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tices that might unclerlie tlteir supericir pertia-rni.1nce,ancl which ntight successlitlly
ttanstet tn the Capital Regicitt.

Cltitptcr 14 ccincludes the lJCrtI!=l<.J.t‘tcl|:I1'tII1.-‘itI'it3ti the reailer with seine retrcispectici-ns. Five
majnt issues are being discussed. First. rt is srressccl that the public sectcir has a large
impact can naticinal ecnncnny. Fin effictent ]auh|ic seetnr may easily imprewe GNP by
mere than 3??-‘E. Secnncl. much efticiency research has been cc1ncluctecl,hut untiattunare-
ly has nctt been intplementecl. There is only a small number UliE.'{;?.ITlPlE5 cit-suceesslitlly
implententing research EJLJlI+’.‘I£2IH'1t;.‘:5l1'L|Z't11 ccincrete policy. Third, theriries -an efficiency
measu rement en ntain acl ya ncecl mathematics attcl statistics. The lacl-c cifcra ns parency -cit
the me thciclcilngies usecl pre yen ts a wiclespreacl use elieriticiency measurement arnci ngst

pnlicy makers ancl managers. Nevertheless. yaticius examples in the be-c=l~t shew the
in-rpcirtance cita yalicl chciice Elli-I1'tt2ILlr3l:i1JtICl['-1ti1tica1‘t,I1 eaiicl chciice Cl'l_l‘i‘1T|§l|"IlL'-Til. tech-
nique an-cl a ptnper tlefinitien cifseceice prciwisicin and tescut tee usage. The cumber-
scitne theeties anti techniques are mete than just scientific hnbbyisrn. Fciurth. efficien-
cy analysis can be beneiiciary in vatieus ways. It may be hel|::-ti.tl in irnprewing manager-
ial prncesses. but alficr in cietetmitting tinancing systems. planning lZll_CI'.1'£'iJIL'l|flt.?Ei anci
chcteising the right system nfprnpettytights.FiFch.ntt1ch -atrthe yaliciity ciftite efficien-
cy nteasuretnent clepencls en the claca availalaility. Much imptcwernent can be acctt1Tl—
plished in this area. especially where it ccimes tn the measurement -zatthc quality ciFset-
vice ptcwisic:-n ancl the entaireinmental characteristics.
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12 WHAT is KNOWN aso UT

MUNICIPAL EFFIC-IENCY?

THE BEt.oiaN Cass i-trio BEYOND

lsttiiie De Berger |.[ilI.l. Hristiititii i~lrr.irciis ':.

11.1 INTRGDUCTIUH

ea ._._.*‘tlt'hotigh other .i1tern;itiees eiiist liot the evaiiiation i the periiirnaance or-
iriunicipai governments iie.g.. linaiicial 1.‘.H2|'liJ1'i'fi;1flEE_l. most ecoiiorriists are eonvincetl
that technical aiiel cos: efficiency are relevant criteria For pertorniance nieasarenierii .it
the local level. The purpose oFthis chapter is to brieiiy discuss the tliliiculties int-olt-ecl Fi-i
captitring tritiiiictpal etliciency. ancl to suitiniatiae the most important results oiitetetit
research on the e’itii"ieiicj.' tIIiiI'i‘|L1|iTl4Il[.TIé1.lIl1II|-IS in Belgium. Ivlore spetihcailv. tve discuss rite
dihiculties to benchitiarl-t locaigovetniiients. we sttiiiiiiiiriae the -tleierrniiiaiits ot':iiiiiiic-
ipal etticiency in Eielgiuin. anti we contrast our tiiieiiiigs to results at-ailiib-lt: in the litera-
ttite. Finally. we ttj." to assess the polity implicatioiis resulting li'i‘ii'|‘| this resr:;ircl"..

Sttiicttite olitlte -iIl1.'|[JE:I'l'l.S.15l'i3'llt3".'.-‘S.Bf.‘1".-'11:.’I13'l:-lFlE1'E2ItIlL]tIIl<JlI1,‘.‘.'ti‘ start. out in Section 11.:

with .‘llJ[liIliIIl:.SII1.ISSlIfJ['1 e-trhe role {all-I'1'|L11llClFI.l.lEC-'."-lIF]'1I|'l"l.C1'ElIS."-li"i!Ttf".'l:I‘ii'[i'l-;I' allticarite

aiicl tlistribtttive role iIJliiTttL1‘LiiIi|IJ.‘illIIli.Tt.-I as it is typically described tn the -etonoiiiit liter-
ature, an-cl we summarize the actual i'tinci'ions assigneei to local got-e:'nnieiit.s in Belgiun".
an-cl in .i nuniber ot'other European cot:nti'ies. We also eiiipliasiire the iniportaiice oi-
Ciilifilillilij.-' ineasuremenr as a partial but crucial assess:-neiit ti1"rriiiiiitip.ii periiiritianee. hi
Section . i we discuss the conceptual. iiiethoclological anti pr.icric.il pt'obleins in1*-.4

be:icl':iii.irkiiig local governnients. The neirt section introcltices the claia anti sa niple iiti

liitetl. fit-'ailable enipitical restiits on the etiicieiicy oFBelgi.iii nitinictpalities are :'epr_itt-

ecl iii Section |I1.j. Both global P-E|'l'_EJfI'11.1[1Eif evaltiatioits an-cl etheiency analyses For spe-
cific intinitipal services .ire revietveel. lii .‘lt.li_‘ilLi-E.'IlI'l, we proviele some new evieietice relat-

cii to scale eiiicicncius. For purposes t:-tlcontparisoit. a iiiiitiliet ul liticlliigs fiat‘ E-elgian

tii tiiiicipalities are contrastecl with results on 1'i‘|Lll"|lE'l['.i'-.i.l eliieieI".iI_'.' in otiier countries, as

reportecl iii the llUL']'.‘ll_‘.1]'C. Finally, Section it.iS l'.-rieiiy reiterates wltat is ltr‘1citvi'. about

mtiiiicipal eilicieticy arttl. lJ{.:Ll-lily’ i:t‘ipott.it'itly'. it points oiit what rctiiairn-I to he iilfllifl.
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Piaiiisoiaiviaives Evie.-tstiiicivissit

tiny evaluation ofrhe performance ofmunicipalities should lceep in mind the
role and obyectives of local gove.nmeni.s. We theietore begin by briefly reviewing the
allocative and distributive roles typicallv assigned to municipalities We then provide

-' ' 1-

some information on the specific Functions assiened to sub-ceiittal vovernments
T CI‘ -."_'.| '

Finally. we emphasize the neect for performance evaluation in general and for eiiiciency '
measurement in particular.

iz.t.i Tlie alliicotivt rind Distributive Hales ii_fl.iit-til Grivtriiinerirs

From an allocative viewpoint the early analyses by U lson [ i psijii and Oates [ i pyz]
have emphasized that. at least in theory, etii cient decentralization involves a perfect cor-
respondence between the spatial impact ofany given public service and the_jurisdicrion
responsible for decision-mal-ting with respect to. and financing of the service consid-
ered. Dfcourse. since the theoretical ideal ofoptimaljiirisdicrions and optitnal decen-
ttaliaation is not feasible. assigning certain functions to the municipal level should be
based on a comparison ofrhe costs and benefits ofdecenttalized decision—malting- The
benefits ofdecentralization initlticle. among others. the close association between pref-
erenees. decision power, and linancing responsibility. some possible informational
advantages. and the efficiency-enhancing poreiitiai associated with mobili ty of the pop-
ulation at the local level. The disadvantages of decentralization are related to the
spillover effects ofsome local public services. to possible inefficient raai competition
between municipalities. to potential rte-i eitporring behavior by local governments. and
to the possible eitisrence ofeconomies ofscale in the provision oflotal public sei"vices.i'zi

The litera cure has convincingly shown that the relative magnitude ofcosts and benefits of
dece nrralization and the related optimal division ofresponsibilities between different lev-
els ofgovernmenr should depend on: [ii the degree tti which preferences for public serv-
ices differ across jurisdictions; [ii] the spatial impact of local public goods: [iii] the mobil-
iry ofproduction factors [e.g., labor and capital_l and ofthe taat base across jurisdictions; [iv]
the potential eiristen cc ofeconomies ofscale in the production oflocal public services; and
[v] the informational advantages associated with clecen rralized decision-malting.

