilities. The model includes facility-by-downstream fixed effects and facility-by-year fixed effects, o,q and oy, as well as controls
for temperature.

Source: USEPA (1988)

Figure 2.1 presents results from the event study corresponding to the triple difference in column 4. This
figure shows that reductions in downstream pollution were significantly larger in waters downstream from
non-compliant facilities relative to waters downstream from compliant facilities. In addition, there does not
appear to be any trend in pollution prior to grant receipt, which might have arisen from compliant facilities
early adoption of more advanced treatment technology. In the analysis of the impact of CWA grants on infant

health that follows, we leverage this comparison between non-compliant and compliant facilities in a triple

94



difference specification.

2.4 Infant Health

2.4.1 Methods

We begin our reduced-form analysis of the impact of CWA grants on infant health by comparing birth out-
comes in counties downstream from treated facilities to all other areas with the following difference-in-

differences specification

ch = prtC)' + ﬁch + 0+ O‘y + €y (22)

Y,y is an average birth outcome in county c in year y, and pct,, is the percent of county ¢’s population living
within a mile of a treated waterway in year y. Controls in X, include the percent of births that were a mother’s
first, second, third, or fourth, and county averages of mother’s age and race. o, and @, are county and year
fixed effects. Observations are at the county-year level and standard errors are clustered at the county level.
Since we collapse birth weight data to county means, we weight our results by the total number of births that
occurred in a county-year.

The presence of local area trends specific to a facility’s location could mean that an upstream county is
only a good counterfactual for a county located downstream from the same facility. We address this concern
in our next specification by collapsing our data to the facility rather than the county level. Our outcome
variable is now AY),, which is equal to the mean birth weight in all counties downstream from a facility
minus the mean birth weight in all counties upstream from the same facility in each year. We then estimate

the following specification

AYpy = ypctpy + BXpy + 0t + 0y +&py (23)

where p indexes facilities, and pct,, measures the percent of downstream counties’ populations living within
a mile of a treated waterway. We include facility and year fixed effects, @, and o, respectively.!® Standard
errors are clustered at the facility level.

This specification requires us to assume that, in the absence of grant receipt, birth outcomes would have
evolved similarly in areas up and downstream from the same facility after grant receipt. This assumption
would be violated if, for example, downstream areas were experiencing differential sorting patterns or greater

economic growth relative to upstream areas, even in the absence of CWA grants. For example, Keiser and

18Controls in facility-level specifications are averages from all births in up and downstream counties. Our results are robust to
controlling for the difference between average demographic characteristics in up and downstream counties instead.
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Shapiro (2019a) show that downstream housing prices increase after grant receipt, which may cause healthier

mothers to sort into downstream communities.

Table 2.2: Effects on Demographic Changes

Non-Compliant ~ Compliant DDD
&) @) 3)
Panel A. Percent Non-White
Pct Pop 1 Mile -0.0223*** -0.0176***  -0.0176™**
(0.00295) (0.00270) (0.00270)
Pct Pop 1 Mile X Non-Compliant -0.00471
(0.00400)
Mean 116 .105 A1
Panel B. Mother’s Age
Pct Pop 1 Mile 0.126** 0.0784** 0.0784**
(0.0360) (0.0324) (0.0324)
Pct Pop 1 Mile X Non-Compliant 0.0479
(0.0484)
Mean 24.563 24.569 24.566
Panel C. Probability First or Second Birth
Pct Pop 1 Mile -0.00210 0.00109 0.00109
(0.00360) (0.00254) (0.00254)
Pct Pop 1 Mile X Non-Compliant -0.00319
(0.00441)
Mean .653 .645 .648
Panel D. Probability Third or Higher birth
Pct Pop 1 Mile -0.0105*** -0.00618***  -0.00618"**
(0.00204) (0.00177) (0.00177)
Pct Pop 1 Mile X Non-Compliant -0.00429
(0.00270)
Mean .338 347 .343
Unit and Year Fixed Effects X X X
Collapsed to Facility Level X X X
Observations 34188 48132 82320

Standard errors in pare thesis, clustered at facility level
*p<0.10,* p <0.05,** p<.01

Notes: Columns 1 and 2 present results from estimating Ax,, = ypctpy + 0, + 0, + €py, on subsamples of Non-Compliant and Compliant
facilities. Ax)y is a measure of the difference between demographic characteristic in counties up and downstream from facility p in year
¥, and pctpy is a continuous variable that takes values from zero to one, and indicates the Percent of downstream counties’ populations
living within a mile of a treated waterway in year y. The model includes facility and year fixed effects, ¢, and a,. Column 3 presents
estimates of the associated triple difference, Ax,, = }/éw pctpy + yPPP DClpy ¥ty + Oy x 1), 4 Oy + O 4 €y, Where 7, is an indicator that
equals one for Non-Compliant facilities. Each panel represents a different demographic variable. Means of each variable in 1970 from
up and downstream counties are reported at the bottom of each panel.

Source: National Center for Health Statistics (1988a)
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Figure 2.2: Birth Weight Increased Downstream from Non-Compliant Grant Facilities

Notes: This Figure plots the 6; and 7, from estimating AY,, = 27:275 Oy —y, =t}xtp+ ):,9:0 ey — ), =t} petpy xtp +
Y2 ml{y— vy=ti+ Yo o l{y— Yy =t} * petpy + BXpy + Xy x 1y + 0ty k1 + Ay + & + €y Source: National Center for Health

Statistics (1988a)
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Figure 2.3: Probability of Low Birth Weight Decreased Downstream from Non-Compliant Grant Facilities

Notes: This Figure re-created Figure 2.2 with the difference in the probability of being born weighing less than 2500 grams between up
and downstream counties in year y as the dependent variable. Source: National Center for Health Statistics (1988a)
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To address concerns regarding differential trends in infant health in downstream relative to upstream
areas caused by differences in economic growth or positive sorting of households into downstream areas, we

employ a triple difference design. We estimate the following equation

AY,, = yODDpctpy + )/DDDpctRy *typ+ BXpy + 90Xy w1, + 0 k1, + 0+ Oy + €y 2.4)

where t,, is an indicator that equals one for non-compliant facilities. In this specification, the first difference
comes from where and when CWA grants were distributed, the second comes from if a birth occurred up or
downstream from a wastewater treatment facility, and the third comes from the facility’s compliance with the
treatment technology mandate.

Even if individuals sort into downstream communities, so long as the sorting pattern induced by grant
receipt is similar for both compliant and non-compliant facilities, using compliance as a third difference will
capture unobserved changes to up and downstream counties occurring contemporaneously with CWA grant
receipt. We test this by exploring how maternal characteristics evolve after grant receipt in upstream and
downstream areas across non-compliant and compliant facilities.

Table 2.2 estimates equation 2.2 on demographic characteristics that are correlated with birth weight,
such as race, age, and birth order. Column 1 of Table 2.2 shows results for the subsample of non-compliant
facilities and column 2 shows results for compliant facilities. Column 3 presents results from the associated
triple difference. Columns 1 and 2 show that areas downstream from facilities that received CWA grants
had smaller non-white populations, slightly older mothers, and fewer higher order births, but changes in
downstream demographic characteristics are very similar across non-compliant and compliant facilities. The
triple difference coefficients presented in column 3 are small and statistically insignificant for all observed
demographic outcomes, indicating that there was no observable differential sorting into downstream areas
across non-compliant and compliant facilities after grant receipt. These results provide some evidence that

the identification assumption for the triple difference specification is likely to hold.

2.4.2 Infant Health Results

Panel A of Table 2.3 shows effects on birth weight that are robust across a variety of specifications. Column
1 compares births in counties downstream from grant facilities to those in any other county by estimating
equation 2.2 using a sample of births from every county in the contiguous US. Column 2 adds demographic
controls to this specification.!” Since births occurring in counties that are not near wastewater treatment

facilities might not make a good control group, column 3 excludes counties that are not up or downstream

19Figures 2.6 and 2.7 in the appendix shows the event study figures the correspond to the estimate in column 2.
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from a wastewater treatment facility. This compares births in a downstream county to those in any upstream
county. The results are similar to those from the full sample.

Counties upstream from the same facility are likely to make better counterfactuals for downstream coun-
ties than counties upstream from any facility. Column 4 estimates equation 2.3, which compares birth weight
in counties up and downstream from the same facility. The point estimate is slightly larger in magnitude with
a smaller confidence interval.?0-?!

The impact of the CWA on birth weight may not be uniform across the distribution of birth weight, so we
also show results for low birth weight in Panel B of Table 2.3. The point estimates are consistently negative,
although not always significant, and range from -0.09 to -0.29 percentage points. About 7 percent of births
in our sample are low birth weight, so this represents a change of 1 to 4 percent from the mean.

Finally, we estimate our triple difference specification on birth outcomes. Columns 5 and 6 of Table
2.3 present results from estimating equation 2.3 on sub-samples of non-compliant and compliant facilities,
respectively. Consistent with our pollution results in Table 2.1, we see a relatively large and statistically
significant improvement in birth weight downstream from non-compliant facilities. The effect in areas down-
stream from compliant facilities is also positive, but smaller; improvements in infant health in areas down-
stream from compliant facilities may be driven by demographic or economic changes that coincide with
grant timing. Since, as shown in Table 2.2, demographic changes were similar in areas downstream from
non-compliant and complaint facilities, the difference between the effects downstream from non-compliant
and compliant facilities likely comes from the differences in surface water quality shown in Table 2.1, rather
than shifting demographics.

Figures 2.2 and 2.3 present the event studies that correspond to our triple difference specification. There
is no evidence of pre-treatment trends in infant health outcomes. For birth weight, there is a statistically
significant increase in downstream (relative to upstream) counties after a non-compliant facility receives a
grant (relative to other facilities).?? For low birth weight, the point estimates are similar in shape but are less
precise. Importantly, the shapes of these event studies are similar to the patterns in pollution shown in Figure

2.1.

2OFigures 2.8 and 2.9 shows the associated event study figures for column 4.

21 These results are identified off of comparisons of newly treated facilities relative to never-treated facilities, newly treated facilities
relative to facilities that have not yet been treated, and newly treated facilities relative to already-treated facilities (Goodman-Bacon,
2021a). The third type of comparison can be wrong signed. We show in the Appendix sections 2.6.4.3 and 2.6.4.4 that our results are
robust to using a stacked difference-in-difference design and Callaway and Sant’ Anna (2020a), which only rely on the first two types of
comparisons.

