
t hat cou nt ry cl ubs are go o d. But to the
extent that Tieb out and Ha m il ton are
rig h t, prop erty ta xes are go o d, zon-
i ng is go o d, and subu rbs are essen-
t ia l ly cou nt ry cl ubs.

PROBLEMS OF 

I M P L E M E N TAT I O N

advo cates of government inter-
vent ion in ma rkets often ci te “ma rket
fa il u re” as a just ificat ion for intervent ion.
Ma rket fa il u re do es not refer ne c essa r-
ily to the fa il u re of ma rkets to ex i st, but
rat her to the fa il u re of ma rkets to for c e
p e ople to face the full costs and benefit s
of their act ion s.

Pa lda advo cates ma rket interven-
t ion in govern ment act iv i t ies to reme dy
t he fa il u re of govern ment ta xes to for c e
p e ople to face the full costs and benefit s
of their act iv i t ies. He corre ct ly notes
t hat some govern ment serv ic es incl ude
an element of natu ral monop oly; in
ot her wor d s, there are de c reas i ng aver-
age costs of serv i ng la rger nu m b ers of
p e ople. Therefore, in his view, the most
ef f icient way to prov ide such serv ic es is
t h rough a monop oly. But monop oly is
one of the class ic typ es of ma rket fa il u re,
a nd so there must be some means of
rest ra i n i ng the natu ral incl i nat ions of a
private monop ol i st to inc rease pric es
at the ex p en se of those customers who
lack alternat ives.

Pa lda’s prop osal is to re g u la rly auc-
t ion the right to prov ide monop oly
serv ic es to the lowest bidder. The idea
is that a compa ny will of fer its serv ic es
at their true cost rat her than at the
i nf lated price a monop ol i st wou ld
cha rge. The idea is not new, but its
i mplementat ion is not a triv ial prob-
lem. I will let Pa lda des c ribe the prob-
lem (p. 43): “The trick is in set t i ng the
length of the fra nch i se. Ma ke it to o
brief and con s u mers will not have the
t i me to judge the qua l i ty of the ser-
v ic es. Ma ke it too long and you prote ct
t he bidder from rivals who have di s-
covered ways of prov idi ng the serv ic e
at lower cost.” I ag re e. However, he
do es not give any indicat ion of how
one wou ld go ab out determ i n i ng the
right length of fra nch i se. Fu rt her, it is
reasonable to quest ion whet her ex i st-
i ng lo cal govern ments (whose de ci-
s ions are cri t icized throug hout the

b o ok) can be trusted to solve such a
t ric ky ad m i n i st rat ive problem. 

COMPETITION AMONG LO C A L

G O V E R N M E N T S

while we are on the subject of 
comp et i t ion and monop oly, let me
retu rn to the iss ue of how to eva l uate
s ubu rbs. Pa lda arg ues that govern ment s
a re monop oly prov iders of publ ic ser-
v ic es. The Tieb out- Ha m il ton mo del of
s ubu rbs arg ues that subu rbs prov ide a
g reat deal of comp et i t ion for each ot her.
A nd there is anot her imp orta nt sou r c e
of comp et i t ion for lo cal govern-
ment s — private govern ment s, in the
form of home ow ner asso ciat ion s. By
some est i mates, there are more tha n
tw ice as ma ny private govern ments in
t he Un i ted States as there are lo cal gov-
ern ment s, and the nu m b er of private
govern ments inc reases da ily. The com-
p et i t ion prov ided by private govern-
ments shou ld be an imp orta nt factor
in eva l uat i ng the ef ficiency of lo cal gov-
ern ment s; it is di sapp oi nt i ng that Pa lda
completely ig nores their ex i stenc e.

OTHER PROBLEMS

I will conclude with a few minor
com ments ab out the sty le of the ana ly-
s i s. It is very dif ficult to convey te ch n i-
cal arg u ments in a clear way to a genera l
audienc e. One temptat ion is to hide the
te ch n ical arg u ments and present on ly
t he concl us ion s. But concl us ions are
ra rely clear cut; they dep end, rat her, on
t he sp e cif ic situat ion to wh ich the
a na lysis is appl ie d.

In that re ga r d, the absence of sys-
temat ic coverage of the vol u m i nous
resea r ch literatu re on urban and lo ca l
govern ment econom ics is troubl i ng. I
have already noted some serious lacu-
nae. Pa lda do es ci te some work s, but
leans ext remely heav ily on a few art i-
cles that are sy mpat het ic with his con-
cl us ion s. 

