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INTRODUCTION

Proposals to institutionalize small-scale political communities and associations have been
common if not widespread over the past 15 to 20 years.! The popular belief is that small commu-
nities, called vills? here, best promote civic culture.3 Beyond this general conviction, however,
the reasons and ideological justifications for ensuring the legitimation and longevity—institu-
tionalization—of grassroots citizen action or participation vary according to whether one is at the
top of the social system looking down or at the bottom looking up. My ideological bias is bot-
tom-up, a normative but somewhat descriptive perspective grounded in the idea that “the struggle

for neighborhood identity” follows a predictable pattern:

First, residents organize to maintain the integrity of their area against outside in-

terests. Then, political mobilization of the neighborhood begins and there is an

attempt to decentralize as much power as is possible from the city to the local

unit. Finally, new institutions are established that will realize and reflect the kinds

of economic, social, and personal relationships the neighborhood wants for itself.4

It is the last stage in this process that is least likely to be achieved. To survive, small-scale
power-directed organizations require a human network that can link and mobilize the “inert ma-
jority,” and they must have continuity and money.5 The reality, however, has been quite different.
Kitzmiller and Ottinger conclude that, “citizen groups are weak, underfinanced, uncoordinated
and dispersed. There are few sustained citizen action organizations capable of continuous repre-
sentation of and by the public.”¢ (Original italicized.) Suttles' observations are similar: “
community organizations arise to meet a particular issue; they address their complaints or de-
mands to one or a few service organizations; and with success or failure they all, except possibly
their leaders, lapse into relative obscurity.”” Although Perlman's 1976 nationwide in-person sur-
vey indicates that “the seventies are spawning a plethora of grassroots associations . . . ,” she
does not reach any certain conclusions about the survival potential or future impact of these or-
ganizations.$

The search for an institutional rubric to legitimate and lend permanence to vills is not
new. Religious institutions played this role in Western cultures for centuries, certainly through

the Middle Ages. Commercial institutions, among which Americans count the Massachusetts
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Bay Company and others, have also served to institutionalize small-scale political organizations.®
Community development corporations are a more recent example in this vein.!0

The use of government, that is, the political rubric for institutionalizing vills is of particu-
lar interest here.!! For the past decade and a half, proposals have been made and decentralization
experiments carried out as forerunners of small-scale political entities, with boundaries encom-
passing populations of approximately 5,000 to 25,000.12 These proposals reflect a wide range of
methodological and ideological points of view: the top-down perspective tends to see small-scale
government as little more than an administrative outpost for existing municipalities, with nomi-
nal devolved powers; the bottom-up view advocates grassroots “bootstrap” organizing of inde-
pendent political jurisdictions with authentic public powers, most notably taxing and spending.!3

Other formal public powers that may potentially be claimed by small-scale political enti-
ties include control over the means of violence (police and militia), eminent domain authority,
legislative power, and the power of “limitless credit” (to issue bonds).!4

While there are substantial differences in decentralization schemes and their supporting
ideologies, there is consensus on using a political rubric—whether administrative decentraliza-
tion or neighborhood government—to institutionalize small-scale citizen action or participation
in civic culture. But one of the most troubling criticisms leveled at proposals to use political in-
stitutions in this way is that they are economically inefficient. Taking this cue, the central con-
cern of this paper is the economic viability of small-scale political institutions—vill economics.

Although my bias for the introduction of such institutions is acknowledged, the research
for this paper was begun without preset convictions about whether small-scale government
would be found potentially “economical.” In the following section, Economic Issues and Con-
cepts, my objective has been to identify the main economic concepts related to small-scale public
jurisdictions, and to determine their economic character, both benefits and burdens. The discus-
sion ranges over public sector activity considered as a part of the broader “grants economy,” the
role of public sanctions in the production of collective goods and services, need-based versus
demand-based processes for determining public good, economies of scale, problems and solu-
tions related to externalities, and the threat of “political fragmentation.”

