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The Role of Entrepreneurs in the Local Market for Public Goods 

This article analyzes'a fundamental deficiency in what is arguably the single most 

important theory of urban politics-the Tiebout model. Since its publication in 1956 and its 

extension to local political systems by Ostrom, Tiebout and Warren in 1961, Tiebout's 

concept of a local market for public goods has been a central organizing concept in the 

study of local politics. Empirical work at the aggregate level has documented many results 

attributable to Tiebout market mechanisms. Most notably, scholars have established that 

the polycentric organization of local governments creates market forces leading to more 

efficient service provision, which is also more responsive to local demand (see, e.g., Parks 

and Ostrom, 1981; Parks, 1985; Schneider, 1986; Schneider, 1989; Sjoquist, 1982). Howev

er, the identification of the actual mechanisms that produce these results is lacking. 

Tiebout sought to define a local market for public goods based on the interaction 

between diverse municipal governments and mobile citizen/consumers and he sought to 

show how competition in this market could increase the efficient provision of local public 

goods. Combining variation in citizen/consumer preferences with high mobility, Tiebout 

argued that the existence of numerous local governments in a region could simulate an 

efficient local market for public goods in which metropolitan residents "shop around" to 

locate in a community where the service/tax bundle offered by the local government most 

closely matched individual preferences. 

While this public market did not generate all the efficiency gains of the private 

market, Tiebout demonstrated the importance of "exit" as consumers expressed their 

preferences through location decisions, "voting with their feet" across multiple local gov

ernments providing diverse product mixes. Tiebout emphasized the role of individuals and 

their potential mobility as the driving mechanism of this local market. But his model had 

little to say about the independent role of local governments. In Tiebout's work, local 

government policies were "more or less set" (Tiebout 1956: 418). This perspective follows 

directly from the extension of models of pure competition in the private market to Tieb

out's concern for a "pure" theory of public goods. In both cases, the "invisible hand" is 

sufficient to explain how a market results. 

However, recent research has found problems with the central role citizen/con

sumers play in Tiebout's model. Most importantly, Sharp (1984) and Lowery and Lyons 

(1989) have demonstrated that the number of citizen/consumers who have the informa-
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tion about local government services that the Tiebout model seems to require is extremely 

small. Lowery and Lyons are particularly critical of the "information assumption" they 

believe essential to the Tiebout model. Not only do Lowery and Lyons find the number of 

people in the general population attentive to local government to be low and the number 

of people who say they will exit from their existing community because of discontent with 

services to be even lower; Lowery and Lyons also find no systematic variation in such 

attentiveness across residents of a consolidated metropolitan region compared to those 

living in a polycentric one. 

Tiebout's model also assumed virtually unlimited mobility on the part of 

citizen/consumers. While the transaction costs of changing products in a private market 

are often relatively small, the transaction costs of exercising Tiebout's exit option, that is, 

changing from one municipality to another, can be extremely high. Clearly, it is much more 

difficult and expensive to change communities than it is to change brands of detergent. As 

a result, the number of moves motivated by local government conditions is necessarily low 

(Rossi, 1955, is the classic work; also see Quigley, 1980; Sharp, 1984). Again, one of the 

fundamental preconditions of the Tiebout model seems undermined by the empirical 

evidence (however, see Peterson and Rom, 1989, and Cebula and Avery, 1973). 

We are thus presented with a fundamental theoretical problem~we have a large 

body of macro-level evidence showing that a working and relatively efficient market for 

local public goods results from competition between local governments in polycentric 

metropolitan regions. Yet at the micro-level there is little evidence that citizen/consumers 

possess high information levels about local services nor is there evidence of a propensity to 

invoke the exit option based on dissatisfaction about services and taxes. While Tiebout and 

other proponents of polycentric local government have mostly ignored this question of 

linkage (in effect accepting the "as if' position developed by Friedman in his classic 1953 

essay) and while Lowery and Lyons simply say that other unspecified institutional linkages 

must be working to effectuate the market, we explore the linkages directly. 

In this article we: 

* identify the role of individuals and firms who act as mobility entrepreneurs to 

provide the macro-micro link in the local market for public goods. 

* introduce an active role for politicians in the local market for public goods. 

Rather than accepting Tiebout's static role for the political system, politicians acting as 

entrepreneurs help provide the macro-micro link in the local market for public goods. 
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* expand Tiebout's concern for exit as the driving mechanism in the local market 

for public goods to include both the manipulation of entry by residents and firms and the 

use of voice to create efficient service provision. 

We first develop the components of our theory and then describe how propositions 

derived from this theoretical perspective can be tested using a data set for a sample of 

approximately 1400 suburban municipalities. 

Exploring the role of entrepreneurs in creating more efficient markets for local 

public goods, we follow the "structure-conduct-performance" paradigm that has become 

standard in the industrial organization literature (e.g., Mason, 1939; Scherer, 1980; Bald

win, 1987). We argue that the structure of the local market for public goods creates incen

tives that shape the conduct of participants, which then shapes performance. Using this 

paradigm, we explore how entrepreneurial conduct affects local government efficiency 

(performance), explicitly modeling this relationship as contingent upon the structure of 

the local market for public goods. We return to the issue of structure later; we begin with a 

discussion of conduct and performance. 

Conduct: The Role of Entrepreneurs in "Making" Efficient Public Markets 

Entrepreneurs are individual actors (residents, firms, or politicians) who act on 

their own private incentives, but in so doing produce benefits for the larger public (see, 

e.g., Schumpeter, 1942; Rosenberg and Birdzell, 1986). Entrepreneurs "make a market" 

where one otherwise might not exist. Specifically, entrepreneurs seek to profit economical

ly and/or politically from motivating and organizing activity by others. 

Demand, either economic or political, is often latent-it does not emerge prior to 

supply, but is evident only after an entrepreneur provides a product or service that con

sumers (or voters) see as useful or important to them. From this common perspective, 

entrepreneurs are pictured as a small number of dynamic innovative creators of new 

products or processes who create markets on the "supply side." As Hughes (1986) describes 

them, entrepreneurs are "the vital few." However, there is also a wide scope for entrepre

neurial activity on the demand side-consumers acting to further their own private well-

being can create pressure for efficiency in the market place. 

