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CHAPTER ONE

HOW DOES ORGANIZATION INFLUENCE PERFORMANCE?

If you were to ask a proverbial "man in the street” whether the
structure of an enterprise affects its performance, he woﬁld prohably
reply: "Of course it does." If you weia to ask a social scientist
the same question, particularly with reference to the structure of
public enterprises, the response might be much less affirmative.

Some social scientists would flatly declare that structure does not
affect performance. Why this disjuncture between what “everyone"
knows and the position of many academics? The answer lies in the
academics!' reading and interpretation of a number of research reports
over the last three decades.

This study disputes the contentions of those who argue that
structure is unimportant. Organizational structures, I will argue,
provide opportunities, incentives, and constraints for actors within
them. If structure influences performance through opportunities,
incentives, and ;onstraints, then analyses finding no structural
effects are, in most cases, incorrectly specified. That is, organiza-
tional structure should not be-conceived of simply as one more
ingredient in a mixture yielding performance. Analyses of organiza-
tional structures as they influence performance must, instead, be
based on a theoretical specification of how structure affects relation-
ships among other variables as they, in turn, may influence performance.

One does not add structure, resources, and environment together to




produce output., Rather, structure influences the g 3 ffot ovsmagioat s
transform resources nfo BT gonlilios, goo o roey omd mibaen
of outputs in diverse environments.

The distinction is important. Scholars whe have posed the
question, "Is orgapizotion impertonty,” Love oiten found litvio
importance when they answered the question wsing simple, additive
models. Those whé have posed a differcat question, "How is oryanisat ion
important?,” have often found substantial oypanizatimal offoets by
using more complex models in their analyscs.l

Accepting the task of demonstrating how organization fsilucness
performance does not require denial of the importance of environmoniat
factors. Social, economic, and other envirommental elements can and
often do constrain performance possibilities in important ways. Yet
these elements are generally imputable, at least in the short rum.
Policy analysts are forced to accept these elements as given in any
particular situation, and to ask what differences might result from
alternative policy choices in that context. Organizational forms and
procedures are more amenable to change than are underlying social,
economic, psychological, or environmental factors. We can alter the
size, internal structure, or uperating procedures of a public organiéam
tion more easily than we can alter the racial characteristics, income
distribution, or extent of anomie among its clientele,'or the weather
conditions in its jurisdiction. Because of envirommental constraints,
performance differences due to organization may be modest and often
the indirect result of policy choices. Thus the elaboration of
organizational influences on performance is not simple. Careful

analysis, informed by a theory of the processes at work, is required.

o
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In this study T will offer a conceptual framework for exploring
how orpanizational structure is imvortant in influencing the perfor-
remen of orgunizations involved in the supply of public services.

I will then use the framework to guide an analysis of relationships

in 4 particular area of public service delivery, policing in residential

neighborhoods. This analysis will show the usefulness of theory-based
vesearch and will, I hope, contribute to an on-going public policy
debate over how differences in organization affect the supply of this
sorvice.

First, however, I present a bricef review of some important works
that have been used to argue that structure is of little importance.
I will then offer a suwmnary critigue of these efforts and review some
reécent works that have used approaches wore consistent with what I
propose. By presenting these materials first, I wish to ground my
own work in a broad tradition of scholarship in political science,

economics, and sociology.

Studies of the Determinants of Public Expenditures

Beginning with the work of Hawley (1951), empirical analyses of
relationships between government expenditures and a variety of social
and economic (and, somewhat later, political) variables have appeared
in studies by Sociologists, economists, and political scientists.2
The first extended analysis of these relationships was that of
Fabricant (1952), who found that a set of socioeconomic variables

could be used to account for a large proportion of the variation in

"




expenditures ameng states and amony municipal ies i the i ted

States. Other imporceat contributions o thoss oo is o "detorivent s,

as they came to be known, werce those hy Rraces {10003 Piatiop (1w
1964), Sacks and Harrvis (1904}, amd Bahl (19600, Their timdines,
using increasing degroos of sephistivation in statistical fovingue.
were essentially the same. Voriations in covernment cxponditnres frow
state to statz, county to county, or mmicipality to mmicipality were
quite closely related to variations in social and economic conditinn:
among those units. Usiae weliipie resreessinn ond roloted tochaigoes,
it was possible to account for 50, 60, or even wore than 7 percent of
the variation in government expenditures by employing szocial umd
economic variables as predictors, This held true whether goversmental
expenditures were measured in toial or in specific functionol eatceovies.
Economists were generally content to pursue these analyses of
the determinants of govermment expenditures qua expenditures. They
pursued a positive theory of public expenditures that could be induccd
from the statistical results (Bahl, 1969). The development of theory
generally followed, rather than preceded the analyses (in fact, if{ not
always in presentation), with the result that these "theories" had
an ad hoc flavor that has been the subject of a number of critiques.3
Political scientists often make greater claims for their analyses,
often designating measures of expenditures as "policy outcomes" (e.g.,
Dye, 1966), and arguing that, by including & seclection of political
variables in their analyses, they were testing whether the political

system made any difference for such outcomes. Contributors to this

research include Dawson and Robinson (1963), Hofferbert (1966},




Lincherry and Vowler (19675, Fried (1974}, and many more.4 Given

the findings of determinants studies that a large proportion of
ecxpenditure variation is sccounted for by socizl and economic varisbles,
it is not surprising that political "determinants gtudies usually
reported little oy no influence for political variables once controls
for social and economic conditions were imposed.s While the efforts

of these political scientists were often couched in more theory-laden
terms than the efforts of economists and sociologists engaging in
similar research, their theories have been challenged as equally ad

hoc or as unconnected with their empirical analyses.6

Studies of the Determinc.ats of Publlc Qutcomes

A different, yet related, line of scholarship focused on the
outputs and outcomes of public service agencies as distiﬁct from their
expenditures. Studies of education and police services, for example,
have many similarities in technique and in findings to the studies of
determinants of public expenditures.

In the field of education the primary study was that of James

Coleman and his colleagues, Equality of Educational Opportunity (1964,

hereinafter referred to as the Colemar: Report). The Report raised the
question of how much variation in childrens' educational achievement
could be accounted for by the characteristics of the schools they
attended. The answer, after controls for a child's home and community
characteristics were imposed, was not very much (see, in particular,

pages 290-333 of the Report).




6

In the field of public safety, similar sundios effored nimiior
results. Using virtually identical reasoning and tochniuye o the
education analysis in the Coleman Report, Welliwwed reported thos
"crime rates are largely a fumection of demographlc and seeial

characteristics, and the cleavance of index erimes is Jayects o

1Y

function of the nature of the creine™  [1074: 2081, Ooce vontrola fi

social and demographic conditions were imposed, the chavacterictiocs
of the police agencies serving an area accounted for very littio
variation in crime and clearonce wates. Othors reporting sind oy
conclusions include Kobrin, et al. (1972), Jones (1973), (rocmwoond
and Wadyeki (1973), and Swimmer (1974).

The political scientists’ versions of cupenditure determinants
studies asked the question, "Dogs politics make a difference?," and
advanced the answer "It does mot." These service outcome studies

raised the question, ''Does structure (or organization) make a

difference?," and reported a similar answer, "Not much." The findings
across a large number of studies exhibited a basic comnsistency. But,

it may be that the similarity in question and in the technigues emploved
to provide an answer had more to do with the consistency of that answer
than is apparent in reading these reports. This is the contention of

z number of e¢ritics of such studies, one that 1 share with the critics,

Critiquing Studies of "Determinants"

The skeletal frameworks of determinants studies have a great deal

in common, though the substantive flesh may be quite different. One

A




asks, "How important is X as.an influence on Y?," and develops an
answer in terms of the proportion of z¢maining variance in Y that
can be accounted for by X (remaining after control for some set of
Z's). If that proportion is small, particularly if it is small in
relation to the proportion accounted for by the Z's, one asserts that
X is not important. The Z's are variables that are claimed to be
antecedent to Y and X, or to be a part of the environment where X
must operate on Y.,

Thus the studies of determinants of policy outputs (measured most
often as level; of expenditure by governments), asked whether politicai
variables (X's) accounted for any variance remaining in expenditures
(Y) once socia1~and.economic characteristics (Z's) were controlled.
Studies of the effects of school or police agency characteristics
(X's) on levels of achievement by students, or crime in jurisdictions
(Y's) similarly looked for remaining variance in the Y's after control
for social and demographic characteristics (Z's). The particular
techniques employed in these analyses were one of several variants on
the general 1in¢ar model in statistics (Bibby, 1977; Van de Geer, 1971),
usually partial and multiple partial correlation or analysis of variance
based on block regressions. But, as critic after critic has stated,
these techniques cannot provide a sensible answer to the question at
issue ("How important is X as an influence on Y?"), unless some very
stringent assumptions are met. And, as critics have also argued, these
assumptions are generally unmet in the analyses of determinants.

The single most important assumption underpinning any statistical

model of influences from the perspective of this argument is that the




model is correct in specifying how X influences Y {as well as how the
Z's influence Y). A statistical finding of no effect of X on Y can
mean that: (a) there really is no relationship between them once the
effects of the Z's are controlled, or (b) the medel that is being

tested by estimating the influence of X on ¥ is incmrreet.? To have

a correct model for statistical analysis, howévar, requires that one
have a theoretical understanding of how X influences Y. To sensibly
answer the question, "How important are political variables?,'" one

must answer the prior theoretical question, "How arc political variables
important?" (Godwin and Shepard, 1976: 1,134).