The section on Precursory Experiments is an attempt to sharpen the focus on the issue of

small-scale government economic viability through a review of several surveys of “decentraliza-
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tion experiments.” These are surveys of cases in the literature and field studies of a wide invento-
ry of decentralized community organizations, from block clubs and improvement associations
through advisory boards and committees to little city halls and community development corpora-
tions. They reflect public and private, bottom-up and top-down conceptions; and all demonstrate,
in varying degrees, the political-economic prospects for small-scale government.

The last major section, Vill-Sponsored Health Care, explores the potentials for small-
scale government to play an economically useful role in providing neighborhood-based health
care service delivery.

This is a working paper, admittedly broad in scope, sometimes almost exceeding my own
interests and powers of concentration. Yet, the nature of the criticism—that small scale is ineffi-
cient—set the stage; and given the prevalence of this conventional wisdom, too often neighbor-
hood organization may not be attempted. It was the need to examine the relevant literature and
determine for myself the economic benefits and burdens of neighborhood-based government that
accounts for the scope of this paper.

I have attempted at the end of each section to summarize the material and state my own
conclusions. For the less intrepid reader, those conclusions can be broadly summarized: The lit-
erature, on balance, confirms that small-scale political jurisdictions which respect certain princi-
ples of economic theory and service delivery can play an economically efficient and possibly in-

dispensable role in a mix of urban governments.



ECONOMIC ISSUES AND CONCEPTS

The Grants Economy

The political-economic framework for introduction of a new small-scale urban govern-
ment, a vill, need not be limited to the traditional market conception. The implication of the mar-
ket perspective is that government “. . . makes little or no direct, positive contribution to the na-
tion's output or employment,” considered implicitly to be the exclusive preserve of private, prof-
it-seeking enterprise.!> This conventional picture that defines government as a nonproductive,
growth-restraining element does not fit with what Boulding describes as the “grants economy.”
He contends that the activities of government and nonprofit organizations play substantial roles
in the market economy.!¢ Examples include construction of the national highway system, the
space program, and government sponsored medical research—all serve to potentiate private sec-
tor activity.!7 It is important, then, to consider the advent of vills as new elements in the grants
economy.

The grants economy involves “. . . one-way transfers of exchangeables.”!$ Grants require
decisions by a donor and a recipient who agree to give and receive, motivated by “love and
fear.”1® The foundation for this activity, according to Boulding, is the sympathetic bond linking
individuals in cooperative community endeavors. Government expenditures funded by taxes are
identified as “coerced grants,” but grants nonetheless in a democratic society.20

Like the market economy, government granting activity redistributes resources. But con-
trary to common economic biases that grants create . . . a distortion of the equilibrium produced
by the unfettered operation of an exchange [market] economy,” Boulding observes that the grants
economy too can be an instrument to establish economic balance. The idea is that translating
public preferences into political demands is a parallel to the price-profit mechanism, but as we
shall see, a less than perfect one.2! Grants supplement a number of prime functions in the market
economy, including allocation of production resources to different industries, distribution of in-
come, and direction of technical innovation and development. The subsidy and tax systems of the
grants economy direct resources to various industries; grants are one of the centerpieces in in-

come redistribution programs; and they are also a principal means to develop public works, re-
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search, and education.2?

From one perspective, enterprises in the grants economy are in many ways similar to pri-
vate business: they compete for market share, they bid for resources in competitive markets, and
their survival depends on making a surplus.z3 Other views, however, dispute this picture. “Econ-
omizing” is said to be a problem in the grants economy because, unlike market reliance on the
price-profit mechanism, “. . . nothing is given up directly for what is gained, and it is not recog-
nized therefore that [given finite resources] what is gained for one party is frequently lost to an-
other.”24

Boulding warns that given the cooperative, even sympathetic community bond underpin-
ning the grants economy, there is a danger that the sacrifices involved can become self-perpetuat-
ing. The problem is that . . . once [we] start making sacrifices for anything . . . we find that we
cannot admit to ourselves that the sacrifices have been in vein without a threat to our personal
identity.” As the U.S. involvement in Vietnam illustrates, however, overextending sacrifice even-
tually undermines the sanctity and support of the entire endeavor.25