Given the absence of perfect price discrimination characteristic of most markets, 

including the local market for public goods, marginal consumers set the (single) price for 

goods and infra-marginal ones reap the benefits, gaining consumer surplus as a result. 

Rhoads (1985) argues that these marginal consumers are careful shoppers who are also 
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the most well-informed. Their actions generate "competitive pressures that help keep 

prices reasonable for less-informed, nonsearching consumers as well." (p. 144). Thus, 

while not normally considered entrepreneurs, informed consumers, acting to increase their 

own welfare, help create an efficient market. 

Schwartz and Wilde (1979) further highlight the importance of "consumer entre

preneurs." They argue that: 

the presence of at least some consumer search in a market creates the possibility of a 
'pecuniary externality: persons who search sometimes protect nonsearchers from over
reaching firms [or local jurisdictions in our case]... Therefore, the conventional analysis 
asks the wrong question. Rather than asking whether an idealized individual is sufficiently 
informed to maximize his own utility, the appropriate normative inquiry is whether compe
tition among firms [jurisdictions] for particular groups of searchers is, in any given market, 
sufficient to generate optimal prices and terms for all consumers [p. 638, emphasis added], 
(see also Salop and Stiglitz, 1977; Rothschild, 1973; Wilde, 1977). 

Following this line of argument, we believe that only a small group of actors are 

necessary to play the crucial entrepreneurial role making a competitive market for local 

public goods. We specifically identify mobile firms, mobile individuals, and a specific class 

of politicians as potential "market makers." 

We argue that these entrepreneurs affect the bundle of goods and services offered 

by local communities and the efficiency of the local market for public goods by exercising 

some combination of refusal to enter a community, threat or actual exit from a community, 

and voice as a direct political mechanism to change existing policies. While all three 

mechanisms (entry, exit and voice) are theoretically available to all entrepreneurs, there is 

"specialization" in the mode of response most typically associated with each class of actors. 

We first discuss the strategies and incentives of each type of entrepreneur, identify

ing how these actions enhance efficiency in the local market for public goods. We then 

explore in greater detail how we measure efficiency. At this point, we just note that effi

ciency implies a favorable relative balance between local services provided and the local 

tax bill charged by a community. 

The Role of Business Firms 

It has long been recognized that business has a "privileged position" (Lindblom, 

1977) in American politics. At the local level, the position of business is even more elevat

ed (see, especially Stone, 1980, and Peterson, 1981; also Cummings, 1988; Jones and 

Bachelor, 1986). Local governments need the tax resources and jobs that business firms 

control. The small size of local jurisdictions and their reliance on local property taxes to 
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support services gives firms the ability to move investments relatively easily across 

communities. This mobility greatly enhances the bargaining position of business firms 

vis-a-vis local governments. 

During the last two decades, communities have displayed a particularly strong 

desire to attract local economic development, further enhancing the strategic position of 

businesses. Given their desirability, firms can credibly threaten exit or withhold entry from 

communities in order to manipulate local services and tax rates. Firms pay sufficiently high 

local tax bills to create strong incentives to "shop around" and discover if their present 

jurisdiction is relatively expensive. The tax difference between communities can exceed 

the costs of gathering information plus the transaction costs of actually moving. Firms may 

also be better able to evaluate the quality of services than individuals. Thus firms may 

have the information to assess services and taxes as well as the incentives to act to correct 

inefficiencies in the delivery of local services-that is, firms may be critical entrepreneurs 

in the local market for public goods. 

There are differences in the ability of firms across sectors and even within sectors 

to play the role of entrepreneur. Retail and consumer service firms access localized 

markets. Most seek to locate in communities with high income in order to sell more 

expensive goods and services (Schneider, 1985; Schneider and Fernandez, 1989). Their 

locational options are thus constrained, reducing their potential power as mobility entre

preneurs. In contrast, manufacturing firms are more footloose. They offer products that 

compete in larger markets and they cannot absorb higher local tax costs that lead to 

noncompetitive prices. Thus, manufacturing firms must be more sensitive to local taxes 

and service levels than are retail or consumer service firms, increasing their incentives to 

redress inefficient service provision and to avoid inefficient communities. 

In addition, manufacturing firms, especially high tech firms, may have greater 

leverage over local policies, not only because they are footloose, but because they are also 

perceived as producing a greater flow of net benefits to the local community. Manufactur

ing jobs tend to pay higher wages than jobs in other sectors. Politicians can take more 

credit for successfully wooing a firm that creates the greater number of jobs usually associ

ated with manufacturing firms, compared to the small increment added by most retail 

firms. Moreover, the multiplier effect of manufacturing firms tends to be higher than firms 

in other sectors, magnifying the benefits of attracting these types of firms. 

Within sectors there is also variation in the appeal of firms to local communities. 
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Consider the manufacturing sector. Heavy industry is no longer viewed as a desirable 

mode of local development; in contrast, "high tech" firms are perceived as the best route to 

local economic development. While some heavy manufacturing firms clearly pressure local 

governments to reduce their taxes and change their services (see Jones and Bachelor, 

1986; Fainstein et al., 1984), high tech firms may have more leverage as market makers. 

Similarly, in the service sector the distinction is often made between "consumer 

services" and "producer services." Jobs in the producer service sector are higher paying and 

more attractive than employment in the consumer service sector. Thus, producer service 

firms have more appeal and more leverage over local governments than do firms in the 

consumer service sector. 

The business location decision is multi-staged. In the initial stages of the site selec

tion process, specific characteristics of local communities do not enter into the decision 

calculus. Instead, discussions center on regional considerations such as proximity to raw 

materials and markets, etc. However, once a given metropolitan region is chosen, local 

service quality and taxes play a critical role in determining where within the region a firm 

will locate (Schmenner, 1982; Schneider, 1985). 

