
http://pfr.sagepub.com
Public Finance Review 

DOI: 10.1177/1091142105283576 
 2006; 34; 173 Public Finance Review

Dean Stansel 
 Interjurisdictional Competition and Local Government Spending in U.S. Metropolitan Areas

http://pfr.sagepub.com/cgi/content/abstract/34/2/173
 The online version of this article can be found at:

 Published by:

http://www.sagepublications.com

 can be found at:Public Finance Review Additional services and information for 

 http://pfr.sagepub.com/cgi/alerts Email Alerts:

 http://pfr.sagepub.com/subscriptions Subscriptions:

 http://www.sagepub.com/journalsReprints.navReprints: 

 http://www.sagepub.com/journalsPermissions.navPermissions: 

 © 2006 SAGE Publications. All rights reserved. Not for commercial use or unauthorized distribution.
 at FLORIDA GULF COAST UNIV on April 13, 2007 http://pfr.sagepub.comDownloaded from 

http://pfr.sagepub.com/cgi/alerts
http://pfr.sagepub.com/subscriptions
http://www.sagepub.com/journalsReprints.nav
http://www.sagepub.com/journalsPermissions.nav
http://pfr.sagepub.com


10.1177/1091142105283576Public Finance ReviewStansel / Interjurisdictional Competition

Interjurisdictional
Competition and Local
Government Spending in
U.S. Metropolitan Areas
Dean Stansel
Florida Gulf Coast University, Fort Myers

Using a new comprehensive data set of 314 U.S. metropolitan areas (or all
metro areas for which comparable historical data were available), this article
provides a new test of the Leviathan hypothesis that there is an inverse relation-
ship between fiscal exploitation and the amount of interjurisdictional competi-
tion. Unlike much previous work, this article focuses on the local level, where
the residential mobility that drives that interjurisdictional competition is at its
highest. Consistent with the Leviathan hypothesis, the results indicate that
there is a negative relationship between interjurisdictional competition and
spending growth, and this result holds for two different measures of spending
and three different time periods. However, the results for spending levels are
less supportive.

Keywords: interjurisdictional competition; Leviathan; local government;
decentralization

1. Introduction

Brennan and Buchanan’s (1980) Leviathan hypothesis states that “total
government intrusion into the economy should be smaller, ceteris paribus,
the greater the extent to which taxes and expenditures are decentralized”
(p. 185). The idea is that citizen mobility is greater at the local level than at
the national level; thus the Tiebout (1956) mechanism allows them to “vote
with their feet” by choosing a residential jurisdiction that closely matches
their preferences for local public goods and services. A multiplicity of local
communities provides for interjurisdictional competition that can constrain
the monopoly power of government. As Brennan and Buchanan described it,
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“The potential for fiscal exploitation varies inversely with the number of
competing governmental units in the inclusive territory”(p. 180).1

An empirical test of this theory requires a definition of the market in
which the competition is alleged to take place. The metropolitan area concept
is intended to define the local labor market. Residential mobility should be
highest when moving does not require finding a new job. Thus, mobility
should be higher within local labor markets than within individual states or
nations. Because mobility is greatest at the local level, the effects of
interjurisdictional competition should be most evident at the level of the met-
ropolitan area. This article provides a test of the Leviathan hypothesis using
data from U.S. metropolitan areas.

Although a substantial amount of empirical work has been done to test the
Leviathan hypothesis, there is still no consensus on this issue. However,
some work has focused strictly on a national-level analysis.2 Among the
subnational-level empirical tests, the findings have been generally support-
ive of the theory of a negative relationship between the amount of interjuris-
dictional competition and fiscal exploitation (Wagner and Weber 1975;
Sjoquist 1982; Schneider 1986, 1989; Nelson 1987; Zax 1989; Eberts and
Gronberg 1990). Oates (1985) and Forbes and Zampelli (1989) are notable
exceptions.