22In all of our event studies, we report coefficients for four years before and eight years after grant receipt, so that we only report
balanced coefficients in our infant health specifications. These specifications also includes bins for five or more years before the grant and
nine or more years after the grant, but our results are not sensitive to this choice of binning. While unbalanced event study coefficients
should be interpreted with caution, Figure 2.12 presents a version of Figure 2.2 with 16 years of post-treatment data. This figure suggests
that the effect of CWA grants on infant health flattens out by 10 years after treatment, consistent with grant projects taking up to 10 years
to complete (USEPA, 2002).
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We summarize the effect of changes in surface water quality downstream from non-compliant facilities
on infant health by estimating equation 2.4 on the pooled sample, which leverages all of our variation in one
regression. Since equation 2.4 includes a full set of interactions, our estimate of Y”PP, reported in column 7
of Table 2.3, is equivalent to the difference in the estimates in columns 5 and 6. As in our pollution estimates,
the improvements in birth outcomes downstream from non-compliant facilities are statistically larger than
improvements downstream from compliant facilities.??

The results from this triple difference show that increasing the probability of exposure to treated surface
water from zero to 100 percent is associated with an 8.21 gram increase in average birth weight in counties
downstream from facilities that were required to make upgrades to their treatment technology. In terms of
magnitude, the effect on birth weight is about half of the estimated effect of any exposure to Ramadan during
pregnancy (Almond and Mazumder, 2011), and about the same magnitude as the effect of stress in utero due
to nearby landmine explosions on birth weight (Camacho, 2008). Estimates of the effect on the probability
of low birth weight shown in Panel B of Table 2.3 are not significant, but they do bound improvements above
a 0.236 percentage point decrease, or about 3 percent from the mean of low birth weight. This is slightly
smaller than the estimated effect of drinking water contamination in utero on low birth weight estimated in a

modern context (Currie et al., 2013).

2.5 Discussion & Conclusion

The preceding evidence suggests that the Clean Water Act led to small but significant improvements in infant
health, with reductions in pollution associated with CWA grants leading to an 8 gram increase in average birth
weight in counties downstream from facilities that were required to make treatment technology upgrades.
These results are consistent with the significantly larger improvements in water quality we find downstream
from these facilities.

We use this information to incorporate one measure of health benefits into a cost-benefit analysis of the
Clean Water Act. In total, CWA grants to wastewater treatment facilities cost an estimated $153 billion (in
2014 dollars). About 56.4 million births occurred in treated counties between 1972 and 1988, and we estimate
that about 32.1 million of those births occurred within a mile of a treated waterway. While our preferred triple
difference specification does not show statistically significant changes to the probability of low birth weight,
it bounds improvements below a 0.263 percentage point reduction (Column 7 of Table 2.3).

Almond et al. (2005) estimates that low birth weight increases hospital costs by $8319 and increases 1

year mortality by 37 per 1000 births, and Oreopoulos et al. (2008) finds that low birth weight reduces lifetime

23We show that this heterogeneity in effects is not driven by differences in facility size, population served or non-treatment technology
upgrades in Table 2.17, which provides further evidence that improvements in downstream infant health are driven by upgrades to
treatment technology. In appendix section 2.6.1, we also explore heterogeneity of the main results by maternal race and grant timing,
but find no significant differences along these dimensions.
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earnings by 3.8 percent. We combine these estimates with the EPA’s value of a statistical life (VSL) of
$7.4 million and the census bureau’s work-life earnings estimate of $2.4 million to calculate a back-of-the-
envelope estimate of the infant health benefits of the CWA. While a more comprehensive calculation of the
health benefits of the CWA would include other potentially impacted health outcomes, we estimate the infant
health benefits of the CWA are bounded below $32 billion, about 21 percent of the amount needed to make
the CWA cost effective.?*

The $153 billion figure includes grants to compliant facilities, which did not lead to measurable im-
provements in downstream water quality. If CWA grants had been targeted only towards facilities requiring
treatment technology upgrades, the cost-benefit ratio may have been more favorable, as health improvements
were detected only downstream of these facilities. Health effects alone can account for as much as 32 percent
of the $101 billion (in 2014 dollars) in grants distributed to non-compliant facilities.

Using increased housing prices to value the benefits of the CWA, Keiser and Shapiro (2019a) estimate a
benefit to cost ratio of 0.26. If we assume that hedonic estimates do not capture any health benefits, grants to
non-compliant facilities might have a benefit to cost ratio as high as 0.58 after incorporating improvements
to infant health. Considering that infant health is only one dimension of health potentially impacted by the
Clean Water Act, this is a sizable improvement in the benefit-cost ratio. Including additional measures of
health, such as reduced hospital admissions, reduced school absences, and health effects for adolescents and
adults would likely increase this ratio even further. More generally, this research documents the importance
of policies targeting cleaner water through sewerage treatment and that the complementarity between clean

drinking water and sewerage initiatives for improving human health holds well into the twentieth century.

24Estimates of VSL vary. Using a VSL of $10 million from Kniesner and Viscusi (2019) instead of the EPA estimate does not change
the conclusion of a cost-benefit analysis.
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2.6 Appendix

2.6.1 Heterogeneity

We examine the heterogeneity of our estimates across race in Table 2.5 by estimating equation 2.4 on sub-
samples of white and non-white births from counties with sizable nonwhite populations.>> The point esti-
mates for both white and non-white births are similar to the estimates of effects on average birth weight for
any race, and results by race are not statistically distinguishable.

Next, we look for heterogeneity by the timing of grant receipt. If states wrote their priority lists to address
the most severe pollution problems first, we would expect grants from the first few years of the CWA to have
the largest effect on infant health. This is especially true if we think there is a convex relationship between
pollution and health.

We address this in columns 3 and 4 of Table 2.5. In column 3, we drop all observations from facilities
that received a grant after 1976 and re-estimate equation 2.3, and in column 4 we drop all observations
from facilities that received a grant in or before 1976. The results are similar, so there is little evidence of

heterogeneous effects by grant timing.

2.6.2 Mechanisms
2.6.2.1 Public Water
Public water systems, including those that draw from a surface water source such as a lake or river, often
violate health-based water quality standards, and there is evidence that these violations impact infant and
child health (Currie et al., 2013; Grossman and Slusky, 2019; Marcus, 2021). A report by the US Geological
Survey (USGS) found that more than one in five source-water samples from public water systems contained
one or more contaminants at concentrations dangerous to human health. In an analysis of matched water
samples from 94 water sources and their associated public water systems, the same organic contaminants
detected in source water consistently appeared at similar concentrations in drinking water after treatment
(Toccalino and Hopple, 2010), suggesting that policies targeting improvements in surface water quality may
have important impacts on health. With over 70 percent of community water system users receiving drinking
water from a surface water source as of 1970 (Dieter, 2018), improvements in surface water pollution through
CWA grants may have reduced exposure through improving public drinking water quality.

If reductions in contaminated public drinking water are driving health improvements, we would expect

to find larger effects in areas that source public water from surface water rather than groundwater, as CWA

25The sample is restricted to counties where both the white and non-white average birth weight is calculated from 5 or more births.
This ensures that we are making comparisons that rely on the same set of counties, in which there are sufficient individuals in both racial
groups, rather than making comparisons between majority white and majority non-white communities. Results are not sensitive to this
sample restriction.
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grants directly affected surface water quality. We use USGS water use data from Solley et al. (1988) to divide
our sample into counties that had any public water system that drew from surface water in 1985, and counties
whose public water systems drew exclusively from ground water.?

We show that our results are driven by counties that had some public water systems that drew from
surface water sources in Table 2.6. Column 1 of Table 2.6 re-estimates equation 2.4 on facilities whose
downstream counties had some public water systems that drew from surface water sources, while column 2
estimates the same specification on facilities whose downstream counties’ public water systems drew from
groundwater exclusively. CWA grants significantly increased birth weight for counties where some drinking
water is sourced from surface water, but there is no significant effect among counties that provide drinking
water exclusively from groundwater sources. In fact, the point estimate is negative for these counties.?’

We disaggregate these results further in Table 2.7 by estimating a triple difference where the first dif-
ference comes from where and when CWA grants were distributed, the second difference comes from if a
birth occurred up or downstream from a wastewater treatment facility, and the third difference comes from
whether downstream public water systems drew from surface or groundwater. Panels A and B estimate this
triple difference on a sample of non-compliant facilities. We see strongly significant increases in birth weight
and marginally significant decreases in the probability of low birth weight in areas that drew from surface
water sources. Our estimates for areas that drew exclusively from groundwater are statistically insignificant
and wrong-signed, and the birth weight effect in areas that drew from surface water is statistically greater than
the effect in areas that only drew from groundwater. In Panels C and D, we re-estimate these specifications
on samples of compliant facilities. These estimates can be thought of as a placebo test since these facilities
experienced no improvement in downstream water quality. We find no significant effects of treatment in
areas whose community water systems drew from either surface or ground water sources, as we would have
expected. This suggests that our results are almost completely driven by counties that are downstream from
non-compliant facilities in which some public water systems draw from surface water.

We provide further evidence that the effect of CWA grants on birth weight is driven by reduced contami-
nation of publicly provided water in Table 2.8. Rather than defining the treated population as the percent of a
county’s population living within 1 mile of a treated waterway, we instead leverage information on the loca-
tion of community water system service areas to define the treated population as the percent of the county’s
population served by a public drinking water system that is near a treated waterway. We calculate this using

maps of public water supply areas from 8 states (see Section 2.6.5.3 for details on this data). Due to reduced

26We use data from 1985 because it is the earliest year for which information on county level water usage is available. While water
service areas and county borders do not always perfectly align, community water systems generally serve areas no larger than counties
(USEPA, 1997).

2TColumns 6 and 7 of Table 2.4 suggest that communities served by surface and groundwater systems serve similar populations.
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sample size, our results from this specification are less precise than our main results, however, the effects
on both birth weight and probability of low birth weight are right-signed, and the effect on birth weight is
marginally significant.

In this table, we re-estimate equation 2.2 defining pct., as the percent of the population that is served
by a public drinking water system that is near a treated waterway. We calculate this using maps of public
water supply areas from 8 states (see Section 2.6.5.3 for details on this data). Due to reduced sample size, our
results from this specification are less precise than our main results, however, the effects on both birth weight

and probability of low birth weight are right-signed, and the effect on birth weight is marginally significant.?®

2.6.2.2 Recreation

While improved drinking water quality appears to be one channel through which grants improved infant
health, improved surface water quality could also affect maternal health through water recreation. This chan-
nel could lead to improvements in health directly by reducing contact with contaminated water, or indirectly
by making mothers more likely to exercise with a swim or a walk along a waterway. If recreational expo-
sure is a primary channel through which these health effects occur, we might expect to find larger health
improvements in states with more water-related recreation. While we do not observe water-related recreation
activities directly, we can proxy for these activities using state-level per capita water recreation spending from
the US Bureau of Economic Analysis.?’