Thus, while the overall rate of expansion of a total regional economy is largely 

exogenous to local tax and service policy decisions, in regions where there is more eco

nomic growth, there will be a greater number of firms potentially acting as entrepreneurs, 

increasing the efficiency in the local market for public goods. We believe that this pressure 

for efficiency will be greater to the extent the composition of the regional economy con

sists of more footloose and more desirable firms-high tech and producer service firms 

have more market leverage over local communities. 

The Role of Individual Movers 

Although individual households are analogous to firms as mobile entrepreneurs 

who help "make the market" and force municipalities to be more efficient, there are dif

ferences in their roles. Any single household has less at stake in terms of taxes and services 

than business firms and a household's transaction costs of moving are relatively more 

onerous than a firm's. Lyons and Lowery (1989) also show that households have a range of 

options available to them in addition to exit. Consequently, households are less likely to 

exit from a jurisdiction when faced with inefficient services and high taxes. Moreover, any 

individual household represents a much smaller and less visible contribution to the local 

tax base, reducing its leverage via the exit option. 
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More central than exit for understanding the role of households is entry. House

holds move for any number of reasons, usually related to changing employment or chang

ing family circumstances. However, once a family has decided to move, transaction costs 

are already expended and the only additional costs absorbed by playing the role of "entry 

entrepreneur" are the information/search costs of learning about taxes and services in 

potential new jurisdictions. The task of meeting these costs is reduced by the role of real 

estate brokers who routinely offer information about the quality of local services and 

comparative tax rates. In the analysis of the operation of many different types of markets, 

intermediaries have been-shown to play a critical role in providing information and 

making markets work well (see Rhoads, 1985: 143; Friedman, 1962: 146). Realtors may be 

such intermediaries in the local market for public goods. 

At this stage of real estate transactions, movers are also most sensitive to the future 

capitalization of housing value and will resist purchasing housing in a community that does 

not offer a competitive stream of capitalization because of poor services and high taxes. 

With this calculation before them, households that are actually moving have clear incen

tives to become informed about local services. By manipulating their entry decisions, 

movers may help force local governments to become more efficient. 

Are there enough movers to make this mechanism work? About 17 percent of the 

U.S. population changes residences every year (U.S. Bureau of the Census, Current 

Population Reports, 1983). While many are repeat movers and many do not move very far, 

in the five year period 1975-1980, over 20 percent of Americans moved across county lines. 

Moreover, migrants tend to be of higher status than the receiving population (Blau and 

Duncan, 1967, is the classic piece on this issue). Thus there are indeed large numbers of 

movers across metropolitan communities and these movers are usually of higher status 

than the receiving population. Attracting higher status migrants presents a clear benefit for 

present residents of any community: First, by successfully attracting wealthier individuals, 

present resident earn a "net fiscal dividend" through the local tax system (Buchanan, 1971; 

Schneider, 1987). Second, as the tax base strengthens and services improve in relation to 

taxes, the value of existing property rises through tax capitalization (Oates, 1969; Yinger et 

al., 1988). Thus, movers (especially wealthy ones) have the leverage to act as "entry entre

preneurs" forcing communities to increase their efficiency in order to attract desirable 

(and taxable) new residents. 

The Role of Political Entrepreneurs 
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While the Tiebout model emphasizes mobility as the route to greater local efficien

cy, the voice dimension must be included in any analysis of the operation of the local 

market for public goods (Obeli and Uno, 1972; Sharp, 1984; Oakerson and Parks, 1988; 

Lyons and Lowery, 1989). Even if citizen/consumers are unhappy with local services and 

taxes, exit might not be immediately invoked because of the high transaction costs of 

moving. In addition, given tax capitalization, houses in communities with a poor 

service/tax balance will lose value, inflicting a capital loss on those who choose to exit. 

Given such constraints, voice becomes a critical mechanism by which citizens 

communicate their concerns when poor services and high taxes emerge in a community. 

Citizens may at first use simple mechanisms of political voice by contacting and complain

ing to local officials (Sharp, 1984; Oakerson and Parks, 1988). This is a low cost strategy, 

but may also yield low benefits. 

As communities become too inefficient and as their tax bills rise and their services 

deteriorate, citizens who are normally "rationally ignorant" develop incentives to become 

informed about taxes and services and to move beyond simple expressions of discontent. 

By providing information and a collective channel for indicating and directing discontent 

with the status quo, political entrepreneurs help to change this calculation by residents. In 

other words, the entrepreneur makes information available to citizen/consumers at a low 

cost, further mobilizing potential discontent with an inefficient local government. By 

organizing discontent and articulating the voice option, the entrepreneur makes dissatis

faction with local services and taxes more credible. 

In recent years, local political entrepreneurs have embraced a political style Clark 

and Ferguson (1983) describe as "the New Fiscal Populism": They advocate policies which 

stress efficiency and productivity and emphasize creative relations with the private sector. 

If elected, the entrepreneur will have the predisposition and the mandate to improve the 

efficiency of local government. 

Compared to firms or movers, which gain their privileged position in local politics 

through mobility, political entrepreneurs must capitalize on voice. Political entrepreneurs 

themselves are tied to specific places-political careers are usually built within specific 

communities and are based on strong ties to neighborhoods and community groups. And, 

political entrepreneurs obviously cannot advocate exit to their clientele as a solution to 

local problems-if a political entrepreneur's clientele exits, the entrepreneur loses his polit

ical base. 
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Thus, we believe that mobile firms, movers, and politicians "make" the local market 

for public goods-they provide the missing link between the structure of local government 

and the greater efficiency found in macro-level analyses. Below we generate a series of 

hypotheses about this link, but first we discuss how we will measure efficiency. 

