MODULE 5: SPECIAL ISSUES IN THE POLITICS OF LOCAL ECONOMIC DEVELOPMENT: QUESTIONS OF ORGANIZATION
In order to promote local economic development, in order to lay down the conditions necessary for particular projects, and in order to oppose those policies and projects, different agents -- firms, property developers, residents, local governments, etc. -- come together through various forms of organization. This does not mean that the individual can do little outside of organization. The wealthy individual in a neighborhood impacted by new development can accomplish a great deal through hiring a lawyer to challenge what is happening in court. The individual property developer likewise can bring about projects without collaborating with other developers. But the bigger the project to be accomplished or opposed, the more organization on a larger scale becomes important: important as a means of pooling resources including knowledge, imposing rules on otherwise wayward members and the like.

Forms of organization, as we discussed in the last chapter, obviously vary a great deal. One can list, for example: Chambers of Commerce, local governments, neighborhood organizations, coalitions, networks, Manufacturers' Organizations, partnerships of developers, even the single firm can be regarded as a mode of organization. But organization is not straightforward and unproblematic. Typically when talking about organizing for local economic development some major problems are recognized. All have to do with the defects of markets, though we need to be wary of the drawbacks of using that as a starting point since markets themselves depend for their efficacy upon the existence of other modes of social coordination. 

The difficulties that can attach to markets and which can inhibit the local economic development process are threefold: externalities, monopoly, and transaction costs. They do not inevitably accompany commodity exchange but when they do problems arise. Externalities occur where there are what are called uncompensated side-effects subsequent to an act of production or consumption. The smoking chimney is a good example of negative externalities. The production of iron and steel produces large amounts of pollutants which affect health in the surrounding area. But the costs incurred are not debited to the accounts of the firm. Rather it is individual residents who suffer and who have to pay the doctor’s bills. In consequence more iron and steel are produced in that particular place than if the firm had to pay those bills itself, so reducing the profitability of its activities. In other cases the externalities are positive: they provide benefits to others and those others do not compensate the person who bought the good in the first place. This can reduce the incentives for anyone to provide the benefits to begin with since the cost calculus, turns against them if they cannot claim compensation for the beneficial aspects of their activities. Railroads might open a commuter station in a new locality if they could control the use of the land in the immediate vicinity and so obtain access to a healthy revenue stream in the form of rents. But if they are unable to private landowners will be the ones to benefit and this can turn the economics of opening a new station in a negative direction. 

Another problem with markets arises when there is some monopoly in the control of a resource. Monopoly means that the purchasers have no alternative suppliers against whom to play off -- by definition -- the monopolist so that above-normal profits can be achieved. This can be a deterrent to exchange as buyers reduce their purchases of the input in question in favor of less desirable alternatives. 

Finally, and relatedly, markets may fail because there are transaction cost problems. Transaction costs refer to the costs of exchanging. If one is going to buy something then some time has to be devoted to evaluating its valuable attributes; only then can one estimate what it is worth to you in money terms. In some cases this is easy. Boxes of cereals include in their labeling nutritional information. It is also relatively costless to learn -- i.e. acquire information -- as to whether one will like the cereal or not: you purchase a box and try it. In other cases, like buying a house, it is more difficult. It is rare that you will be allowed to live in it 'on approval'. You have to assess the neighborhood, which takes time. You have to hire experts to check out the house's structural qualities or deficiencies and this takes money. 

Additional transaction costs that can stand in the way of exchange taking place refer to the cost of protecting one's rights to what is being purchased, and to policing and enforcing agreements. Again in the case of many mundane consumer goods -- like boxes of cereal -- these costs are likely to be insignificant. In the case of a house, however, the buyer will want to check the validity of the title through a title search. A check must be made for the existence of liens on the property. An agreement may be drawn up between buyer and seller to the effect that the seller will indemnify the buyer for particular defects in the property. But then the agreement has to be enforced. In the case of breach of this contract there are likely to be legal costs. The buyer's claims will be contested as (e.g.) lying outside the terms of the agreement in some respect. Lawyers have to be hired, and so forth. The better course of action may be for the buyer to simply discount what he/she is willing to pay for the property given the uncertainty about its structural soundness and the honesty of the seller regarding disclosure. All of these problems -- the free rider problem, the problem of monopoly, the transaction cost problem -- may not sound very pertinent to the problem of organizing for local economic development, but they are in fact absolutely central.