‘ilfhereas the literature generally agrees on the Eitctors that determine the precise allocative
role of local governments in providing local public services. there is less agreement on the
P'3!'1'-”l1E1€il for municipalities to engage in redistribution oolicies. Howcvcr.i‘rii;istcco1'io—

al _ ' ' ' ' _ I -| - .__ I gree that reclisrribtttion is diflictilt due to tne mooility of the population across
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jurisdictions. This generates a problem ofadverse selection. For eitainple. if low-income
people hope to benefit from redistribution they .ire attracted to niunicipalities purstiitig
ait active redistribution pol icy towards the poor. l-ligh-income earners on the other hand.
especting to pay the bill for this policy. may prefer to migrate to inunicip.ilities with lit-
tle redistribiitional activities. It is often argued. therefore. that municipalities have iio liar-
mal role via distribittive local E;J..‘-I.'l'lIlEit'l but that they should lbcus on the implementation
ofoverall national distributional policies via local uni pro-gressivity. local iaii credits etc.
fvloreover. it is clear that litom the viewpoint of the national government tlistribtitional
issties may justify grants to correct for income inequalities between municipalities.
u nequal provision ofpublic services or differences in the capacity to generate tas revenues.

|1| l" -I-J ii-.i Tlie Furictitirisrlssigiietl to Local i.'_?civtriiiiieiits

lr is clear that there may be substantial differeitces in the way different coitntries
implement the above broad principles in practice. In this subsection we thereltitire con-
sider some inibtmation on the assignment offunctions to and the ftnanciiig ofsub-ceti-
tral governments in a number ofEuropean countries. with a specific locus on the rela-

. . - .. .tive position or Belgium.

Comparative studies concerning taslts acconiplisheti by siib-cenrrai authorities reveal
large similarities benveen different countries. although some reniarltable differences
remain. This can be illustrated by considering Table ta.i. atlapted from King fines}.
l‘~Iote that this table cieals with all sub-central government levels and not_;ust munici-
pal govetiimcnrs. lt includes a broad variety ofdifferent institutions situated at dih'er-
ent tiers. whose precise functions and interrelationships largely depend on historical
contingencies. For instance. in Belgium one can distingiiish regional. provincial and
municipal authorities. public centers for social welfare. ititermunicipal agencies. etc.
Despite the level ofaggregation underlying Table it.i. it ciocs provide some relevant
infomiation. First. it is tiotable that sub-central authorities not only provide local pub-
lie goods lparlts. roads. police.jtistice. town planning, etc.) but also some merit goods
l_various categories ofeducation. sports and leisure pursuits. etc.l.l3.j Some activities can
even be grouped under a regioiiai development function. since they torus on stimulat-
ing economic activity iii the area. Second. remaritable differences can be observed li:ir_jus-

tice. ports. airports and electricity. among others. Tliiril, Belgium appears quite decen-
tralized on the basis ofthis table. However. this is mainly due to the importance of the
regions in the Belgian institutional liameworlt. It certainly does not impiy a large
assignment ofpower to intinicipal governments because many ofrhe functions includ-
ed iri Table ta.t are assignecl to the regional and riot tht: inunlcipai governments. This

is conftrmecl by lool-ting at public sector employment d.ira.
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'v'v'liile.iliotit tees ofall civil servants .ire eiiiployetl within the overall stib-central public
sector. oiiivabotir i1.‘ll|l-tIIlifl‘ltJSs_‘ .iett:all_v worlt liar rtiuiiieipalities llevii-.lels ieeoi.

Stib-ceritral authorities across Western Europe also differ in their share in governtiient

1“;- E E. I-Ispending and in their capacity to re taat revciities from different sotirces {see also
'i:l'-.'v't2llS ipgtial. Wliile .i huge variety iif local financing resources esist. appar-er.rl y nianv
cotintries rely predoininanriy on just a flew raa-t sotirces. ln Belgium. income .iiid proper-
ty ravcs are the most important local tastes. lvloreover. toiiditional or general grants
front higher tiers ofgovernment provide aiiorltcr maior revenue source. .-‘is reported in

Heyndcls lip;-6]. slightly less than half of Belgian municipal financial resources .ire
received tiitder the lbrm of grants. mostly unconditional ones. This number is iitit
eitteptional atiiong European cotii.itties. t‘Jver time grants do seerii to be .i declining
sotirce ofrevetiue.

lo Table ia.t we report the attribution ofttot revenues to mutiicipalities. This provieles.
an inuicaiion or t of tat .ititoiiomy of municipalities in individual countries.

1| ‘FL.

.-1fii 1"‘- i_I|"..I

,_;-cl:

tiI“.-I

'lI'I.i "-'_'a cl?"I .-Ieiotice the large .-atiabi ity in the shares attributed to ntiinicipal - ments arnong
countries. Belgian local governit'ient ta.v sh.ircs are at the lower end ofthe disrribtitiori.
reflecting rather limited ta.v .lL1l'i.iIt‘it.11T1_‘i-'iJl_l‘|‘iLJ1‘11£i[:I;1liEl.-{.25- This is not siirptisiiig. given
the ibcus ofrhe fiederaliaation process in Belgium on the regional govetiiment level.
lvloreover. it confirms that in a E'.iropean conteirt. decentralization totvards Belgian
local governments is quite limited.

i:..:.; Latitl tiovtrtiriitiit Ulpecti'.'es. Co|it|'oi. itiiil E|'lititiic'.'

tirveri the role aiiei tasl-is assigned to the local public sector in |:ire-vicliiig public
services and generating tart rcventies. there is an obvious ptobleni of control. l.or.ii
politicians lrnaiiagers_i c.in be viewed as agents responsible for impleniencing eflictciit
policies lacing two principals: on the one iiancl the national govetnnient. and on the

t.-'.'ta F.orher hand local residents. The public choice literature _ e.g. .‘v1ueller it-J3;J_. suggest-
ed .i large number of sources of inefficicti-cy that may result thiiti this principal-ageitt

relation. ‘ilfe enumerate. withottt .iini:ng .it completeness. a series ofpotenrial problem
areas. First. there are the differences in objectives between principal .ind agent. where-
by tiiuiiitipal politicians and officials ptirsite goals budget maitimizaiioii. ei'itolu-

ments ofall ltinds. etc._r iiidependent oftfie preferences oftheir constituency. Sectiriei.