This requirement of specifying how political variables are imporiant,
and the failure to satisfy it in determinants studies is where critics
have focused sharp attacks. Jacob and Lipsky noted that '"each investi-
gator appends a theoretical framework to his study . . . (but) the
theory . ., . rarely guides the resestch' (1968: 514), Meltsner and
Wildavsky note this phenomenon as well, characterizing determinants
studies in a most unfavorable light as 'mindless empiricism with
relatiéns established notAon grounds of explanatory relevance but
simply by the availability of census data" (1970: 318). Where a
theory of political or structural influence on a variable of interest
(e.g., expenditures or service outcomes) might require the comsideration
of complex interactive or contextual effects, most determinants studies
have employed a linear additive model. In practice, if not in theory,
such research suggests that a given expenditure by a public agency,
for example, is brought about by adding together three cups of pér

capita income, one cup of percent nonwhite, a tablespoon of intergovernmental

E:§

it
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revenues, and a smidgeon of party competition in the previous election.
While the units and propertions are not generally stated in this way,
the logic of analysis is the same, It is, therefore, unremarkable

that little influence has been found for political or structural
variables through the usc of this type of analysis. While we may feel
comfortable when these analyses usually indicate that wealthy states
spend more, or that the children of better educated parents aéhieve
more, our comfort should not increase our confidence in the findings

with respect to the lack of political or structural influences.

The Necessi.v and Utility of Theory-Based Analysis

Statistical analyses that are bused on an inadequate model of
the underlying phenomena are fated to yield inadequate answers. In
technical language, they are prone to "specification errors," which
cause coefficient estimates to be biased and inférential statistics
to be inaccurate (Johnston, 1972: 168-169; Hanushek and Jackson,
1977: 79-86). Of greater importance, however, is the substahtive
problems they engender. Sophisticated statistical techniques can lend
an aura of respectability to an incorrect substantive statement of
relationships. As Bibby argues, the translation of a substantive
argument into a statistical analysis inevitably tends to narrow,
trivialize, technicalize, obscure, and expertize a debate (1977: 77).
He continues:

while the original question could be stated, understood,

and answered by the ordinary literats man in .the street,

the new "statistical" question is formulated in such a way

that only a few experts can understand it, let alone

express an opinion (ibid.).
It may well be that the statistical question as stated is only remotely

connected to the substantive question. This does not mean that one
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should refrain from sophisticated statistical analvses. It does mean

*

that the first issue to be addressed in ony analysis ig the adequary

of the theoretical explanation that the statistical onalysis impiicirly

or explicitly tests. When the theoretical explanation is aceounted

for satisfactorily, then the argument can turn to the tovhmivel aspects

of the statistical analysis.

The relevance of this for the politics and policy outcomes studies
and the structure and performance studies is that when such studies

have used a theory of how politics might affect ovtoomes or !}

Fow

o
structure might affect performance, they have often found substantial
influences for these variables, 1In studies of the effect of politics
on policy outcomes, this has usuvally meant using a theory that specified
ways in which politics operate to influence the relationship between

socioeconomic conditions and public expenditures. Socioeconomic

conditions are used as surrogate measures for the demand for public
goods, while expenditures are surrogates for the supply. Political
factors then are posited to condition the way that governments tailor
supply to demand.8

In studies of the effects of structure on performance, those that

have shown structural influences have usually included a theory of
how structural constraints operate to condition the transformation

of inputs to outputs. Some have also considered how structure affects
an organization's capacity and incentives to tailor its supply to
consumer demands. An important element shared by studies of political
and of structural effects is their focus on differences in relation-

ships among variables in the context of different political or
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structural conditions. The pelitical or structural contexts are
eonceptualized as systems in the usage of comparative scholars.

Systems differ [that is, politics or structure makes a
difference| not when the frequency of particular
characteristics differ, but when the patterns of the
relationships among variables differ (Przeworski and
Teune, 1970, emphasis in original).Y

Lineberry and Fowler, for example, examined the effects of
political reforms in municipal governments on the linkages of supply
and demand in theiy jurisdictions (1967). They hypothesized that
outputs would be more responsive to social and economic conditions in
cities that were less reformed and, thus, where the political system
would be more open to social conflicts and cleavages. Their findings
supported the hypothesis. Taxes and expenditures were more closely
correlated with social and economic conditions in unreformed cities
than in cities with city managers and nonpartisan elections. Political
variables, in this case the presence or absence of reformed structures,
acted to condition the relationships of socioeconomiﬁ conditions and
government policies,

Carmines' (1974) analysis of the effect of legislafive profes-
sioﬁalism on the relationship between interparty competition and
welfare policies offers another example. He hypothesized that profes-
sionalism would affect the strength of this relationship, with the
strength likely to be greater in those states having well-organized
state legislatures. His hypothesis was supported by the analysis,
indicating that political institutions in the states significantly
influenced the possibility of linkage between politics and policy

outputs.




A comparison of reccent analyses in a very Jifforent aren shous CZ)
again the value of theorstically adequate spocifivotion. Fried (1970,
using partial correlation analysis along the lines of that emploved
earlier by Dye, reported that the party in power had little effect
on pelicy outputs in German cities. Frey ond Pommerehne (19757 on
the other hand, report that party does muke a difference in policr
outputs in Germany iﬁ examined in an analysis that includés concideradion
of the party-in;power's'reuelecfinn prospects and the prozimity in tiwe
of the next’elec'tion.10 In the latter anslysis, coretul considerstion
of how politics might, in theory, affect policy outputs led to an
empirical finding that it did so in the specified way.

In a recent article Summers and Wolfe, once again, raise the
issue, '"Do schools make a difference? (1977). They use a theoretical
and analytic approach that enables them to explore the effects of CZ)
schools as they interact with socioeconomic characteristics of pupils
and their peers, rather than treating them as simple additive factors,ll
They report that school variables do make a difference in pupils' gains
in achievement, with some interesting intsractive effects. Class
size, for example, was found to have differential effects, depending
uﬁon the achievemeﬁt level of students: a negative effect on low
achieving students and a positive one on high achievers. Low achievers
do better in smaller classes and high achievers do better in larger
classes. School size also had differential effects. Smaller schools
are more beneficial for all pupils, but particularly so for black pupils.

Some recent analyses of the relationships among socioeconomic

conditions, the structure and activities of police forces, and




criminal activity, indicate that analyses based on theories of how
the structure of polive forces might affect the relationships of
erime to sociceconomic conditions find effects where earlier studies
did not (e.g., McPheters and Stronge, 1974; Phillips and Votey, 1972;
Wilson and Boland, 1978). Accepting the premise that crime may be
closely related to socioeconomic conditions, through their effect on
opportunities for legitimate gainful cmployment among those who might
engage in crime, these studies go on to postulate an interactive effect
of crime and police activities, with more crime engendering more police
who, in turn, may reduce crime through their presence and their
aggressiveness. Here, as in education and in the politics/policy
outputs literature, theory-based analyses find that structure affects
performance -- and politics affects policy -- where nontheoretical
analyses did not.

An important element in these theory-based analyses is their
view of politics or structure as a variable acting to condition
relationships among other variables. Politics is not simply one more
ingredient in a socioeconomic batter. Rather, political variables,
the structure of the electoral process for example, act iike different
cooking devices -~ campfires, gas stoves, or microwave ovens. The
use of different cooking devices often requifes different mixes of
ingredients for a batter, and may affect whether it rises or not.
Likewise, different electoral systems may alter the transformations
between socioeconomic variables and government expenditures or outcome
measures, or specify whether desired outcomes are forthcoming at all.

In multiple regression terms, the slopes of within-system relationships
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linking environmental or antecedent conditions vo outputy and enicenes

would be expected to be different us one moved from one syafom o

,,,
i
P
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political or structural conditions to another.’'” 'This sovt of anaivais
appears to offer the most promise for further understanding of

structure and performance relationships.

Linking Organization and Performance Theoreticallv

The successes of recent efforts based on theories of how politics
and structure might he expected o "make a difference™ are onvoneagine
for the present study. The key elenent in those sncvesses has beop
an explanation of how éﬁructur@ could be cxpected to affeet perfomance.
In spite of the success of these efforts at linking structure and
performance, however, most have shared the ad hoc nature of the
determinants literature. This makes it most difficult to cumulate
findings in any useful way. Analyses of the linkage of structure and
performance would benefit substantially from grounding in a theoretical
framework with broad application.13 Analyses employing such a frame-
work would need to be informed by specific information on structural
elements and important envirommental factors, but the framework should
offer a common ordering for the array of these factors.

Scholars in the field of industrial organization have developed a
promising framework. The framework, linking concepts of structure,
conduct, and performance, has been used to guide studies of particular
industries in the private sector (e.g., Bain, 1944-1947; Bain, 1959;

Caves, 1977). The framework has been adapted to the studﬁ of at least




one pablic seetor industry, that involved in the development and
supply of water (Bain, Caves, and Murgolis, 1966). This industrial
organization frameworlk may be adaptable, as Vincent Ostrom and his
e¢onlleagues have argued, much more gencraily to studies of industries

. ] -, X ; R 14
involved in the supply of public goods and services.