First, we test this channel in Table 2.10 by separately estimating equation 2.2 on sub-samples defined by
terciles of state-level per capita water recreation spending. While we find the largest and most significant
results in states in tercile 3, which had the highest water recreation spending, the confidence intervals for all
three terciles overlap and estimates for each tercile are not statistically distinguishable in the pooled sample
for average birth weight.

Next, in Table 2.11, we estimate our triple difference specification for each tercile of water recreation
spending. Because the spending data is at the state level, we drop observations from the 889 facilities that
have up and downstream counties in different states. In this specification, the middle tercile of states is driving
our results, however, we still cannot statistically distinguish the point estimates across the three terciles.

Due to data limitations in our measurement of water recreation, we are not able to draw strong conclusions
as to whether recreational activities contribute to our main findings. This is perhaps not surprising as recent

research has highlighted the difficulty in accurately capturing water’s recreational benefits (Kuwayama et al.,

28The estimates in Table 2.8 are smaller than those from the full sample. We re-estimate equation 2.2 on the sample of states that we
have public water supply data for in Table 2.9, which shows that we obtain similarly smaller results on this reduced sample with our
main specification.

29We focus on total spending for “Boating/Fishing” from 2012 to 2016, which includes canoeing/kayaking, fishing, sailing, and other
boating. While data from the 1970’s is not available, it is unlikely that cross-sectional variation in per capita recreational spending is
changing much over time.
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2018).

2.6.3 Mortality

Using data from National Center for Health Statistics (1988b), we re-estimate equation 2.4 with mortality as
the dependent variable in Table 2.12. Columns 1-6 presents estimates from different age bins, and column
7 estimates the effect on mortality of child bearing age women. While these estimates are noisy, we find no

significant effect of treatment on mortality for any group.

2.6.4 Robustness

2.6.4.1 Robustness to Distance Downstream

In the main text, we follow Keiser and Shapiro (2019a) and the EPA (USEPA, 2001) by defining a waterway
as treated if it is 25 miles downstream from a wastewater treatment facility. We show that our results are not
sensitive to this choice by re-estimating equation 2.4 defining treated waterways as those either 5 or 10 miles

downstream from a treated facility in Table 2.13. The results are similar to those presented in Section 2.4.

2.6.4.2 Robustness to Buffer Selection

We expect the health effects of improved surface water quality to be concentrated near treated waterways.
The exposed fraction of a county’s population depends on the number of individuals living near a treated
waterway, so we use census block population density data from the US Census Bureau to scale our results
by the percent of a county’s population living near a treated waterway. In our main results, we scale by the
percent of a county’s population living within a mile of a treated waterway, but Table 2.14 shows that our
results are robust to scaling by the percent of a county’s population living within other bandwidths around
treated waterways by estimating equation 2.4 with different bandwidths. In column 1, this bandwidth is .5

miles, and in column 2, it is 1.5 miles.

2.6.4.3 Stacked Difference-in-Difference

Since we estimate two way fixed effects regressions, our results in the main text are an average of comparisons
of (1) newly treated facilities relative to never-treated facilities, (2) newly treated facilities relative to facilities
that have not yet been treated, and (3) newly treated facilities relative to already-treated facilities. When
treatment effects are dynamic, the third type of comparison can be wrong signed (Goodman-Bacon, 2021a).
We can get estimates that do not include comparisons of newly treated facilities relative to already-treated
facilities, and explore if our results are driven by comparisons of treated units to not-yet-treated units or

never-treated units by re-organizing our data into “stacks”.
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A stack is defined by a treatment cohort, that is, a group of facilities that received their first grants in a
given year (e.g. every facility that received its first grant in 1974). Each stack contains observations from
every facility in a treatment cohort, which are labeled as treated in that stack, and a set of controls that consist
of either units that were treated at least eight years in the future, or all never-treated facilities. We can then

estimate the following stacked difference-in-difference:
Yoy = Y19 pet 4 Qg 4 gy + €y (2.5)

p indexes facilities, y indexes years, and s indexes stacks. Facility-by-stack fixed effects, o, are anal-
ogous to a unit fixed effect in our regressions in the main text. Year-by-stack fixed effects, oy, ensure that
we are only making comparisons within stacks, so our coefficient will not be identified off of comparisons of
newly treated facilities relative to already-treated facilities.

We present estimates of equation 2.5 in Table 2.15. In column 1, the control group is not-yet-treated
facilities. In column 2, it is never-treated facilities. In column 3, both never treated and not-yet-treated
facilities are in the control group. We find significant effects on birth weight and the probability of low birth
weight regardless of which control group we use. The effects are much larger when we compare treated units
to never treated units, but since there are fewer never treated facilities than treated facilities, and since our
two way fixed effect estimator averages these two effects together, our main results are closer to the results

in column 1 than those in column 2.

2.6.4.4 Binary Treatment

Our main results define treatment with a continuous measure, so our results are identified in part off of com-
parisons between counties where a large proportion of the population is treated relative to counties where a
small proportion is treated. Since we expect birth outcomes to improve homogeneously as more of the popu-
lation becomes treated, there is nothing wrong with using this variation (Goodman-Bacon, 2021a), however,
we can also define treatment in a binary way with a dummy variable that turns on after a county is downstream
from a treated facility.

We first estimate the following event study

—2 9

Yoy = Z m1{y —y; :t}+Z%1{y—y$ =1} + BXey+ 0+ 0y + €y (2.6
t=—5 =0

We present estimates of equation 2.6 with average birth weight and the probability of low birth weight in

Figures 2.10 and 2.11. The shapes of these event studies are similar to those in the main text.
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When we define treatment with a dummy variable, we can deal with the problems caused by dynamic
treatment effects discussed in Section 2.6.4.3 in a more sophisticated way. To summarize these event studies,
we use Callaway and Sant’ Anna (2020a) to estimate treatment effects in Table 2.16.

Defining treatment in a binary way at the county level includes many untreated births, so these estimates
are somewhat smaller and less significant than those in the main text, however, they are of the same sign as

our main results, and the birth weight estimate is still marginally significant despite this attenuation.

2.6.4.5 Flow Rate, Population Served, and Non-Treatment Technology Modifications

In our triple difference specification, we interact treatment with a variable that indicates whether plants were
compliant with new treatment technology standards when the CWA came into effect. Compliance is strongly
correlated with heterogeneity in the effect of grants, but there could be other attributes correlated with grant
effectiveness. To argue that the difference in grant effectiveness is due to differences in compliance, we

interact treatment with measures of these other characteristics in Table 2.17 by estimating equation 2.7.

AYy,y = ypctyy + N petpy xt, + Tpctyy x Interact, + BX,, + ) + 0, + €py 2.7

In column 1, the interaction term is the flow rate of the receiving facility measured in millions of gallons
per day. In column 2, it is the total population served by the facility. In column 3, it is a dummy variable that
equals one for facilities that indicated that they would use grant money to pay for non-treatment technology
related upgrades in the 1972 CWNS. Column 4 includes all of these interactions in one equation.>* All other
variables are defined analogously to those in equation 2.3.

The coefficients on all three of the interaction terms are insignificant, and all three are wrong signed in
columns 1 through 3, showing that facility size, the size of the population served, and non-treatment technol-
ogy upgrades are not driving the heterogeneity in our estimates. This is further evidence that improvements

in downstream infant health are driven by upgrades to treatment technology.

2.6.4.6 Unbalanced Event Study

In the main text, we look at effects up to eight years after treatment. Since we bin observations from greater
than 8 years after treatment, we are only estimate balanced event study coefficients. We look at a longer post
period by re-estimating the results in Figure 2.2 without binning these unbalanced endpoints in Figure 2.12.
Since only early treated counties contribute to later event study coefficients, they should be interpreted with

caution, however, these results suggest that the effect of CWA grants on infant health flattened out by 10 years

30We do not have data on these interaction terms for all facilities.
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after treatment, consistent with projects taking up to 10 years from grant application to project completion

(USEPA, 2002).

2.6.5 Additional Data Details

2.6.5.1 County Changes

Births records in NCHS data contain information on birth location at the county level. Several counties split
or combined during our study period. Following Forstall (1995), we re-combine all counties that split or

merged between 1968 and 1988. Changes are noted in Table 2.18.

2.6.5.2 Changes in Reported Sample

Data in years prior to 1972 constitutes a 50 percent sample of all births in the US. Years after 1972 contain
information on every birth in the US from some states, and a 50 percent sample from the remaining states.
Six states had full sample data in 1972, and all States and the District of Columbia had full sample data by
1985. Table 2.19 details the first year in which each state reported full sample data.

Our main results are weighted by total number of births in a county. Total births for observations from
state-years reporting a 50 percent sample of births are defined as the number of observations from that county-
year multiplied by two.

Changes from half to full sample often occurred around the same time as treatment. To be certain that our
results are not driven by this change, we take a 50 percent sample of births from state-years that reported full
sample data and re-estimate the results in Figure 2.2 on this sample in Figure 2.13. We then re-estimate the
results presented in Table 2.3 on this sample and report the results in Table 2.20, which are similar to those

reported in Section 2.4.

2.6.5.3 Public Water Supply Data
Data from each state comes from different years and reflects different water sources. Data from each state is

described below.

Arkansas

Arkansas data is from the Arkansas GIS office, and is a comprehensive geographic database of water
utilities and services in the Arkansas public water system. A visual aid of water system boundaries overlaid
on current digital aerial photography, associated road names, and landmarks, were verified by representatives
of ADH to confirm the accuracy of the boundaries. First published in 2013, these maps were last updated in

2019 (Arkansas GIS Office, 2013).
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Arizona

Arizona data is maintained by the Arizona Department of Water Resources (ADWR) and reflects commu-
nity water systems as of 2020. To determine the service area, ADWR utilized primary data provided directly
from the water system (i.e. PDF, shapefile, verbal definition). If primary data was unavailable, secondary data
(i.e. Certificate of Convenience and Necessity (CCN), Census Designated Place shapefile from U.S Census

Bureau) was utilized to determine service area boundaries (Arizona Department of Water Resources, 2020).

Connecticut
Cennecticut public water supply maps are maintained by the Connecticut State Department of Health

(Connecticut State Department of Public Health, 2020).

Kansas
Kansas public water maps are maintained by the The Kansas Water Office (KWO) and reflect public water

supplies as of 2007 (Kansas Water Office, 2020).

New Jersey

New Jersey data comes from the Division of Science, Research, and Technology (DSRT) at the New
Jersey Department of Environmental Protection (NJDEP). The maps shows all systems that piped water for
human consumption to at least 15 service connections used year-round, or regularly served at least 25 year-

round residents in 1998 (New Jersey Department of Environmental Protection, 2004).

North Carolina
North Carolina data comes from the NC Dept. of Environmental Quality, Division of Water Resources,
Public Water Supply Section (PWSS), and contains maps of public water supply from 2017 (North Carolina

Department of Environmental Quality, 2017).