Performance: Defining and Measuring Efficiency 

To us, efficiency is defined in the relationship between the level of taxes a local 

community levies (the costs of residing in a community) and the level of services (the 

benefits) it provides. There is wide variation in the services local governments offer and 

the taxes they levy. Such variation is a function of efficiency, but also reflects differences in 

the tastes of local citizen/consumers-some people prefer larger government, while others 

prefer a smaller government role. Efficiency must be defined as the balance between 

taxes and services ceteris paribus-that is, controlling for differences in consumer taste and 

community need. Thus, we define inefficiency as local government larger or more expen

sive than demanded or needed by the local populace. 

Moreover efficiency is a relative concept not an absolute one-communities are 

more or less efficient than their neighbors. We believe the pressure for local governments 

to be efficient lies more in regional processes than in national ones. Thus we focus on the 

interactions between local governments within the same region, treating inter-metropoli

tan factors as an external constraint on the operation of the local market for public goods. 

However, the variation in market conditions across metropolitan regions creates the re

search conditions for testing how market structures lead to entrepreneurial conduct, which 

then affects the performance (efficiency) of local governments. 

Measuring efficiency is difficult. Efficiency is often equated to productivity in terms 

of outputs achieved per unit of input (see, e.g., the traditional studies by the Urban Insti

tute [Hatry, 1977]). But this approach is virtually impossible to use across a large number 

of communities, since both the quality and sometimes even the quantity of local public 

goods provided are not easily measured. Building on work by Schneider (1989), we opera-

tionalize the concept of efficiency by linking the relative size of local government to the 

local demand for services. We further suggest that efficiency is best approached as a 

multi-dimensional concept. 

To develop specific measures, we analyze how and why a municipality could 

become inefficient in the real world of urban politics. First and foremost, inefficient local 

government results as bureaucrats extract rents from local taxpayers. Using their control 
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over information and the manipulation of policy agendas, local bureaucrats can capture 

more public resources than needed by their community (Niskanen, 1971; Niskanen, 1975; 

Miller and Moe, 1983; Schneider, 1989). Politicians may become "lazy" and not devote 

sufficient attention to monitoring bureaucratic demands, allowing income to be trans

ferred from tax payers to bureaucrats. The lack of vigilant monitoring can be widespread 

in the non-competitive environment in which local governments often operate. Schneider 

(1989) specifically links the structure of the metropolitan market for local public goods, 

measured by the degree of polycentric competition, to incentives to control the demands 

of bureaucrats. Successful bureaucratic rent seeking would be reflected in public sector 

wage rates that are higher than market rates (Courant et al., 1979; DiLorenzo, 1981; Frey 

and Pommerehne, 1982; Schneider, 1988), a local public sector work force larger than 

found in other similar communities, and budgets larger than objectively required by the 

community. 

Thus, to assess efficiency, we examine the costs and inputs into the provision of 

local services controlling for objective demand. We also examine the level and distribu

tion of local expenditures controlling for local demand, defining inefficiency as local 

government larger than it "should be" relative to local needs. 

Among our indicators of efficiency is the public/private wage ratio, defined as the 

ratio of the average monthly wage of public sector workers in each community to the 

average monthly wage of a manufacturing worker in its region (Ehrenberg, 1973). Local 

governments can accede to the political demands of their bureaucrats and workers and pay 

above market wage rates. Assuming that higher ratios reflect bureaucratic rents and not 

higher quality workers, this is a fairly "pure" measure of local efficiency. In addition to 

higher wages, local bureaucrats may also prefer a larger work force, reflected in a higher 

FTE per capita (Courant et al., 1979; Niskanen, 1971; Noll and Fiorina, 1978). Third, 

given the pressure for higher expenditures emanating from local bureaucrats and workers, 

ceteris paribus total expenditures per capita will be higher in communities that do not face 

competitive market pressure (Sjoquist, 1982; Schneider, 1989). 

To the extent any of these measures exceed the objective needs of the local 

community they are supraoptimal and inefficient for local taxpayers. We argue that in the 

absence of entrepreneurial activity and in non-competitive markets, communities will 

more likely be characterized by any and all of these inefficient outcomes. We further argue 

that such inefficiencies increase the likely emergence of political entrepreneurs. 
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A second form of inefficiency emerges if a local government violates Peterson's 

theoretical strictures against investing in redistributive policies. According to Peterson 

(1981), cities that invest in redistributive policies reduce the benefit/cost ratio experienced 

by above-income residents and by business firms. Because these actors have high resources 

they may be more prone and more able to invoke the exit option. An unattractive 

benefit/cost ratio also deters the entry of new resources. As mobile actors exercise choice, 

remaining residents in an unattractive community suffer~they must be taxed even more 

heavily to make up for declining local resources. Thus, cities over-investing in redistribu

tive activities may be ripe for entrepreneurial activity to change their service/tax mix. 

The third form of inefficiency occurs when communities lag behind their neighbors 

in the development of the local tax base. Communities with a rich and growing tax base 

have a wide range of policy options; communities with a lagging tax base face a more 

constrained present and a bleaker future, giving rise to opportunities for entrepreneurial 

activity. A lagging tax base will affect both local tax rates and service quality. However, 

since taxes may be more immediately experienced by local citizens than service quality, we 

concentrate on local tax costs, employing three different measures of the relative tax price 

of local government: 

a) Tax burden: Local governments rely on three main types of taxes (property, 

sales, and income), of which the property tax is the most important both theoretically and 

practically. Community tax levels for each type of tax will be studied, with particular atten

tion to the property tax. These three types of taxes can also be combined to calculate the 

total local taxes collected by a municipality. Specific taxes and total taxes will be turned 

into per capita measures and compared to the income of the community to measure the 

local tax burden. 

b) Tax rate: Using state, county, and local reports, we have measured the actual tax 

rate equalized for differences in assessment practices for each suburban municipality in 

our sample. 

c) Median tax bill: Using the effective tax rate and the median home value in a 

community reported by the Census of Housing and Population, we will compute a median 

property tax bill. If we assume that the owner of the median priced home is also the 

median voter, we can compute the tax bill of the individual who is central to this class of 

theories of local political responsiveness. 

We believe that communities whose taxes are out of line with other communities in 
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their region (again ceteris paribus) are inefficient. 