Oates’s (1985) measure of the number of competing jurisdictions was the
total number of local governmental units in each state, a variable that
included a large number of single-function special districts, many of which
do not have taxing authority and have no full-time employees. Residents’
ability to vote with their feet is greater in regards to general-purpose govern-
ments (e.g., counties, municipalities, and townships) than it is in regards to
such small single-function governments with overlapping jurisdictions. Fur-
thermore, to account for widely varying sizes of different areas, the number
of governments is typically divided by population, but Oates did not do this.
Forbes and Zampelli’s (1989) measure of the number of competing jurisdic-
tions was the absolute number of county governments within a metropolitan
area, and they too did not adjust for population size. Furthermore, by exclud-
ing municipal and township governments, Forbes and Zampelli did not
include all general-purpose local governments. In addition, their data set is
considerably smaller than others, representing only 345 counties located in
157 SMSAs, so that their approach may produce results that are not broadly
applicable to all metro areas.

This article utilizes a new, expanded data set that consists of all 314 U.S.
metro areas for which comparable historical data are available. The next sec-
tion describes the data set and provides an empirical model that will be used
to test the Brennan and Buchanan (1980) hypothesis of an inverse relation-
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ship between the number of competing governments and the level of fiscal
exploitation. The econometric results from those tests are provided in section
3. Section 4 provides concluding remarks.

2. Data and Model Specification Issues

This empirical analysis examines all 314 U.S. metropolitan areas for
which comparable historical data are available; only 13 metro areas were
excluded. (The appendix provides a detailed discussion of the data sample.)
To measure the amount of fiscal exploitation, I examine both the level and the
growth of local government expenditures in metro areas.3 The idea is that
budget-maximizing bureaucrats (Niskanen 1971, 1975) in areas with fewer
competitors will have a greater ability to exploit their citizens through exces-
sive spending levels or excessive increases in spending. To allow for substan-
tial variation in spending growth, I examine data for the period 1962 to 1992.
To examine the robustness of those findings and explore shorter-term effects,
results are also provided for 1962 to 1982 and 1982 to 1992. The spending
levels utilized are for 1962, 1982, and 1992.4

Controlling for the substantial differences in the size of the metro areas’
populations and economies is essential to make meaningful comparisons of
the levels of spending in metro areas. To do that, government spending fig-
ures are typically expressed as a ratio of one of two economic variables: pop-
ulation or personal income. Per capita government spending accurately
reflects the amount of spending per person. However, a per capita spending
level of, for example, $2,000 will mean something much different to resi-
dents in a poor area like El Paso, Texas (with a real per capita money income
in 1989 of $11,000) or Hattiesburg, Mississippi ($12,000) than in a wealthy
area like San Francisco ($26,500) or West Palm Beach, Florida ($24,000). In
the poorer areas, a per capita spending level of $2,000 will represent about 17
percent of income, whereas in the wealthier areas that will be less than half as
much, only about 8 percent of income. Thus, by adjusting for the wide varia-
tion of income levels across metro areas, the second ratio (or government
expenditure share of income) better reflects the level of government spend-
ing. Nevertheless, to measure the level of fiscal exploitation in metro areas, I
use both the local general expenditure share of money income and real per
capita general expenditure (as well as the growth in the log of each of these)
as my dependent variables.5

The main independent variables of interest are the proxies for interjuris-
dictional competition within metro areas. The most often used measure of
interjurisdictional competition is the number of general-purpose govern-
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ments (county, municipal, and township governments). The data on the num-
ber of governments are available from the U.S. Census Bureau in its Census
of Governments, collected every five years.6 To account for widely varying
sizes of different metro areas, the number of governments is typically divided
by the population. Since the number of general-purpose governments pro-
vides a measure of the number of suppliers of general local government ser-
vices available in a given metro area, a greater number of them imply more
interjurisdictional competition. The central city share of the metro area pop-
ulation is another proxy that has been used in previous work, and it provides a
measure of the extent to which the central city (or cities) dominates the mar-
ket for local government services.7 A larger central city share implies less
competition. I follow the convention in prior studies by using the following
two independent variables: the number of general-purpose local governments
per 100,000 residents and the central city share of metro area population.