Pennsylvania

Pennsylvania maps show all areas served by a community water supply system that serves at least 15
service connections or 25 year-round residents, such as manufactured housing communities, municipal water
systems, personal care homes and housing developments.

The locations were digitized from maps submitted with Annual Water Supply Report for 2000, 2001,

2002 and 2003 (Pennsylvania Spatial Data Access, 2015).

Texas
Texas maps, maintained by the Texas Commission on Environmental Quality, show approximate relative

locations of public water supply areas current to 2020 (Texas Commission on Environmental Quality, 2020).
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2.6.5.4 Data on Wastewater Treatment Facilities

We begin with grant data from the EPA’s Grant Information Control System, which we obtained through a
Freedom of Information Act request. This data contains information on the year that the EPA distributed
each grant, which municipality received the grant, the specific wastewater treatment facility the grant was
designated for and the amount distributed. Keiser and Shapiro (2019a) uses the same data, and Appendix
Section B.4 of Keiser and Shapiro (2019a) demonstrates its accuracy.

The 33,429 grants in our sample exclude grant records that do not include a specific facility code, as it
is unclear to what extent these grants were precisely for wastewater treatment plants. We also drop grant
records that are missing information on when they were distributed, which further restricts our sample to
29,898 grants.

We define whether a facility was in compliance with the CWA’s capital mandate using the 1972 Clean
Watershed Needs Survey, which we merge to our grant data with a unique facility code. The CWNS is an
assessment of the capital investment that publicly-owned wastewater treatment facilities required to come
into compliance with the Clean Water Act, and contains information on which community the facility serves,
the number of residents served, the total wastewater flowing through the facility, the treatment technology
currently in place, whether the facility needs to meet standards higher than the EPA’s secondary treatment
requirement, and whether they are currently in compliance with these requirements. This data was provided
to us by the EPA’s CWNS team, and is the same data that Jerch (2018) uses to define compliance with the
CWA's capital mandate.

We use a facility’s answer to Question 21 on the CWNS questionnaire to define compliance. Question
21b asks if a facility needs to meet treatment technology requirements that are more stringent than the EPA’s
secondary treatment requirement. Question 21c then asks whether a facility is currently in compliance with
both the EPAs secondary treatment mandate and any higher mandates. We define facilities that answered
“yes” on question 21c as “compliant”, and those that answer no as ‘“non-compliant”. This defines facilities
that satisfied the CWA’s capital mandate when the CWA came into effect but did not satisfy more stringent
state standards as non-compliant. When we use counties up and downstream from compliant facilities as an
additional control group, we want to capture the effect of grants that were not bound by any capital mandate,
so we do not want to define facilities that were still required to make upgrades as compliant, even if they are
using secondary treatment.

Note that many facilities installed tertiary treatment after the CWA came into effect (USEPA, 2000).
This increase was likely driven by municipalities bound by state standards or compelled by lawsuits to make

upgrades beyond secondary treatment.
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2.6.6 Additional Figures and Tables

PRIMARY TREATMENT
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Figure 2.4: Primary Treatment Technology

Source: USEPA (1998)
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Figure 2.5: Secondary Treatment Technology

Source: USEPA (1998)
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Figure 2.6: Birth Weight Downstream from Grant Facilities

Notes: This figures plot the 7; and % from estimating Y, = ):;:275 ml{y—yi=t}+ 2,9:0 Y1y —yi =t} petey + BXey + 0t + 0ty + €.
pcley is a continuous variable that takes values from zero to one, and indicates the percent of county ¢’s population living within a mile
of a treated waterway in year y. The model includes county and year fixed effects, o, and o respectively, as well as controls for the
percent of a county’s births of a given birth order, and county averages of mother’s age and race and child gender. The estimates are
weighted by total number of births in a county-year. The dependent variable is the the average birth weight in county ¢ in year y.
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Figure 2.7: Probability of Low Birth Weight Downstream from Grant Facilities

Notes: This figure re-creates Figure 2.6 with the probability of low birth weight as the dependant variable.
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Figure 2.8: Difference in Birth Weight Up and Downstream from Grant Facilities

Notes: These figure plot the 7; and % from estimating AY),, = ):;:275 ml{y—y,=t}+ ):[9:0 WUy —yp =t} pctpy + BXpy + 0p + 0 +
€py. The dependent variable is the difference in birth weight between up and downstream counties in year y.
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Figure 2.9: Difference in Probability of Low Birth Weight Up and Downstream from Grant Facilities

Notes: This figure re-creates Figure 2.8 with the difference in the probability of low birth weight between up and downstream counties

in year y as the dependant variable.
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Figure 2.10: Birth Weight Downstream from Grant Facilities (Binary Treatment)

Notes: These figures plot the 7; and % from estimating Y., = 27:275 ml{y—yi=t}+ ):,9:0 Yy —yi =t} +BXey + 0+ oy + &y
Regressions are weighted by the total number of births in county ¢ in year y. The dependent variable is the the average birth weight in
county c in year y.
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Figure 2.11: Probability of Low Birth Weight Downstream from Grant Facilities (Binary Treatment)

Notes: This figure re-creates Figure 2.8 with the difference in the probability of low birth weight as the dependant variable.
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Figure 2.12: Birth Weight Triple Difference (Long Post)

Notes: These figures plot the 6, and 7, from estimating AY,, = ):,;275 O 1{y —y, =t} *t, + Y Somi{y— Yy =t} petyy xtp +

Y2 ml{y— yvy=t}+ Yo wi{y — ¥y =t} petpy + BXpy + 0Xpy 1y + 0y % 1y + 0 + &y + €y, All variables are defined analo-
gously to those in Figure 2.1. The dependent variable is the difference in birth weight between up and downstream counties in year y.
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Figure 2.13

10
Years Since Treatment

: Birth Weight Triple Difference (Random Sample)

Notes: This Figure re-estimates the results in Figure 2.2 after taking a fifty percent random sample of births that occurred in state-years
that reported a full sample of births. The years that each state switched from a 50 percent sample to a full sample of births are detailed

in Table 2.19.
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Table 2.5: Heterogeneous Effects

ey @) 3) “4)
White  Non-White Early Grants Later Grants
Pct Pop 1 Mile X Non-Compliant ~ 11.37*** 14.32 14.04* 11.95*
(3.872) (10.89) (6.526) (5.366)
Demographic Controls X X X X
Unit and Year Fixed Effects X X X X
Collapsed to Facility Level X X X X
Observations 35406 35406 51639 31080

Standard errors in parenthesis, clustered at facility level
*p<0.10,* p <0.05,** p < .01

Notes: This table re-estimates the equation 2.4 on sub-samples of the population. Columns 1 and 2 divide the sample by race and only
include counties that had a sizeable nonwhite population, and columns 3 and 4 divide the sample by grant timing.
Source: National Center for Health Statistics (1988a)

Table 2.6: Effects by Public Water Source

Surface Water Ground Water
&) @)
Panel A County Average Birth Weight
Pct Pop 1 Mile X Non-Compliant 8.893** -5.137
(3.579) (8.252)
Panel B Probability Birth Weight < 2500 grams
Pct Pop 1 Mile X Non-Compliant -0.000952 0.000132
(0.000845) (0.00198)
Demographic Controls X X
Unit and Year Fixed Effects X X
Collapsed to Facility Level X X
Observations 67032 15288

95% confidence intervals in brackets
* p<0.10,* p <0.05,** p<.01

Notes: This table re-estimates the specification in column 7 of Table 2.3 on sub-samples of counties that had some public water systems
that draw from surface water and counties whose public water systems only draw from groundwater.
Source: National Center for Health Statistics (1988a); Solley et al. (1988)
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Table 2.7: Public Water Source Triple Difference

Surface Ground DDD
)] @) 3)
Panel A. Non-compliant County Average Birth Weight
Pct Pop 1 Mile 10.15%* -7.879 -7.879
(2.154) (6.327) (6.115)
Pct Pop 1 Mile X Surface 18.03***
(6.451)
Observations 30009 4200 34209

Panel B. Non-compliant

Probability Birth Weight < 2500 grams

Pct Pop 1 Mile -0.000872*  0.00103 0.00103
(0.000485) (0.00150)  (0.00145)
Pct Pop 1 Mile X Surface -0.00190
(0.00152)
Observations 30009 4200 34209
Panel C. Compliant County Average Birth Weight
Pct Pop 1 Mile 3.111 3.110 3.110
(2.025) (3.836) (3.774)
Pct Pop 1 Mile X Surface 0.000404
(4.260)
Observations 37023 11088 48111

Panel D. Compliant

Probability Birth Weight < 2500 grams

Pct Pop 1 Mile -0.000333  -0.00183 -0.00183
(0.000534) (0.00120) (0.00115)
Pct Pop 1 Mile X Surface 0.00150
(0.00126)
Observations 37023 11088 48111
Demographic Controls X X X
Unit and Year Fixed Effects X X X
Collapsed to Facility Level X X X

Standard errors in parenthesis, clustered at facility level
*p<0.10, " p <0.05, " p < .01

Notes: This table describes the effects of Clean Water Act grants on birth outcomes depending on public water source. Column 1
estimates AY,y = ypctyy + BXpy + 0 + 0y + €y for facilities whose downstream counties had some public water systems that drew
from surface water, and column 2 re-estimates this specification for counties whose public water systems only drew from groundwater.
Column 3 estimates the associated triple difference: AY),, = yé)D pCtpy + yPPp petpy x5y + BXpy + 0Xpy x5+ 0y x 5,0+ O+ 04y + €y
where s, is a dummy variable that equals one for facilities with downstream counties that drew at least some drinking water from surface
water sources. All regressions include demographic controls and unit and year fixed effects. Panels A and B run this analysis for non-
compliant facilities, and Panels C and D repeat this analysis for compliant facilities as a robustness check. Average birth weight is the
dependent variable in Panels A and C, and probability of low birth weight is the dependent variable in Panels B and D.