Structure, Conduct, and Performance in Private Industries

Studies of industrial organization begin with the concepc of an
industry. A private sector industry consists of "a group of sellers
of close-substitute outputs who supply a comnon group of buyers"
(Bain, 1959: 6). The sellers in o given industry come together with
the group of buyers to form 2 market. The ey elements of the indus-
trial organization framswork, then, focus on questions of: (1) the
structure of the market linking sellers and buyers, (2) the conduct
of sellers and buyers in a market as they adapt to the structure of
the market, and (3) the performance ¢f the market as measured by the
application of normative criteria bearing on the efficiency of
allocating productive resources among and within firms, as well as
other criteria.15

Market structure consists of the relatively stable relationships

of sellers to other sellers, buyers to buyers, sellers to buyers, and

sellers to potential sellers currently outside the industry in questiom.

Important among these relationships are the concentrations of sellers

and of buyers. On the seller side, concentration ranges from atomistic

competition among very many sellers through various degrees of




concentration comprising oligopolies to complefe concentrat e iy
a single monopolist. Buyers may be Jdispersed omens soav Jdiforent
enterprises or concentrated in one of a fow mesopaonics, hop
important structural elements are the degrec of product differeatiat oy
among sellers, the barriers to entry of now Virme igta the inbigey,
and the growth in demand for outputs of the industry over time,

Market structure is seen to influence the conduct of participaa,
in the market. Monopolists ave predicted to behave dii'fevent iy tham
oligopolists who, in turn, oxhibit Jdifferept behavior then individen?
sellers or firms in a2 structure charvacterized by atomistic eoppet ition,
The existence of competitors o the potantial for conpetitors tn enfoy
a market encourages the choice of different pricing polivies by fivme
in that market than those chosen vhen few competitors exist or ontry
costs are very high, Firms acting to capture poriions of a rapidly
expanding market should behave differently towavrd cne onether and
toward buyers than those attempting to maintain thelr shave in a
static or declining market. The strategies and tactics of firms
vary more or less predictably with the structure of the market they
confront.

The structure of the market that links the seller firms in an
industry to their buyers, together with the conduct of the sellers
and the buyers, act to determine the performance of the firms, the
industry, and the market. Two points are quite important here,

First, performance is never solely determined by structure and

conduct. Factors in the enviromment of an industry are likely to

exert major influences on performance. With respect to influences
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of structure and conduct on performunce, Baln says, ". . . the nost
we con mean is that, piven the character of all the other important
and perhaps more basic determinunts of performance, they 'make a
difference’ in how performance will cmerge, or have some systematic
influence on it* (1939: 44-45). Styucture and conduct are important
to study as they determine performance, however, because they are
potentially manipulable for public pelicy purposes, where environ-
mental influences are not.

We isolate and emphasize . ., . these particular

determining variables because ., . . if we wish to

influence performance via public policy, these

determinants are to u considerable extent mutable

and subject to deliberate modification (ibid.: 458).

The second important point is the separability of performance
from the products of the indﬁstry, The performance of an industry
is measured through the application of diverse, normative criteria
to the industry output and its distribution, and to aspects of
industry conduct independent of its output. Scholars in the industrial
organization tradition speak of the efficiency of an industry as a
measure of its performance. They are simultaneously concerned with
the extent to which the industry is progressive, contributing to
technological advance and taking advantage of such advances made in
other induétries. Other criteria applied to industrial performance
include the contribution of the industry to goals of full employment,
price stability, equitable income distributions, and the absence of
discrimination by race, sex, or other employee characteristics (Caves,

1977: 66-83). The range of criteria that might be brought to bear in

discussing performance, the separation of these criteria and their
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application from the activities and output of Vivme in the inductyv T il

and the explicit recognition that the eritoric and ¢heir applivatiosn o 1

are normative phenomena, are quite important aspects of the industrial ‘ J
organization framework as it might be applicd to public gector ovganicatien. -

These aspects are consonant with a view of publie sceter porivwnuoe -

that maintains that such perxrfommaence can be viewed from the perspectives N

of multiple, diverse "constituencies.' Multiple, but net necossarily
commensurable criteria may be hrought to bear eon the avtivities and
outputs of public sector vrpenizations in developing nommtive assens
ments of how well those organizations perform (Connnlly and hewniseh,
1978; E, Ostrom, 1979). 1 will roturn to ¢his polpt in the lovter

portion of this chapter.

Elenents of a Public Indusgiry

The delivery of goods and scrvices through public arrangements
arises in response to inefficiencies or failures in thoir supply through

private markets.,16 Private markets can be predicted to fail in

supplying goods or services where potential consumers cannot he
excluded if they will not pay for what they wish to consume (Glsom,
1965; Head, 1962). Those who can consume without paying are unlikely
to contribute voluhtarily. If all potentigl consumers are in such a
position with respect to a good or service, no one will pay for its
production and, thus, none will be produced. Where a good or service
is only partially excludable or where exclusion of nonpaying potential

customers is costly, some .of the good or sexvice way be produced, but
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the quantity is likely to be allocationally inefficient. Generally
it will be less tﬁan what would be produced were full exclusion and,
thus, full payment for bencfits received possible,

A related source of market failure ox gross inefficiency results
from jointness in consumption of a good or service, Jointness in

consumption occurs when consumption by one person does not subtract

from the quantity available to others or, in cases of partial subtract-

ibility, where the amount subtracted is less than the amount consumed
(Samuelson, 1954; 1955; Head, 1962). If joint consumption goods or
services are supplied as toll goods, i.e., through the exercise of
axcluéion and the charging of a price for their cdnsumption, the price
charged may be allocationally inefficient. That is, it will often be
higher than the marginal cost for an additional user. If, on the |
other hand, the price for a toll good is set at the marginal cost,
it may be well below average unit cost and, thus, require a subsidy
if the good or service is to be supplied at all (Bator, 1958).

Joint consumption goods or services, when they are supplied,
‘are typically subject to erosion through excess or unregulated use
(Buchanan, 1970). Congestion problems arise when too many consumers
are attracted to the good or service and their joiﬁt use degrades the
quality of service available to each. Various means of regulating
use to a level below the onset of congesfion pioblems must be employed.
Common means include tolls or entry fees and the use of queues
(Wire, 1971), Even without congestion, however, it may be necessary
to regulate use pafterns so that the behavior of some consumers does
not prevent or degrade the enjoyment of the good or service by others

(Buchanan, 1970; Oakerson, 1978).




Provision of goods and sorvices throuph prblic ooraugenonts, {:)
established to compensate for marker inetdicviencics or faijonre with
respect to their supply or to regulute use once eovailable, fopicaliy
entail the divorce of purchase from consumption. There is ue anid
pro quo relationship between buyers and sellers as in privote wodoeos
Instead, conswmers and producers of public pouds and services are
commonly linked through intermediaries., These intormediarics,
conveniently called provilers, arvangers, o collevtive conomupt e
units, attend te the financing and ropuiation of prodiection and the
regulation of consumption or use (Ostrom, Tiebout, apd Waveia, 196]:
Ostrom and QOstrom, 1965; 197%; Soyns, 19761, Units of govermeont arge
the most common colleciive consumption units, but many other entiticn
are also providers within many public sevvice industrics.

The existence of providers as important elements for ovganiiing <:>
the delivery of public goods and services requires that the critevia
used to define industry mewbership be broadened for studies of public
industries, There ave additional reasons dictating this broadening
as well. Public service products are commonly amurphoﬁs, multidimen-
sional compasites. Output componsints are usually produced jointiy,
so that a tight focus on “close substitutes'" cannoi be maintained.
Morsover, very frequently consumers of public goods and serviees ave
intimately bound up in their production as well.

Bain, Caves, and Margolis went beyond the private, output-
substitutability, industyy definition in their study of the water
industry in Northern California. They included "all public and

private agencies that develop and manage water resources, use them
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to generate electric power, and capture and distribute water for
consumptive purposes' in their definition of that industry (1966: v).
The industry was defined by reference to a common raw material (water)
instead of substitﬁtable outputs.

Robinson argued that any of several common bonds might be used
to define an industry. He included: (1) a broad type of general
product, (2) common use of a given raw material, (3) common use of a

»given type of machinery, and (4) common use of a given process ofF
maﬁufacture as possible criteria foxr setting bounds on an industry.

He argued that industry definitions were best set out for the purposes
of the study at hand, with the key consideration that the definition

was useful for the study:

Industries as such have no identitvy. They are
simply a classification of fiyms whiclh may for
the moment be convenient (Robinson, 1958: 8).

Ostrom and Ostrom offered similar criteria to those proposed by
Robinson. They argued that public industries could be bounded by
"similarities in production methods, common knowledge, and similar
technology among enterprises coordinating their activities in the
provision of related services' (1965: .39). The similarities in
technology, methods, and products would, they argued, be reftected
in the organization of particular industries.

The Ostroms' reference to "related services" is a useful termino-
logical device. The products of public service industries (e.g.,
public education, police protection, public health services) tend to
be amorphous or, at least, highly multidimensional. Definitions

based on "'close-substitute outputs' may be much too restrictive.