While it is not a direct proxy for interjurisdictional competition, one other
variable that is sometimes included (and is included here) is the number of
special-district governments. Since special-district governments are often
overlapping and each tends to provide a single function, a greater number of
these does not produce more interjurisdictional competition. Thus, this vari-
able does not provide a direct test of the Leviathan hypothesis. In contrast to
general-purpose governments, the number of special-district governments
per 100,000 residents is expected to be positively related to spending levels
and spending growth. One reason is that special-district governments tend to
provide functions for which there are substantial economies of scale (e.g.,
water supply and sewerage). To reap the benefits of those economies of scale,
these governments need to be large. Having a larger number of special-dis-
trict governments per 100,000 residents would tend to reduce efficiency and
thus would lead to higher spending. Furthermore, there has been a rapid
increase in the number of special-district governments in recent decades.
This can in part be explained by the desire of state and local politicians to cir-
cumvent the increasing number of spending, revenue, and debt limitations on
general-purpose governments. Establishing a special-district government
can often allow local governments to increase spending without exceeding
those limits.

Government spending decisions can be influenced by differing taxpayer
preferences or differing costs of providing government services. Various
control variables are used to account for those differences. Following the
practice of the literature, the control variables are the initial level of govern-
ment spending8 (1962 or 1982), the intergovernmental revenue share of total
local revenue (1962 or 1982), the log of population (1960 or 1980), popula-
tion density (1960 or 1980), the previous decade’s growth in the log of popu-
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lation (1950-1960 or 1970-1980), real per capita money income (1959 or
1979), the percentage of families earning less than $3,000 (1959), the per-
centage of families below poverty level9 (1979), the percentage of population
(aged twenty-five and older) with sixteen or more years of school (1960 or
1980), the unemployment rate (1960 or 1980), the manufacturing sector
share of total employment (1960 or 1980), and fifty state dummy variables
(the omitted “state” is the District of Columbia). Table A1 in the appendix
provides summary statistics for all variables.

3. Regression Results

3.1. Regression Results: The Impact of Core Variables on
Spending Levels and Growth

As a benchmark for comparison, Tables 1 and 2 show the ordinary least
squares (OLS) regression results from a specification that includes only the
conventional set of control variables. To account for heteroskedasticity, all
the models in this article are estimated using White robust standard errors.

It is surprising that the intergovernmental revenue share was found to have
a negative impact on spending levels and growth. However, this is consistent
with some of the previous literature (e.g., Schneider 1986; Forbes and
Zampelli 1989; Zax 1989). One possible explanation is that the intergovern-
mental revenues are in part being used as a substitute for local resources
(Forbes and Zampelli 1989). The population density results are also a bit
puzzling—it is found to be statistically significant in opposite directions for
different time periods and for different measures of spending levels.

3.2. Regression Results: Interjurisdictional Competition and
Local Government Spending Growth

A negative coefficient on the variables measuring the number of general-
purpose local governments would be consistent with Brennan and Buchanan’s
(1980) theory of an inverse relationship between interjurisdictional competi-
tion and fiscal exploitation. However, for the central city concentration vari-
able, a positive coefficient would be consistent with that theory.

Table 3 shows the results for spending growth when the variables measur-
ing interjurisdictional competition are added to the core model of section
3.1.10 Here the dependent variables are the growth in the log of the general
expenditure share of money income and the growth in the log of real per
capita general expenditure over the periods 1962 to 1992, 1962 to 1982, and
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1982 to 1992.11 The coefficients for the control variables generally all retain
the same signs, magnitudes, and significance levels.

The total number of general-purpose local governments per 100,000 resi-
dents was found to have a negative relationship with local government spend-
ing growth in all six of the models (i.e., for both measures of spending growth
and all three time periods). Four of the six coefficients were statistically sig-
nificant. These findings are consistent with the view that an increase in com-
peting jurisdictions restrains fiscal exploitation. For example, a one-standard-
deviation increase in the number of local governments per 100,000 residents
in 1962 (16.122) was associated with a 4.4 percentage point decline in the
1962 to 1992 growth of the local general expenditure share of money income.