Source: National Center for Health Statistics (1988a); Solley et al. (1988)
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Table 2.8: Using Public Water Supply to Define Treatment

(1) 2
Birth Weight Probability Birth Weight < 2500
Pct Pop Public Water 4.705* -0.000224
(2.602) (0.000954)
Demographic Controls X X
Unit and Year Fixed Effects X X
Collapsed to County Level X X
Observations 8463 8463

Standard errors in parenthesis, clustered at county level
* p<0.10,* p <0.05,** p < .01

Notes: In this table, we re-estimate the results in column 2 of Table 2.3 defining pct., as the percent of the population that is served by a
public drinking water system that is near a treated waterway.
Source: National Center for Health Statistics (1988a)

Table 2.9: Main Results for States with Public Water Supply Data

ey @)
birth weight prob bw < 2500
pct pop 1 mile 2.242 -0.000626
(3.195) (0.00104)
demographic controls X X
unit and year fixed effects X X
collapsed to county level X X
Observations 8463 8463

Standard errors in pare thesis, clustered at county level
*p<0.10,* p<0.05,** p<.01

Notes: In this table, we re-estimate the results in column 2 of Table 2.3 on the eight states that we have public water supply data for.
Source: National Center for Health Statistics (1988a)
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Table 2.10: Results by Per Capita Recreational Spending

)] (@) 3)
Tercile 1 Tercile 2 Tercile 3
Panel A County Average Birth Weight
Pct Pop 1 Mile 0.163 4.701 15.19%*
(3.960) (3.368) (4.427)
Panel B Probability Birth Weight < 2500 grams
Pct Pop 1 Mile -0.000429  -0.000453  -0.00220***
(0.000766)  (0.000960)  (0.000837)
Demographic Controls X X X
Unit and Year Fixed Effects X X X
Collapsed to County Level X X X
Observations 21147 20160 22617

Standard errors in parenthesis, clustered at county level
*p<0.10,* p <0.05,** p<.01

Notes: This table re-estimates the specification in column 2 of Table 2.3 on sub-samples defined by terciles of state water-related
recreational spending. Counties in states with the lowest spending are in Tercile 1, while those in states with the highest spending are in
Tercile 3.

Source: National Center for Health Statistics (1988a); Bureau of Economic Analysis (2017)

Table 2.11: Triple Difference by Per Capita Recreational Spending

6] 2 3)
Tercile 1 Tercile 2 Tercile 3
Panel A County Average Birth Weight
Pct Pop 1 Mile X non-compliant 1.231 14.76* 4.012
(5.552) (5.604) (5.833)
Panel B Probability Birth Weight < 2500 grams

Pct Pop 1 Mile X non-compliant ~ 0.00183  -0.00352** 0.000262
(0.00123)  (0.00171) (0.00141)

Demographic Controls X X X
Unit and Year Fixed Effects X X X
Collapsed to County Level X X X
Observations 20748 19656 23247

Standard errors in parenthesis, clustered at facility level
*p<0.10,* p <0.05,** p< .01

Notes: This table re-estimates the specification in column 7 of Table 2.3 on sub-samples defined by terciles of state water-related
recreational spending. Facilities in states with the lowest spending are in Tercile 1, while those in states with the highest spending are in
Tercile 3.

Source: National Center for Health Statistics (1988a); Bureau of Economic Analysis (2017)
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Table 2.13: Other Distances Downstream

Non-Compliant Compliant DDD

&) 2 3)
Panel A. 5 Miles Downstream County Average Birth Weight
Pct Pop 1 Mile 14.68*** 6.358***  6.358***
(2.800) (2.125) (2.125)
Pct Pop 1 Mile X Non-Compliant 8.326™*
(3.515)
Observations 35973 50379 86352
Panel B. 10 Miles Downstream County Average Birth Weight
Pct Pop 1 Mile 14.44% 6.167*  6.167"**
(2.783) (2.113) (2.113)
Pct Pop 1 Mile X Non-Compliant 8.278**
(3.493)
Observations 35154 49413 84567
Demographic Controls X X X
Unit and Year Fixed Effects X X X
Collapsed to Facility Level X X X

Standard errors in parenthesis, clustered at facility level
* p<0.10,* p <0.05,** p < .01

Notes: This table presents (weighted) estimates from the following model: bw, = yé)D pCtpy + yPbD petpy sty + BXpy + Xy %1, + 0 %
tp + 0y 4 04 +Epy. petey is a continuous variable that takes values from zero to one, and indicates the proportion of downstream counties’
populations that lived within a mile of a treated waterway in a given year. In Panel A, a waterway is considered treated if it is within 5
miles downstream from a facility that received a Clean Water Act grant. In Panel B, a waterway is considered treated if it is within 10
miles downstream from a facility that received a Clean Water Act grant.

Source: National Center for Health Statistics (1988a)

Table 2.14: Alternative Small Bandwidths

1 2
25 Miles lg(zwnstream 25 Miles lg(zwnstream
0.5 Mile Buffer 1.5 Mile Buffer
County Average Birth Weight
Pct Pop 0.5 Miles 10.70**
(4.458)
Pct Pop 1.5 Miles 6.621"
(2.826)
Demographic Controls X X
Unit and Year Fixed Effects X X
Collapsed to Facility Level X X
Observations 82320 82320

Standard errors in parenthesis, clustered at facility level
*p<0.10,* p <0.05,** p<.01

Notes: This table presents (weighted) estimates from the following model: AY,, = ¥P pctyy + YPPP petyy xty + BXpy + 9Xpy * 1y +
0 *tp + 0y + Oy + Epy. pctpy is a continuous variable that takes values from zero to one, and indicates the proportion of downstream
counties’ populations that lived within some bandwidth of a treated waterway in a given year. In column 1, this bandwidth is .5 miles,
and in column 2, it is 1.5 miles.
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Table 2.15: Stacked Difference in Difference

)] @) 3)
Not Yet Treated Never Treated Both
Panel A County Average Birth Weight
Pct Pop 1 Mile 5.209** 26.96"** 5.458**
(2.531) (3.997) (2.524)
Panel B Probability Birth Weight < 2500
Pct Pop 1 Mile -0.00134** -0.00541***  -0.00139**
(0.000554) (0.000836) (0.000552)
Demographic Controls X X X
Unit and Year Fixed Effects X X X
Collapsed to Facility Level X X X
Observations 83580 63041 86088

Standard errors in parenthesis, clustered at facility level
* p<0.10,* p <0.05,** p <.01

Notes: This table presents results from estimating the following stacked difference in difference: Y, = Y acked DCtpsy + Olps + Oy + Epgy.
In column 1, the control group is facilities that will be treated at least 9 years in the future. In column 2, the control group is facilities that
never receive a CWA grant. In column 3, both never treated and not-yet-treated units are in the control group. The dependent variable is
the difference in birth weight between up and downstream counties in year y in Panel A, and the difference in the probability of being
born weighing less than 2500 grams between up and downstream counties in year y in Panel B. Source: National Center for Health
Statistics (1988a)

Table 2.16: Callaway and Sant’ Anna (2020a) Estimates

Birth Weight  Probability Birth Weight < 2500

(H )
Grant X Downstream 4.85* -0.0018
(2.60) (0.0032)
Observations 64239 64239

Standard errors in parenthesis, clustered at county level
* p<0.10,* p <0.05,** p < .01

Notes: This table presents event study aggregations of group time average treatment effect estimates of the effect of being downstream
from a facility that received a CWA grant on birth outcomes.
Source: National Center for Health Statistics (1988a)
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Table 2.19: Sample Changes

State Name State NCHS Code | State fips Code | First Full Sample Year
Alabama 1 1 1976
Arizona 3 4 1985
Arkansas 4 5 1980
California 5 6 1985
Colorado 6 8 1973
Connecticut 7 9 1979
Delaware 8 10 1985
Washington DC 9 11 1984
Florida 10 12 1972
Georgia 11 13 1985
Idaho 13 16 1977
Illinois 14 17 1974
Indiana 15 18 1978
Towa 16 19 1974
Kansas 17 20 1974
Kentucky 18 21 1976
Louisiana 19 22 1975
Maine 20 23 1972
Maryland 21 24 1975
Massachusetts 22 25 1977
Michigan 23 26 1973
Minnesota 24 27 1976
Mississippi 25 28 1979
Missouri 26 29 1972
Montana 27 30 1974
Nebraska 28 31 1974
Nevada 29 32 1976
New Hampshire 30 33 1972
New Jersey 31 34 1979
New Mexico 32 35 1982
New York 33 36 1977
North Carolina 34 37 1975
North Dakota 35 38 1983
Ohio 36 39 1977
Oklahoma 37 40 1975
Oregon 38 41 1974
Pennsylvania 39 42 1979
Rhode Island 40 44 1972
South Carolina 41 45 1974
South Dakota 42 46 1980
Tennessee 43 47 1975
Texas 44 48 1976
Utah 45 49 1978
Vermont 46 50 1972
Virginia 47 51 1975
Washington 48 52 1978
West Virginia 49 53 1976
Wisconsin 50 55 1975
Wyoming 51 56 1979
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Table 2.20: Triple Difference: Random Sample

(D @) 3)
Non-Compliant Compliant  DDD
Pct Pop 1 Mile 12.38%* 4.448* 4.448*
(2.735) (2.114) (2.114)
Pct Pop 1 Mile X Non-Compliant 7.933*
(3.456)
Demographic Controls X X X
Unit and Year Fixed Effects X X X
Collapsed to Facility Level X X X
Observations 34188 48132 82320

Standard errors in parenthesis, clustered at facility level
*p<0.10,* p <0.05,** p<.01

Notes: This table re-estimates the specifications in Columns 5-7 in Panel A of Table 2.3 after taking a fifty percent random sample of
births that occurred in state-years that reported a full sample of births.
Source: National Center for Health Statistics (1988a)
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CHAPTER 3

Competitive Grants and Student Achievement: The Effect of Race to the Top Grants

Part of the American Recovery and Reinvestment Act of 2009 (ARRA), Race to the Top was a federal grant
program in which the US Department of Education (ED) distributed $4.35 billion to 19 state governments.
While Congress designed most of the education funding in the ARRA to stabilize education spending during
the Great Recession, Congress designed Race to the Top grants to encourage long term policy changes. To
incentivize states to enact new policies, ED distributed RTTT grants based on states’ compliance with a
number of education reforms.

This paper addresses two questions: what is the impact of RTTT grants on student achievement, and are
these effects driven by extra funding, policy changes, or some combination of the two. I use a state level
difference-in-differences design to show that RTTT policies cause increases in student achievement. These
improvements are statistically larger in states that received grants, demonstrating that policy changes are more
effective when paired with extra funding.

ED distributed RTTT grants in three rounds, but the program exhausted its funding in the first two rounds.
The 12 states that received grants in the first two rounds (which I refer to as “early treated states”) received
grants over ten times larger than those distributed to the seven states that received grants in the third round of
funding (which I refer to as “late treated states”). States that received RTTT grants in any round were more
likely than non-RTTT states to implement RTTT policies (Boser, 2012; Howell, 2015), and policy adoption
was similar across early and late treated states (Dragoset et al., 2016). The way in which ED distributed
RTTT grants creates variation in the funding of these new policies across early and late treated states without
creating variation in education policy.