Externalities

By way of introducing the way externalities can generate problems for local economic development  consider the following examples:

1. Gentrification: There is a neighborhood of old residential structures of some architectural merit close to a downtown which is undergoing something of an office boom. There is a demand for property in gentrified neighborhoods where the properties have been rehabilitated and where there has been some change in the social composition. At present the housing in the neighborhood in question requires considerable rehabilitation. There are also some problems with the current residents: problems of drug use and trafficking, petty theft, and public behavior that does not accord with middle class norms.

The owners of residential properties in one of these neighborhoods are aware of its potential for gentrification and of the considerably higher rents they will be able to obtain if this comes about. However, through their own individual efforts it is unlikely to happen. An individual owner may indeed invest in his/her property in order to make it more attractive and so elicit the bids of a more well-to-do person. The interior may be gutted, the property rewired, the woodwork returned to its former glory. The outside is made to look altogether smarter. A drive is constructed alongside the property and off-street parking constructed in a neighborhood where there is very little. A lot of money is invested in the property.

Unfortunately it is unlikely that our landlord/developer will be able to obtain a return on his/her investment that exceeds what he/she was previously getting on the basis of the lower rent being charged on an un-rehabilitated property. In fact it is very likely that the rate of return will have gone down posing a real disincentive to rehabilitation. So what has happened? In the first place the rehabbing of the property has made surrounding un-rehabbed properties more attractive to renters. A property opposite the rehabbed property will be attractive because it faces something that has been upgraded, and the parking on the street will be at less of a premium since off-street parking has been provided by the owner of the rehabbed property for his/her tenants. So those landlords who did not rehab gain: they can increase their rents but their investment has not changed. They are reaping where they have not sown. The benefits from rehabbing residential properties are, to some degree at least, public.

In the second place, so long as the adjacent landlords do not invest in their properties then our improving landlord will have greater trouble raising his/her rents. Let us assume that the rents can be raised somewhat since the interior of the property has been greatly improved. But because other landlords have not rehabbed their properties the neighborhood still looks pretty depressed and this reduces what people are willing to pay as rent for the rehabbed house. 

The moral of the story seems to be: Why invest in rehabbing when you can get a free ride on the basis of the rehabbing of others? And if you do invest in rehabbing, you had better be prepared for a lower return on your investment than you were getting before since the landlords of the neighboring properties will be looking for something for nothing, and you are providing them with that 'something'. So as a result, gentrification does not take place.

But what if there was some rule through which the investment activities of all the landlords could be coordinated? If they could all be given an incentive to invest in their properties simultaneously then they would provide mutual benefits to each other in the sense that all of them would be in a situation where neighboring properties had been rehabbed and made more attractive to the more affluent renter. As a result rents could go up throughout the neighborhood to reflect not just the money invested in the individual properties but also the public effects of that investment. So it is very likely that all landlords would be better off than under any alternative scenario. But there has to be coordination of their investment activities.

To some degree this may be provided by rules imposed by the local government. Ordinances may be passed placing limits on the external appearance of the houses in the area so that they all have to conform to some architectural and decorating canon attractive to the better off renter or buyer. Similarly the problem of externality effects can be greatly attenuated if there is some concentration in the ownership of the residential properties at issue. A single landlord may own most or a very large fraction of all the houses in a neighborhood. As a result he/she is in a position to impose his/her own rules so as to eliminate or reduce the externality problem. If all the properties fall into single hands then the rule will be: rehab all the properties so as to get the maximum return from the investment. But even if only a fraction of the properties are in single hands it may still be worth applying the same rule since, depending on the proportion you own, you are providing an attractive neighborhood for each of your properties.

2. Public Works Projects Serving the Metropolitan Area: To some degree the economic development of a metropolitan area depends on investment, often public investment, in large projects which serve the whole metropolitan area. Some of these are obvious: an airport, which is periodically upgraded in accordance with increasing demand; a convention center to stimulate the tourism industry in the area; a stadium for a major league sports franchise. Others are less obvious. Individual local governments may have their own water and sewage treatment plants and distribution systems. But there are certainly benefits from having one to serve the whole metropolitan area simply because the economies of scale in their provision are so great. Water and sewage treatment fees can impact on economic development, particularly on certain types of activity like brewing, chemicals and food processing, so this can also be an important consideration.