To put these results in perspective, suppose that Lincoln, Nebraska, or
Springfield, Illinois—the two metro areas surrounding the median 1960 pop-
ulation of 155,530—had increased their number of local governments per
100,000 residents by one standard deviation (equivalent to an increase of
about twenty-five local governments in these areas).12 The results suggest
that, due to the slower growth in local government spending, the local gov-
ernment spending share of money income in Lincoln and Springfield would
have been about 0.71 and 0.47 percentage points lower in 1992. The per
capita level of local government spending would have been about $100 lower
in Lincoln in 1992 and about $70 lower in Springfield.

The central city share of metro area population was found to have a posi-
tive relationship with local government spending growth in all six of the
models (i.e., for both measures of spending growth and all three time peri-
ods). Five of the six were statistically significant. These findings are consis-
tent with the view that an increase in interjurisdictional competition restrains
fiscal exploitation. For example, a one-standard-deviation increase in the
central city share of metro area population (0.184) in 1960 was associated
with a 4.6 percentage point increase in the 1962 to 1992 growth of the local
general expenditure share of money income.

Suppose that the city of Lincoln or Springfield had annexed surrounding
suburbs and thereby increased the central city’s share of metro area popula-
tion by one standard deviation (18.4 percentage points). The results suggest
that, due to the faster growth in local government spending, in 1992 the local
government spending share of residents’ money income in Lincoln and
Springfield would have been about 0.77 and 0.51 percentage points higher.
The per capita level of local government spending would have been about
$110 higher in Lincoln in 1992 and about $80 higher in Springfield.

The number of special-district governments per 100,000 residents was
found to have a positive relationship with local government spending growth
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in five of the six models. However, only one of those five coefficients was sta-
tistically significant.

3.3. Regression Results: Interjurisdictional Competition
and Local Government Spending Levels

Table 4 shows the results for spending levels when these variables are
added to the core model described earlier. Here the dependent variables are
the general expenditure share of money income and real per capita general
expenditure in 1962, 1982, and 1992. The coefficients for the control vari-
ables generally all retain the same signs, magnitudes, and significance levels.

The total number of general-purpose local governments per 100,000 resi-
dents was found to have a negative relationship with local government
spending in four of the six models (i.e., for both measures of local govern-
ment spending in 1982 and 1992). However, none of those were statistically
significant.13 For 1962, the coefficients were positive, but smaller in absolute
value and even less significant.

The central city share of metro area population was found to have a posi-
tive relationship with the level of spending in four of the six models. How-
ever, the relationship was statistically significant only for real per capita gen-
eral expenditure in 1992. That result indicates that a one-standard-deviation
increase in the central city share of metro area population in 1990 (0.197)
was associated with a $70 increase in real per capita general expenditure in
1992. This finding is consistent with the view that an increase in competition
restrains fiscal exploitation. For 1962, the coefficients were negative, but
smaller in absolute value and less statistically significant.

Since spending levels can largely be explained by differences in tastes,
the effect of interjurisdictional competition on spending levels would be
expected to be weaker than the effect on spending growth. This could in part
explain the insignificant coefficients for the spending level regressions in
combination with the mostly significant coefficients for the spending growth
regressions. This stronger impact of the differences in tastes can be seen in
the fact that seven of the nine control variables were more statistically signifi-
cant for spending levels than for spending growth.14

The number of special-district governments per 100,000 residents was
found to have a positive relationship with local government spending in all
six of the models (i.e., for both measures of local government spending in all
three years). Four of the six coefficients were statistically significant. This is
consistent with the findings in previous research (e.g., Nelson 1987; Zax
1989; Eberts and Gronberg 1990) and supports the view that special-district
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governments are established to reap economies of scale and to circumvent
fiscal limits on general-purpose governments.

4. Conclusions

Brennan and Buchanan’s (1980) Leviathan hypothesis states that compe-
tition should restrict the ability of governments to engage in fiscal exploita-
tion. Since residential mobility is the primary force driving that competition,
the effects of interjurisdictional competition should be most evident at the
local level. Previous work testing this hypothesis has examined only a subset
of the largest metropolitan areas, so that those results may not be broadly
applicable to all metro areas. To explore this relationship in greater depth,
this article has employed a new comprehensive data set of all 314 metro this
area for which historical data were available. The findings indicate that the
more competitive the market for local government services, the slower the
growth of local government spending, a result that is consistent with the
Leviathan hypothesis. There is also some evidence that the level of spending
is lower in more competitive areas, but the results here are much weaker.

