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New conceptualizations aré needed 10 encompass cumulaling research findings that complex,

multijurisdictional, multilevel organizalion is a produclive arrangement for melsopolilan aress.

A local public economy approach recognizes {1) the distinclion between provision and produc- [E:
tion, and the different considerations that bear on each; (2) the distinclion belween governanc B
and government, and the multiple levels of governance; (3) the difference beiween metropoliun 1
fragmentation and complex melropolilan organizalion, and lhe prevalence of the comple:
organizalion ever fragmentation; ang (4) the necessity [or citizen choice and public entrepre- §
neurship in crafling productive organizational and govemance arrangements. it may coniribute
lo a rethinking with respect 1o governance structares adapled to the diversity characleristic of |

American melropolitan areas.

The long and continuing debate over metropolitan organization and gov-k

emance concems two basic questions:

(1) What pauerns of public organization are more likely o be responsive o citizen |
prelerences, efficiens in the way services are produced, and equitable in the -

way services are financed and delivered?

(2) What patterns of governance are more |ikely 10 enable individuals to establish
and maintain such pailerns of organization in view of changing preferences, |

technologies, and olher circumstances of metropolitan life?

Answering the first question requires solving a number of diverse prob- f
lems simultaneously. Consider: Preferences for public services are diverse,
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varying both from place to place within a metropolitan area and over time.
Moreover, preferences can be aggregated at different levels with different
resulis — from neighborhoods to citi¢cs and towns, counties, submetropolitan
regions, and the metropolilan area. Public services also are diverse in scale
of effects: air pollution control affects an entire airshed, while a police patrol
may affect but a single neighborhood. Technologies for producing various
public services exhibit gross differences in scale economies (Hirsch, 1984;
Barlow, 1982). Resources available to provide public services are not uni-
formly distributed across a metropolitan area, and achievement of equity in
fiscal terms does not guarantee equity in service delivery. This diverse array
of problems is untikely to yield to a simple solution to be applied uniformly
across different metropolitan areas, or even across diffcrent communities.
within a single area. Solutions depend on time- and place-specific knowledge
rather than on abstract knowledge of a single correct pattern,

In the orthodox literature, metropolitan area governments repeatedly have
been scorned for their failure to conform to a rational pattemn of organization.
The preferred pattern was originally a single, areawide, general-purpose
government. Later, a two-lier variant was introduced. Common to both was
a desire for structural uniformity — identical amangements for service provi-
sion and delivery throughout a metropolitan area. All unreformed metropol-
itan areas were viewed as organizationally “fragmented” and tied to an
assartment of ills including both inefficiencies and inequities. Research and
analysis were geared toward finding the one right way to organize metropol-
itan America.

Hsolutions depend on time- and place-speci{ic knowledge, hawever, there
isno “one right way” to organize a metropolitan area. In thisevent, one nceds
a governance structure in which local citizens and their agents are empow-
ered to make choices among alternative organizationat arrangements. Instead
of a governance structure that can impose a correct solution, metropolitan
areas require patterns of governance that are sufficiently open to allow for
diverse solutions that respond 1o variable conditions.

A public economy approach to metropolitan studies assumes that a multi-
jurisdictional metropolitan area can be better understood as a complex local
public economy than as a maze, a jungle, a crazy quill, a sicw, or other
metaphor indicating an absence of rational organization. Organizational
diversity and complexity do not imply institutional failure, but neither do
they always imply success. Research efforts focus on idenlifying patterns of
organization that work better in various circumstances and on pailerns of
governance that underlie the organization of more responsive, efficient, and
equitable local public economies.
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Rescarchers have shown that more fragmented metropolitan areas tend to
be more etficient. Schneider (1986), for example, reporied that growth in
local expenditures, after control for relevant service conditions, was slower
in fragmented melropolitan areas than in more consolidated ones. This
finding is consistent with research by Eberts and Gronberg (1988), Dilorenzo
(1983), Wagner and Weber (1975), and other students of local public finance.
Bell (1988) reported simiiar results with respect to school district fragmen-
tation in the states.