Structure: The Impact of Competition in the Local Market for Public Goods 

Earlier we noted that the relationship between the conduct of market participants 

and performance is contingent upon the market structure: the "structure-conduct-perform

ance" paradigm. The structure of the local market for public goods thus affects the oppor

tunities for and conduct of local entrepreneurs and it affects the efficiency of local gov

ernments. Thus, efficiency is contingent not only upon the conduct of entrepreneurs but 

also upon the degree of competition in the local market for public goods (e.g., Bennett 

and Johnson, 1980; Borcherding, 1977; Niskanen, 1971; Savas, 1987; Schneider, 1989; 

Wagner and Weber, 1975). 

Consider how the structure of the local market may affect the role of political 

entrepreneurs. In the limited local market for public goods, municipalities can become 

excessively large-the absence of competitive pressures allows politicians to accede to the 

demands of their bureaucrats for larger budgets (Niskanen, 1971; Niskanen, 1975; 

Schneider, 1989). But greater competition, by increasing available information, enhances 

the ability of communities to control excessive bureaucratic demands. Competition be

tween a larger number of suppliers also increases incentives to do so. In a market with a 

greater number of alternative locational choices, mobile citizens and firms can more easily 

relocate to more efficient and responsive jurisdictions. 

The "voice" dimension reinforces the exit-based incentives politicians have to 

monitor bureaucratic demands. Parks and Ostrom argue that citizens who know that other 

residents of a metropolitan region receive better services or pay lower taxes are more 

likely to complain to their elected officials than are citizens who have no information 

about possible alternatives. They argue further that this type of comparative information is 

more readily available in a competitive polycentric market (1981: especially, 189-190). 

Thus, a competitive structure, with alternate service providers, constrains ineffi

ciency in local government by increasing the incentives and the ability of other local actors, 

especially politicians, to monitor effectively bureaucratic demands. Competition among 

communities in a region should thus increase the likelihood that political entrepreneurs 

will emerge and increase the impact that these entrepreneurs have on local efficiency. In 

turn, we incorporate the structural degree of competition of the local market into our 

models. 

Applying The S-C-P Paradigm: Sample Scenarios 
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Ultimately we are concerned with how entrepreneurial activity affects the efficiency 

of local governments within the structure of the local market for public goods. The interac

tions of communities in the same metropolitan area are contingent upon the structure of 

the market, which affects the conduct entrepreneurial conduct of firms, movers, and politi

cians who act to increase the efficiency of communities. As with newer approaches to 

industrial organization stressing imperfect competition, strategic behavior, and game 

theory (see Jacquemin, 1987), we are particularly interested in the interaction between 

entrepreneurs. We illustrate the integration of these themes via the following three scena

rios. 

Scenario 1: Consider first a metropolitan region experiencing rapid economic 

growth. This region has a large influx of business firms and new migrants to fill the newly 

created jobs. Moreover, let us further hypothesize that this influx of firms is dominated by 

highly desirable and highly footloose firms (i.e., those in high tech or in producer services). 

First, we expect that a disproportionate shares of incoming firms and households will 

choose to locate in the more efficient communities, further improving their tax base. The 

flow of new taxable resources controlled by mobile and entrepreneurial firms and house

holds increases the level of competition communities face. To compete better in attracting 

resources, political entrepreneurs will emerge in the relatively inefficient communities that 

are not attracting their share of growth. Thus, in the mid-stages of the regional economic 

boom, the mean level of efficiency of all communities in the region will increase and the 

variance will narrow as informed mobility entrepreneurs and political entrepreneurs 

successfully advocate public policies to lure firms and as these entrepreneurs lead their 

communities into creative arrangements for the more efficient delivery of local public 

goods and services. There may be a high level of political entrepreneurial activity across 

communities in this region, but those communities not attracting their share of resources 

at the early and mid-stages of the regional boom will be the prime breeding ground for 

entrepreneurs. After they emerge, successful political entrepreneurs should improve the 

share of mobile resources that their communities attract. 

The structure of the local market will affect the conduct of entrepreneurs and the 

performance of local governments. Municipalities in more competitive (polycentric) 

markets will become more efficient and will witness more political entrepreneurial activity 

than municipalities in less polycentric, less competitive regions. 

We believe that over time, if growth continues, the pressure for efficiency levels off. 
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Communities that have received a proportionate or greater share of new resources will 

experience diminishing marginal returns from the added resources-the incentives for and 

pay-off from continued growth will decline. While communities will be operating at a 

relatively high level of efficiency, the emergence of another, newer form of political entre

preneur is expected. These entrepreneurs will now advocate slow growth and the selected 

manipulation of public resources to control the quality of the local environment-that is, a 

new type of slow growth entrepreneur will emerge (Logan and Molotch, 1987; Schneider, 

1990). 

In contrast, consider scenario 2: a region experiencing economic decline and a 

sustained outflow of firms and people. While the outflow of these resources is mostly 

exogenous to local communities, politicians and residents cannot easily accept this, espe

cially as losses, and publicity about them, mount. We anticipate the converse pattern to 

the diminishing marginal returns argument for regions experiencing growth: The first few 

firms or groups of people that leave will not be discernible from the normal migration 

experience of communities and will not affect greatly the pressure for efficiency. As a 

pattern of net losses becomes clear, however, each loss will increase the political pressure 

for efficiency and the likelihood of the emergence of political entrepreneurs. Political 

entrepreneurs will emerge first in communities that are losing more than their share of 

regional jobs and households, and they will engage in activities to try to keep firms and 

movers. 

Comparing across declining regions, those with a more polycentric structure should 

experience greater variance in efficiency across communities at first, as some communities 

respond more quickly than others. Over time, political entrepreneurial activity should 

spread more extensively in polycentric regions than in others. 