The relationship between the structure of local government and govern-
ment spending has direct relevance to contemporary policy debates. For
example, individuals in Staten Island, New York, and San Fernando Valley,
California—sizable communities within our nation’s two largest metro areas
(New York and Los Angeles)—have recently expressed their dissatisfaction
with the quality of their local government by supporting efforts to detach
from their central city and form new independent jurisdictions. In contrast,
efforts to form consolidated local government are ongoing in numerous
metro areas, including Baltimore and Norfolk, Virginia.

Imagine if dissatisfied residents in Staten Island and San Fernando Valley
had had their way, and the number of local governments per 100,000 resi-
dents in 1962 had increased by one standard deviation. The results in this
article suggest that, due to the slower growth in local government spending,
in 1992 the local government spending share of money income in New York
and Los Angeles would have been about 1.1 and 0.8 percentage points lower.
The per capita level of local government spending would have been about
$190 lower in New York in 1992 and about $130 lower in Los Angeles.
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Appendix
Data Description

The data set includes all 314 U.S. metropolitan areas for which comparable histor-
ical data are available. The data are from U.S. Census Bureau sources.a To provide a
consistent unit of analysis, all metro area data are for the area as defined in 1999.b

Since official metro area boundaries often expand over time, this required collecting
additional data for counties that have been added to individual metro areas over time
and recalculating the earlier metro area totals. In addition, for areas that were first offi-
cially recognized as metro areas sometime after 1960, calculating the metro area
totals required collecting data for each component county in those areas.

The 314 metropolitan areas consist of 255 MSAs (metropolitan statistical areas)
and 59 PMSAs (primary metropolitan statistical areas), as defined in 1999. PMSAs
are the component areas within CMSAs (consolidated metropolitan statistical areas).
For example, San Francisco, Oakland, and San Jose are three of the six PMSAs within
the San Francisco–Oakland–San Jose CMSA. Since CMSAs are fundamentally dif-
ferent from the standard MSAs and PMSAs, they are not considered separately here.
Only their component PMSAs are included.

In the six New England states, the metropolitan areas are defined in terms of cities
and towns rather than counties. As a result, comparable historical data are often
unavailable for those areas. For that reason, the Office of Management and Budget
(OMB) provides alternative county-based definitions known as NECMAs (New Eng-
land county metropolitan areas). Those NECMA definitions were used for ten of the
MSAs and one of the PMSAs examined in this article. The latter refers to the New
Haven–Bridgeport–Stamford–Waterbury–Danbury, Connecticut, NECMA, which
replaces the five PMSAs contained in the Connecticut portion of the New York
CMSA. Unfortunately, the OMB does not provide NECMA definitions for the ten
component PMSAs within the Boston-Worcester-Lawrence-Lowell-Brockton CMSA;
thus historical data for those areas were not available.

Two other MSAs, Albuquerque, New Mexico, and Yuma, Arizona, were excluded
because comparable historical data for those areas as currently defined were unavail-
able due to changes in county boundaries. Anchorage, Alaska, was excluded for simi-
lar reasons. However, with the exception of these thirteen areas for which historical
data were unavailable, every other metro area is included in the analysis. This new,
expanded data set contrasts with those used in previous work, which typically con-
sisted of a subsample of the largest metro areas.

a. Those specific sources were various volumes of the County and City Data Book (1962, 1967,
and 1994), the 1960 Census of Population’s Characteristics of Population, and the 1962 Census
of Governments. The most recent population and per capita income data were downloaded from
the Census Bureau’s Web site (www.census.gov).
b. See U.S. Office of Management and Budget, Statistical Policy Office, “Metropolitan Areas
1999: Lists I-IV,” Attachments to OMB Bulletin No. 99-04, June 30, 1999, http://www
.whitehouse.gov/omb/inforeg/msa-bull99-04.html.
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Notes

1. Epple and Zelenitz (1981) developed a model similar to Brennan and Buchanan’s (1980)
in which the monopoly power of local governments is limited by interjurisdictional competition
but is not eliminated.