Fragmentation usually is measured as a ratio of the numberof jurisdictions
in a metropolitan area Lo population. Sometimes only particular types of
jurisdictions, such as municipalities, are counted, yielding a measure of
horizontal fragmentation. Other measures include all jurisdictions consid-
ered to be governmental in nature by the U.S. Census of Governments, thus
summing over jurisdictions that do and do not overlap territorially. In reither
case does fragmentation measure the vertical structure of a metropolitan arca,
that is, the amount of territorial overlap among jurisdictions. Nor does it
measure the presence of nongovemmental yet public bodies created by local
governments.

Metropolitan areas that are more frapmented in jurisdictional terms tend
to be more complexly organized in other ways as well. To respond to the
inherent diversities of preferences, scales of effects, and production econo-
mies and diseconomies, metropolitan area governments tend to develop
multileve! and multiscale arrangements, including both herizontal and ver-
tical diversity. A local public economy that has numerous jurisdictions
typically also has many interjurisdictional and multijurisdiclional arrange-
ments. Simply to describe such systems accurately requires a careful map-
ping of the linkages among jurisdictions {Advisory Commission on Intergov-
emmental Relations [ACIR], 1988, forthcoming).

Rescarchers are introducing evidence that more complexly organized
metropolitan areas are more efficient than more simply organized areas, in
which both horizontally fragmented areas without overlapping jurisdictions
and vertically integrated areas thal lack horizontal differentiation are in-
cluded. Consistent with the importance of matching scale of provision with
scale of effects, Chicoine and Walzer (1945) reported higher citizen percep-
tions of service quality for some services (libraries and streets) in which
provision was concenirated, but higher perceptions for others (education and
parks) in which provision was fragmented. Parks (1985) reported higher
technical efficiency in police production' in metropalitan areas in which
fragmentation in the production of patrol and immediate response to citizen
requests are combined with more concentrated supply of radio communica-
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tions and the investigation of the most serious crimes. Acombination of small
and large police service producers organized in nested arrangements was
found superior both to pure horizontal fragmentation and full vertical con-
solidation.? Jurisdictional fragmentation alone appears 10 be an insufficient
indicator of the complex structure of local public economies.

ORGANIZING TO PROVIDE AND
PRODUCE SERVICES: THE STRUCTURE OF
LOCAL PUBLIC ECONOMIES

The distinction between provision and production of public services
{Ostrom et al,, 1961; Oakerson, 1987) yields a method of analyzing the
organizational structure of metropolitan arcas that allows a fuller description
than is possible by counting jurisdictions. Provision refers to collective-
choice processes that determine (1) what goods and services to provide, (2)
what private activities Lo regulate, {3) the amount of revenuc to raise and how
to raise it, and (4) the quantities and quality standards of goods and services
tobe provided (ACIR, 1987: 10). Production refers to the lechnical processes
of combining resources 1o make a producl or render a service.

Different considerations apply to the organization of a collectivity to
provide a service than to the organization of an agency or firm to produce a
service (ACIR, 1987 7-11). Governments are primarily provision units. As
provision units, local govemments can use a variety of alternative production
arrangements, including not only in-house production, but also intergovern-
mental and private contracting, coordinated or joint production by more than
a single provision unit, franchising, vouchering, and the encouragement of
voluntary production (Ostrom and Ostrom, 1978). There are few, if any, “full
service” local governments in the United States, if by this phrase is meant a
collectivity that organizes production in-house for ail the services it provides.

The structure of the production side, thercfore, tends to be different from
the structure of the provision side. The number of unils that produce police
patro! services, for example, is usually less than the number of units that
provide police patrol services. Some small providers may choose to contraet
with other produclion units. The number of units that produce radio commu-
nications and dispatch will tend to be still less, because of economies of scale
in producing this service component; still fewer units may be involved in the
production of training and the investigation of serious crimes. Services such
as these often arc produced by joint units created by intcrgovernmental
agreements, by larger-scale patrol producers under contract, or by units
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organized by overlapping counly or state jurisdictions (Ostrom et al., 1978),
In much the same manner, school districts that both provide and produce
direct services to students may rely on consortium arrangements to produce
a range of support services (ACIR, 1988, forlthcoming).