What, for example, are the products of public cducat:on? Ave thev
limited to skills in the three R's? Should secioticstion in commmity
norms be included? Should skills useful for vorticular vrades {e.q.,
auto mechanics, woodworking) be counted as producte of the public
education industry? Public pelice, for another example, proaduce uany
services in addition to those focnused directly on erime-{fighting,
Some are closely related, as when intervention in Temily disturimces
may prevent assaults. Others ave Iess velated, as, for cuample,
getting cats out of treetops. By councing these and oiber exoupios
as related services rather tham close substitute outputs, industyy
boundaries may be drawn thai fit more comPortably with orvdinnsy soiioan
of what enterprises are involved in producing education services,
police services, or many other public services.l7

Studies of private sector industries generally limit the concept
of industry to the sellers or producers involved, bringing them
together with buyers o1 consumers in a separable conceptual grouping,
the markét (Bain, 1959; Caves, 1977}. But it is important to include
providers and consumers within the boundaries of public service
industries. In the public sector little or nothing might be produced
without attention to the financing and regulatory functions that lie
within the competence of providers. Furthermore, for many public
services, little or nothing of value can be produced without the
active cooperation of consumers as ''coproducers’ of the services in
question.18 It is hard to categorize, for example, what is produced
in classrooms where students do not actively cooperate in the production

of their own learning -- certainly it is not education. The role of




citizens as coproducers of police services has received increasing
attention in recent years, with many willing to identify citizen
input as the crucial element without which formal police efforts are
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of little value. Consumer coproduction roles have been identified

in such diverse public services as fire protection, sdlid waste
collection and disposal, and vecreational services as well (e.g.,
MacGillivray, et al., 1977; Savas and Stevens, 1977; Grodzins, 1966).
Given these considerations, I will define a public service industry
as a group of producers, providers, and consumers of a set of related
public services.zo For any particular study, industry boundariss can
be drawn by reference to the set of rilated services to be included
and, for most studiss, ihe geosraphlic bBounds of interest. In a
recent study of police service delivery in metropolitan areas, for
example, my colleagues and I iisted 10 distinct services supplied by
police agencies as comprising the related set (e.g., general area
patrol, traffic accident investigation, radio communications), and

used Standard Metropolitan Statisticul Avea (SMSA) boundaries estab-

. lished by the Census Bureau to delimit the geographic bounds of

interest (Ostrom, Parks, and Whitaker, 1978). Application of these
criteria enabled us to identify all of the producers and groups of
consumers in the police service 'ndustries of 80 different metropolitan
areas.21

Producers in a pﬁbliC‘industry may be agencies of local government,
agencies of other governments (e.g., county, state, or federal) with

concurrent or overlapping jurisdictions, agencies established under

the aegis of special assessment districts, private firms, or consumers



themselves, acting individually or organired av o voiuntary associaliog,

>

Providers, who arrange for service Tinancing ond nrvrompt o vepalate

production and consumption or use, may be units of local sovernment,
units of other, overlapping governments, poverning boards of speciad

districts or voluntary associations, or inbividnl cousumers.

may bé individuals, households or othor collectivities of individuals,
private firms, or govermment agencles. Within an induvtry some
entities may produce one of the defininy serxvices {e.g., aencvyal aven
patrol by police officers in radie diipatebed sutmmehiles) oult ba
consumers of another service {e¢.2., vadio cammumicationsy, dhethoey
or not production of services is vertically integrated in a single
production unit is a question to be establislied when describing the

structure of particular service delivery arrangements.

The Structure of Public Sexvice Delivery Arrangements

The structure of relationships among the elements of a public
service industry is inhevently more complex than the structure of
relationships among buyers and sellevs in private markets. As in the
private case, relationships of producer to producer, producer o
potential producer, ﬁroducer to consumer, and consumer to consumer
must be considered. But, with the additional element of providers,
relationships among providers and of providers ito producers and ¢o
CONSuUmers must'be considered as well. I will refer to the structure
of these relationships as the structure of service delivery arrange-

ments., Some arrangements in some public service industries may closely




resemble the market structures found in studies of private industries.
Other structural arrangements for the delivery of public services
are likely to be quite diffevent.

Important aspects of public service delivery structure are
analogous to considerations in studies of private market structure.

The degree of producer concentration, for example, is important as it
affects opportunities for the capture of economies and the avoidance
of diseconomies-¢f-scale in production. Producer concentration also
affects the opportunities for cooperation, competition, and conflict
among producers in a public industry. Froducer concentration in an
industry is measured by the nuwber and relative sizes of the producers
of a given service. The proporcion of industry production that flows
from the largest producer, or from the N largest producers can also
be used to index this concentration.

-Consumer concentration is an important aspect of public industry
structure also. Of particular interest, due to the geographic orienta-
tion of most public service delivery, is the extent to which consumers
cluster together in relatively homogenous social, ethnic, and economic
groupings (Cox, 1973). These homogenous clusters often have unique
patterns of demandvfor given public services. Thus, the extent to
which multiple and diverse clusters are grouped together in larger
jurisdictions will affect the diversity of the demand scliedule to which
providers and producers attempt to respond.

Another relevant aspect of consumer concentration relates to the
nature of the public service in question and the domain of its consump-

tion effects. Consumer concentrations that are well matched to the
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domain of.effects of residential police patrel may, for exampie, be
quite different from ones matched ro the Jomain oF efdects of o
service such as air peollution control. Where consumer copcentrations
are relatively similar in size to the domain of consumption eiiects
for a given service, it may be ecasier to establlish provision avionae-
ments than in cases whore sizes ave very different. D¥Werences in
the domain of service effects mav help to explain the presence of
multiple special districts for the delivery of particular services

in some areas and, perhops, joouvide Toosons tw censider the estabjiiche
ment of similar districts in areas whoere they are lacking (Ostrom,
Tiébout, and Warren, 1961; Bish and Ostrom, 1973).

Provider concentration is important as it affects the information
requirements of the providers. A single provider, attempting to
arrange the supply of services to all consumer groupings in an
industry, must consider a diversity of demand schedules in most cases.,
Ascertaining and aggregating & large numbsr of diverse schedules
places a great information acquisiticn and processing load on a
provider attempting to be responsive to demands. Various political
mechanisms (e.g., ward or district election of council members) and
administrative mechanisms (e.g., decentralized administrative centers
such as "little city halls") can be viewed'as attempts by concentrated
providers to confront these information problems. Multiple, smaller
scale providers may have greatly reduced information acquisition and
processing requirements if their provision activities are intended to
supply only one or a few diverse consumer groupings. - The number and

range of demand schedules to consider would be much reduced.’
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Another aspect of provider concentration is the number of distinct
industries in which providers operate. Mﬁltipurpose governments, for
example, commonly arrange the supply of several quite diverse public
goods and services to their jurisdictions. This cross-industry concen-
tration may facilitate some economies in operation for providers and,
perhaps, also for consumers as they attempt to monitor provider
activities. It may also facilitate cross-industry trade-off decisions,
avoiding problems that might arise through suboptimization in each
individual industry. Cross-industry concentration of providers may,
however, make it very difficult for consumers to signal their dis-
satisfaction with provider activities in any individual industry.

Where such signaling is accomplished Ly voting for candidates who
will make provision decisions in several diverse industries, a
consumer-voter is confronted with a “blue piate special of potential
provision‘activities. He cannot choose an a la carte selection of
ones he favors, but ﬁust pick a wix that comes closest to his
preferences from a limited number of offerings.

Barriers to entry in public service delivery arrangements must
be considered for both producers and providers. Barriers to new
producers may result from large-scale economies in production..
Examples include services that require large, fixed cost facilities
as a part of their production (e.g., water and sewer treatment plants)
and, to a somewhat lesser extent, those that confront high peak demands,
requiring substantial éxcess capacity during ordinary production
periods (e.é., hospitals producing emergency services, fire protection

services).



More common barriers to the entry of new producers or providers
in public service industries are those established by law. Lepal
authorization to produce police services, where suchk services involve
the use of arrest powers beyond those of an ordinary citizen, mav be
restricted to agencies of recognized mnits of local oy witnte jeveruwent
(Kyamer, Anechiarico, and Wagner, 1877). (Creation of a new production
unit in such cases is contingent on the right to create a new provision
unit. Barriers to entry of new providers may vesult frow historicad
developments as when all avalluble toreitevy lies within incorporared
municipalities and their dissolution (through deannexation. for exawplel
is not allowed. In some areas state legislation has given axisving
local providers a veto over the entry of any new providers that take the
form of units of local government. Examples include St. Louis County,
Missouri, where the county council must approve the formation of new
municipalities and, movre generally, throughout California, where Local
Agency Formation Commissions composed of local government representatives
can prevent establishment of new units of government (Martin and Wapner,
1976) . Légal barriers to new producers also include minimuﬁ standards
legislation that may mandate a production scale or startup costs beyond
those that new producers could generally manage.

Relationships between providers and consumers, providers and
producers, and producers and consumers arve critical elements of the
structure of service delivery arrangements. Private, competitive
market structures are characterized by "arms length" relationships
of buyers and sellers, but such relationships are the exception in

public service delivery structures. Most public service delivery

O




28

urrengements link consumers, organized in a political jurisdiction,
to a single provider, the local government, and to a set of producers
which are agencies of that local govermment. The exemplar of this
common structural pattern is a municipality with its own governing
body and producing agencies that supply services exclusively within
the boundaries of the municipality. This pattern of autonomous
provision and production of multiple services, organized within
individual municipal units, probably accounts for more fhan half of

22 The

the local service delivery arrangements in the United States.
very ubiquity of this pattern should not, however, detract attention
from the existence and possible desireability of alternative relation~
ships.
One common alternative structural arrangement is the organization

of provision and, quite often, production of a single service through

a special district. Independent school districts with elected boards
are a frequent example. Special district arrangements are foﬁnd for

the delivery of water and sewer services, fire protection services,
recreation, and even police services. For some services in some areas,
special districts function as subunits of local governments having
broader jurisdictions. In such cases they may allow for differentiation
in service financing and supply that would not be permissible for the
broader government under ""equal protection" reduirements (e.g., the
separétion of DavidSon County, Tennesse¢e, into an Urban Services
District and a General Services District with differing service‘levels
and tax rates). Special districts may often attend to the provision
function only, contracting for service supply from one of several

alternate producers of a given service.