thelocal poliiicalagenda itiay dictate coiiiprottiises.Tliird. there is a laclt oftiioiiitoriiig

iiistti.:itict1ts.iii-cl the cost of setting up .itiec_.|Li.ite coritrtii rnecltaiiisttis itiay be r'ioii--i'ieg-

iigible. Fourth. iliere itiaycaist infbrm.irioiial .l.ili_'ii'l‘|"'i|'l‘li.'T.I'lC5it1l'1llIIlEll‘1g‘ .1 perfirctcoiitroi

bv either cctitral government or residents.
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Public sector organizations should ideally achieve a va '= 'r lie .lrictj. o goa s simultaneously
.-tmong the social objectives ofithe public sectot one finds technical etliciencv. .1llt1t.1ti.v-t
efiiciency, redistribution. and macroeconomic objectives [unemployment absorption
price stability. etc._i. Olcoutse. not all organiaatio ns in the public sector necessarily con
tribute to all ofthese goais. Ivlunici alit " l' i ‘ ' ' = ' -' 1"‘p ies, or instance. shourd F1'l..11E‘ll} locus on eth-
ciency goals, and, as argued above. have little role to play in redistribution. lvlatchand

comples decision rules that are hard to evaluate ' . ' . h *1 * "
a roach to public sector analysis that oives a re-em tive rioritv to technical elli-P a .-' D P -

ciency. since it is the only goal compatible with all others.

Theretbre, the first step in identifying appropriate institutional structures and their
impact on efiiciency is to develop proper measures of technical inefficiencies and cate-
Fully analyzing their detetmina nts. The neat section is entirely devoted to the issue of
measuring technical efiiciency at the municipal level. Pi second. consequent step is to
implement incentive structures that include correczive measures based on elliciencv
scores in otcler to reduce observed technical inefticieiicies.

11-3 EFFICIEHC? Msasuasaienr at THE Iviunicirat Ltvri;
Dissicurr sur Ntctssaiiv

The oettbrmance otmunici aiities can be evaluated usin I a wide varienr ot'per-. P b . .
lorrnance indicators. including linanctal measures __debt ratios. expenditures per resi-
dent. trot revenue per resident. erc.i_. eiliciency measures and inclices olietliectiveness . i.e..
ofthe degree to which the objectives have been realiaedl. We tbcus on the measurement‘
o|:'ei'F1ciency because. unlike the other concepts. it is a requirement that any socierv has
good reason to impose on local governments. Moreover. since the definitions ofvarious
elficiency measures [e.g., technical elticieucy. scale eEl'iciency. cost etficiencyj have been
spelled out elsewhere in this boolt [see Chapter .1]. we assume the reader is tarniiiar with
the meaning tali these concepts.

12.3.1 E_,ffiritn-try l"v"lEti5ltTt‘rli-ETIIIlllfflrrllttllflllfilRi!l‘{11.ll'~E|'fl|fH[$

In principle, measurement of-all elliciency concepts is easy il'reliable tiara are
available on both quantities and prices ol_ail inputs and outputs oi‘ tiie production
process. In many cases, hoiv-ever. the unavailability of some necessary information

places restrictions on the type ofetliciency that can be measured and on the quality oi"

Pestieau and Tuikens ['15-34_l show that the interaction otidiiiferenr obiectives leads to

in practice T tysuggesta periormance
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the restiltiiig perltormanee indicators. For esainple. rechtiical etiiciency can in principle
be estimated using input aittl output data only. and it does not require price iiiforrii.i-
tion. nlloeative efficiency can only be esri mated ifprice iniiaiitiatiou is available in addi-
tion to inlbrmation on both inpitts and outputs. [ffot some reason input data .ire
unavailable htit only tot.tl costs and output information can be obtained. tlien overall
ctist efficiency can be measured. but it is impossible to separate it into technical and
allocative ethciency. Consequently. the type of iiifotniarioii available determines the
fleaibility ofperiliorntance measurement [see Fiire .ind Ptimont 193-5 fbr details_=.

C.‘-Ifeourse. a prcreqttisite to estimate any ofrhe efficiency notions is to translate the pro-
duction process at the local governotent level iii terms of the etonoinist's standard
notion of tratisrbtriiing inputs into outputs. This is not a trivial problem. In general.
one distinguishes three stages in the production process pee. e.g.. fsradfbrd. lvlalt and
Oates tpdp. De Groot and Goudriaan ippi. and l_evitt and Joyce tpisy_'i. .~i firstsrage is the
transformation ofptiniary inputs Ilabor. equipment} into activities. which can be con-
sidered intermediate outputs fe.g.. teaching in municipal schools. police surveillance.
adrninistrative work. erc.]. nssociated with this transformation ofprimary inputs into
quantities ofrhe intermediate outputs -‘hours of teaching. number of police p;itrols.
etc._I one can define process indicators that reflect the efficiency of the production
process. Second. the trar.sforntation ofintennediate outputs into direct outputs ;lIi-
outpumf for ‘consumption leg. titimber ofgraduatiiig students. number of crimes
solved. etc.. can be measured by performance indicators retlecting technical efficiency in
.he ttanstb-rrnarion o. activities in outputs. Third. the transiorrnation ofriirect outputs
into their uitiriiate wellii re effects on consumers " increased ltnowledge in societvit tio
dtie to edticatioo. increase in satiety as perceived by inhabit.ints. etc.__! is c.ipnired byeffect
indicators. They reflect the -degree to wiiich the direct outputs ofruunicipal activities
translate into weliii re improvements.

Clearly. in principle efhcieney measiites can be defined at each stage oftiie production
process. but in practice data are typically unavailable to distinguish between primary
inputs. intermediate oi.itputs. direct outputs. and rinal welfare effects. ln many cases.
the analysis is limited to the relation between primary inputs or activities .ind direct
outputs. The third step in the production pt'ocess is rarely studied. Cine esception is the

Lovell, Walters and Wood i_ 1 ppa] study developing a stratified model ofrhe educational
production process..'.-a_l

The neat question is what co-nstirtites reasonable indicators ofinputs and direct outputs
ofrhe municipal production process. Do the input side the problem is to tintl reason-
able measures ofrhe production fiictors labor. capital equipment. and other inputs = e.g..

3' sea av?
* - ' I _

1" "\-t\-1': _ _ i _- 1

_ -it:

IIi-_?_':'Ii-l

-i.-

'-C

wri-
.-i.

-i.

'i"-r|.'-.!'f5'-iZ'~lI."'i'>'-‘*1'-|'-';J'|.||".17.‘-4'II|='.-‘ILi'TF'iI;[f-;i."i'i Tiit ntii.::.ii~.i -J:-.51 -.r-in i=Lr.ii-.-o

various mateti.ilsl. Neitiier oi iese inputs is ioiiiogeneous. liovvever. .»‘ilrlioi.i-.ali one
cmild argue in fiii-'or ofusing labor input in terms ofri.ill-time equivalent person-liours.
it is clear that the personnel ofmunicipalities tbi'm a heterogeneous groun in terms of
educational baci'-tground. .tge. .intl overall productivity. [t is unclear how to correct l.ibor
hours fbrquaiity differences. For the capital input. measurement ofrhe usage cifmunic-
ipal capital services is hampered by the iaci-t ofsystematic registration ofrouiiicipal cap-
ital accou nts in many countries. rvloteover. lieterogencit in quality and viii tages ofe.ip-
ital inputs should ideally be accotinred fiat. Clo the oittput side severe measurement
problems arise as well. rilthough liar very specific services reasonable dir t output

I1 |"l

E. cg.- I"!- rfi. TIC]
ineasttres may be avai the number ofloans in ti-ublic libraries; in other cases

L

no clear-cut output can be defined ;e.g., how to itteasttre the output ofpurely adminis-
trative departments

|_ .

liiformation on input prices surfers from similar measurement problems. First. in mar.v
-. r

I-.uropean countries there is limited fleitibiliry for mi.inicipaiities to determine it t
|:.it_r-2' Fir

structures. Seniority and hierarchical level are by thr the most important determinants
of wages. Therefore. even if tiiey .ire available in many cases they are nor“ average
municipal wages mainly capture institutional factors. differences in average seiiiority
and in labor qualit_v rather than pure wage differentials. Prices for capital goods typical-
ly do not vary across municipalities at ail. since municipalities operate on the same
financial roarliets and obtain the sazne conditions.