But in the American case the jurisdictional fragmentation of the metropolitan area results in externality problems analogous to those generated by the fragmentation of ownership in neighborhoods that are candidates for gentrification. This is because this fragmentation is conjoined with an economy which corresponds substantially, both in the scale of the transactions which underlie it and which it generates, to the metropolitan area as a whole. In many respects labor markets, housing markets, retail markets, the markets for services like law and accounting and for some intermediate products and services like custom welding and machining, have to be considered as organized on a metropolitan scale. By this I mean to say that for any customer of (e.g.) legal services or machine shops, for any buyer of furniture, for any worker seeking employment, the metropolitan area circumscribes all the truly substitutable alternatives. 

In consequence of this the boundaries of the local government jurisdictions into which metropolitan areas are partitioned are constantly crossed by people commuting, making shopping trips, moving house from one part of the metropolitan area to another, even shipping intermediate products between different factories or workshops. So while people earn their living in one jurisdiction, they buy a house and therefore pay property taxes in another; and through their shopping trips they may even contribute to the sales tax revenue of yet a third.

This fact of interdependence against a backdrop of jurisdictional fragmentation creates quite serious problems in stimulating local economic development.  A local government may make an investment in, for example, an airport or in attracting in new employment, as through the granting of tax abatements, but not all the payoffs to that investment – in the form of increased tax revenues – will redound to it itself. In fact other local governments in the metropolitan area stand a very good chance of being beneficiaries without making any investment of their own. Furthermore, through their selective land use policies they may manage to cream off many of the desirable effects of new development while leaving the local government that made the investment with the less desirable: the blue collar workers with their lower value housing and hence their lower contributions to property taxes, for example.
 As a consequence the incentives for doing these things are diminished. Not all the benefits can be internalized, but if some other local government does it then 'we' will gain anyway.

Nevertheless, some provision clearly does take place. Airports are constructed and subsidized, as are convention centers in many cases. Likewise local governments have economic development programs. Significantly, however, these are much more likely to be undertaken by the central city – the most populous city in the metropolitan area, that is. The reason for this is quite simple. By virtue of its sheer size the central city is able to internalize a greater proportion of the benefits from an investment in local economic development than are the smaller suburbs. The likelihood, for example, that a person will not only work in the central city but live and shop there is considerably higher than the likelihood that a person will do all those things in a suburb.
 (See Insert 5.1 for a clarification of this logic, though in that instance for private investors).


INSERT 5.1: UNEQUAL STAKES AND THE FREE RIDER PROBLEM
Assume that the hotels and restaurants of a city represent a total investment of $100M; this investment is spread over 80 separate firms/investors (i.e. $1.25M per investor). The rate of return for each investor/firm is 15%.

There is a proposal to build a convention center. It will costs $10M but will raise the rate of return to the hotel and restaurant owners from the current 15% to 25%. For any one investor it's not worth building the convention center since it would reduce the rate of return on total investment to: ($1.25M x .25)/($10M + $1.25M) = $312500/$11.25M = 3%! (i.e. the assumption is that the investor in the convention center gets no direct returns from the center; rather all the returns are indirect in the form of patronage of his hotel). So the only way it could be built is for each investor/firm agreeing to invest $10M/80 = $125,000; this would raise their rate of return from operating their hotels and restaurants to 25%. But they all have to agree. Clearly there is a temptation for each investor to stay out of the agreement: in which case there won't be an agreement and the convention center won't get built! This is the free rider problem. 

Now change the assumptions. Assume now that of the 80 investors the stake of a major hotel is $30M; the stake for each of the remaining 79 is now $70M/79 = $886,000 (approx.). If the major hotel goes ahead and builds the convention on its own its rate of return will be:  ($30M  x .25)/($10M + $30M) = $7.5M/$40M = 18.75%. So this major hotel would be better of than it was before (18.75% vs. 15%) and would go ahead and build it: you've still got free riders but nobody is a net loser (i.e. nobody is getting  less than the 15% they were all getting before the convention center was built.