Contracting for service supply may be done hy Incal government
and special district providers and, occasiomuily, % individual or
small groups of consumers acting as their own providers (..,
contracting for selid waste collection in many areas). Centracting
quite often takes place within an oligopelistic structure ot best,
Only one or a very few viable producers bid for a given contvaei.
However, the preparation and review of such bids is thought by
contracting advocates to elicit considerably more informotion than
that which is available to providers who napgotiate with a single,
local government based producer. One intevesting feature of controctine
for service production is that it opens the way in many c¢oses {ov
production by private firms. Such firms may exhibit quite different
internal incentive structures than the more common, bureaucratic
public producer.

Other relationships are possibie as well. Individual consumers
or small groups may organize themselves to provide and produce their
own services. Housing cooperatives and homeowners' associations may,
for example, call upon the labor of their own members for essential
maintenance services with respect to their common aveas. Neighborhood
patrols by residents may supplement (or even replace) police patrols
from a local government police agency. Multiple providers might band
together to organize a single producing unit for the several consuming
groups they represent. A number of states have passed variants of
interlocal service acts, with the aim of fostering such cooperative
Ventures.23 Producers and providers may become coterminous when,

for example, agency heads (e.g., sheriffs) are directly elected by

O
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consumers, These arranpements all represent variations in structural
relationships linking producers, providers, and consumers. Such
variations in structural relationships are important to a public
service industyy framcwork as they can be expected to 3etexmine
variations in the conduct of their component parts and, ultimately,

in the performance of the industry.

Conduct in Public Service Industries

The behaviors that comprise corduct in studies of public service
industries are influenced by the structure of the service delivery
arrangements in an industryy and, in tuen, influence the performance
of the Industry. The behaviors of intercst are those of the several
elements in the industry, producers, providers, and consumers, as
they relate to one another and to the industry product,

It is possible to outline ideal conduct on the part of each

element in a public service industry.24 Consumers should have well-

defined preferences for the industry product and be forthcoming with

those preferences in the form of a demand schedule, indicating the
amount preferred at various prices, which they display to providers.
Providers should make themselves aware of the demand schedules of the
consumers, and aggregate the individual schedules into a collective
demand schedule. They should also develop a tax sharing scheme that
apportions costs of service delivery among the consumers. Producers

should seek out knowledge of production relationships and use that

knowledge to develop supply schedules based on most efficient production




methods. They should make these schedules available to providers,
indicating to the providers the amount of product they weuld be
willing to supply for given prices. roviders shonld then select
among potential producers to maximize the quartity of putput ehtnined
at prices consumers are willing to puy. ﬁdnue #obargain in strach,
producers should supply the quantity and quality of praduct opveed
to. Consumers should pay their apportioned share in the cost ot
service delivery, and should wuse tie product in ways that avoeld
needless degradation of the quality or quantity aveilable to other
consumers. Providers should arrange for and consumers should suppiw
coproductive activities where they centviliie to net bemefits,

It is likely, howevey, that actual conduct in public service
industries differs from these ideals. The extent of the differencos
is, at least in major pari, attributable to the structure of service

delivery arrangements. That structure offers incentives and provides

Py

constraints for the behavior of »articipants in an industyy. These
incentives and constraints may be mure or less well-designed to induce
participants to hehave in ways comsistent with their ideal behavior.
If we postulate that human beings respond rationally to the incentives
and constraints they confront, and if it is possible o understond
how the structure of service delivery arrangements in an industry
affects incentives and constraints, then to that degree it should he
possible to predict the behaviors of individuals in the roles of
producers, providers, and consumers and, subsequently, the performance

: =4
of the public service industry (V. Ostrom, 1976).20




The nature of many services that are publicly produced may also
work against the attainment of ideal conduct. Consumers, for example,
may not be able to develop a meoningful demand schedule because of
the amorphous or multidimensional nutuwc of the sexvice. Imagine
trying to specify how much you wouid be willing to pay so that your
child could read and write in English. How much more would you pay
for additional languages? How wuch for arithmetic skills? How much
for calculus? How much for integration into a community of his peers?
Even the most conscientious pavent would have substantial difficulties
with these questions, yet they are only a ainor part of what is wrapped
in the bundle of services called education.

Assuming for the moment thut o pareat might be able to develop
such a demand schedule, at leust over small ranges of differences in
quantity, quality, and price, what are the incentives and constraints
that affect whether he will display the schedule to a provider? In a
situation where the cost of provision was to be spread among consumers
in proportion to their willingness tuv pay, a parent might be motivated
to understate his preference, relying on other parents' payments and
the joint consumption nature of public educational services fo supply
him with his desired amount. Where tax shares were fixed in advance,

on the other hand, a parent might indicate a preference for more

educational services than he would if strict proportioning were maintained.

Assume, even more heroically, that a parent could state his
preference schedule and attempted to communicate it to providers with
complete veracity, If the communication process were limited to

electing members of a school board, the best the parent could do




would be to vote for those members whe articulated their intont o
offer o school program that came civsest to the parent's preferrvad
quantity, quality, and cost mix. Thus, even on ommiscient parent,
with the computational skills of a high speed computer and the honesty
of George Washington, might be prevented from exercising wdeci eombuwy,

This discussion of consumer conduct indicates seme volevant
dimensions of service delivery structure as it mipht affect difTorencen
between ideal and actual consumer conduct. The more serviees ayve
bundled together in multiattribuie er poorly defined poackapes, the
more difficult it may be for the consumer to develop amd dvliculeioe
a preference schedule. The greaver the divarce of finance {rom
consumption, the greater the incentives for preference concealment
and distortion. The more the consumer to provider commumication
process is limited to the election of members of a provider organiza-
tion, the harder it will be for consumers to portray their preforcnves
for public services accurately.

Providers' conduct may differ from the ideal for a variety of
reasons related to service delivery structure as well. Where consumers
hold very different preference orderings individually (e.g., as among
the efforts to be expended attempting to teach reading, writing, or
arithmetic), it may be technically impossible Yor providers io
aggregate these into a collective demand schedule that is responsive
to diverse interests (Avrow, 1963). Even where technical impossibility
does not hold, the effort involved in learning and appropriately
aggregating a wide range of preferences may be excessively burdensome

to providers who are not constrained to do so. Such diversity on
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consumer preferences, together with difficulties in developing a
collective demand schedule, are more likely to be found in service
delivery structures featuring high consumer or provider concentration.

Providers are commonly thought to be constrained by a desire to
zain and remain in public office. Downs, for example, characterized
politicians as,

motivated by tﬁe desire for power, prestige, and income,

and by the love of conflict, i.e., the fthrill of the

game' common to many actions invelving risk. However,

they can obtain none of these desiderata except the

last unless their party is elected to office. Therefore,

we do not distort the motives of party members by saying

that their primary objective is to be elected (1957: 30}.
Political representatives may, as providers, work for the good of their
constituénts (e.g., Pitkin's usage of "substantive acting for others"
as the meaning of political representation, 1967). Working for the
good of one's constituents may be the best means of maximizing political
support, thus gaining and remaining in office. But it is incorrect
te view provision arrangements simply as "users’' cooperatives'' that
"act in ways most advantageous' to ¢ usumers (e.g., Bain, Caves, and
Margolis, 1966: 9). At a minimum, the rules that constrain providers
to act in those ways must be considered {Nstrom and Ostrom, 1978).

Election constraints cannot work perfectly, however. If providers
can be elected by less than a majority, if elections are not exceedingly
frequent, or if elected providers attend to more than a single, separable
service, then providers can obtain some slack within which to pursue
their own interests (Breton, 1974). They can ignore the preferences

of some portion of the electorate. They can pursue their own interests

somewhat vigorously in interelection periods. They can force voters
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to choose a 'fuli line supply," guiniﬁg Flesinility by opeet inyg s
service preferences at the espense of others,

For many providers, elections may not supply any Jdivect censtraint,
They may, for example, be tenured civil servants, abie to acy for
not act) without immediate feavr of losing political support. R
actors, along with many elected officials in areas where compoetition
for their positions is not intense, may be able to pursue their "Jesire
for power, prestige, and income" in ways thot are at odds with the
good of their constituents. Negotiations with producers might, for
example, be undertaken with an understunding that a job would bhe male
available for the provider upon retirement. Ostensibly, unrelated
business might be directed to a provider's brother-in-law. To recomnize
that these repreéeht corruptions of the way things are "supposed" to
work is not to denyithat they occur with some frequency,

Without imputing corruption to provider actions, it is possible
to point to a common deviation of provider motivation from acting "in
vways most advantageous' to consumers. Actors in provider organizations,
like other humans, may prefer a substantial amount of peace, quiet,
and leisure. This entry in their utility functions may be increased
by not working too hard at their jobs. They may not attempt to
regulate use or monitor production of public services. A common
exaﬁple is the tendency for local political figures to declare that
they have a "harn.ls off" policy toward the local police agency. Whenever
one hears that elected officials have turned public service decision
making over to the 'professionals' in a producer organization, a

partial explanation may be their desire for peace, quiet, and leisure.
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Assuming that providers were motivated and able to learn consumer
preferences and aggregate them into a collective demand schedule, their
capacity to obtain and choose among producer supply schedules may still
be quite limlted. Producers in public service industries typically
offer a total output for a given budget, rather than individual units
of vutput at a price for each., Precise definitions of output and
accurate means to measure output are generally lacking as well.
Producers may be in a strong monopoly position vis-g-vis providers.
They may monopolize the legal authority to produce particular services
for particular consumers and they may monopolize information about
their own production relationships (Niskanen, 1971; Bish and Wexren,
1972). Producers may have as good or better information about consumer
demands as d6 providers, particularly for services requlring close
producer~-consumer interaction (e.g., policg, education).