Drucker is particularly pessimistic about prospects for economic efficiency in grants
economy institutions, primarily because the service field is non-competitive and not focused on
capital return. Service institutions receive their income through budget allocations, thus “‘per-
formance’ is the ability to maintain or increase one’s budget.” (Original italicized.) Budget and
staff size are the important motivators and create the stakes for organizational action. Public
agencies chronically overspend and almost never underspend their budgets because “not to spend
the budget to the hilt will only convince the budget-maker . . . that the budget for the next fiscal
period can be safely cut.”2¢ Presumably, budget-based income undermines setting priorities and
focusing efforts: the producer in the market economy focuses effort to expand market share,
while the public organization tries “. . . to placate everyone by doing a little bit of everything . . .
to ensure its budget allocation.” Drucker also argues that budget-based institutions find it more
difficult to abandon obsolete, unproductive efforts: “the temptation is great to double the budget,
precisely because there is no performance.” The problem, as Drucker sees it, is that budget-based
institutions are paid for what they “deserve” rather than “earn.”27

The foregoing discussion suggests that the introduction of new government units into the

mixed market-grants economy may offer positive and negative potentials. Drucker's pessimism

7



may be relevant but overdrawn for application to small-scale political institutions, insofar as it
reflects observations of inefficiency in large, centralized governments. The bureaucratic bias to
increased spending and indebtedness—the outcome of limited access to officeholders for citizens
who have a contrary stake and open access for market interests that are congenial—is not a char-
acteristic notably shared by existing small-scale public jurisdictions.28 Drucker’s view may better
serve as a caution flag than an absolute prohibition. Boulding, on the other hand, conveys that
while government may not be the ideal vehicle for solutions to critical social problems, it certain-

ly plays a constructive and indispensable role in the country's political economy.

Public Goods and Bads

Among the several functions of government is the production of goods and services. Set-
ting aside momentarily the task of defining public goods (and “bads”), it is useful to consider
justifications for their provision. Market economic explanations suggest that public goods are the
result of the differential between what the public wants and what the private economy is motivat-
ed to provide. Public goods may also be provided because use is required, because private alter-
natives are not adequate, or because of a preferred distribution of benefits or costs under public
sponsorship.2® Government intervention in the market economy is also rationalized as necessary
to correct market imperfections, such as “. . . monopoly power and insufficient consumer knowl-

(13

edge”; ensuring payment for collective-consumption goods; and externalities, . where an
economic action affects parties not directly involved in the transaction.”3 Goods may also be-
come public because of “environmental” limitations, that is because “. . . national defense, law
and order, and public health. . . . are a part of and condition the environment of the society.”!

A less well-explored area in the provision of public goods is the transfer of granting au-
thority from one sector (or public jurisdiction) of the grants economy to another, for example,
from city to special district. The rule of transfer between market and grant sectors would appear
to be applicable: once defined as a public sector activity, the provision of public goods by one
jurisdictional level represents the failure of another level of government to provide those goods.32

Collective or public goods have a quality of “jointness,” the satisfaction of a common in-

terest, for a specific collectivity of citizens. With pure collective goods, more consumption by
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one person doesn't reduce the amount left to others.33 Collective goods become public goods “. . .
when the coordinating mechanism for providing a collective good invokes the powers of the
state. . . .”34 The transformation from collective to public goods is explained in part by “the logic
of collective action.””35 Despite a common desire for a good, individual self-interest may preclude
voluntary collective action to provide the good. The bind for the individual is that because the
benefit is common to all, as in construction of a highway, no one can be excluded from enjoy-
ment regardless of whether they pay their share of the cost. Thus it becomes necessary to provide
“. .. some sanction or attraction, distinct from the public good itself, that will lead individuals to
help bear the burdens. . . .”3¢