Finally. even ifreasonable data .ire avail.thle tiie question remains to ivhatestent varia-
tions in the relation between inputs and outputs reaily rerlect "t. iiiy in r.iertiirrr.-

1" 5-
l

ance. Indeed. in many cases municipal output is demand-driven. in case tiie inputs are
insufficiently fieaihle. municipalities m.iy have to adiusr output qtialiry in response to
uneitpected demand variations. For eirample. ati iineirpected increase in the niiinhet of
students at municipal schools may result in larger average class sites rather than in .tn
adjustment ofinputs. Although a simple comparison ofioputs and outputs will indi-
cate an increase in efficiency. this may reflect .1 quality reduction ratlier than a true effi-
ciency gain. This eirample underscores the riecessity to obtain a sufficiently ricii .iiid
coitiplete description of technology.

ia.i.a Globitl llcrsiis Specific Eilirieiitii it-iritsiiiriiitiii

fit this point it is instrttctiye to no re the difference between efficiency itieast:re-

inenr on a global scale .iiicl evaluating the efficiency in the provision of.t specitic ini.iriic-

ipal service jsuch as green services. road construction and triaintenance. fire protectiort.
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public libraries. eelucation. etcl. ln the latter case. it may be somewhat easier to obtain
good proities fiat the relevant inputs and outputs. For eiiamp e. although one can dis-
agree about the best set ofotitput indicators for a municipal library. it seems logical that
the number of loans should be one impotr.int element. However. ifone is interested in
evaluating the performance of a municipality in the global provision ofservices. then
the problem of defining a comprehensive set of reasonable output iitdicatots fully
describing municipal activities is much more difficult. Wliat are appropriate outputs
fora municipality as a whole? How to define proities for the various aspects oflocal pro-
duction in the fields ofeducation. administrative services. social antl recreational serv-
lCIES, [T31 l'l.S FD I'lIIJ. El-U I1. ETC?

Cine reaction to these differences in data problems is to argue in favor oflimiting per-
rbtmance measurement to specific local public goods. Psfotsutptisingly. many studies in
the litetattite have fbcused on efficienqr of municipalities in providing very specific
goods. However. although such studies may yield valuable intiarmation fiat local gov-
ernments, from a policy viewpoint evaluating global performance may be inttch more
important. For example. to improve the design of appropriate grant mechanisms
between central and local governments an evaluation of the performance ofmunicipal-
ities is required. lfcttrrent municipal production is not evaluated. grant mechanisms
may well be compensating. and in fact rewarding. inefficiencies instead ofptomoting
economy of resource use. Pinochet eaample for the need ofglobal efficiency measures
relates to the appropriate site ofmunielpal production. This cannot be ascertained on
the basis ofspecific efficiency studies.

in view ofrhe above discussion and despite the difficulties involved in defining inputs
and outputs. it is eittremely important to provide a global evaluation of local govern-
ment performance. The best one can do is to use pro:-ties that are strongly positively cor-
related with the tnie. but unobservable outputs. and to include output categories that
as much as possible capture all major categories ofseivice provision. Cifcourse. it goes
without saying that this global analysis can benefit from being complemented by
derailed performance studies focusing on specific local public goods.

11.3.3 Efiirirncy Estiiniatiiaii: dltrrnittivt Mrtliedologies

The efficiency measures discussed in the empirical part ofrhe chapter have been

estimated using non—parametric and econometric approaches. For readers unfamiliar
with these va tious approaches. we very briefly provide the thi nlting behind these meth-
ods. Fot more details the reader can consult. among many others. the er-icellenr paper by -

.._.._-.
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Lovell [igipgl and Eltaprer a in this boolt. He also clisciasses the merits aitd disadvantages
ofvarious nietltods.

Econometric approaches specify patarnetric functional relations between outputs and
inputs {technical efficiency] or between ctists. outputs and input prices [cost efficiency].
The production [cost] frontier is determined by estimating the parameters of the speci-
fied functional fiotrn using appropriate econometric techniques. The deviations of the
observations from the estimated frontier fiarrn the basis for the calculation ofefficiency
scores for individual observations. The specified parametric frontiers can either ignore
or allow for meastitement error: the former is labeled deterministic: the latter approach
yields stochastic litontlers. Deterministic parametric frontiers interpret any deviation
from the frontier as inefficiency. Stochastic parametric litontiers try to separate the

-1-effects ofmeasurement error and ineflicien cv.

The non—parametric approaches lcnown as Free Disposal Hull iFDf-l} and Data
Envelopment nnalysis [DEA] are not based on the specification of.t functional form for
the frontier. Instead the frontier is determined by ‘enveloping' the data as tightly as pes-
sible. This results in piecewise linear frontiers. imposing the least assumptions. FDH
yieids the closest envelopment of the data. Graphical representation of the frotitiet
yieids a staircase shape in input-output space. Contrary to FDH. the U-‘En-approach
assumes cottvestity of the production possibilities set. Grapliically. the f"JE.-‘i-li'ont'.et
'conveaities’ the staircase FDH-frontier. 1n both cases. inefficiency is again measured in
terms ofrhe deviation ofan individual observation from the frontier.

12.4 l.iATil. DESCRIPTIGH

In this section we provide some information on the type ofdata used to study
the global efficiency ofE.elgian municipalities. Dfciitirse different snidies in the litera-
ture have used somewhat different data sets and rested a wide variety ofspeeitications.
.-‘i arrfromtheseminal a etbvTulltensi"t oi.theitiostrelevantsrudiesofelobaleffi-

.- - - I?

cienc_y of Belgian municipalities are lfanden Eecltauc. Tulltens. and [amar -'i5ip3i, De
Burger. Ketsrens. fvloesen. lfanneste i 1 pgiai and De Borger and fietsteos ijipyda. bl. The
former two studies were limited to the :35 municipalities ofrhe Walloon region. where-
as the othets analyzed the performance of .tll 559 E-elgian nttinicipalities. lvloreover,
some studies focused on technical efficiency using eitplicit input and output indicators
ie.g.. De Fl-orger, Ffcrsteos. lvloesen. 'v’.inneste ici-pa}. whereas others analyaed cost effi-
ciency {'e.g., ldanclen Eeclcaut. Tiilltens. and Iamar ipgig. and De burger .ind iietstens
tppda]. Finally, .1 variety ofeffieiency nieasitres have been used. For ertarnple. the analy--
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sis in Tulltens [igooji and De Borger. Ketstens. l"v’lDES¢II1. Vannesre [iooaji is restricted to
FDH only, while De Borger .ind KCF.€ECfl$l1996Jl studied cost ef'ficiency using a variety
oliiironriet methodologies.