Where such conditions hold, producers may be able to appropriate

all of the available consumer surplus in bargains struck with providers.27

Niskanen argues that they are able to do so by producing substantially
more output than full? knowledgeable consumers would prefer, extracting
a maximum budget from providers, but producing at minimum cost (1971).
Others argue,.more realisticaliy, that producers extract the available
consumey surplus through higher than minimum production costs (Migue
and Belanger, 1974; Breton, 1974). A number of scholars have suggested
thatAbureaucratiﬁ producers, as well as private firms where ownership
is separated from management, may exhibit a preference for highér than
efficient labor usage (Maris, 1964; Williamson, 1964; Orzechoﬁski,

1977). Large staffs lead to high administrative salaries through a
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proliferation of ranks with salarv differentials in o hicrarchy.
Excess personnel provide fat to be trimmed if orvganizational vetrench
ment is mandated. Bureaucratic producers may have additional prefevence
for personnel inputs as these personnel may be friendly voters in
elections for members of provider organizations ({Borcherding. Dok,
and Spann, 1977)', Breton and Wintrobe sugpest that either meanus ot
extracting surplus (i.e., oversupply or inefficiency) may he ymp%mycﬂ
and that producer choices will be made in light of provider atieapts
at control which in turn depend on: the cosi of such contyal (1040

28
201-202).

Providers can reduce the moﬁopoly of producers by abtaining
information. If they are able to find out the producer's cost finmction,
they may be able to counter the producer's all-or-nothing bid by
commanding a given output amount and cest. If the production unit is
an agency of the provider, a recalcitrant agency head can be yemoved
and replaced with one who will attempt to carry out the cormmand, If
providers are able to determine production functions, they can go even
farther with their commands. Again assuming the production unit as an
agency of the provider, minimum ¢nst combinations of inputs could be
commanded along with output specifications. Given the possibilities
for control entailed by knowledge of cost and production functions,
it is not surprising that a tendency to conceal such information has
been suggested as characterisﬁic of bureaucratic producers (e.g.,
Stockfish, 1976).

What structures of service delivery arrangements are likely to

produce information for providers to use vis-a-vis producers? Where
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providers can exercise some degree of hierarchical control over producers,
they may install their own cost monitors or purchase information from
members of the producer organization (e.g., by offering to replace
top administrators with those who supply useful information or the
promise of more efficient operation). In instances where production
is widely dispersed, even if each producer is tied to a single provider
and group of consumers, information may be generated by comparison with
arguably similar production and environmental conditions.29 In instances
where praduction is dispersed and competitive bids for service supply
can be entertained by providers, information with respect to cost and
production functions may be available from such a bidding process.

None of these alternatives may, in practice, produce a great deal
of useful ihformation. Production relationships may be inextricably
tied up in the activities of low-level members of a producer hierarchy,
the '"'street-level bureaucrats' to use Lipsky's term (1976). Top
administrators may be unable to learn or to change these relationships.
Attempts to do so may result in purpuseful degradation of output
designed to discredit them (e.g., the experiences of "reform-minded"

0 Producers may band together in

police chiefs, see Kleinman, 1979).3
professional associations to set standards of good practice. Where

this occurs, much of the information generating potential'of a structure
of dispefse& production may be lost through reduced variance in methods
and costs. Competitive bidding may take place in a highly oligopolistic
or even monopblistic structure, where only one or a very few viable

bidders come forward. Their bids may have the same all-or-nothing

character as those of monopoly bureaus.
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Once a bargain has been struck between provider and producer,

whether by contract or budget negotiation, producers may fail to

deliver as promised. In many cases the promise is 50 vague as to
be undeliverable in detail (e.g., police the city, educate the children).
The promise is likely to be in fact what Simon ecalled an cmployment
contract, rather than one for specific output (1951)., ‘That is, a
producer will guarantee to employ X police officers and Y pelice vars,
or W teachers and Z classrooms, often indicating that these will be
used according to "'standards of professional practice.' If producers
do not know the production relationships (e.g,, how to deploy police
officers and cars to maximize public safety, how to use teachers nnd
classrooms to maximize education), then the promise may bear little
relation to what consumers prefer. Even in cases where the bhargain
specifies "performance," the problem persists. Police producers may
agree to patrol all streets at a frequency of N per 8-hour shift.
Education producers may agrse to offer K hours of student-teacher
interaction in a classroom each week. Whether consumer preferences
for safety or for literate children are met by these agreements is
often unknown (Bradfdrd, Malt, and Oates, 1969). In production
monitoring, as in negotiations to reach provider-producer agreements,
structures of service delivery that maximize the genmeration of informa-
tion with respect to production relationships are desirable.

Finally, assume that all problems of demand articulation and
aggregation have been met. Assume further that providers have reached
agreements with producers that will, in fact, result in an efficient

matching of supply to demand and the producers will abide by such
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agreements. The problem of consumer conduct in consumption remains

to be addressed. Goods and services that are publicly supplied tend

tc be viewed as the common property of a group of consumers. The

group of consumers who view themselves as entitled to these goods

and services may be large or small, with well-defined or ill-defined
membership., The important point here is their perception of common
entitlement. Aristotle spoke to the problem of this common entitlement
when he observed: '"that which is common to the greatest number has

the least care bestowed upon it." More recently Buchanan has referred
to the problem as the “érosion of public goods" (1970). Individuals
who consume a publicly supplied good or service with attention to their
own self-interests may seriously degrade the good or service for others
who may be similarly entitled to its enjoyment. Anyone who has spent
an evening in a public campground within earshot of blaring television

sets from circled wagon trains of vecreational vehicles will be familiar

with this phenomenon. Public recreational facilities, housing facilities,

highways, educational facilities, virtually anything that is commoﬁly
available to a large group of consumers may be subject to such érosion
if individuals, acting in their own self-interest and taken in the
aggregatg, degrads the facility or service for others,

Buchanan noted that very little attention had been paid to the
structures of service delivery arrangements (his term was "institutional
arrangements') that would contribute to the maintenance of public goods
and sarvices once they were supplied. He suggested that substantial
payoffs might accrue from such attention. '"More effective usage of

facilities" resulting from careful attention to rules designed to



prevent erosion would improve public service delivery more than
"enlarging the quantities of the facilities thomselves®™ (19701 o9y,
Some suggestive material can be drawn from literature on the
design of public facilities that bears on rules for use of public
facilities and services as they impinge on joint consumption ({see

also Oakerson, 1978; Ostrom, 1973). Oscar Newman, in his hook,

Defensible Space, identifies architectural design procedures wherchy
a groﬁp of consumers can relate to a common area as an extension of
their propertiés and, thus, can come to "set the norms oif behavior
and the nature of activity possible within a particular place"
(1973: 2). He argues that design features .can take advantage of

the "latent territoriality and sense of community" of individuals in
public housing projeéts such that they will take responsibility fox
maintaining the common good. Earlier, Jane Jacobs advanced a similar
argument with respect to street patterns and land usage in city
neighborhoods. She noted the necessity for "eyes upon the street,
eyes belonging to those we might call the natural proprietors of the
street" (1961: 35). These were essential if pedple were to be safe
when using public streets and sidewalks.

The common ingredient in both Newman's and Jacobs’ discussions
is the need to foster a sense of proprietary interest among a group of
consumers with vrespect to common property. They must be able to
recognize their common interests in preventing the erosion of the
commoi good and must feel empowered to take action to prevent such

erosion.51 They must feel individually that they should act to protect

the common good and have the expectation that others in their group

will support them in such actioms.




Olson's discussion of small groups points out that as groups
get larger, voluntary provision of public goods becomes less likely
(1965). Similar dynamics with vespect to maintenance could be expected.
Important additional considerations include group homogeneity,
frequency of interactions with respect to the common property, and,
perhaps even more important, frequency of interactions with respect
to things other than the common property. Oakerson refers to mutuality,
reciprocity, and re-establishment of community as important elements
preventing the erosion of public goods (1978).

With respect to the structure of sevvice delivery arrangements as
it affects the potential for erosion of a public facility or service,
then, important considerations are the concentration of consumer groups
and the composition of such groups, their homogeneity or heterogeneity.
Also important is the spatial orientation of consumer concentrations
with respect to the location of common facilities and services. It is
useful in this regard to align users of a common facilitf or service
into consuming units coterminous wii.: the domain of the facility or
service in question. This is important with respect to financing and
provision of public goods and services (Olson, 1969; Ostrom, Tiebout,
and Warren, 1961). It is probably equally important with respect to
their maintenance (Oakerson, 1978).