Similar principles apply to collective organization. Organization to promote a public project with the state costs money: the costs of (e.g.) bankrolling a publicity campaign for a referendum; the costs of contributing to the election campaigns of city councillors and the mayor; the costs of running an office staff, hiring lawyers, planners, etc. Where you have a few big players they may still be better off by footing the bill, even though most people will stand to gain just be standing on the sidelines.


Even in the case of the central city, however, failure to internalize all the benefits of its investment is likely to remain an issue. This can become a real threat to projects in referenda held to gain approval for the sale of bonds to be backed by the taxing power of the city. This is because they may well be met by protests from the voters that the suburbanites are benefiting without paying. Even without this sort of conscious reaction the loss of tax base to suburbs may make it more and more difficult for the central city to raise the money necessary to (e.g.) expand the airport, build a more spacious convention center or fund an indoor arena. Some set of rules governing the whole of the metropolitan area, therefore, seem called for if investments of the requisite magnitude are to be made.

The strategies of metropolitanization, for putting the funding of infrastructural investments for local economic development on a metropolitan basis, for attempting to internalize the payoffs to such investments, are multifarious. What happens in a particular metropolitan area is a result of conditions unique to that place and time. One can, however, point to the following sorts of strategies: 

One possibility is annexation. As a city grows new development like housing, shopping centers, even industrial estates and office parks may spill over into adjacent unincorporated areas. To the extent that they remain unincorporated then they can legally be annexed though usually the property owners in the area to be annexed will have to agree to it by a majority vote. The attraction of this for the city doing the annexing is that it brings within its boundaries taxable land uses that in all likelihood would not be there if it had not been for the economically propulsive effects of the city itself, including policies explicitly aimed at local economic development. This provides it with the resources for additional infrastructural development aimed at attracting in new investment. It also enhances its incentive to do those things since the fiscal payoff will redound to itself rather than to third parties.

In order for this to happen, however, the city has to be in a position to annex; and it has to be able to offer something to those who might be annexed for there is nothing in law that says that they have to agree to it. In point of fact many of the larger American cities are in no position to annex unincorporated land. State laws specify that annexation is only permissible where the annexing city is contiguous with the unincorporated land to be annexed. Most large American cities in the Northeast and Midwest, however, are surrounded by independent suburbs and do not make contact with unincorporated land. The boundaries of the city of Boston have not changed since 1869. Only in the cases of younger cities, like those of the West and South and some in the Midwest like Indianapolis and Columbus, has it been possible to annex. 

But the second condition is that the annexing city has to be able to offer some carrot in exchange for annexation. Typically this is 'city services'. This is usually a matter of water and sewerage to replace the wells and septic tanks that often prevail outside city boundaries. Improved fire service may also be an issue, however, for property insurance rates are seriously affected by it and without it development of commercial properties like office parks, hotels and shopping centers can be severely compromised.   

On the other hand even this does not guarantee annexation to a particular city for there may be several municipal contenders for the territory in question. For any particular piece of unincorporated land the rivals may be not just the central city but adjoining suburbs which may also see it as a means of bolstering their tax base, gaining access to commercially strategic locations like a freeway access point, etc. Annexation politics, therefore, often acquires a markedly competitive flavor. The issue then becomes one of being able to offer to the property owners to-be-annexed something that the rivals cannot. 

On the other hand, and as pointed out above, the annexation strategy is not one that is available to all cities. We therefore need to briefly review some of the alternatives for creating a territorial organization of the metropolitan area which will facilitate economic development initiatives. One possibility is what is sometimes called a commuter tax. In some instances States have granted the right to municipalities to levy an income tax not merely on residents but also on those who work in the municipality. The logic of these arrangements is to counter precisely those forms of fiscal exploitation that we have been referring to: the fact, for example, that large numbers of people use central city services every day or patronize city-subsidized amenities like a symphony orchestra, without contributing anything through taxes towards their payment. At the same time it provides the central city with an incentive to make those investments which will redound to the economic development of the metropolitan area as a whole.