Finally, consider scenario 3: a region experiencing no major economic changes, 

and is thus in-between the polar cases considered above. The only systematic pattern we 

expect is the greater emergence of political entrepreneurs in more polycentric regional 

market structures. Since there is no appreciable in- or out-migration, firms and households 

will not be able to act as exit or entry entrepreneurs. Political entrepreneurs may emerge 

to deal with the consequences of the rapid changes in intergovernmental aid which oc

curred during the 1970-1987 period we investigate or they may emerge reflecting trends in 

other regions~a diffusion of political innovation may be observed with the incentives to 

innovate greater in more competitive regions than less competitive ones. Our general 
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expectation about the effects of market structure remains the same-greater polycentricity 

should lead to a higher average level of efficiency in communities in that region and a 

greater likelihood of political entrepreneurs emerging than in less polycentric areas, ceter

is paribus. 

Based upon the above discussion, in Appendix I we develop a series of specific, 

testable hypotheses relating to the efficient behavior of individual communities and to the 

overall efficiency of metropolitan markets for each of the three groups of entrepreneurs. 

In the next section, we present the methodology we will use to test our general theoretical 

propositions and the specific hypotheses generated by them. 

Methods of Analysis 

We have two approaches by which to compare relative efficiency across the service 

and tax indicators we employ. First, we will create a demand model, including a host of 

local conditions, such as median income, race, density, and tax base (see Borcherding and 

Goodman, 1972; Bergstrom and Goodman, 1973; Gramlich and Rubinfeld, 1982; or 

Schneider, 1989, for examples), to reflect the objective need for services and the "taste" for 

the size of local government. We will then add indicators of the structure of the market 

and the conduct of entrepreneurs to these demand equations to see how they affect the 

efficient performance of local government. Both a more competitive structure and greater 

local entrepreneurial activity should increase local government efficiency, controlling for 

demand. 

As described below, the data base that we will use in our analysis consists of indica

tors of the fiscal, demographic, and economic conditions of a panel of suburban municipal

ities taken at repeated points in time in the 1970s and 1980s. This panel structure allows 

for the use of powerful statistical techniques, such as pooled cross-sectional analysis, to 

assess the effects of entrepreneurs on the efficiency of local government and to identify the 

conditions associated with the rise of entrepreneurial activity. 

Our theory suggests that, at the regional level, the number of firms and individuals 

moving are exogenous - they move largely for reasons not related to local taxes and serv

ices (although firms may pay more attention to these factors in making the decision to exit 

an inefficient community). In contrast, the emergence of political entrepreneurs is en

dogenous to the local market structure and community efficiency; thus we examine both 

why they emerge and their effects on efficiency. Furthermore, given the fact that we will be 

using a multi-indicator approach to efficiency, estimation techniques such as Zellner's 

16 





government policies responding to the entrepreneurial pressures of entry, exit and voice. 

We anticipate that most of our analyses will employ the above regression based 

approach to estimating the operation of the local market for public goods. However, we 

will also explore the use of Data Envelope Analysis (DEA) to measure relative efficiency. 

Rather than assuming a theoretical production possibility curve, D E A computes a produc

tion curve based on observed data points. Thus, for any given region we can use D E A to 

compute the production curve relating, for example, a measure of local taxes to a measure 

of local services. D E A then computes the distance between the observed production fron

tier and the actual position of communities that lie below the observed production fron

tier-giving a numerical estimate of how relatively inefficient any given community is 

compared to what is possible in the region. At the individual community level, we believe 

that communities experiencing more entrepreneurial activity will be closer to the produc

tion frontier. In regions with a more competitive market structure and more entrepreneur

ial activity, we believe that communities will be more tightly clustered around the produc

tion frontier. 

As noted earlier, Appendix I lists a set of sample hypotheses describing specific 

relationships between the structure of the local market for public goods, the conduct of 

entrepreneurial activity, and the efficient performance of local government. 

Data Bases for Proposed Research 

We define market forces as generated by the interaction among suburban munici

palities in metropolitan regions; we do not directly study suburban-central city interac

tions. To explore the role of business firms, movers, and politicians as entrepreneurs in the 

local market for public goods, we will expand an already existing data base that encom

passes information on over 1400 incorporated suburban communities located in more than 

50 metropolitan regions throughout the United States (a list of regions appears in Appen

dix II). At present, the data base tracks a wide range of conditions in this set of suburbs 

from the early 1970s through 1982. 

The information in the existing data base is multifaceted. From various economic 

censuses (e.g., the Census of Retail Trade, the Census of Manufactures) conducted in 

1972,1977, and 1982, subject to confidentiality restrictions, we have a complete enumera

tion of the number of jobs and the number of establishments found in each community in 

the sectors essential to an urban economy: manufacturing, selected services, retail trade, 

and wholesale trade. Similarly, the Census of Government Employment, conducted in the 
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same years as the economic censuses, reports the number of jobs and wage rates in the 

local public sector. From the 1970 and 1980 Census of Housing and Population, we have 

extensive data on the demographic characteristics of communities, including indicators of 

community income, racial composition, age distribution, housing stock, etc. From the 1972, 

1977, and 1982 Census of Government Finance, we have data on the taxes collected and 

expenditure levels of each local government. From surveys of local, county, and state offi

cials, we have data on the local tax rate and the local property tax base. Each of these data 

sets must be updated to include the most recent reports from 1987. Extrapolating the 

Census data from 1970 and 1980 and merging them with these other Census data creates a 

panel of communities, in which conditions have been measured at 4 points in time (1972, 

1977,1982, and 1987). 

In addition, several new data sets must be added: 

a) County Business Patterns. 

Firms play a critical entrepreneurial role in the local market for public goods. 

Firms in high tech manufacturing and producer services have greater potential payoff to 

local communities and they are the most footloose. Thus, these types of firms have the 

greatest leverage over the performance of local communities. The Census Bureau report 

on County Business Patterns (CBP) provides the data necessary to assess the mix of firms 

in any region. Every year, the CBP reports economic data by three digit SIC codes for 

every county in the U.S. Using these data, we will measure the overall distribution of jobs 

and firms by SIC code and we will measure the rate of creation of new jobs and the expan

sion in the number of establishments in the regional economy. Using accepted classificato-

ry schemes (e.g., Markusen et al., 1986; Stanback et al., 1981~see Appendices II and III), 

we can measure the composition of the regional economy, assessing the extent to which 

the regional economy is dominated by footloose firms, and relate variation in the composi

tion of the regional economy to the performance of local government. 