The last consideration with respect to consumer conduct is whether

consumers have incentives to engage in beneficial coproductive activities.

Some relatively inexpensive consumer activities might have substantial
cost or effectiveness payoffs for public service delivery. If drivers,

for example, always removed their keys from their automobiles when
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leaving it unattended, the incidence of auto theft and the cost of

attempting to recover stolen vehicles would drep mosledly. 1§ citizens
call police when they see something suspicious in their neishborhoods, : ‘ ’3
police activities aimed at apprehending burglars may be wmuch nore
effective. If consumers of waste disposal services ave wiliine (o

separate some components of their wastes prior to disposal, thev may

greatly reduce disposal costs and make recycling ef{forts eifeetive. ,h

i

The structure of service delivery arrangements may discounroge
coproductive activities, however. If a person is not chavged tor
efforts aimed at recovering his stolen vehicle, and is otherwise
insured against its loss, he may take no copnizance of the socicial
costs of leaving a key in the ignition. If services are supplied hv
large, professional production units, citizen coproduction may be
discouraged. Indeed, budget-maximizing producers have a direct
incentive to discourage coproduction if it makes a noticeable change
in their cost of production.32 Police or educational professionals
may, for example, characterize citizen coproductive acts as inter-
ference in their assigned missions. Or they may, at best, treat it
as a mixed blessing, not really hurting anything, but certainly not
affecting their costs or their output. By doing so they probably

discourage a great deal of otherwise available coproductive effort.

Performance in Public Sexrvice Industries

Suppose two different structures of service delivery arrangements

" operate to supply one aspect of public safety, minimization of risk of




heing mugged on the sidewalk, for example. Suppose further that these
two structures operate in identical environments, identical in terms
of all environmental factors relevant to muggings. Suppose finally
that the incidence of muggings is one per yeai in the area supplied
by one structure and 100 per year in the area served by the second.
Which structure leads to bhetter performance? Is it the ome with the
dramatically lower rate of muggings? Unequivocally so?

Add another supposition., In the arca with a low rate of muggings,
police ergage in extremely aggressive patwol. Any youth or minority
group member of any age encouniered on the street is taken to police
headquarters for extensive questioning., In the second area this is
not common practice. The difference in conduct can, by assumption, be
attributed directly to the difference in the structure of service
delivery arrangements. Now which structure leads to better performance?

The example, I hope, illustrates several points. First, the
performance of a given service delivery arrangement is not the same
thing as the output of the service supplied. Second, it is necessary
to specify criteria by which to measure performance. Third, criteria
may be brought to bear on things other than service output. Finally,
different persons might be expected to bring different criteria to
bear when discussing performance.

In order to discuss intelligently whether one structure of service
delivery arrangement is conducive to better performance than anbther
structure, two things are needed, First, one needs an array of the
consequences that are likely to result from the uée of each structure.

Second, one needs an array of criteria that are to be applied to those
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consequences in the determination of which consequences are cvaluated (W
as '"better! (McKean, 1958). Conscquences that are relevant to “;)
discussions of performance are not limited to the intended outputs
of any particular public service industry, but must inciude consideration
of conduct and unintended outputs as well (Ostrom, 1079 Connolly ol
Deutsch, 1978).

In the example used at the beginning of this section, velevont
outputs include the mugging rate in the two altornative structinees,
but, at a minimum, also include consumer attitudes toward the police,
These attitudes might be valued as consequences in themselves or as
precursors to more or less favorable consumer activity with respect (o
policing in the future. Conduct of the police in the two different
structures is an important consequence to include if criteria bearing
upon due process and protection from illegal detsntion are used. :
Any consequence of the structure of a service delivery arrangement, <i)
including intended or unintended outputs and intended or unintended
conduct, is relevant to a discussion of the performance of that
structure if any individual or group of individuals, employing ono
or more performance criteria, would recognize 2 change in 2 measure
of that consequence as indicating a change toward better or worse
performance according to any of the criteria.ss Attention to the
likelihood that different individuals or groups may bring‘different
criteria to bear on the same phenomena is important in avoiding sub-
optimizations based on the consequences and criteria of one or a few

participants. As V, Ostrom indicates, for example, "producer efficiency

in the absence of consumer utility is without economic meaning" ({1973: 62).
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wwiteria that might be brought to bear in assessing the performance
of alternative structures of service delivery arrangements are legion,
Cowpbell, et al., in a Wide~ranging survey of literature on organizational
effectiveness, identies some 26 distinct criteria that have been
employed (1974). These include familiar criteria such as effectiveness,
productivity, efficiency, and profit, but include others, such as
absenteceism, conflict/cohesion, flexibility/adaptation, and internaliza-
tion of organization goals, that may be less familiar., Even this
extensive list does not include criteria that may be important in
public industry studies. In such studies, criteria like equity of
output distribution, compliance with legislative and constitutional
mandates with respect to conduct, and responsiveness to consumer
preferences can be coequal in the minds of many with concerns for
effectiveness, efficiency, or productivity.

Performance assessment is inherently normative and is usually
political. The choice of activities and consequences to measure and
the specification of cxiteria to be upplied to them in assessing
performance are not independent of the values held by fhose choosing
and specifying. Further, the criteria applied, even by the same
individual, but especially by different individuals, may be incapable
of being made commensurable. That is to say, for example, that a
criterion such as fairness in trials cannot be mechanically traded-off
against a criterion such as efficiency in disposing of a court's caseload
(Reich, 1877). The values brought to bear in making any such trade-off
are likely to be different as a function of one's current or anticipated

future position in the delivery of court services. Moreover, those




vho anticipate no direct contact with the delivery ot court servives
may still hold diverse values with respect to vourt pyocedures ond
their consequences.

Despite the normative nature of specifying performance eyriteria,
it may be poseible to advance several on which common apreement wonld
be found. I suggest as a minimum set that responsivenens, efticicncy,
and equity aie important criteria to apply to the output and ihe coiwdues
of any public service industry. Procedural regularity is un importost
additional criterion for assessing conduct,

The structure of service delivery avrangements for a public seeviee
industry should be such that the industyy is responsive to consumer
preferences. Consumers band together to form collective consumpiion
units to secure goods and services via a public service industry vhere
private market structures have failed to supply them or have supplied
them inefficiently. If the industry does not deliver the preferred
goods and services at prices the consumers are willing to pay or, ai
least, to come closer to their preferred quantities, qualities, and
prices than market arrangements, the efforts involved would seen wasted.
Responsiveness as a criteria of performance subsumes adaptability also,
as consumers and their preferences change with time, and industry outpui

ought to track these changes.

Fery
ae bl

qaate

E. Ostrom defines the responsiveness of a given structuve of sery
delivery arrangements as, '"the capacity of those who are acting within
the constraints of a set of decision rules to satisfy the prefercnces
of other individuals who are dependent upon these institutional arrange-

ments to gain soumething of value" (1975: 274)., She refers to incentives

o
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to satisfy preferences as well as capacity. This usage is consistent
with my own and, I believe, with Pitkin's discussion of political
vepresentation in representative government. Pitkin emphasizes the
requirement for "institutions that are designed to, and really do,
secure a government responsive to public interest and opinion® {1967:
234). Responsiveness does not require that participants pursue the
interests of consumers altruistically. Their motivation may be pure
gelf-interest. But, the incentives and constraints should be such that
their pursuit of self-interest results in activities and consequences
that are closely related to the preferences of consumers.

Service delivery arrangements should be efficient also. Following
Simon, '"the efficiency of 2 behavior is the ratlio of the results obtain-
able from that behavior to the maximum of results obtainable from the
behaviors which are alternative to the given behavior" (1961: 179).54
Efficient production requires accurate information about the transformation
of inputs intv services, the production function. It also requires
information about the re¢lative prices of inputs and the budgetary
constraint under which a producer operates.35 Inefficiency in public
service delivery arrangements may result from information deficiencies
in both areas. Production functions may be concealed to increase
producer felixbility, thus fostering technical inefficiency. Monopson-
istic purchase of inputs, or preferences for inputs that operate with
partial independence of their relative prices, may lead to price
inefficiency. Moran suggests an important additional information
requirement, posing a third source of inefficiency in public service

delivery arrangements. This is knowledge of the transformation between




services produced and their benefit to consumeprs (19773 coe alse <@
L
)

Bradford, Malt, and Qates, 19¢9). In coses whore cousumers may hove -

little option but to take as given whatever a producer supplivs, 1t

may be very difficult to obtain information to meet this latter

re- ‘rement.36

Providers and consumers may also contribute to incfficiencies

in public service delivery arrangements. Providers may fail to tale

advantage of low cost means for obhtaining information on consumer

preferences and valuation of output (e.g., user chargesy. They may

not pursue information on imput factor prices or supply and prodocyion

relationships (e.g., through competitive bids or monitoring}l, velying

instead on single source supply from their own bureau. Consumers may

contribute to inefficiency by failing to supply coproductive activities

or by the use of services in ways that degrade them for other users. CT}

Service delivery structures should fester equitable distributions h

of activities and consequences. Equity has any differing meanings in

contemporary use. It can refer to: (1) equality of inputs for service

producfion; (2) proportioning of inputs to tax or other contvibutions;

(3) equality of‘se:vice outputs; (4) proportioning cf outputs to tax

or other contributionsy (5) equality of outcomes or benefits received;

(6) proportioning of outcomes to tax or other contributions; or (7)

limitation of the allowable ranges for distributions of inputs, outputs,

or outcomes. Any of these meanings might be applied at the level of

individuals, or to groups of individuals aggregated by social, economic,

37

geographic, or other criteria.