A minor but tel l i ng poi nt is the
s loppi ness in referri ng to two gia nts in
t he field, Wil l iam Vic k rey and Edw i n
Mil l s. Vic k rey pro d uced ca reful ana ly-
sis of the benefits and costs of imp os i ng
user fe es on roads in the late 1950s and
ea rly 1960s. Unfortu nately, his na me is
sp el led “Vic kerey” throug hout the text.
A nd Edwin Mills wou ld be surpri se d

to lea rn that he has cha nged his na me to
“Den i s” (p. 114). 

He wou ld be more surpri sed to di s-
cover that his resea r ch findi ng that zon-
i ng do es not se em to af fe ct the va l ue
of la nd has on ly one interpretat ion,
rat her than the two interpretat ions he
actually s uggest s. Pa lda ci tes the inter-
pretat ion that zon i ng has limited ef fe ct s
to supp ort his claim that externa l i t ies
a re minimal and, therefore, zon i ng is
u n ne c essa ry. But Mills gives anot her
i nterpretat ion, na mely, that observe d
externa l i t ies are minimal because zon-
i ng is ef fe ct ive. This sort of biase d
rep ort i ng of wel l- k nown resea r ch
results is not the right way to adva nc e
t he deb ate on urban pol icy. ■

A Reply from the Author of
Home on the Urban Range 
We received Professor Pa lda’s reply to Profes-
sor Boga rt’s rev iew in time to pri nt it in this
i ss ue of Re g u lat ion. For our re aders’ conve-
n ience, we pri nt the reply here rat her tha n
with the ot her let ters in “For the Record.”

When I read a book rev iew I always
lo ok for enterta i n ment in the ji b es and
s la nts of the rev iewer. And I also lo ok for
a sy nops i s. Be cause Professor Boga rt has
not prov ided a sy nops i s, at least not of the
b o ok I wrote, I will sta rt with one. 

W H AT I WROTE, IN BRIEF

cities are engines of wealth cre-
at ion. Any such treas u re will at t ract
pre dators. In the ci ty, pre dator and prey
a re genera l ly the sa me creatu re. To pa ra-
ph rase Bast iat, in the ci ty everyone tries
to live at everyone el se’s ex p en se. On
t he con s u mpt ion side we see yuppies
s ippi ng their cappuc ci no and ridi ng
publ ic transit at subs idies that can come
to $30 a ride, subu rb a n i tes bu ildi ng
t heir homes along ex pressways bu ilt in
pa rt with ta xes on dow ntown ci ty
dwel lers, and the ow ners of vast law n s
spri n kl i ng them with tax money
s iphoned from apa rt ment dwel lers.

On the production side, unions of
ci ty employe es establish innovat ion-
st ifli ng monop ol ies over tra n s i t, ga rb age
collection, and water and sewage, an d
t hey use the mus cle of the state to ext ract
t he high prop erty ta xes and fe deral sub-



s idies ne e ded to puff their sa la ries
b eyond what a free ma rket wou ld estab-
lish.

The tug of war over resou r c es is not
just a zero-sum ga me. It is a ga me in
wh ich ci t izens sp end la rge pa rts of thei r
l ives id l i ng in traf fic ja m s, in wh ich the
natu ral adva ntages of a den se ci ty core
a re hidden by a scre en of subs idies, and
in wh ich innovat ions from privat iz i ng
ci ty serv ic es and op en i ng them to ten-
der robs ci t izens of the best te ch nology
a nd ex p ert i se. 

What di st i ng u i s hes the serv ic es of
ci ty govern ment from those of fe dera l
govern ment is that most ci ty serv ic es
can be prov ided ac cor d-
i ng to the user- b enef i t
pri nciple. Pay i ng to play
is esp e cia l ly imp orta nt in
la rge, fast- mov i ng so ci-
et ies where it is dif f icu l t
to establish so cial norm s
t hat wou ld encou rage
p e ople to preserve
resou r c es out of go o d
con s cienc e. Ci t ies in ma ny Western
cou nt ries forgo the benefits of user
fe es, not to ment ion comp et i t ively set
user fe es, perhaps because it is very
hard to re di st ri bute resou r c es in
s nea ky, undemo c rat ic ways when all
pay for what they con s u me. Prop erty
ta xes and subs idies from hig her level s
of govern ment tu rn the ci ty into a
com mon fe e di ng grou nd in wh ich it
is dif f icult for ci t izens to establ i s h
whet her they are get t i ng va l ue for
money and to imp ose di s cipl i ne on
p ol i t icians and on them selves.

How to resolve the problem is an
op en quest ion, but resea r ch in publ ic-
choice econom ics suggests that pre da-
t ion of ci t izens on ci t izens is a prob-
lem, that inst i tut ions mat ter, and that if
ci t izens had more informat ion and
choic e, they wou ld be bet ter con s u mers
of ci ty serv ic es and bet ter able to enter
i nto mutual nonagg ress ion pact s.