The logic of collective action is thought to differ for large and small organizations. One
proposition is that small groups need not rely as heavily on sanctions to provide collective goods
because, since each member receives a large share of the total benefit, some individuals will be
further ahead by paying a disproportionate share than if the good were not available. A counter
proposition, however, is that in small organizations if a few members stop paying, costs will in-
crease for others to the point they will refuse to pay and the good is lost.37 O’Brien's thesis is
that the failure of neighborhood-based community organizations is due primarily to the logic of
collective action.3® A fair conclusion may be that small-scale organizations, serving populations
from 5,000 to 25,000, require sanctioning power or other compensatory mechanisms if they are
to successfully distribute costs among all beneficiaries.

“Public bads” are the reciprocals of public goods. The idea here is that . . . good for the
individual, as a privately acting independent agent, may be bad for the same individual . . . as a
part of a defined collectivity, and vice versa.”3% While the aim of contemporary large-scale urban
government has been provision of public goods, increasing the quantity of facilities, Buchanan
argues that it is at least equally important to eliminate public bads.40 His thought is that, . . . the
current yield [of public goods] at the margin surely is greater from enforcing more effective us-
age of facilities than in enlarging the quantities of facilities. . . .”4! Capital-intensive public goods
and services particularly may require the funding capacity of larger jurisdictions, but elimination
of public bads—". . . enacting and enforcing effective rules for personal and institutional behav-

ior’42—may be better suited to vills.



Definitions of Public Good

Although it is one thing to state in general terms what a public good is, it is quite another
to specifically define sow such a determination is made. The traditional grants economy ap-
proach has been to define public goods in terms of need, derived from studies of government ob-
jectives, which in turn are based on professionally formulated standards created by engineers,
librarians, physicians, etc. The standards are normative and designed to enhance the quality of
life.#3 Defining public good through the concept of need, then, involves a benevolent but elitist
top-down determination. Cost-benefit and utilization models and studies represent a further re-
finement of need as a vehicle for defining public good.** Cost-benefit analyses are used to estab-
lish the most efficient expenditure pattern within a previously established normative decision-
making process that has identified public goods and services.

The market approach to ascertaining collective good has been demand. Demand is de-
fined as “participation, by which . . . all instances in which households act, voluntarily or under
constraint, to cause a local public service to be performed.”#> (Emphasis added.) But estimating
demand for public goods is a problem because of the absence of a price-profit mechanism. In the
public sector, politicians are the producers and voters are the consumers who pay through taxa-
tion.46 Part of the difficulty is that the political decision-makers have no way of knowing when
the benefits of an increment in output are greater than costs.4’ In effect:

The benefit derived from the last dollar spent on a public service should be greater

than or at least equal to the cost. Such a criterion would assume that every expen-

diture for a public service would yield a benefit at least equal to the value of the

good foregone in the private sector. Also, it would ensure that such an expenditure

would not prevent a more valuable expenditure in some other public service.48

It is also accepted as problematic that demand for public service cannot be analyzed in
terms of existing expenditure levels. There is a “. . . problem of product definition”: interpreting
the meaning of an appropriation depends on how the service or good is defined, the value as-
signed to it, and its purpose.®® “Fiscal profitability criteria” are also rejected as means to verify
demand. The argument is that provision of public goods and services cannot be directed through

analysis of projected costs and anticipated revenues. In other words, a decision about whether to

build a new water works, thereby increasing water supply and lowering costs, cannot be made in
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terms of expectations for tax revenue flowing from new industry attracted by the availability of
low-cost water.50

It seems that the political process itself is the only mechanism in a grants economy for as-
sessing aggregated preferences. The prevailing economic view, however, is that . . . an optimal
political decision-making process has not yet been devised. . . .”5! Steiner describes the related
literature as “entirely theoretical.”s2 Acknowledged deficiencies notwithstanding, there are sev-
eral political models incorporated in economic constructs of demand. The classical model for
economic demand in the public sector suggests:

. . . that politicians present tax and expenditures options to voters so as to maxi-
mize the vote they receive. In this search for political support they will discover
the preferences of consumers, innovations in service, and tax alternatives, and
they will be motivated to maximize the sum of the fiscal surpluses (benefits minus
costs) going to the citizenry.>3
This model pictures government as a “quasi-market,” with electoral activity assumed to be
the linkage between individual preferences and the provision of services.’* A second model
wherein political process articulates and defines public good envisions the public jurisdiction as
“. .. a coalition of . . . blocs that cooperate in order to provide public goods.”>5 The Tiebout
model for demand in the public sector, as described by Margolis, proposes that . . . individuals
can move among government jurisdictions . . .” to press their demands.5¢
Several writers have commented on the shortcomings of these theoretical descriptions of
political decision-making in relation to demand for public goods and services. It has been ob-
served that “at-large elections, the absence of mass-controlled urban political parties and the fail-
ure to develop a social infrastructure usable for public action have greatly reduced the ability of
residents to communicate more than the grossest preferences to elected officials.”57 It is argued
that “civic accountability” rests on a number of doubtful assumptions: that government represen-
tatives can be called to account via the electoral system for the conduct of public employees, that
each jurisdiction has workable mechanisms for equitably resolving citizens’ complaints, and that
public employees are generally responsive to the broad public interest. The issue of civic ac-
countability is “... not only of responsiveness to complaints about service but to demands for

service. . . .”58 In the same critical vein are studies that conclude the relationship between elec-

toral activity and public policy output is nil.
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A different but related criticism of political models for demand articulation is that politi-
cal boundaries optimized for economic considerations may not the optimal for public representa-
tion.®0 Congressional constituencies now encompass populations of a half-million and urban lo-
cal government districts typically range from 100,000 to more than a million. Warren's study of
federally sponsored regional political and policy decision-making indicates that, . . . the [large]
scale of a district, determined by economic criteria, as well as its operating characteristics, cre-
ate[s] high if not prohibitive [participation] costs for unemployed and minorities. Conversely,
both relative and absolute access costs tend to be reduced for those who already are dominant
and community influence—government officials and business and civic leaders.”¢!

Both need-based and demand-based processes present problems for determining public
goods and services. The need construct, relying as it does on a top-down elitist expertise, tends
inherently to produce inefficient outputs, a misallocation of resources redounding to the benefit
of special interests. The demand construct suffers from the dilemma that, while public good is
defined as commonality of individual preferences, there is no mechanism in a non-market system
to determine the aggregated preferences except a flawed political process.

Bish and Warren acknowledge the difficulty of assessing demand in the public sector, but
they provide a substantive remedial proposal.62 Their idea is that demands for public goods and
services are “likely to be efficiently articulated only by political units of different sizes.” They
trace demand inefficiency to public monopolization of demand-articulating and producing func-
tions, a circumstance that undermines quickness and accuracy of political responses to citizen
demands. The result is a misdirection of resources. The remedy is for political jurisdictions of
various sizes to buy and sell goods and services from one another, thereby introducing price
competition in the public sector: «. . . the [public] producer must [then] measure and cost out his
production and provide a price to the consumer, provide an amount and quality of goods deter-
mined by an independently organized consumer, and keep his costs and prices below that of po-
tential competitors. . . .”63 (Emphasis added.) Bish and Warren conclude that, . . . a variety of
sizes of [government] organizations, not necessarily with the same boundaries, is likely to be
needed for the efficient production of goods and services in metropolitan areas.”64

Process definitions for establishing a public good are limited to normative need types and

political-economic demand types. The former may be rejected for inefficiency stemming from its
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top-down definition of need. The latter approach is plagued by the economic demand dilemma,
an oblique commentary on the inadequacy of pluralistic models of political decision-making.
One remedial strategy has been suggested which involves creating a range of demand-articulat-
ing public jurisdictions that would serve to separate demand from production (supply) functions
and introduce price competition to the public sector. This political-economic remedy, whether

suitable or not by other criteria, is congenial to proposals for establishing vills.