The county data from the CBP reports will be "attached" to individual community 

level data-regional economic data provide the market context in which pressures for local 

efficiency are generated. Since our expenditure and tax data are reported every five years 

(in years ending in 2 and 7) and the CBP is published every year, we will also experiment 

with various lags relating changing regional economic composition to local efficiency. 
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b) The Role of Individual Movers: 

Individual movers also play a role in making the market for public goods. Data 

from the Census can be used to measure the number of migrants in each community and 

in each county. As noted above, these data will be included in our models to assess the 

role of movers as entrepreneurs generating pressure for efficiency. In 1980, the Census 

Bureau asked respondents two questions pertaining to mobility. For each individual 

community in our sample, Tables 34 and 35 of the Census report the number of people in 

any given community that lived in a different house, county, state, or SMSA in 1975. While 

these questions do not assess inter-community movement within the same county, if the 

measurement error is random, we can use these Census data to measure the number of 

movers in a region and test our hypothesis that in communities and regions with more 

movers, there will be more pressure for efficiency. 

The Role of Movers: Survey Data 

While these aggregate data will be employed in our models of the market, we 

believe that better individual level data on movers needs to be gathered. Previous studies 

of movers by Lowery and Lyons and by Sharp erred by surveying all residents in a region. 

We believe that a small number of actual movers play the market role of marginal con

sumers and act as entrepreneurs in the local market for public goods. Thus rather than 

focusing on all residents, specific information on actual movers needs to be gathered. We 

are requesting funds for a pilot study, using survey data to compare the level of informa

tion about taxes and services of recent movers compared to the level of information held 

by the general population. Because this is exploratory research, to minimize costs we will 

undertake this analysis in one county, Suffolk, in the Long Island (Nassau-Suffolk) SMSA. 

Each township in Suffolk County publishes a list of all real estate transactions in 

the town, including the name of the new owner and the address of the property. We will 

contact 250 new owners of residential property to measure the level of information about 

taxes and services held by these actual movers and to assess the degree of importance they 

attached to differences in services and taxes in making their final location decision. We 

will then conduct a random survey of approximately 400 citizens of Suffolk County to 

measure their level of information and perceived importance of services/taxes. We argue 

that normally citizens are rationally ignorant-they have no incentive to know a great deal 

about local services/taxes. However, we believe that actual movers will have gathered 

more information about the public sector and that they used this information when choos-
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ing their new housing location. Moreover, if the most desirable movers - those with higher 

income purchasing more expensive houses- were the most likely to act on this type of 

information, we will have demand side evidence that movers can act as entrepreneurs 

driving the local market for public goods. We will also assess the role of realtors as inter

mediaries-did movers get their information about services and taxes from realtors? If not, 

what sources did they use? 

c) Politicians as entrepreneurs. 

Assessing the emergence of political entrepreneurs and their impact is perhaps the 

most difficult task of this research. We plan two approaches to studying this process. The 

first is to gather data on recent administrative and policy changes by surveying the local 

governments in our sample. Using a survey instrument, we will ask knowledgeable re

spondents (e.g., city managers, city clerks, editors of local newspapers) in each community 

to recreate recent political and policy histories. We recognize the problems inherent in 

such recall data, but see no other way to gather the needed information for any significant 

number of communities. 

Our second approach is to undertake comparative case studies in several selected 

communities detailing the rise and relative success of political entrepreneurs. Because we 

view this aspect of our research as exploratory, to minimize costs we will draw our cases 

from only the local New York metropolitan region. 

1) A Survey of local governments 

We have a completely computerized mailing list of municipalities and their zip 

codes. We will mail a survey instrument to the city clerk, the mayor, and/or city manager 

in each locality asking for information about turn-over in the chief political and chief 

administrative office (usually the mayor and city manager) and on the city council and for 

information about the issues involved in political campaigns. Another informed source we 

intend to tap are the editors of local newspapers, who are among the closest continuous 

observers of their local government. 

We believe that political entrepreneurs in the 1977-1987 period can be identified 

along three dimensions of suggested or enacted reforms: 

a) Tax limits and expenditure policies: While virtually all local politicians promise 

lower taxes and higher services, some politicians propose or enact actual limits on taxes 

and expenditures. These reforms were particularly popular in the late 1970s and early 

1980s, and are still advocated as a means of controlling the unnecessary costs of local 
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government. 
b) Productivity enhancement/bureaucratic monitoring: There are a variety of 

techniques that have been developed in local governance during the last 10-12 years de

signed to increase the efficiency of service provision by reforming the behavior of local 

bureaucracies. Among these techniques are privatization, contracting out, productivity 

bargaining, and better forms of budget monitoring and audits via an enhanced budget 

office. To what extent have management reforms such as these been advocated or adopt

ed? 

c) Revenue Diversification: Local governments still draw a large proportion of their 

revenues from local property taxes. However, diversifying revenues by mechanisms such as 

user fees, development impact fees, and even intergovernmental aid have been advocated 

as means of increasing the efficiency in the revenue generating side of local government. 

We will measure the extent to which incumbents and insurgents campaigned for 

and enacted these specific types of fiscal and service reforms. 

In 1985, Schneider did a mailing to city clerks in the 1400 communities in this 

sample surveying the political structure of the municipality and gathering some informa

tion about the formal structure of the city council, the office of mayor, and the city manag

er. With repeated mailings and telephone follow-up efforts, responses from over 1000 

communities were received. We expect a similar response rate. While our aggregate data 

base extends back to 1970-1972, we believe that recall data will be most accurate for the 

1982-1987 period and less accurate for the 1977-1982 periods defined by the aggregate 

data. We will not attempt to reconstruct events any earlier than 1977. 