Contemporary and retrospective reports suggest that early and late grant receipt was quasi-random. For
example, a report by the Economic Policy Institute describes the grant allocation process as “subjective and
arbitrary, more a matter of bias or chance than a result of ... states’ superior compliance with reform policies”
(Peterson and Rothstein, 2010). This supports making comparisons across early, late, and never treated states.
Assuming that early and late treated states would have responded to policy changes in the same way in the
absence of extra funding, comparing student achievement in early and late treated states before and after grant
receipt will return the effect of additional funding on achievement. Comparing early treated states to never
treated states will capture the effect of both extra funding and policy changes, and comparing late treated
states to never treated states will capture the effect of policy changes.

Only one study, Dragoset et al. (2016), examines the effect of RTTT grants on state level student out-
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comes, and the results are inconclusive. There are several studies of the effects of individual policies pro-
moted by RTTT. For example, Henry et al. (2015) uses a regression discontinuity design to show that a RTTT
promoted policy in North Carolina in which the state department of education took over schools in the bottom
five percent of achievement led to large improvements in test scores. Zimmer et al. (2017) finds mixed results
when studying a similar program in Tennessee.

The results in Henry et al. (2015) and Zimmer et al. (2017) answer specific questions about the education
production function, however, they do not inform grant design. While there is a large literature studying for-
mula grants (Hines and Thaler, 1995; Inman, 2008), there is little research on the effectiveness of competitive
grants outside of a few specific contexts, such as agricultural research grants to individuals (Huffman and
Evenson, 2006) and grants to local governments to reduce wildfire risk (Cheng and Dale, 2020). Competitive
grants have two major appeals: (1) many states that do not receive funding may still implement policies pro-
moted by the program in an attempt to secure grant funding, and (2) the attached prestige of winning a grant
might induce states to change policy in exchange for relatively small grants.

A better understanding of the advantages of competitive grants could allow donor governments to improve
the benefit/cost ratio of many grant programs. A donor government will face the same costs to implement a
grant program if they determine grant allocation based on policy implementation instead of a formula. For
this reason, if competitive grants generate higher returns than formula grants, distributing grants competitively
instead of distributing grants according to a formula may increase a grant program’s benefit/cost ratio.

Measuring student achievement with the National Assessment of Educational Progress (NAEP), I show
that proficiency rates improved in both early and late treated states, though these improvements were limited
to states with low baseline achievement. This shows that RTTT policy changes led to improvements in
achievement regardless of grant size, which suggests that competitive grant programs can cause the desired
policy outcomes regardless of grant receipt. The improvements in student achievement are statistically larger
in early treated states relative to late treated states, suggesting that RTTT policies were more effective when

paired with additional funding.

3.1 Background

States had to apply to ED to receive RTTT grants. States’ applications detailed their plans to change state
education policies and documented any past progress in RTTT policy areas. ED scored these applications on
a 500 point scale, and this score determined grant receipt. Figure 3.1 plots out each state’s score along with
the cutoff between early and late treated states. Scores change smoothly across the cutoff, and both early and

late treated states earned substantially higher scores than most never treated states, suggesting that early and
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late treated states implemented similar policies.!
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Figure 3.1: Early and Late Treated States’ RTTT Applications Scored Similarly

Notes: This figure plots the score that each state received on their round 2 RTTT application (except for Tennessee and Delaware, which
received grants in round 1, and for which I present the round 1 score) against their rank. Early treated states are represented by black
dots, late treated states are represented by gray dots, and never treated states are represented by white dots. The line at 440 represents
the cutoff score.

Reform policies fell into six broad categories: (1) improving state capacity; (2) implementing new student
achievement standards; (3) building state data systems; (4) recruiting and retaining highly effective teachers;
(5) turning around the lowest performing schools; and (6) removing restrictions on charter schools (Dragoset
et al., 2016). States received a score on each of these categories. Figure 3.2 shows that, relative to early
treated states, late treated states earned marginally lower scores in each of these categories.

Initially, ED planned on awarding large grants to all qualifying states. U.S. Education Secretary Arne
Duncan said his department received “many more competitive applications than money to fund them” (Rundquist
and Calefati, 2010), and that the department “funded as many states as [it] could [until it] ran out of money”
(Paulson, 2011). Operating under the assumption that Congress would renew the program’s funding, ED
exhausted all of the funds made available to RTTT in grants to 12 states. ED petitioned Congress to provide
an additional $1.35 billion for grants to the seven reaming qualifying states, but Congress approved less than

$200 million dollars in new funding (Howell, 2015). Consequently, the 12 states treated in 2010 received

INote that there are two never treated states with scores close to late treated states. These represent California and South Carolina,
who withdrew from RTTT despite being eligible for small grants (Los Angeles Times, 2010). The fact that some states were eligible for
small grants but did not accept them suggests that the states that accepted small grants took their education reforms seriously.
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grants averaging about $328 million, or $57.1 per capita, while the seven runner up states received grants
averaging $28.5 million, or $3.6 per capita.” Figure 3.3 maps out early and late treated states and Figure 3.4

shows average grant size in early and late treated states.

111

State Capacity Tests Data Teachers Turnaround  Charters

100
1

Percent of Available Points

Figure 3.2: Category Specific Scores by Treatment

Notes: This figure dissagregates the scores from the Figure 3.1 into the six broad categories of RTTT reform policies. Average scores of
never-treated states are presented in light gray, late treated states are in dark gray, and early treated states are in black.

Despite the difference in grant size associated with grant timing, there is evidence that early and late
treatment was arbitrary. Dragoset et al. (2016), the official review of RTTT commissioned by ED, reported
that “ED determined that [early and late treated states] alike had formed comprehensive plans to improve
education policies and practices and had demonstrated the capacity for, and significant past progress in,
implementing policies and practices in the program’s topic areas”.

As an example, New Jersey fell short of the score cutoff because of a single minor error in its application
(Rundquist and Calefati, 2010). Since there was no appeals process, New Jersey received a grant of less than
$40 million in 2011 as opposed to the $400 million it would have received if it had qualified for an early
grant. A spokesperson for the New Jersey teachers union described this small grant as “less than a drop in
the bucket... This is one-time money that will help set up some pilot programs... It eludes me how this will

have a lasting impact” (Calefati, 2011).

2Delaware, Florida, Georgia, Hawaii, Maryland Massachusetts, New York, North Carolina, Ohio, Rhode Island, Tennessee, and
Washington D.C. received large grants in 2010, while Arizona, Colorado, Illinois, Kentucky, Louisiana, New Jersey, and Pennsylvania
received small grants in 2011.
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Figure 3.3: Map of Treated States

gray. Delaware, Florida, Georgia, Hawaii, Maryland Massachusetts, New York, North Carolina, Ohio, Rhode Island, Tennessee, and
received small grants in 2011.

Notes: Early treated states are shown in light green, late treated states are shown in dark blue, and never treated states are shown in
Washington D.C. received large grants in 2010, while Arizona, Colorado, Illinois, Kentucky, Louisiana, New Jersey, and Pennsylvania
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Figure 3.4: Early Treated States Received Larger Grants Than Late Treated States
(which is mechanically zero).

Notes: This figure presents means of RTTT grants to states. The black dashed line shows average grant amount for the 2010 cohort,
the gray dashed line shows average grant amount for the 2011 cohort, and the solid gray line shows means for the never treated cohort
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Still though, late treated states remained committed to implementing RTTT policies, at least in their public
statements; the same New Jersey spokesperson stated that “at the end of the day, [New Jersey stands] by these
reforms and we need to move forward on them quickly” (Calefati, 2011). Similarly, a representative from the
Louisiana department of education said that “the Race to the Top process has moved ... us significantly down
the pathway [to reform]” despite Louisiana receiving a small grant (Paulson, 2011).

By requiring states to demonstrate the capacity to implement the reforms in their applications before
announcing which states would receive grants, ED successfully bound the path of policy adoption in both
early and late treated states regardless of funding. Consequently, states that received any RTTT grant money
implemented more RTTT promoted policies than non-RTTT states (Boser, 2012; Howell, 2015). After grant
receipt, there were no statistically distinguishable differences between early and late treated states in the
number of policies meant to improve state capacity, build state data systems, recruit and retain effective
teachers, turn around the lowest performing schools, or remove restrictions on charter schools (Dragoset

etal., 2016).3

3.2 Data and Methods
Data on grants to states comes from ED and contains information on the size and timing of each state’s
RTTT grant. I measure state level student achievement with the percent of students scoring proficient on the
National Assessment of Educational Progress, a nationally representative assessment of student achievement
given to fourth and eighth graders biannually since 2003.

I examine the effect of RTTT grants on student achievement with the event study specification in equation

3.1.

2009 2019
Py=ap+ Y, mI{y—2010=1}*treat+ Y y1{y—2010=1}x*treat, (3.1
t=2003 t=2011

+ as + agy + Ssy

Py, is the percent of students scoring proficient on the NAEP in state s in year y, time relative to treatment

is given by 1{y —2010 = ¢}, which is a dummy variable that equals one for observations of states ¢ years

3The only difference in policy adoption between early and late treated states is related to testing; while early and late treated states
adopted similar standards and wrote similar tests, early treated states implemented more policies designed to support the transition to
enhanced standards and high-quality assessments. Specifically, this difference is driven by differences in whether early and late states
reported (1) providing supports to districts and/or schools specifically designed to aid in the implementation of the Common Core State
Standards (CCSS) with English Language Learners (ELLs) since adopting these standards, (2) investing in new technology to assist with
implementation of the assessments associated with the CCSS since adopting them, and (3) providing funds to districts and/or schools
to support implementation of the CCSS since adopting them (Dragoset et al., 2016). While differences in common core adoption have
large effects on economically advantaged students, they have no effect on economically disadvantaged students (Bleiberg, 2020). Since
the differences between early and late treated states are driven by differences in serving largely disadvantaged groups, these differences
should not affect student outcomes.
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before or after 2010, the year that early treated states received RTTT grants, and freat is a dummy variable
indicating states in the treatment group. o and 0, are state and grade-by-year fixed effects.

I summarize this event study specification by estimating the following difference-in-difference:

Py = 0t + Ytreats x 1{y >= 2010} + Syt reats + tgy + &y (3.2)

Cluster robust standard errors can over-reject the null hypothesis in situations where there are few treated
clusters. Similarly, p-values from a wild-cluster bootstrap can either over or under-reject the null when there
are few treated clusters (MacKinnon and Webb, 2018), so in addition to reporting standard errors clustered at
the state level, I implement a permutation test. To do this, I construct a placebo distribution of ¥ from equation
3.2 by re-estimating equation 3.2 once for every possible combination of treated units.* I then compare my
estimate of y for the actual treatment group to the placebo distribution. In order to achieve 5 percent statistical
significance using a two-tailed test, the true coefficient must be in the top (or bottom) 2.5 percentile of this

distribution.’