To avoid going into a detailed description of the precise d.ita used in the various stutl-
ies. we Focus in this section on a standard data set used in De Eiorger and lslersrens
ftpgoal. It serves to illustrate both the strength and the shortcomings olefliciency meas-
urement. This sanie data set has also been used in the empirical yvorlt on scale ellicien-
cy reported below.

The sample consists of observations on total current municipal expenditures and on
various output indicators for each of the 539 local governments in 1935. This combina-
tion of expenditures and outputs implies that our locus is on cost e’rTicienc_v. The out-
put indicators used include the number ofiberieiiciaries oliminimal subsistence grants.
the number oistudents enlisted in local. primary schools. the surrhce olipublic recre-
ational facilities. the total population. and the Fraction ofrhe population older than E5.
Descriptive statistics For all outputs and costs are provided in Table ia.3.

Table 11.;

Iatsciiirtivs Statistics on DLl‘El“'I.ITS aiici [:~i.-"u'i'
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Notice the wide range and large standard deviations liar almost all variables. This sim-
ply reflects the important size differences .1tnong municipalities. All data come from a
more elaborate database constructed at the research institute CADEPS [Free University
ofBrussels] on the basis Diiifll-O[H1HElDfl From the Nationaal lnstituut voor de Statistielr
[N15] and from the Gemeentekterliet van Belgie {GKB}.
As previously emphasized, many ofthese ‘output variables are to be considered as crude

proxies riot the services delivered by municipalities. For example. population is assumed
to proxy For the various administrative tasks -'_'e.g._. maintaining the register of births.
marriages. and deaths; issuing certificates. passports. e:c.: perihriiied by municipal gov-
ernments. but it is clearly not a direct output of-local production. Similarly. the traction
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ol'tlie population older than 65 is a crude proxy For the supply ofsocial services to the
e deily .[e.g.. retirement homes. medical services in public hospitals. general assistance,
etc. l. Minimal subsistence grants are related to the services provided to loiv income flam-
ilies. v.-‘here it should be noted that Belgian local governments covet 5o".-F. of the costs.

The ouaiiry olthese output indicators is less than desirable. as they are rather loosely
related to the services delivered by municipal governments. This illustrates the general
problem inherent in the definition oiiinputs and outputs r-or the public sector alluded
to in the previous section. Also note that it was not possible to correct tor unobservable
variations in quality. since no reliable quality indicators were available. Fortunately. the
locus on cost eihciency slightly reduces the severity ofrhe latter prob eiri. Indeed. usirig
total costs at least guarantees that all inputs are accounted tor. Although variations in
quality are hard to capture in explicit input indicators. they should at least partly show
up in the price being paid {information that is unitnoi.vn_f and conseu__uently in the
btidger.

With leiv exceptions studies on the efficiency of Belgian municipalities deal with cost
C[T1ElE11C}".§-5; There are good reasons for this tendency. Estimating cost ell-iciency
implies that the eET1cienc_v measures capture a conglomerate of pure technical and
allocative ineiiieiency. However. one could argue that the tislt of misspecifying the
inputs is more important than the eventual bias ol'it'iixing up technical and allocative
ineiirliciency. Using total expenditure at least assures no input is ignored. Furthermore.
in the Belgian context, it is not unreasonable to assume there is no input price variabil-
ity: there is little wage flexibility as salary scales otimunicipal personnel are completely
Fixed. and all municipalities in fact obtain most Funds from a single specialized finan-
cial inst:tution.._i'$; Therefore. cost erhciency is the main locus or the global eiiicieiicy
results in this article.

ii._= Resorts or EFFICIENCY STUDIES

The purpose ofthis section is twofold. First. ive summarize the results and the
policy implications oistudies analyzing the eFficienc_v oi'Belgian municipalities. Second.

ive compare our results to other studies available in the literature to see hoiv rohust
these Findings are. We thereby initially Focus on results derived From the analysis or
global eiliciency oflotal governments {Section 12.5. i _i. We then iarietly report some new
results on scale efficiency f:Secticin ia.5.a]. comparing it with available evidence. Finally.
ivc summarize a small i.'.'-tit representative sample otistudies that look at the pert'o-rmarice

ofmunicipaliries in producing specific services {Section 12.5.3}.

311

"li-

‘i



"-i. _
Th"

an-Ii‘ _

2-; s‘ _
-.-I":_._-

' Footie riiovisioi-i mo i'i=.iii=c~iisi.w-.:t

ia.5.i Glialitil Eflicirriitv tifhiiiiiiripiilities

Let us first consider studies dealing with global efficiency of municipal govern-
ments. Our initial focus is on Belgian studies. part of which have been introduced in
Section 11.4. Furthermore. also a btiefcomparison with the tirw existing papers on overall
efficiency ofmunicipalities in other countries is provided. Table Il..-.15LlI'21TI1i1l'lI-‘H35 a num-
ber of relevant relhtences and it provides some additional information on the data and
methodology used in each of these analyses as well as on their most important findings.

Focusing on the data set presented in Section ia.4, the cost efiiciency measures were
estimated using FDH. DEA. and econometric approaches. Several frontier methods
were estimated to cheek for the robustness of results. Mean efficiency was estimated at
o.9a in the FDH case. o.73 for the DEA application. a remarkably low o.5j-' when the
deterministic parametric frontier method was used and. finally, about o.yS-o.-31 in the
case stochastic parametric frontiers were estimated. A detailed analysis revealed that
parametric and non—parametric approaches differed matltedly in terms ofborh efficien-
cy levels and their implied tanl-tings. Among non-parametric methods. it was confirmed
that FDH and convex DEA models differ in important ways. in line with Tulltens ,ip5:-o_l
and Vanden Eecltaut. Tull-tens. and jamar [i993]. Given out ignorance about public sec-
tor production in general anti about municipal production at the aggregate in particu-
lar. these findings have. amorig non-parametric methods. favored the FDH.

The resulting efficiency scores were harsher used in an explanatory analysis. in general.
it was found that the fiscal revenue capacity. the financing mechanisms oflotal govern-
ments, and the political characteristics oflotal governments are important determi-
nants ofinefiicicneies. To he slightly more specific. it is necessary to consider the results
of the explanatory analysis in more derail.

First. it was consistently found ll'JDLl'l for the explanation ofcosr efficiency and technical
efficiency] that higher per capita incomes and wealth ofcitizens decreased estimated eth-
ciencies ofmunicipal governments. A potential explanation is that high incomes reduce
the incentives ofboth politicians and taxpayers to monitor expenditures. Pol iricians have
fewer incentives to control expenditures because higher incomes increase the fiscal
capacity ofmuriicipalities {see e.g. De Groor and Van der Sluis 1_f;%-:3]-’_,.'5[1!'.'iI‘I1"il§II-"_..§ill1’.1‘t‘1-Iil1'1

and Young i98 a, and Wycltoff 1990}. Citizens may be less motivated to careiirlly monitor
expenditures due to the high opportunity costs ofrime and effort.

Ii second systematic finding is that the way local public services are financed is iin portaiit
for perfoitnance. In particular. local ra.x rates and the siae ofintergovernmeiital grants
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seem to in;irtet a great deal. The literature has pointed out that high tax prices alert vot-
ers to control public expenditures. especially ifcost comparisons between municipalities
are easy {see e.g. Spann I._9,7}'_l. In line with this observation we consistently find that the
local income tax contributes positively to efficiency. The siae ofrhe per capita block grant
yieids a negative impact on pertiarmance. This is not surprising in the Belgian institu-
tionai environment. Opite a lot of these Funds take the form of unconditional bloclt
grants. and there exists relatively little ex-post control on actual spending. The cost of

T’ i‘inetiicient behavior is increasingly shared by a broader constituency ,national taxpayers]
as the proportion of outside handing increases. so that grants reduce efficiency (see, in
another context, De Groot and Van der Sluis 1987. Silkman and Young 19-Sa, and Wychoff
igiool. Apart from a ’llypapet' effect in the traditional sense [see e.g. Hamilton i953} we
indeed consistently find a negative relation between efficiency and per capita. grant size.