Economies of Scale

The economic issue most often raised about small-scale government is economy of scale.
Scale economies are present ““. . . when the unit cost of producing a commodity decreases as
more units of that commodity are produced per period.” Factors thought to be responsible for
cost reductions include: indivisible production inputs, division and specialization of labor and
capital, and bulk purchasing of inputs.®5 Internal scale economies are related to savings realized
through technical innovations in large-scale production, usually the adoption of assembly lines
and computers.®® And economies are often linked directly to standardization.®? Political-econom-
ic theory and “common sense” maintain that “small-unit governments are poorly equipped to
take advantage of economies of scale and technological innovations. . . .”68  Empirically based
studies, however, lead to other conclusions.

Musgrave indirectly suggests a first principle of scale economy. He identifies three gener-
ic government budgeting aims: allocation, distribution, and stabilization. While stabilization and
distribution efforts refer to government economic regulation and income transfer activities more
suitable for state and federal jurisdictions, allocation of goods and services is an appropriate local
function.®® Hawkins pinpoints capital-intensive services and goods as the exception to “the gen-
eral finding of a number of studies using different methodologies . . . that there are few, if any,
economies of scale in the production of local government services.”’® He also observes that
while standardization reduces costs, it also diminishes consumer choices and options. Regardless
of demand or development stage, every community is compelled to “enjoy” a higher or lower
level of service—because of standardization—than its requirements or preferences would

dictate.”!

13



Emerson and Lamphear state that “numerous studies . . . have found public costs to be
minimum somewhere between 10,000 and 250,000 population.” While they do not in fact cite
scale economy studies, they maintain that the range of constituents needed by public jurisdictions
for “self-sustaining growth” is from a few thousand to more than a million.”? Henderson and
Ledebur claim that significant scale economies are associated with community growth from
small to intermediate size. They note, additionally, little opportunity for scale economies in
school expenditures, except for administration, and . . . little, if any, economies of scale in the
provision of conventional water supply and sewage operations. . . .”73

Hirsch provides a particularly useful general formulation of scale economy principles
based on a distinction between horizontal, vertical, and circular integration of service. Horizontal
services are those that provide coverage through plant replication, each unit producing the same
service, as with fire protection or district health centers; vertical service integration exists when
there are successive steps in service production, as with water or electric power production and
distribution; and circular integration involves different units combining to provide complemen-
tary services under a unitary plan, for example, a multi-level transportation system. Hirsch re-
views a wide sample of cost-benefit literature, focusing on scale economies, and concludes that
the relationship between costs and scale are complex. Nonetheless, he indicates that economies
of scale are not present or are at best “uncertain” or “very minor” in horizontally integrated ser-
vices such as police, education, waste collection, fire, etc.74

To reiterate, Bish and Warren, and Heilbrun, contend that economies of scale are possible
for small-scale governments when the demand-articulating jurisdiction and the producing (or
supplying) jurisdiction are not the same. They propose, too, that smaller jurisdictions may pur-
chase or contract services from larger public or private vendors, and can thereby “. . . remain
small without sacrificing the possible advantages of economies of scale. . . .”75.76

Relying on a review of professional standards, Hallman proposes minimum feasible scales
for a range of public sector services. The standards reflect top-down conceptions of need as well
as economic efficiency. A population of 7,500 to 10,000 can justify a police force of the “effec-
tive minimum size.” A minimum urban fire district, serving one-story residential dwellings, is
feasible with a population of 5,000; while inclusion of a ladder truck expands district size to