Table 3.1: Summary Statistics

(H 2 €)]
Never Treated 2010 Cohort 2011 Cohort
Enrollment 837,551 1,128,705 1,188,220
Percent ELL 6.6 6.3 5.6
Percent FRPL 39.2 41.6 42.4
Title I Dollars 219MM 350MM 351MM
Observations 32 12 7

Notes: This table presents the mean enrollment, percent English language learners, percent of students receiving free and reduced price
lunch, and total Title I transfers to early treated states, late treated states, and never treated states in 2009.

The identifying assumption of this design is that, in absence of treatment, test scores would have followed
parallel trends in early, late, and never treated states. Since RTTT grants began rolling out in 2010, lingering
effects of the the Great Recession are the main threat to this assumption. Early, late, and never treated states
might have been differently affected by (1) the economic downturn, causing states to alter spending or (2)
by relief efforts in the ARRA besides RTTT. Since ED did not start distributing RTTT funds until 2010, the

effect of either of these sources of bias should appear in the pre-treatment period of an event study. I also

“For example, when comparing early and late treated states, I estimate every combination of these 19 states where 12 states are
treated in 2010 and 7 states are controls. In situations where there are more than 1000 combinations, I estimate a random set of 1000
combinations.

STable 3.7 shows that my results are robust to performing randomization inference with cluster robust t-statistics instead, which is
generally more stable than constructing p-values using coefficients (MacKinnon and Webb, 2020).
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directly test for some of these sources of bias in Section 3.3.3.

To interpret comparisons of early treated states relative to late treated states as the effect of extra RTTT
funding, I must assume that early and late treated states would have responded to RTTT policy changes in the
same way in absence of funding.® Table 3.1 provides some evidence that this assumption holds by showing
that early and late treated states were balanced on a number of pre-treatment observable characteristics,
including enrollment, the percent of English language learners, the percent of students receiving free and

reduced price lunch, and total Title I transfers.

3.3 Results

3.3.1 Effect of Funding on Test Scores

Figures 3.5 and 3.6 compare math proficiency rates between early and late treated states before and after
2010. Figure 3.5 presents estimates of the 7; and y; from equation 3.1 with early treated states as the treatment
group and late treated states as the control group. There is no pre-treatment trend in proficiency rates, and
no significant difference in proficiency after treatment. Figure 3.6 compares the corresponding difference-in-
difference coefficient from equation 3.2 to the coefficient’s placebo distribution. While the true coefficient is
positive, it is near the middle of the placebo distribution. Randomization inference tests the sharp null that
there is no effect for every treated unit as opposed to the null that the average effect is zero, so the results in
Figure 3.6 do guarantee that there was no effect on test scores in every early treated state.

Figures 3.7 and 3.8 re-estiamtes the results in Figures 3.5 and 3.6 with early treated states that were in the
bottom tercile of pre-treatment achievement as the treatment group and all late treated states as the control
group. Figure 3.7 shows that math proficiency rates increase sharply three years after treatment in early
treated states. This effect persists through the end of the study period. Figure 3.8 shows that the associated
difference-in-difference coefficient is in the 99th percentile of the placebo distribution.

Table 3.2 summarizes Figures 3.5 and 3.7 by estimating equation 3.2 with math proficiency rate as the
dependent variable. In column 1, the treatment group is every early treated state and the control group is
every late treated state. In column 2, the treatment group is early treated states in the bottom tercile of
national proficiency, and the control group is every late treated state. The effects are large and strongly
significant, with math proficiency increasing by 4.3 percentage points. Columns 3 and 4 dissagregate the

estimate in column 2 by grade.” The effects are large and significant for both groups.

6To identify the effect of funding exclusively, I would also have to assume that policy changes and funding are additively separable.
This is unlikely to be the case, so results from this comparison should be interpreted as the effect of combining extra funding with policy
changes as compared to the counterfactual of only implementing policy.

7See Appendix for the associated event studies.
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Figure 3.5: Proficiency Did Not Increase in Every Early Treated State

Notes: This figure presents estimates of the m; and ¥ from Py, = o + ):,22%%03 m1{y — 2010 = t} % treat; + ):,2212%” m1{y —2010 =
t} *treats + O + Oy + €, Where Py, is state math proficiency rates on the NAEP, and treat; is a dummy variable indicating states in the
2010 cohort. @y and @y are state and grade-by-year fixed effects. The treatment group is the 2010 cohort, and the control group is the
2011 cohort.

O T T T
-6 -4 -2 0 2 4
DD Estimate

Figure 3.6: There was No Significant Effect in Every Early Treated State

Notes: This Figure presents estimates of y from Yy, = ot + Ytreats x 1{y >= 2010} + 0y, + searly; + €&, compared to a placebo
distribution of y from estimating this equation on every possible treatment group. The black line indicates the true estimate of .
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Figure 3.7: Proficiency Increased in Low Performing Early Treated States Relative to Late Treated States

Notes: This figure re-estimates the results in Figure 3.5 with states in the 2010 cohort that were in the bottom tercile of pre-treatment
math proficiency as the treatment group, and the entire 2011 cohort as the control group.
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Figure 3.8: The Improvement in Low Performing Early Treated States is Significant

Notes: This figure re-estimates the results in Figure 3.6 with states in the 2010 cohort that were in the bottom tercile of pre-treatment
math proficiency as the treatment group, and the entire 2011 cohort as the control group.
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Column 5 shows that these results are not driven by increases in proficiency in all bottom tercile states
by comparing states in the bottom tercile of achievement in the 2010 cohort to states in the bottom tercile of
achievement in the 2011 cohort. While there are not enough observations to properly perform a permutation
test, the results are similar in magnitude to those in column 2. Column 6 compares states in the 2010 and
2011 cohorts that were in the top two terciles of pre-treatment achievement. The effects are small and wrong-
signed.

These results show that receiving a large RTTT grant led to large increases in math proficiency relative
to states that received small RTTT grants, but these improvements only occurred in states that were in the

bottom tercile of national achievement before treatment.

3.3.2 Effect of Policy Adoption on Test Scores

I estimate the effect of combining policy changes with new funding in Figure 3.9. This figure compares early
treated states in the bottom tercile of pre-treatment achievement to never treated states in the bottom tercile
of pre-treatment achievement before and after 2009.8 Figure 3.11 re-estimates this specification with late
treated states in the bottom tercile of pre-treatment achievement as the control group and never treated states

in the bottom tercile of pre-treatment achievement as the control group.

Table 3.2: RTTT had Larger Effects in Early Treated States

(1) (2) (3) 4) ) (6)
Percent Proficient Math
Treat X 1{year >=2010}  0.131  4.339*** 5250™ 3.429** 3.117 -1.056
(1.379) (1.989) (2.605) (1.650) (2.352) (0.876)

((94)  (C0o1))  ((016)) ((.022)) ((-178))
Treated Group Tercile 1,2,3 1 1 1 1 2,3
Control Group Tercile 1,2,3 1,2,3 1,2,3 1,2,3 1 2,3
Grades 4.8 4.8 4 8 4.8 4.8
Observations 342 198 99 99 126 216

Standard errors clustered at the state level in parentheses
Randomization inference p values in double parentheses
*p<0.10, "™ p < 0.05, " p < .01

Notes: This table presents estimates of y from Yy, = ot + yrreat « 1{y >= 2010} + oty + Syearly, + &, where Py, is state math proficiency
rates on the NAEP, and freat; is a dummy variable indicating states in the 2010 cohort. o and o, are state and grade-by-year fixed
effects. In column 1, the treatment group is the entire 2010 cohort, and the control group is the entire 2011 cohort. In column 2, the
treatment group consists of states in the 2010 cohort that were in the bottom tercile of pre-treatment math proficiency, and the entire
2011 cohort is the control group. Column 3 and 4 re-estimate column 2 for just fourth and eighth graders respectively. In column 5,
the treatment group consists of states in the 2010 cohort that were in the bottom tercile of pre-treatment math proficiency, the control
group consists of states in the 2011 cohort that were in the bottom tercile of pre-treatment math proficiency. In column 6, the treatment
group consists of states in the 2010 cohort that were in the top two terciles of pre-treatment math proficiency, the control group consists
of states in the 2011 cohort that were in the top two terciles of pre-treatment math proficiency.

81n this specification I compare proficiency rates before and after 2009 because some RTTT policies went into effect shortly after
RTTT was announced at the beginning of 2009 rather then when ED distributed grant funds in 2010.
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Figure 3.9: Proficiency Increased in Low Performing Early Treated States Relative to Never Treated States

Notes: This figure presents estimates of the 7 and % from Yy, = ot + Y2005 7 1{y — 2009 = t} * treat, + Y2243 0 7 1 {y — 2009 =
t} *treat; + O + Oy + €, Where Yy, is state math proficiency rates on the NAEP, and rreaty is a dummy variable indicating states in the
2010 cohort. o and o, are state and grade-by-year fixed effects. The treatment group is states in the 2010 cohort in the bottom tercile

of pre-treatment achievement, and the control group is never treated states in the bottom tercile of pre-treatment achievement.
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Figure 3.10: The Improvement in Low Performing Early Treated States is Significant (Never-Treated)

Notes:This figure presents estimates of y from Yy, = ot + Ytreaty « 1{y >= 2009} + 0ty + &searly; + €, compared to a placebo distri-
bution of y from estimating this equation on every possible treatment group. The black line indicates the true estimate of y.
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Figure 3.11: Math Proficiency Increased in Low Performing Late Treated States Relative to Never Treated
States

Notes: This figure re-estimates the results in Figure 3.9 with states in the 2011 cohort in the bottom tercile of pre-treatment achievement
as the treatment group.
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Figure 3.12: The Improvement in Low Performing Late Treated States is Marginally Significant

Notes: This figure re-estimates the results in Figure 3.10 with states in the 2011 cohort in the bottom tercile of pre-treatment achievement
as the treatment group.
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Table 3.3: RTTT Policies Led to Increased Test Scores in States with Low Baseline Achievement

(1) (2)
2010 vs Never 2011 vs Never
Percent Proficient Math
Treat X 1{year >=2009} 5.242** 2.103*
(1.925) (1.639)
((.024)) ((.078))
Observations 252 234

Standard errors clustered at the state level in parentheses
Randomization inference p values in double parentheses
* p<0.10,* p <0.05,** p < .01

Notes: This table estimates Y5, = 0t + Ytreat  1{y >= 209} + o, + St reat; + €, where treat, indicates RTTT treated and the al phagy
are grade-by-year fixed effects. The dependent variable is the percent of students scoring proficient on the NAEP math test. Column 1
compares compares states in the 2010 cohort in the bottom tercile of pre-RTTT achievement to never treated states in the bottom tercile
of pre-RTTT achievement, and column 2 compares compares states in the 2011 cohort in the bottom tercile of pre-RTTT achievement
to never treated states in the bottom tercile of pre-RTTT achievement.