Third. although they were introduced in various different ways. the studies on inunic—
ll oo- ,_..ipal efficiency in B um consistently find that political indicator variables are relevant

in explaining efficiency. The literature oliiets several avenues of explanation. Indeed.
both the property rights and principal-agent liretatiire suggest reasons why politicians
and public managers laclt proper incentives to effectively audit and control expendi-
oates. For example. the process ofpolirical decision making itselfmay impede the effec-
tive control ofrhe public sector [Mueller 1939. Barrel and Schneider 1991]. in particular,
efficiency may be affected by the size and composition ofpolirical coalitions. as a-rhi-
rrage in the bargaining process may require explicit or implicit side payments -'e.g..
logrollingli depending on the number and nature ofrhe coalition partners. The results
riar Belgium suggest that the number ofcoa irion parties may have a negative effect oii
eliiciency. Moreover. it is found that the presence ofrhe socialist party has a positive
effect. The effect ofliberals in the coalition is not clear. as the sign ofrhe coefficient was

-|-found not to he robust across specifications.

A fou rth systematic finding is related to the fact that the political participation ofcitizens
themselves seems to enhance the performance of a municipality. Though difficult to
quantify directly. evidence in the literature suggests that political participation is close-
ly related to education liviueller 1939]. The educational level ofrhe adult population was
found to consistently improve cost and technical efficiency. Although this variable may
to some extent also capture the impact of population characteristics on costs [Schwab
and Oates 1991] it provides partial support for the hypothesis formulated above.

in view ofthis discussion the deterininan.ts ofrhe glohal efficiency offielgian munici-
palities are easily sun1ti‘.atiItecl-'fi1e most relevant factors seem to be the fiscal revenue

capacity lproxied by income], the financing mechanisms oflocal governments [local
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ticipation ofrhe local population. A relevant question is whether these Belgian results [,i_CIH.-'\l t-*t.=-n=t1ei.:.iurt or i"-llJ.‘~»IrIll'i'.LH'll-'-: Liirsiztirosi or li!1L't-?-'TIE|1.I‘--ls.'|l'JllL:~.'rNE|
are in line with research in other countries. Some intormation to investigate this ques-
tion has been included in Table 11.4. It summatiztes a number of relevant references: it
provides some additional iniiarniation on the data and methodology used in each of
these analyses, and it briefly describes their most important findings.

Some remarkable results are the tbllowing. Focusing on a sample ot'Gteelt municipali-
ties. ftthanassopoulos and Triahtis (19931 find mean cost efficiencies somewhat below
ours. In their explanatory analysis. a high share offees and charges in municipal income
improves perfo maance. while the share ofgrants does the opposite. This is line with our
own results. The positive effect ofrhe investment share may he related to the unmea-
suretl quality ofservices provided. Population density affects cost efficiencv negatively.
which may be interpreted as eviclence that some ofrhe municipalities in their sample
suffer from scale diseconomies. This study is ofirnportance_ since Greece is. together
with Belgium. among the most centralizecl countries in Europe.

[n their US study Hayes. Raitzolini and Ross j_ 19;.-3,‘ analyirecl the determinants ofslacit
using variables representing socioeconomic characteristics. costs. and measures of
municipal competition th-r residents [tar-t competition}. The results suggested that inef-
iicient behavior was associated with richer communities. lower education levels. and .t
lack of competition tor residents among municipalities. The former two fincltngs are
entirely consistent with the Belgian results. The latter finding raises an interesting issue
that could not be srucliecl in the Belgian contest. via. the relation between tax competi-
tion and technical efficiency. Although I-layes. Raire-nlini and Ross ij 1995} suggest that
competition reduces efficiency. the evidence is rniited. in an earlier study. Hoyt 5: igaocii
did not find a significant relation between riot competition and efficiency. While not
explicitly measuring technical efficiency, he tested whether the tlightofcapital and res-
idents affected local public service expenditures and did not Find evidence for a limiting
impact ofntunicipal competition. Since the evidence is even tniaietl for the l.1'S.»'t. it seems
implausible that the much lower population mobility in Europe exerts a strong disci-
plining effect on efficiency.

Little evidence was found in the international literature on the effects ofputely politi-
cal factors. In the Greek case. Athanassopoulos and Trianris {1_o_<_-13} report that parties
affiliated to the central government perform poorly at the local level. Hayes and Chang

[195=o} study whether or not the city manager form ofgovcrnment is more efficient than
the mayor-council ihrm ofgovcrnment in iiarniulaiing and iniplementing public poli-
cies. The theoretical modci shows that depending on compensation and the laiaor mar-
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itet for city managers. either of both government foiiins can be more efficient.
Eniptrically. they lind no statistically significant difference in efficiency. l-'inall_v. Liner
l i opal! provides evidence on the role ofinstitutional restrictions on efficiency. For .1 sani-
ple ofcities from 43 US states. he studies how changes in institutions. in particular
restrictiv-e versus non restrictive annexation laws, influence municipal eitpenclitutes and
employment. i‘vitinicipalities operating tinder municipal-determination anneitation
laws are not found to experience significantly different growth rates in costs and
employment per resident front that of cities operating under annexation laws that
imposed a greater number oflaarriers to annexation.

11.5.1 Stole Efficiency o_fE-elgittit Ivitiiiitipnlities

We now briefly turn to a rather uncler-eitplored issue in municipal performance

-i3. 1'5 D-gauging. i.e.. the question ofscale efficiency. ata set is the one described earlier in
Section 11.4 ofrhe chapter. Results using FIJI-1 and DE.-‘t type oftechnologies are report-
ed in Taiales ta.5 and ta.o'.§7i In--etage scale efficiency based on FD}-l is estimated at about
o.tt;-'. which is much lower than average technical ElI'il.rlCl¢n':'r'-i.E'i in the DE-it-model the
opposite is olaserved: average scale efficiency is iarger than average technical efficiency.
These differences between FDH and DE.--1 should be interpreted in view ofdifferent
maintained assumptions. A second finding is that the FDH analysis suggests that an
overwhelming majority offlelgian municipalities seem to be operating under decreas-
ing returns to scale lSa?.5'i. Gnlv 6% ofmunicipalities enjoy increasing returns to scale.
while about tort; are situated in a region of constant returns. For DEA the results are

_C.|l-'F-I I-.r litatively similar. hut slightly more eittteme tpgitl, 51$; and at‘; operates under decreas-
ing, increasing and constant returns to scale. respectiveivf. Attaching .-nose weight to the
FDH findings. this implies that the poor periininiince of Belgian municipalities can
only be partly remedied in the short run by improving management. fvlore li.indamen-
tal, structural solutions require reconsidering the current scale ofproduttion.
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|-1These scale findings .ire iii line with parametric Cobb-Douglas and DEB. results report-
ed in Va nden Eecltaiit. Tulltens JlFlCljltll'I"l;1l'f1_I§.'I§3:l for the Walloon region. lvlore recetitlv.
‘vanden Eecl<..iut i_i_o-pal repiirred similar FDH-based scale results for the same region.
ltlowevet. the results are not necessarily consistent with the interesnno conclusion "F

t"!I

reported in lv1oesenliopo_l.ln his study ofrhe tog? municipal territorial reform {i.e.. a
merging operanon ofon average four to five municipalities to ono_l. he concludes that
this operation was successful in tetins ofredticing municipal costs per capita. Hilthoitgh -