15,000 or 20,000. Minimum population for street maintenance is 10,000. Full-service neighbor-
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hood health centers should serve 25,000 to 35,000 people. Park programs are feasible for popu-
lations as small as two to three thousand, while library service minimums are about 12,000.77
General statements that categorically accept the principle of scale economies are mislead-
ing at best and mistaken at worst. The principle is not apt for horizontally integrated and labor-
intensive services, and it ignores the potential for small units to enjoy scale economies by con-
tracting for services. These conclusions are confirmed by studies of service delivery costs for
special districts. Studies by the California Local Government Reform Task Force show no “sig-
nificant” cost differences between small-scale special districts and other jurisdictions. Another
study demonstrated “. . . consistent diseconomies of scale in school systems with student popula-
tions of over 2,500.”78 Hawkins concludes that “existing evidence warrants the assertion that the
small-scale special districts are just as capable of realizing efficient operations as are [larger]
units of general purpose government.”” It is apparent that economies may be realized over a
wide range of scales, given that certain principles are recognized and respected; and that rejec-

tion of neighborhood-level government because of scale inefficiencies is not justified.

Externalities and Spillovers

Externalities and spillovers comprise another problem-dimension for examining the eco-
nomic viability of vills. The externality or spillover . . . is an indirect side effect . . . which re-
sults from an allocation decision. Not typically considered a direct benefit or cost, externalities
either inflict harm on someone without compensating him for it, or confer gain on someone
without demanding payment.”80 Externalities are often related to population movement from one
area to another. They also result from the technical service character of . . . infrastructure, envi-
ronmental control, and research and development activities. . . .”8! The proposed Bay Bridge fare
hike to subsidize BART is an example of a spillover burden; while the free use of locally fi-
nanced roads may be seen as an unpaid-for benefit to out-of-state drivers. Technical services that
are especially susceptible to spillovers include sewage treatment and disposal, air pollution con-
trol, transportation, water supply, and arterial streets. In human and social services, education is
considered to have major spillovers, welfare is uncertain, and parks, libraries, and police have
few or none.$2
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All public services have externalities. The issue is . . . the ratio of external to internal
benefits. . . .83 Different public goods and services have different boundaries for spillovers. Wa-

3

ter pollution control externalities follow boundaries related to “waterflows” and air pollution
control to “airsheds.”$4 Several writers posit a direct relationship between the ratio of internal to
external benefits and the utility of local decision-making. When the ratio is high, that is, in

13

cases of large benefit spillovers, . expenditure decisions will clearly be inefficient unless

made at the local level.”85 The principle is as follows:

. if the boundaries of the political body are not roughly congruent with the
boundaries over which the external benefits or costs prevail, decisions will be bi-
ased and inefficient. If the affected area is too small, important benefits or costs
will be ignored. If the area is too large, excessive centralization and the associated
inefficiencies will result.86

The structural solutions proposed to minimize externalities are centralization (via region-
al government) and decentralization (via neighborhood government). The centralizing strategy
controls spillovers by an areawide government that can formulate special rules and tax policies.8”
The view is directly contradicted by writers who feel that government services should be allocat-
ed over a range of jurisdictional levels to minimize “unequal spillovers . . . done by a larger cen-
tral government.”88 A middle ground approach is to shift upward both functional and fiscal re-
sponsibility while simultaneously providing “optimizing” grants to lower-level service-deliver-
ing entities. Netzer suggests that within this framework “. . . there is a theoretical case for the ex-
istence of a multiplicity of small governmental jurisdictions to provide and finance allocation
branch activities without important externalities, even within such closely connected regions as

metropolitan areas.”8?

The spillover solution strategy of special interest here is creation of independent small-
scale governments. In this vein, Schultze suggests that the solution to varying boundaries may be
the special district.90 A criticism of special districts germane to the central theme of this paper is
that they are economically inefficient. As already noted, however, recent studies confirm that a
statistically significant correlation does not exist between the number of government jurisdic-
tions and total costs of local government.9!

It is clear that government goods and services of various kinds have differing spillover
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boundaries which require corresponding political jurisdictional lines to avoid externality ineffi-
ciencies. Remedies fall on a centralizing-decentralizing continuum. Decentralization proposals
range from (1) creating multiple small-scale units within a regional entity to (2) establishing nu-
merous separate small-scale jurisdictions. The main objection to small-scale government has
been grounded in “efficiency” arguments, but several recent cost studies do not confirm this
view. Vills