Provision tends to be differentiated both hotizontally and vertically. In
horizontal differentiation (corresponding to some measures of fragmenta-
tion) responsibility is divided among a set of nonoverlapping jurisdictions,
such as municipalities or school districts. In vertical differentiation respon-
sibility is divided between jurisdictions that overlap Icrritorially. Sehool
districts that provide regular elementary and secondary education, for exam-
ple, can be overlaid by special disiricts (o provide education for handicapped
students, vocational-technical education, or adult education. In municipali-
ties in which a limited array of local services are provided, special districts

can be overlaid lo provide fite proteclion, parks, sanilary sewers, or waler [

supply.

When some provision units are nested inside others, diverse problems can |

be addressed at differing scales of organization. Districts organized to treat
waste water, monitor air quality and enforce regulations, or foster regional
economic development can, when overlaid on municipalities, afford appro-
priately scaled forums for addressing thesc issues. Those issues that cannol

be effectively addressed by governments of a large number of relatively
small, adjacent municipalilies can be assigned lo overlying special-putpose f

or multipurpose jurisdictions.

Other districts can be nested inside municipalities, for example, to provide §
streel lighting or neighborhood recreation. Functionally, municipal organi-
zation need not preempt the formation of smaller, nested governmental units, §
although, jurisdictionally, it often does. The development of private subdivi-

sions as collective provision units (the fastest-growing type of local organi-

zation in America) is a way Lo diversify provision within municipalitics as f

well as outside.

Among the issues that can be addressed by nesting smaller units inside | ;
larger oncs is distributional equily. The orthodox view is that fiscal equity is &
best obtained by enlarging the size of jurisdictions to encompass economi-

cally diverse communities, crealing a broader tax base and, in theory,

allowing grealer resources to be distributed to poorer areas. The loca) public
cconomy view is that overlying jurisdictions can be used to raise revenues §-
for purposes of redistribution without depriving distressed communities of
their autonomy as provision units (ACIR, 1987). If citizen preferences
support resource redistribution to distressed communitics within large, gen-
eral-purpose units, they also may support tedistribution to smaller, autono-
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mous units by overlying jurisdictions. Counlies, for example, often are useful
arenas for redistribution (Schneider and Park, 1988). Preserving the jurisdic-
lional autonorny of communities in need has the advantages of encouraging
local self-reliance, of allowing the elected officials of recipient communities
to control many aspects of provision, including the choice of services to be
provided, and of allowing them to control important aspects of production
such as style and strategy choices made by production agents.

Local public economies are not simply fragmented; they are complexly
organized by a variety of both small and large provision units tinked in
numerous ways to a variety of production units. Jurisdictional fragmentation
is augmented by organizational overlays that may provide and/or produce
services. In the orthodox view, in which it is recommended that local
Bovernments operate at a scale that allows them to become “full service”
producers as well as providers, such functional arrangements are seen as
distincly second-best (Parks and Oakerson, 1988). But from a local public
economy view, these arrangements are rational accommodations 1o diversity
in the relevant scales of provision and production. Arrangements of this sort
are commonly found throughout the United States. Local governments tend
not to be “balkanized” in multijurisdictional metropolitan areas; rather they
are linked organizationally by webs of interlocal agreements and overlaid by
larger-scale arrangements for specific purposes.

THE GOVERNANCE OF LOCAL PUBLIC ECONOMIES

The explanation most commonly given by researchers who find superior
performance in more highly fragmented metropolitan areas is thal the greater
potential for citizen “exit” in a multijurisdictional metropolis constrains local
government otficials to be more efficient, drawing on Tiebout’s(1956) model
of local public goods provision, The Tiebout model, however, did not
explicitly address the issue of governance. Moreover, locational choice
among horizontally fragmented jurisdictions is insufficient where local pub-
liceconomies are vertically differentiated as well, Ostrom et al. (1961) added
a governance dimension and argued that a “metropolitan framework” for
adjusting relationships among jurisdictions and settling conflicts could be
found in most complex metropolitan areas. The “framework” does not
depend exclusively on exit.