I I - l- I -H \- I it I I Ii‘this may have been the case. our eviclence. basecl on a different data set and a -aifierenr I‘ l‘
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time period. suggests that this reform operation may have created entities that are too
latvc.or1 »1‘»'iIE~1e.c. Casual evidence in favor ofthis view. rhouol". it deiinitelv rnerirs fitrll _

G |_ ' E _-
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thet srud_v. is that Belgian municipalities ate. in temis ofpopulation. on average among - .
.t_

the bigger ones in europe i_see lvloesen t5i_oo_'.. The only other study reporting scale tind- 1;
ings is Conceicio Sampaio de Sousa and Ramos itoool who rind fiat Btaail exactly the
opposite problem: most municipalities are litr too small. Clearly. there is .i detinite need
for additional studies to clarifv this matter. it
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In addition to studies o i obal perihrnianre or niunicipalities. a series of iEl- Fl Co

coiitribittions has explored the effiriencfr of5F'erifie mun lci[I'al services. They are briefly‘ ll imJ““' "ll "“"""F~ P-@~~" *
suininarieetl in Table i.i.,'.', together with a number of relevant internat-ional studies. ._
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wlrh fltw exceptions. the Belgian contributions are best considered case studies because
oftheir small sample sii-res. Examples ofthis approach include Boucliaeri iippa. copy],
Deptd. Bouclaaert and De Smet liopil. Deprd, Boucl-iaert and Wijns lip-pi]. .ind
Couteelle. l'~'1estetnoni,'I'yteca. and Insta ll B". .'viost ofthese studies are based on a. . .-IF-I

small sample ofmedium—sieed Flemish cities .iiid study their efficieiicy in the provisloii
ofh re services. civil registration services, in the operation ofmunicipal libraries. and in
the supply ofgreen services. They have the merit ofconsideting the ptodiictioii process
in tlulre some detail and thereby provide interesting information fbr the rnunicipalities.

I

I n fact. some ofthese studies, 'e.g. Boucltaert [151-93], were validated by the henchinarl~ted
units and led to effective behavioral changes. But given the small sample sires. tliesr:
studies deliver limited geiier.il information on underlyitig causal mechanisms.

in addition. they are usefial from another perspective, via.. they confirm the intrinsic
dliliculties of evaluating municipal performance. l"tob.ihly the best example is
Bnucltaeri[i5ipa:i,1vho. in a followup sritdy to Deprii, Bouihaert and Wijns j' top: l. analy-
ses in great detail the fiinctioning ofgreen services in ii regional cities in Belgium.
Eiiumerating in great derail their activities. he observes an enormous heterogeneity in
the amount provided leg whether the unit buys or grows its own plants. whether it is
responsible for green iiislde municipal buildings or not, etc._. and in the organiiration of
these services leg. whether all or parts are outsourced}. This microscopic view reveals
the large iitimber ofdecisiotis that underlie aggregate behavior that may not be observ-
able in tetins ofinputs llabor. capital. etc._l or costs.

The only Belgian study that is based on .1 relatively large sample of ni1inicip.ilitics is
Eiistexhe ~j_i5ao5_l. She investigated waste c-oilectlon in the Wallooii re_ ' n [the French

LID it?
spealiing region of Bel-git.ii‘nl using Flfiiil. DE.-*1, .iiid econometric appi-oaches.
interestingly. she linds that l‘:-oth private pt-iivision ufwast'e collection services and albi-

-:3I .

1-| .1‘
I

'1'-’!i-‘-F Ii 'r1=‘~iil"~*-'n' -H1'~‘IIT h"1'~lI1~Ill'-'-l I’-F?-i1IEHi-Ia‘? '['i-it uctoi.-.i~.i -case ano ocvooin

iiial process ofcoiiiperltlve rendering increase efficieiicy. Her results are broadly consis-
tent with e.g. litii.'giit atul lcanrenaurlj topo, iooa] .ind Ticlcner and lvlcllivid fl otloil. who

.ilso indlc.ite that coiitractingoot is more efficient.

Sonie .s_vsteniatic findings in this more focused literatti re can he linlied to the global pct-
II-'rs LL21 rs f.f€I I—l1 :-1 .|—llbttnancc evaluation above. For example. in view oftl 1 results it is liiterestlng

to note that Eiavis and Hayes l ioogl found strong evidence ofa positive relation between
5.. EStax titres and monitoring rt in the LS police system. This suggests that the impact of

trot rates on eiliclency inlghr indeed be related to moiilroring. The same sttidv con-
‘I

:5»- 1"‘.- I":-Lil 1-:nrmect t ller testilts that mayors versus city managers forms ofgovernmenr have
no lmtiact on efficiency.

11.5 WI-I.-1i‘I‘ H.-ive we Lear-it-it ano Wt-tat Rtivi.1ii~is ‘to Be Done?

This cliapret has emphasized the necessity iind the dllfculty ofglobal petIlotm-
ance evaluation at the level ofmu nlcipal governments. While ln ourview the global effi-
ciency measutes should not be tiscd fbt tanltlng individual municipalities or to formu-
late policies towards specific local services. the attempts to unveil ratisal mechanisms is
certainly worth going for. However, despite huge problems in defining proper inputs
and outputs of the municipal production process some consistent results do follow
troni the available empirical studies. at the glolial level the fiscal revenue capacity. the
tiiiancliig mechanisms oflocal governments. the political characteristics of local gov-
emmenrs and the political participation ofrhe local population all are important deter-
minants ofeificieney. Specifically. we consistently fliund that citizens average income
and the slee ofpet capita grants negatively affect municipal petilarmance. Local ra_~t rates

and the educational achievements ofrhe population stimulate efficiency. lvloreover. it
was shown that political factors are important as well.

.+‘is to the Belgian literature on specific municipal services which have been subjected to
performance gauging, it seems clear that their analysis so tar has contributed more to
m.inagetial remedies than to a getieral body of knowledge about causal influences.
However. both the analysis ofrhe global iind specific petforniante ofmunicipal servic-
es is seriously hampered by the laclt of readily available elata. Both Boucltaert ltpp-El and

ivioesen iigipa] emphasised the poor sltt:.ition in Belgium with respect to performance
audiiiiig. Boucltaett and van Reeth lI_'§;I5;-fill underline that the Flemish region at least
accepted the principle of moving towards a peril-.irmance-ceiitcred budgeting and
aiidltlng process, htit that other -coitn tries are moving faster in this respect. Only when

a performance perspective will be iiigtained into the piibiic sector, the data will bccoroo
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available to comptehetisively assess municipalities as well as other parts oi the public
sector.