Paralleling these efforts aimed at city officials, we will compile a mailing list of 

editors of local newspapers. The Gale Directory of Publications provides a comprehensive 

listing of all local newspapers in the United States organized by town and including the 

names of the editor, address, telephone number, and date of establishment. We will survey 

these knowledgeable respondents for information about local political/policy events. 

The results of our surveys will be matched with the data on individual community 

performance measured over time. For example, we believe that declining relative effi

ciency in a community should lead to the emergence of a political entrepreneur. Converse

ly, the emergence and election of a political entrepreneur should lead to policy changes 

aimed at reducing the cost of local government. Consistent with the structure-conduct-

performance paradigm, political entrepreneurial activity will be affected by the structure 
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of the local market for public goods~the rise of political entrepreneurs should be more 

likely in more polycentric competitive markets and their impact will be greatest. 

2) Comparative Case Studies 

We believe that our aggregate data analysis will be enriched and informed by a 

research module comprised of detailed analysis of the rise and impact of political entre

preneurs. Theoretically informed case studies from a number of communities selected on 

the basis of our aggregate analysis will enrich our understanding of the dynamics of the 

entrepreneurial process. 

At this stage, we consider this case study analysis to be exploratory. To keep costs 

low, we propose to investigate the development of entrepreneurial activity among commu

nities in only our local metropolitan region. 

Many case studies are done without a clear methodology (indeed, many have no 

methodology at all). In our research, we will borrow an approach from international rela-

tions-what George and Smoke (1974) call the focused comparison of cases. This approach 

emphasizes a small number of related questions applied to each case to produce a set of 

contingent generalizations. We are most interested in identifying the process by which 

entrepreneurs emerge-What are their political bases? How do they mobilize support? 

How do they manipulate and use voice to affect service delivery and taxes?~in other 

words, how do they manipulate the processes we believe are integral to the role of political 

entrepreneur. 

We will select 6 communities in the New York metropolitan region for in-depth 

analysis. These communities will be selected based on our aggregate analysis to represent 

the following types of patterns of relative efficiency in service delivery: 

Type 1: 1977 Inefficient-> 1987 Inefficient 

Type 2: 1977 Inefficient-> 1987 More Efficient 

Type 3: 1977 Efficient- > 1987 Less Efficient 

Type 4: 1977 Efficient- > 1987 Efficient 

Type 5: 1977 Average- > 1987 Inefficient 

Type 6: 1977 Average- > 1987 Efficient 

Using our regression analysis, relative efficiency can be identified by comparing 

predicted scores for expenditures with actual scores. In DEA, relative efficiency is defined 

by how close a community is to the computed production frontier. Assuming that commu

nities in each of these 6 categories can be identified, we will use students to conduct 
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comparative case studies, reconstructing in detail the political and electoral history of 

these communities. These case studies will lead to greater insight into the emergence and 

the role of political entrepreneurs in the policy process. Of equal importance, these case 

studies will provide detailed information that hopefully will allow us better to model the 

entrepreneurial process and identify conditions and operational indicator variables that 

can then be introduced into the aggregate data analysis, enriching our models. 

We recognize the trade-offs in this case study approach. For example, by focusing 

only on one metropolitan region, the role of market structure cannot be identified. On the 

other hand, by focusing on the local metropolitan region, first, many state laws that may 

affect the range of possible entrepreneurial policy are held constant. Moreover, expenses 

are minimized-field work of any kind is expensive, but using the local region as a labora

tory minimizes these costs. 
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APPENDIX I 

Sample Hypotheses Related to Firms as Entrepreneurs 

* communities that are more efficient should receive a disproportionate share of 
the regional increase in firms. 

* the larger the increase in the number of firms into a region, the greater the mean 
efficiency of communities in that region and the smaller the variance over time. 

* the pressure for efficiency is associated more with the number of manufacturing 
firms coming into a region and community than with service or retail activity. Thus, re
gional economic growth with a larger manufacturing component should produce more 
pressure for efficiency in communities. 

* a greater number of firms in the high tech area and in the producer services arena 
will be associated with greater efficiency. 

These general hypotheses translate into specific relationships. For example: 
* where there is more turn-over in desirable firms in a region, the average 

public/private wage ratios should not exceed 1.0. 
* where there is more turn-over in desirable firms in a region, there should be less 

variation across the local taxes assessed by communities. 
* there is a mutual reinforcing relationship between individual community efficien

cy and the movement of firms-efficient communities should attract more firms, which 
should then exert their entrepreneurial leverage to keep communities efficient. 

Hypotheses Related to Individual Movers as Exit/Entry Entrepreneurs 
* movers will have more information about the relative taxes and services in their 

community than will non-movers of similar socioeconomic status. 
* more efficient communities will experience proportionately more rapid rates of 

in-migration than will less efficient communities. 
* relatedly, individual municipalities that have experienced a greater proportionate 

influx of new migrants will be more efficient. 
* in regions with more residential turnover, there will be less relative inefficiency 

among municipalities. 

Hypotheses Related to Political Entrepreneurs 
* communities that are doing proportionately less well than the regional average in 

terms of attracting new firms and households (or losing more in declining regions) will be 
the first places in which political entrepreneurs will emerge. 

* the emergence of political entrepreneurs is more likely in communities that have 
consistently been less efficient than their neighbors over time. 

* the emergence of a political entrepreneur should lead to greater efficiency in that 
community. 

Following Clark and Ferguson's analysis of "new fiscal populists" a successful politi
cal entrepreneur will: 

* get tougher with local bureaucrats, cutting wages, the size of the work
force, and benefits. 

* advocate efficiency reforms such as privatization. 
* seek to limit tax increases by proposing tax limitations or diversifying the 

local revenue system by mechanisms such as user fees. 
* reduce redistributive expenditures. 
* become more aggressive in attracting new contributions to the tax base 

through economic development. 
* decrease local service costs by developing intergovernmental sources of 

revenue. 
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