Elsewhere (Oakerson and Parks, 1988) we have argued that abstract
Tiebout effects cannot adequately account for the results observed in empit-
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ical settings. Given the immobility of homeowners” capital stack, which both
composes much of the local property tax base and represents the potential
impact of exit for the vast majority of residents, consumer exit has a different
impactin public than in private economics. An exiting homeow ner who finds
a buyer is simultaneously replacing the potential 1ax ioss from his ar her own
exit. It is an odd, and we suggest much less effective, sorl of competition that
requires an individual customer to find a replacement before taking his or
her business to another vendor.?

We argue that local public economies depend more on citizen “voiee”
(Hirschman, 1970) than on exit to motivate public entrepreneurs and to allow

both citizens and officials to create appropriatc organizational arrangements, |

Voice depends on political mechanisms, that is, on instilutions of governanee.

The choice of governance amangements, in turn, is contingent upon the f
variable environmental factors that undertie the structure of local public

economies.

Governance can be distinguished from both Lhe provisionand the produc-
tion of goods and services, depending instead on a capacily to make, change,
and enforce rules within which provision and production occur (ACIR, 1987,
1988). Metropolitan governance does not require a metropolitan government
able to provide or produce services. Rathcr, we distinguish three separable

levels of governance that apply to the complex organization of a local public
economy.

Level 1! Given a set of provision unils, Jocal officials make arrangements for
production. Arranging for praduction s not simply a managemenl prob-
lem, bul a governance problem. Instruments of governance for Lhis
purpose include intergovernmental agreemenls, bolh formal and infor-
mal, conlracis with privale firms and not-for-profit organizations, and
labor agreements with public employees. Governance of production
frequently depends on the willingness and ability of local officials of
differeni communities of inlerest 10 creale institutions that can address
comman problems jointly rather than separately.

Level 2: Given a set of rules, citizens and officials make arrangements for provi-
sion by creating and, over lime, modifying a set of provision units.
Diflon’s Rule (1868) nowwithstanding, most local governmenls in the
United Stales were created not by staie governments, but by local citizens
through various procedures of inilialive and referendum (Reynolds,
1976, Teaford, 1979). When citizen decisions determine the structure of
the provision side of a local public economy, the usual result is a set of
relatively small jurisdiclions with represenlalions) arrangements that
feature very low cilizen-to-clected-official ratios, overlaid with addi-
lional levels of provision arrangements 10 address problems of wider

3
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scale (ACIR, 1988). Given the opportunity tosay no, citizens have lurnt:f;l
down the vast majorily of proposals to consolidate such complex provi-
sion arrangements inlo single- or two-tier allernatives (Marando, 1979).

Level 3: Within the constraints and opportunities afforded by local political
geography and by institulional history, state and local decision mak.crs
choose {over time) a set of rules for crealing provision and production
arrangements, The basic rules of metropotitan governance, found mostly
in slate law, compose a “local government conslitution” by which local
citizens and officials organize their refationships one with another (Parks
and Qakerson, 1983; Oakerson and Parks, 1988), Included are rules of
incorporation, annexation, and consolidation, fiscal and regulatory rules,
and rules bearing on interlocal agreemenis and the organization of
produclion. Making and adjusting these rules is an ongoing process thal
fashions the legal tools of association used ta address local problems and
seeks to resolve those conflicts Lhat develop.

The structural variations among local public cconomies, we suggest,
derive from different governance structures. At Level 1, the tools of gover-
nance available for constituting production arrangements explain, in part, the
patterns of organization that emerge on the produclion side..Likewis'c, at
Level 2, the rules of association used to conslitute provision units explain, in
part, the patterns of organization on the provision side. Level 1 is nested in
Level 2. Thus the choice of provision units provides a second order of
explanation for the patterns of organization associated with production. Both
Level 1 and Level 2 are nested in Level 3. The choice of rules provides a
second arder of explanation for patterns on the provision side and second and
third orders of explanation for patterns on the production side. .