We conclude by pointing to three important avenues for further research. First. so Fat
no published study used panel data to trace down the evolution ofglobal mrrnicipal
performance over tirne. This could provide a firmer test ground for the suggested causal
linl-ts. Second. a fundamental question that hitherto received too little attention is
about the proper production model For municipalities. and public sector organizations
in general. It has specifically been argi.ied that the cost indirect output correspondence
is well suited to model public sector behavior. It assumes that organizations maitimize
outputs, btit, by including a budget constraint, it recognizes that most organizations
have some degree oilreedom in choosing their input rniit. Recent applications ofthis
indirect ptodirction model in the public sector include Blanl-t, Eggirilt and lvlerlties
[1 995], Glass, lvlclilillop and i'.'J’F.ou rl-re [ 15:95}, Grossltopf, l-l ayes, Taylor and 'i1‘v*eber{ lgig;-']
and Chapters it and 5 oFthis volume. E.learly, more work needs to be done to assess its
merits and drawbacks.

Finally, most studies have Focused rather narrowly on performance gauging. it fi"i.iitfi.il
area for fiani re research is to integrate performance measurement into more general
planning procedures at the local and regional level. iii first ell-ort in this direction is
available. Indeed. a recent study [eithanassopoulos 1 oojl integrated the application of
Frontier methods into a planning model including equity concerns and resource con-
straints. 1t links DEF. models to 1'1'1l.IlL'l.-lE'v'El planning problems and applies the model
to a sample of Greek local authorities. it evaluates municipal eilicienties, meanwhile
accounting For equity and ellectiveness objectives and comrnon resource constraints [in
this case intergovernmental transfers] at the aggregate level.[ro_‘ More research in this

.'Il'iirt. .._.ti may over time result in a much~neeclcd practical polity instrument.
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We th.i:ilt f. ll-lanlt lbt his detailed torn rricnts. We beat sole respotisliiility For the finai reitt-

Note that soine of the disadvantages oftletentrali:-ration can be reduced or t.'vt:n eliminated by the

introduction tiieenttaliaed tait collection. by imposing certain restrictions on lo cal tart rates. and by the
introduction oi’: grant system fiorn higher to lower level governments.

For Iielgiurti. the variability tn the eiipenditute shares ofnine functional categories oil local services.

covering a wide variety ofrhe above functions, has recently been studied in Eiastiaens, De E-otget and
vanneste {'15-pp_:i.

.-ii highly indirect way to evaluate final welfare eiTects ofrn utiicipal sen-'ici'_t is to assess their perform-

.ince by comparing aggregate property values among municipalities [-Gtossnitin. lvlavtos and Wassnier,
15-,t,o_'i. This assumes the desirability of the municipal mot of services is firlly capitalized into the value
ofrhe sto cl-: ofhoiising artdother propetties.lr1 a so triewltat similar vein, Prieto and l'.e fio laoti-ti] recent-

ly combine need varia bles [population and housing] with detailed direct outputs to assess the provi-
ston pett'o ntiance ofSpanish rnunicipalities- nsstutiing that the stare applies the same financing t-.i les
to each demand by municipalities. difierences in provision inclitectlyreveai eventual difieten ces in cili-

ciency in production.

De Botget, liierste ris, ivioesen. "i'anr.esi.e [ ititiz} studied technical eiliciency on the basis -or’ .1. three iiiput-
iive output model. The inputs included white-collar stall. ‘olue-collar woritcts anil capital services

Letadcly pt-aitied by the suriitte oibuildings owned by the muriicipaliryj. The outputs were as defined
above, eiicept that the two population variables were replaced by the serrate oi'rniir:itipal toads and a

pro ity For the se tvices delivered to residents o5 other municipal ities. so as to capture spillo vets e-tl local

se tvices to other mirnlcipalirics.

litlteassiimption ollidentical input prices were norvalid. then Fare and Ptimont 'iti33i shew that our

estin‘iat-es ot'cci-st elliciency would provide a lower bound to tlie trite technical eihcie ncy.

I‘o avoid -.'o-riilating scaie .iind technical cfilciencies. scale efficiency is defined as the ratio between an

eilicie ncy measure calculated on a constant returns to scale technology and i.'1r'.e computed or: a va ti-
able returns to scale technology. The consta nr returns to stale modei provides a. long tun co nipen rive

equilibrium benchrnatlt. The volume oithe resulting production possibility set is always larger iiievet

sinallet] than in the variable returns to scale case- E_1p.iiitative scale in Fomiarion can he obtained by tiar-
ther comparing these technologies to a third, non-increasing returns to scale technology.

Traditionally, this is done using non-parametric, conveit DEA tecliiioiogies. but Eierstens and vanden

Eeclcaut ;i5=5iB_| developed in analogous method based en FDH-based technologies. We ptetitr the lar-
ter method given its wea l~.ct assu mptiotis. although, For torn pararive purposes, we also report the BEA.

findrngs.

Co mpuiing scaie eiiicie ncy using costs instead oi'pro pet inputs yieids normally difibrent results. Fritc
and Cite-ssliopl'{ ttidyl indicate coiiriirions under which these dual and primal apptoatlies to scale efii-

cicncy coitieiele.

.-id-ditto-nal sttidies and new rcsuias liar police ellicie."ii.:y can also be :'-ound in Chapters to and ti- Cliie
. '1-fit . . . -1 - - -topic we will pay no .ittei".rioi'i rdlhflucaiion. since no stiidiea are available roe the Belgian case. Eiitisttng

studies on school periiariria ncc arc suniitiatized in Cliapters :=' to p.
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C- ,_.The Capital Region ol‘I*~."e~.v Yorit State is one o _ itan are-as lvL*‘Is'| in

the United States. People. resources .‘tr‘II.‘i firms are Tree to move IIITLOLT; T.l'1CSt_‘.11‘lL‘l other

areas ol'the country". This implies Il'1.‘il_'_lLiSt as firms compete. so tin locations. as petiole
.".I".ti husinesses vote it-ith their feet. The result is that some loc.I:ions heneri: anel thrive.
whereas others lose and tiecline.

There are numerous clerezcniinants ofregion-."-. economic growth. Some are outsi-tie the
control oigovernnierit [es-ogenotisl. anti others can he 1!'!i'lI.le‘11I.IE£l s_-.1 goverzirrterir
.Ict:on -etidogenoiisi. Verv tew v-ariahles are purely-' exogenous. perhaps the hesi exam-
ple is the tve:1ther. i"lowever :TIan_v variables are more or less e.~Iop_enous.t1epenoing
upon the tirne rraine. With enough time. §:.;overnnie'.'It can lI'1ll1.J.CZ‘lEE nTan_v ofrhe t'I'LII._|~'.IJ1'
determinants ol'grtnvrh and location choice. such as tastes. utilitv costs. recreational
amenities. eciucation. tran.sporr-ation services. and so on.

Given competition between regions. prosperity, growth and even survival tiepencl
upon government activelv striving to provide the rnost attractive environment riot peo-
ole to live and for lirrns to do business {Dilotenzo 1983}. The $'f'.1i~2r'_’S are high: Failure to
act will result in losses to other areas. The objective ofthis paper is to clemonstrate an
approach :I region can use to iclentifir policies to improve the ei'lecI"iveness ofrhe provi-
sion olgovernment services. This approach is applieci Lo the C-.1piralRegion of'}“-Jeiv

Tori»: 5t.Ire.[a|

Uiteri with the assistance ordesternal consultants or pI'ofessio1Ial associations. gov-ern-
Inent ageiicies monitor performance using a lon_r.__=_ list oipartial procluctivizv ratiee-.'
Conferences aricl jc.~I.II'I1sls are tievoteril to the 5t'?.'ll'Cl"| I'_or the laest partial proeiuct"'.*ir_'.-'

perrormers arotincl Iiie vvorlel. The I.1ncierl:vin_t__r premise is thrit these stellar pe:'ior'II'Iers
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