Table 3.3 summarizes Figures 3.9 and 3.11. Column 1 shows that proficiency rates improved by 5.2
percentage points in early treated states in the bottom tercile of achievement relative to never treated states
in the bottom tercile of achievement. Column 2 shows that these effects were substantially smaller in late
treated states in the bottom tercile of achievement with an estimated increase of 2.1 percentage points that is

significant at the ten percent level.

3.3.3 Robustness Checks

3.3.3.1 Incorporating Data from Before 2003

While there is no evidence of a pre-trend in either Figure 3.9 or Figure 3.11, there are only three pre-treatment
periods in either specification. To address this, I use additional data on NAEP scores from 1992, 1996 and
2000 to extend the pre-treatment period in Figures 3.13 and 3.14. The NAEP was not administered in every
state in every year before 2003, so these event study coefficients are not balanced. Consequently, the estimates

are imprecise, however, they do not reveal any pre-treatment trend in math proficiency rates.

3.3.3.2 Other Transfers

The largest federal transfer program to schools is Title I. ED allocates Title I dollars based on the number of
economically disadvantaged students in a school (Stephenson and Kaiser, 2018), so Title I allocations will
increase when the economic conditions in a state worsen. Table 3.4 test if these changes are correlated with
treatment by estimating equation 3.2 with per-student Title I dollars as the dependent variable. In column
1, the 2010 cohort is the treated group and never treated states are the control group; in column 2, the 2011
cohort is the treated group and never treated states are the control group; in column 3, the 2010 cohort is

the treated group and the 2011 cohort is the control group. This shows that regular Title I transfers remained
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similar across early treated states and never treated states, late treated states and never treated states, and early

treated states and late treated states.

Table 3.4: Changes in Title I Were Not Correlated with Treatment

(D 2 (3)
2010 vs Never 2011 vs Never 2010 vs 2011
Title I Dollars
Treat X 1{year >=2010} -3.641 0.300 -7.258
(10.15) (7.583) (11.66)
((:563)) ((:943)) ((:594))
Observations 484 429 209

Standard errors clustered at the state level in parentheses

Randomization inference p values in double parentheses

*p<0.05,* p<0.01,** p<0.001
Notes: This table estimates Yy, = g + Ytreaty  1{y >= 2010} + 6,1{y >= 2010} + ,treat; + &,. The dependent variable is average
Title I dollars. treat; is a dummy variable indicating the treatment group: In column 1, early treated states are the treatment group and

never treated states are the control group; in column 2, late treated states are the treatment group and never treated states are the control
group; in column 3, early treated states are the treatment group and late treated states are the control group.

Along with RTTT grants, the ARRA distributed extra money to districts according to existing Title 1
formulas, as well as extra education funding to states through the State Fiscal Stabilization Fund (SFSF)
in 2009. Table 3.5 shows that, in per student terms, early treated states received more ARRA and SFSF
dollars, though these differences were much smaller than the differences in RTTT grant size. While, to
the best of my knowledge, there has not been a causal study of the effect of ARRA education transfers on
spending, accounting studies suggest that states generally used these transfers to plug budget holes rather
than increase spending (Superfine, 2011), and I provide evidence that these transfers did not cause changes

in local education spending in the Appendix.

Table 3.5: The 2010 Cohort Received More ARRA Title I Dollars

(D (2) 3)
Never Treated 2010 Cohort 2011 Cohort

Recovery Title I Amount 13.6MM 22.6MM 21.1MM
SFSF Amount 793MM 1,160MM 1200MM
RTTT Amount 0 328MM 28.5MM
Recovery Title I Amount 187.71 238.23 191.83
SFSF Amount 960.90 1051.34 976.69
RTTT Amount 0 435.64 23.68
Observations 32 12 7

Notes: This table presents the mean Title I transfers from ARRA, SFSF transfers, and RTTT transfers to early treated states, late treated
states, and never treated states. The top panel presents average totals, and the bottom panel presents average per student transfers.
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Figure 3.13: There was no Pre-Trend in Early Treated States

Notes: This Figure re-estimates the results in Figure ?? incorporating unbalanced data on NAEP scores from 1992, 1996, and 2000.
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Figure 3.14: There was no Pre-Trend in Late Treated States

Notes: This Figure re-estimates the results in Figure ?? incorporating unbalanced data on NAEP scores from 1992, 1996, and 2000.
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Figure 3.15: Title I Dollars by Treatment

Notes: This figure presents means of total Title I transfers to districts in early, late, and never treated states. The black dashed line shows
per student Title I dollars for the 2010 cohort, the gray dashed line shows per student Title I dollars for the 2011 cohort, and the solid
gray line shows per student Title I dollars for the never treated cohort.

3.4 Conclusion
By successfully encouraging policy changes that led to improvements in student achievement in states that
received both large and small grants, RTTT demonstrates the ability of competitive grant programs to improve
second stage outcomes at relatively low costs. The improvements in achievement were larger in early treated
states, which suggests that, while competitive grant programs can have a meaningful effect even in places
that do not win grants, policy is more effective when it is paired with extra funding.

I conclude by noting two potential drawbacks of competitive grant programs: (1) policymakers likely pay
a political cost for making states compete for grant funding, and (2) the states most likely to win grants are
those that have the time and funding available to construct compelling grant applications. For this reason, the

states most likely to win competitive grant funding may be those that need it the least.
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3.5 Appendix

3.5.1 The Effect of Stimulus Money on Spending

Table 3.5 shows that, in per student terms, early treated states received more ARRA and SFSF dollars than
late treated states and never treated states, though these differences were much smaller than the differences
in RTTT grant size. While there has not been a causal study of the effect of ARRA education transfers on
spending, descriptive studies suggest that these transfers were generally used to plug budget holes rather than
increase spending (Superfine, 2011). In this section, I provide additional evidence that these transfers did
not increase spending using district level spending data from the Census Bureau’s Annual Survey of School
System Finances.

ED distributed extra education funding from ARRA according to existing Title I formulas. Title I funding
is distributed to schools according to the number of disadvantaged students that they serve, so I can predict
how much ARRA funding a district will receive by calculating the percent of the age 5-17 population that was
living in poverty in a districts catchment area in 2009. I do this using the Census Bureau’s Small Area Income
and Poverty Estimates (SAIPE), which produces single-year estimates of the number of school-age children
living in poverty for all school districts in the US. This is the same data that ED uses when calculating Title I
allocations (Stephenson and Kaiser, 2018).

I can estimate the effect of extra education funding from ARRA by leveraging continuous variation in

school age poverty using equation 3.3,

2007 2010
Yy =0+ Z 7 1{y —2009 =t} * pctq, + Z Y 1{y —2009 =t} * pctgy + 0q + 04, + €4y 3.3)
1=2004 1=2009

where d indexes districts, y indexes years, and pcty, is the percent of the age 5-17 population living within a
districts service area that is living in poverty.

I can summarize this effect with equation 3.4.

Yy = O+ Ypctyy + Og + 6, + €4y (3.4)

Figure 3.16 shows that pctg, accurately predicts federal revenue by estimating equation 3.3 with federal
revenue as the dependent variable. Figure 3.17 then re-estimates this specification with total expenditure as
the dependent variable.

Table 3.6 summarizes these figures. While federal dollars increased, this did not lead to an equivalent
increase in local expenditure, suggesting that receiving school districts used extra funding to offset budget

shortfalls caused by the Great Recession rather than increasing total spending.
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3.5.2 Additional Figures and Tables
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Figure 3.16: Federal Revenue Increased in Districts with a Higher Percentage of Disadvantaged Students

Notes: This figure presents estimates of the ¥ and 7 from Y, = oo + Y,
t}* pctgy + 0tg 4 0y + €4, The dependent variable is total federal revenue.
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Figure 3.17: Total Expenditure did not Change in Districts with More Disadvantaged Students

Notes: This Figure re-estimates the the specification in Figure 3.16 with total expenditure by district d in year y as the dependent variable.
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Figure 3.18: Fourth Grade Percent Proficient Event Study (Bottom Tercile)

This figure re-estimates the results in Figure 3.7 on fourth grade test scores.
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Figure 3.19: Fourth Grade Percent Proficient Difference-in-Differences (Bottom Tercile)

This figure re-estimates the results in Figure 3.7 on fourth grade test scores.
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Figure 3.20: Eighth Grade Percent Proficient Event Study (Bottom Tercile)
This figure re-estimates the results in Figure 3.7 on eighth grade test scores.
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Figure 3.21: Eighth Grade Percent Proficient Difference-in-Differences (Bottom Tercile)

This figure re-estimates the results in Figure 3.7 on eighth grade test scores.
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Figure 3.22: Percent Proficient Event Study (Top Two Terciles)

This figure re-estimates the results in Figure 3.5 with states in the 2010 cohort that were in the top two terciles of pre-treatment math
proficiency as the treatment group, and states in the 2011 cohort that were in the top two terciles of pre-treatment math proficiency as
the control group.
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Figure 3.23: Percent Proficient Difference-in-Differences (Top Two Terciles)

This figure re-estimates the results in Figure 3.5 with states in the 2010 cohort that were in the top two terciles of pre-treatment math
proficiency as the treatment group, and states in the 2011 cohort that were in the top two terciles of pre-treatment math proficiency as
the control group.
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Table 3.6: The Effect of Stimulus Money on District Spending

ey @)
Total Federal Revenue Total Expenditure
Percent Poverty X 1{year >=2009} 9.847** 1.431
(0.754) (3.122)
Observations 90107 90107

Standard errors clustered at the district level in parentheses
*p<0.10,* p <0.05,** p < .01

This table presents estimates of Yy, = oo + ypctyy + 0tg + @y + €4, Where pctyy is the percent of the age 5-17 population living within
district d’s service area living in poverty in fiscal year 2009, and o and @, are district and year fixed effects. The dependent variable is
total federal revenue in column 1, and total expenditure in column 2.

Table 3.7: Test Scores Results (t-statistic)

9] ) 3
2010 vs Never 2011 vs Never 2010 vs 2011
Percent Proficient Math
Treat X Post 5.242%* 2.103* 4.339%*
(1.925) (1.639) (1.989)
((.028)) ((.09)) ((.01))
Observations 252 234 198

Standard errors clustered at the state level in parentheses
Randomization inference p values in double parentheses
*p<0.10, " p <0.05,** p< .01

Notes: This table re-estimates the main results from Tables 3.2 and comparing the t statistic to a placebo distribution of t statistics instead
of comparing to a placebo distribution of difference-in-difference coefficients. Column 1 presents the result from column 2 of Table 3.2,
and columns 2 and 3 presents results from columns 1 and 2 of Table 3.3.
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