We posit that more “successful” metropolitan areas, in both effi icw‘n'c'y and
equity terms, are likely to be those arcas that exhibit greater ca'pabllmes of
self-governance. Self-governance refers to the ability of the reﬁldenls of the
relevant community of interest —whether a neighborhood, a city, a county,
or the metropolitan area—to decide for themselves how to amange for
provision and production. Two closely related processes occur: (1) citizen
choice and (2) publicentrepreneurship {Oakerson and Parks, 1988). Bqlh are
neeessary to self-governance. Citizen choices function as a constraint on
public entrepreneurs who exercise the necessary initiative and take on the
cosls of time and effort to seek improvements in public organization.

Self-governance, however, tends to preclude the uniformily prescribed in
the orthodox reform literature. Instead, it breeds diversity. As a result, some
parts of a metropolitan area may be organized differently from other parts.
Small municipalities exist alongside larger ones. Citizens in different parts
of the metropolis receive a different mix of scrviees, while those who reccive
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the same services may see them delivered in different ways. As Tocqueville
(1945) argued more than a century ago, lack of uniformity is the price paid
for a robustness and responsiveness thal results in higher productivity and
greater citizen satisfaction,

NORMATIVE IMPLICATIONS

Orthodox theery remains primarily normative; its research base is thin,
Although the local public economy approach has emphasized research, the
research findings have normative implications. One implicalion is that citi-
zen choice and public entrepreneurship, because both tend to be productive,
are desirable. Reformers frequently seek, through one means or another, (o
impose their preferred view of the metropolis on others, The preferences of
citizens for small jurisdictions are dismissed as parochial, and their creation
of overlapping jurisdictions and interlocal arrangements is characterized as
patchwork. In the absence of research findings supporting reform recommen-
dations, this is a risky position to take; in the presence of research findings
to the contrary, it is a position that becomes untenable.

Liberated from the quest for “one right way,” reform advocates can
concentrate on solving real problems. By carefufly linking governance
structures to organizational structures and to performance, it may be possible
to diagnose urban and metropolitan ills more precisely and to seck corrective
measures al the appropriate level of governance. By no longer seeking to
reduce the number of jurisdictions and searching for economies of scale that
do not exist, reformers can turn to the pressing problems faced by a small but
growing number of distressed communities and offer help, both fiscal and
organizational, instead of “advice” and coercion,

Reform efforts also can focus on relationships within large central cities,
inwhich a much different pattern of governance prevails. Here lies the single
greatest challenge facing local America today: how to introduce a more
differentiated local public economy into the organization of central cities.' A
local publie economy approach that recognizes (1) the distinction between
provision and production, and the different considerations that bear on each;
(2) the distinction between govemance and government, and the multiple
levels of governance; (3) the difference between melropolitan fragmentation
and complex metropolitan organization, and the prevalence of organization
over fragmentation; and (4) the necessity for citizen choice and public
entrepreneurship in crafting productive organizational and governance ar-
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rangements can contribute lo the creation of new governance structures
adapted to the often difficult circumstances of urban residents,

NOTES

1. The transformation of available resource inputs 1o valued outputs is measured to determine
technical efficiency; thus technical efficiency goes heyond efficiency characterizations that
focus solely on public expendilre.

2. Far 1 comprehensive review of rescarch on organizational and inierorganizalional siruc-

ture in metropolitan areas and the refalionships of structure and performance, see Qstrom et al,
(1988). :
3. Citizens urencumbered by home ownership may still find it difficult 1o “vole wilh Lheir
feeL” People are tied Lo specific locales by family and friendship bonds. The poor are inherently
less mobile than the better-off. Ractal minorilies continue to find inhospitable conditions in many
localities.

4. For example, in 1988 the 1llinois legislature approved a sweeping reorganization of the
Chicago public schools transferring authority over basic school operations 10 parents and
school-site personnel. Efforis to creale a new, predominamily black municipalily of Mandela
within (he borders of Baston are also illustrative.
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