2. Oates (1989, 1999) provided a review of some of that literature. For more recent evidence,
see Zhang and Zou (1998) and Jin and Zou (2002).

3. Ideally, I would examine the fiscal outcomes for each individual general-purpose govern-
ment in those metro areas. However, in the case of municipalities, boundary changes frequently
occur, which make historical comparisons impossible. For example, in 1960 the boundaries of
Phoenix, Arizona, encompassed 187 square miles (U.S. Census Bureau’s County and City Data
Book 1967). By 2000, that had more than doubled to 475 square miles (County and City Data
Book 2000). There are no historical data for the individual unincorporated areas that were added,
so there is no way to go back and calculate the 1960 figures for the city as currently configured.
Since the data are not available to make historical comparisons of the fiscal outcomes in the many
individual general-purpose governments where fiscal decision making actually occurs, the next
best alternative is to examine fiscal outcomes in each local market, thereby aggregating the deci-
sions of all the individual governments in that local market. (The metropolitan area concept is
used to define the local labor market. Since it is a county-based concept, historical data can be
updated when metro area boundaries are redefined.) This aggregation is fairly straightforward
and is consistent with previous literature in this area (e.g., Zax 1989). For example, if the goal was
to examine the effect of competition on the price of bread, one could in theory collect price data in
every local market from every retail outlet that sells bread. Then, after choosing some measure of
competition that would be identical for each retailer in an individual local market, one could esti-
mate the effect that competition has on price or changes in price. Alternatively, one could use an
average price in each local market. Due to data limitations, this procedure is in effect what is
being done here. All else being equal, in a more competitive market, local governments will have
less ability to extract monopoly rents, so that the level and growth of government spending in that
market should be lower. The level of competition is measured at the metro area level, so the fiscal
outcome is also measured at the metro area level.

4. The 2002 spending data from that year’s Census of Governments (vol. 4, no. 5) were still
unavailable as of October 2005.

5. The spending data reported in the Census of Governments (U.S. Census Bureau, www
.census.gov) by county area include all local governments in that county (both general-purpose
and special-purpose governments). (I have aggregated these for each metro area.) It is not avail-
able for the general-purpose governments only. So the metro area general expenditure measure
that I am using includes the general expenditures of both general-purpose and special-purpose
governments in each area. Note that “general expenditure” excludes utility and liquor store
expenditure and employee retirement expenditure.

6. Those are performed in years ending in “2” and “7.” The data for the number of govern-
ments in this article come from the Census of Governments for the years 1962, 1982, and 1992.

7. The official metropolitan area definitions often designate more than one central city for a
metro area. In general, municipalities with populations greater than 50,000 are designated as cen-
tral cities, but the official definition is much more complicated than that. The central city share
measure used in this article is the total population of all central cities in the metro area divided by
the total population of the metro area as a whole.

8. The initial level of spending is used only in the spending growth regressions.
9. The percentage below the poverty level was not available for 1959.

10. As with the core model, all the models in this section and the next section are estimated
using White robust standard errors to account for heteroskedasticity.
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11. Chow test results for the different time periods indicated that the differences across the
two time periods (1962-1982 and 1982-1992) were significant at the 1 percent level, so that I can
reject the hypothesis that the parameter values were the same in the two time periods.

12. The twenty-five refers to the actual number of governments (i.e., not per 100,000 resi-
dents) that corresponds to a one-standard-deviation increase for the median sized metro area.
Thus, the median population of 155,530 was divided by 100,000 then multiplied by the standard
deviation (for governments per 100,000 residents) of 16.122.

13. The variance inflation factors were calculated and did not provide evidence of the pres-
ence of multicollinearity, which could have been one possible explanation for the low statistical
significance.

14. Zax (1989, 565) offered another possible explanation for similar findings of insignificant
coefficients: “If local government hierarchies assign most services with potential scale econo-
mies to single-purpose governments, the efficiency of general-purpose governments should not
depend on their populations. The insignificant coefficient on general-purpose governments per
1,000 capita is consistent with this assignment.”
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