If a choice among these several meanings of equity in service

delivery were made by the average consumer, the plurality choice
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might well be the third meaning, equality of service outputs. For

many services that are publicly supplied, it may be just this preference
for equality ian the distribution of outputs or, at least, a strong
preference for limiting the range of service outputs, that leads to

the establishment of public provision arrangements (Margolis, 1968).
Certainly one explanation for the ubiquity of public education delivery
arrangements is a preference by a large majority that all potential
students receive some specified minimum amount of educational outputs.

' In a study of the performance of any given industry, however, it
is preferable to apply multiple meanings of equity simultaneously.
Miller demonstrates that use of any single meaning is biased from the
perspective of other meénings (1977;. Therefore, the use of multiple
meanings of equity in a given analysis is more likely to be politically
neutral., This use of multiple perspeciives for viewing equity should
offer valuable insight into internal operations of the industry as
well (e.g., Levy, Meltsner, and Wildavsky, 1974; Linebexrry, 1977;
Jones, 1977). '

Procedural regularity is a criterion that focuses on the extent

to which the conduct of all elements in the industry respects the

rules governing the service delivery arrangements. It is broader than
legal compliance in that it includes attention to customary or traditional
rules as well as laws. Procedural regularity does not require that
participants act in accordance with rules out of their innate goodness.
Rather, it measures the extent to which the incentives and constraints
embedded in the structure of service deliver& arrangements act to motivate

participants to particular patterned behaviors, that is, those behaviors




consistent with the rules. Where gross deviations oceur, it is likely -
O
to be a result of a poorly designed structure, and not the cupidity
of participants.
Other criteria might be advanced as well. Aspects of effectivencss
or productivity, for example, are embedded in the eriteviou of officionc .
That is, it would not be possible for a structure to be efficient in
an economic sense without simultzneously being effective and produciive.
Fiscal compliance is simply one aspect of procedural regularityf
Satisfaction, at least of consumers, is subsumed by responsiveness.
It may be important for some purposes to include criteria that focus
on attitudes and behaviors of participants, independent of their servieo
delivery implications. Criteria such as morale, turnover, or abseniceism
among producer employees, for example, are subsumed by efficiency and
responsiveness as far as their implications for conduct and output. (z}
But they may be valued independently by some individuals and, thus,
stand as additional criteria of performance. For purposes of the
present study, however, I will focus particularly on responsiveness,

efficiency, equity, and procedural regularity.

The Industry Approach Appiied

The application of criteria in assessing performance requires the
prior measurement of activities and comsequences. While it is possible
to discuss criteria without specifying the industry of interest, it
is generally not possibie to do so for activities and theiz consequences.,
Industry-specific procedures and time and place information provide the

sources for the activities and consequences of interest.




53

In this study I attempt to use the framework of a public service
industry to analyze the structure, conduct, and performance of one
particular industry. First, however, in Chapter Two, I will elaborate
a model of the production process of public industries. This process
is sufficiently more complex then the production functions of private
industries to warrant this additional attention. In Chapter Three,
then, I will use the industry framework and this production process
model to organize the theoretical arguments over the structure of one
public industry, the delivery of police services, with particular focus
on their delivery in residential neighborhoods. I will attempt to
velate the recommendations of the many would-be reformers of American
policing end the arguments of critics of reform to the industry frame-
work, showing how they have argued that structural changes would affect
conduct and, thus, performance. Chapter Four presents the data base
for the empirical chapters. I discuss the difficulties in linking
structure and performance empirically in studies of public industries,
The requi&ements‘of studying a number of different organizational forms
and of obtéining in-depth evidence for each may best be met by combining
multiple data sets. in the chapter, I describe two sets that are used
together for much of the analysis in the following chapters.

Chapters Five and Six present empirical evidence of structure to
performance linkages. Chapter Five relates the structure of police
service delivery arrangements to the conduct of police service producers,
measured by their deployment patterns. Police deployment, then, is
related to performance measured by patrol frequenciés and by response

capability. Differences in these are perceived by consumers and are



reflected in their assessments of police performance. Chapter Six
explores several more linkages. DProducer supply decisions are related CZ)
to consequences for consumers in instances of criminal victimization.
Measures of consumer concentration are then linked to consequences
measured by spillovers of crime between jurisdictions and spillovers
in police officer attitudes within jurisdictions. Consumer concent vativg
is also relaﬁed to consumer perceptions of the responsiveness of theiv
service delivery arrangements.
Chapter Seven presents a summary of the evidence of Chapters Vive
and Six, showing that in the police industry, at least, structuve does
affect performance. Several directions for additional research using
the publiﬁ service industry approach for the study of policing are
suggested. Suggestions for industry studies of additional public
services are made also. An avgument for the use of comparative research
methods in such studies is presented, contrasting the possibility of CZ)
gains using these methods to claims made for experimental or evaluative

research.




@ FOOTNOTES FOR CHAPTER ONE

166dwin and Shepard point out the important distinction between
these questions in their article, "Political Processes and Public
Brponditures' (1976).

ZTwo earlier studies of expenditure determinants are sometimes
cited. These two, Beroltzheimer (1947) and Colm (1935), do not seem
to have "caught on' as starting points for other students of expenditure
determinants. Most of the latter trace their roots to Fabricant (1952).

3Prcmi,nent among those critiquing the ad hoc nature of expenditure
determinants research are Miner (1963), Fisher (1964), Siegel (1968),
Hirsch (1968), Melstner and Wildavsky (1970}, Dajani (1973}, and
Scott (1976). As Scott notes, such criticism has become de rigeur
(1876: 53).

4A good review of much of this research may be found in Hofferbert
(1972).

sThe quintessential statement of the findings of such research is
by Dye, ". . . political variables do not cmu.c for much in shaping
public policy'" (1966: 297).

6Those who have critiqued the ad hoc nature of the work of political
scientists in this area include Jacob and Lipsky (1968), Clark (1969),
Fry and Winters (1970}, Uslaner and Weber (1975), Godwin and Shepard
(1976), Swant (1977), and Frey and Pommerehne (1978).

7Two other very important assumptions focus on measurement error
and upon the intercorrelation of the influences. To compare the
importance of two concepts in accounting for variance in a third, each
concept must be measured with equivalent accuracy. In a situation where
two concepts are, in reality, of equal importance, one more accurately
measured will appear more important through the mathematics of the
statistical calculation. This assumption applies to concepts, thus
requiring accurate operationalization as well as accurate measurement.
Hanushek and Kain, for example, fault the Coleman Report (Coleman,
et al,, 1966) for major operationalization errors with respect to the
concept 'schools.'" This, they argue, suggests that the no school effect
finding in the Report was partially an artifact of poor operational

_ indicators (1972).

Intercorrelations among measures of two (or more) influences make
it impossible to separate their relative importance. This is obvious
in a case of perfect correlation among two influences, one could easily
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be substituted for the other in any statement of importance. It p
remains true for less than perfect intercorrelation. ‘The fact thar iij
computation of presumed "importance" indicators, sneh as standardized -
regression coefficients or changes in variance, i¢ pessibie in the

absence of perfect correlation should not lead analvats to bellieve that

the practice has any substantive meaning. Clear exampies of' the

difficulties in such cases are available in Darlington (19081 or

Duncan (1970).

8 . . . . . .
Godwin and Shepaxrd (1976} provide a brief roview o o pumlor of
studies adopting this point of view.

9Ashford (1978) critiques previous researchers for not using o
definition of structural effects that is similar to Prooworshi and
Teune's statement of system effects.

1OThe data bases for these studies are quite different. Fried
examines a cross-section of cities while Frey and Pommerehne omamine
national policy longitudinally. Direct comparison of findings is thus
unwarranted for making substantive statements. It is done heve to
offer an example of the advantage of thecorv--rsed analyses in anuthey
setting than the American context of most such research. Frey and
Pommerehne's analysis would have been even more germane to this discussion
had they explicitly considered whether the relationship between the
state of the economy and government expenditures changed as different
parties were in power, using an interactive rather than an additive <:}
model. : -

11Summers and Wolfe's work is useful in that it draws upon data
for the influence of school factors as received by individual students.
They are able to avoid the (often implicit) assumption that all studenis
in a given school or district receive equivalent school inputs.

12Recent methodological statements by several authors have made a
similar point. See, for example, Wright (1976), Miller (1977), and
Stonecash (1978).

15Politica1 scientists studying policy determinants have often
referred to David Easton's ''systems analysis'' as the framework under-
pinning their work (BEaston, 945). This underpinning is ravely
developed, however.

14An early suggestion of the applicability of industrial organization
concepts to the public sector can be found in Ostrom, Tiebout, and
Warren (1961). More detailed discussions of this application include
Ostrom and Ostrom (1965) and, most recently, Ostrom and Ostrom (1878).
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IJBrand overvisws of the industrial organization framework may
he found in Bain (1959: Chapter 1) and in Caves (1977: Chapter 1).

lﬁA?guments over why markets may be inefficient or fail in the
supply of particular goods and services have been common among
geonomists and others. DBowen offered an early discussion in the
American literdture (1943). Samuelson (19544 1955}, Bator (