I nformat ion can come through user
fees, which transmit clearly the cost of
t he serv ic es bei ng con s u me d. Choic e
can come f rom granting cities gr eater
p owers of ci t izen initiat ive, wh ich allow
citizens to bypass politicians and inter-
est groups. Research published recent-
ly by John Matsusaka (“Fiscal Effects of

the Voter Initiative: Evidence from the
Last 30 Yea rs,” in Jo u rnal of Pol i t ical Econ-
omy 103 [1995]: 587) suggests that when
g iven the power of initiat ive, ci t izen s
opt for greater rel ia nce on user fe es, less
reliance on general taxes, and a smaller
tax burden. With user fees and the ini-
tiative, citizens can determine the best
level of ci ty den s i ty and the opt i mal mix
between city taxes and user fees.

PROFESSOR BOGART 

GETS IT WRONG

profes sor bo gart claims to be a big
fan of bala nced and unbiased thinking
a nd ac cuses me of misleadi ng and

de c eiv i ng readers. It is unfortu nate for
readers that he do es not pract ice those
ideals in his rev iew.

P rofessor Boga rt suggests that I
ne g le ct the problems with user fe es
a nd cri t icizes my page 75 for not men-
t ion i ng the Seat t le stomp (the ten-
dency to pack ga rb age tig h ter in
resp on se to ga rb age pic kup fe es). Yet
he fa ils to ment ion that on the sa me
page I give the exa mple of Perkas ie
where, “User fe es mot ivated some ci t-
izens to put their trash in com mer-
cial dumpsters under cover of nig h t, or
to bu rn it. How shou ld the ci ty ha nd le
this problem?” Later I add: “The prob-
lem with giv i ng all the cre dit to user
fe es [for ga rb age re d uct ion] is that
govern ments supplement fe es with
re cycl i ng prog rams and trash educa-
t ion prog ra m s.” 

P rofessor Boga rt insists that on
page 43 I give “no indicat ion” of how
govern ment shou ld di s cover the corre ct
length of a fra nch i se for op erat i ng
st re et s. He ig nores the ad joi n i ng sen-
tence in wh ich I wri te “B ids op en aga i n
in several yea rs when te ch nology has
adva nced enough for rivals to come up
with lower bid s.” Adva nc es in te ch-
nology are meas u rable, and stat i ng that

t hese are a determ i na nt of the opt i ma l
length of cont ract ha r d ly qua l if ies as
“no indicat ion” of how to di s cover the
corre ct length of a fra nch i se.

Of private ci ty govern ments in the
form of home ow ners asso ciat ion s,
P rofessor Boga rt says, “Pa lda com-
pletely omits their ex i stenc e.” In fact,
I di s cuss those asso ciat ions in deta il on
page 108.

P rofessor Boga rt says I am unawa re
of the polyc ent ric trends in ci t ies and
t hat those trends have caused conges-
t ion. On page 21 I wri te: “The com-
mer cial Diasp ora to the subu rbs eases
t he traf fic jam problem, but at a cost.

I n stead of hav i ng one cen-
ter where all goods can be
fou nd and pric es can be
compa re d, we waste time
t ravel l i ng betwe en mini-
c enters for the sa me infor-
mat ion.”

P rofessor Boga rt says
of the Tieb out- Ha m il ton
conj e ctu re that “P rofes-

sor Pa lda do es not cho ose to add ress it
at all.” On page 99 I ex plain how the
T ieb out- Ha m il ton me chanism can be
s hort- ci r cu i ted by subs idies from hig h-
er levels of govern ment. Ci t i ng exa m-
ples of those subs idies, I assess them as
a problem because they rob ci t izen s
of the abil i ty to vote with their fe et:
“Money from the prov i nce converts a
ci ty tax into a prov i nc e- w ide tax from
wh ich there is no place to ru n.” On
page 113 I ex plain that although zon-
i ng may help ci t izens avoid fre eloadi ng
by ot hers, there is a cost to this avoid-
a nc e, as there is whenever anyone
avoids a govern ment pol icy. The cost
cou ld be at tenuated simply by opt i ng
for di re ct user- b enefit prici ng wherev-
er poss i ble. 

I have add ressed these several mis-
representat ions in Professor Boga rt’ s
rev iew to show how he has ta ken my
a rg u ments out of context and then
cla i med that I have skewed the fact s.
There is more to say but no more spac e
in wh ich to say it.

F ilip Palda
Asso ciate Professor of Econom ics, 

École nat iona le d’ ad m i n i st rat ion 
publ ique (Mont real), and Sen ior Fel low,

The Fraser Inst i tute

With user fees and the initiative, citizens

can determine the best city density and

the right mix of taxes and user fees.


