
Economic Theory of Local 
Government Grant Making

Why do local governments make grants 
to private organizations? And how 

should they allocate limited resources?



Private v. Public Goods

Clean air,
Public parks,
Public safety
National defense.

Fisheries,
Water,
Public parking, 
Radio frequencies. 

Movie cinemas,
Private theme parks,
Satellite TV.

Food, 
Clothing,
Private parking. 



Supporting Private Production of 
Publicly-Beneficial Goods and Services

Governments should buy those things 
necessary for the public that, because of 
market conditions, will not be produced if 
the government does not buy them. 

(Breton, A., A Theory of Government Grants, The Canadian 
Journal of Economics and Political Science, 2004). 



Is this “seed 
money”

Is this funding to drive 
an innovation?

Is this maintenance 
funding?

No No

Would this activity happen without the grant?

Yes Yes Yes

Not a good 
candidate for a 

public grant

Yes

No

Can the success of the grant-funded activity be 
measured?

No

Is the grant sufficient to reasonably ensure success?

No
Yes

Yes
Good candidate 

for a public grant

Should the activity be funded by contract rather than grant?

Yes

No
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