Another possibility is the creation of new metropolitan-wide authorities for economic development purposes like the management and funding of airports or of toll roads and bridges. Indeed an early example of this type of strategy is the New York Port Authority which manages and finances toll facilities like tunnels and bridges as well as bus terminals throughout the New York metropolitan area. More commonly, however, the purpose of these authorities is to secure access to a wider tax base. This may be prompted by taxpayer resistance in the central city to particular projects or by limits to its bonding capacity which are holding up other projects.
  In many instances the county is an attractive vehicle for these types of authority. It already exists and has an executive anxious to expand its powers. In some cases it has taxing powers that include the sales tax. This is not to say that the implementation of arrangements like these is without its own politics. Existing bureaucracies may be threatened by the transfer of functions envisaged as may be union representation. The creation of these new authorities, therefore, or the enhancement of the functions of the county is by no means a foregone conclusion. 

3. Housing Cost Issues: Through their zoning policies and the exclusion of low income housing local governments can quite unintendedly force up housing costs throughout the whole metropolitan area. This can lead to increased costs for businesses in the form of higher wages to cover higher housing costs. These higher wage costs are not something local governments compensate business for. Of course, a local government may ultimately suffer as a result of dropoffs in area business investment and hence in local assessed values. But there are obstacles to unilateral action since any relaxation of local zoning standards would result in the local government in question becoming the location of all the low income housing in the area while other local governments continued to take the high income housing and maintain their assessed values: i.e. the local government would now be providing positive externalities for other local governments and consequently would have no incentive to do it! In this context businesses may organize behind attempts to shift control of land use regulation to a higher level, like the county, where there can be no prospect of leakage of benefits to other jurisdictions, a prospect which would in turn impede remedial action.  

The significance of this is that housing costs are an important budget item that workers have to consider in determining their reserve wage: the minimum they are willing to accept. In cities with high housing costs there is, in consequence, upward pressure on wages. If employers have monopolies in the markets for their products, this is of limited consequence since the cost of the increased wages can be passed on to the final consumer in the form of an increased price. But if final markets are competitive there are problems for firms and in order to drive down costs they may be forced to consider relocating to areas with lower housing costs. In part this helps explain the relocation of many branch plant operations to smaller towns.

The Problem of Monopoly: The Land Assembly Problem

As in the case of the free rider problem we now consider an instance in which monopoly control of a resource makes achieving an agreement to exchange difficult so that gains that would otherwise result go unrealized. This too can be a serious problem in organizing for local economic development.

Ownership of land and real property in general is typically more or less fragmented. Yet if the conditions for local economic development or particular development projects are to be created the distribution of land over many hands needs to be concentrated in those of a few, typically represented by one firm as in a partnership or in the hands of a state agency. In other words land needs to be assembled. This is so whether we are talking about assembling the land for airports, for theme parks, for industrial estates, for downtown urban renewal projects, for new highways, etc. This assembly is by no means unproblematic.

Assume a land assembly project in which properties are being purchased from numerous owners in order to create a compact block of land for a new downtown convention center. Initially purchase may proceed fairly smoothly and the jigsaw puzzle of different shaped and located pieces of land is gradually filled in. But there remain some properties that have yet to be bought and securing an agreement with these owners may be difficult. The reason is that as the land assembly project moves to its completion the remaining pieces of land assume a greater and greater strategic importance. Without them the compactness of the land to be assembled will go unrealized. The convention center, if it is to be built at all, may have to have a hole in its middle to accommodate the un-purchased piece of land, perhaps with some ageing structure sitting in the middle of it. This prospect gives the owners of such strategically placed land considerable leverage. The convention center promises to be profitable and the owner of the individual piece of land knows it and will refuse to sell unless he/she gets a big share of it. On the other hand, large amounts have already been spent on assembling the other pieces of land and selling it off may be difficult. So the land assembler is between the proverbial rock and a hard place.

There are obviously ways round this. In some cases the land assembly problem can be avoided by moving the project out to the edge of the city where individual properties tend to be much more extensive in terms of the acreage that they cover. On the other hand, there are some projects, like a convention center, which don't have that sort of locational discretion. And even on the edge of the city the ambitions of some projects may still call for assembly of land. In such cases it is not unusual to use (numerous) dummy or front corporations as the purchasers of the land so as to avoid the apprehension of assembly in single hands. But even then the scale of the buying and selling activity in a particular area within a relatively short period of time may be enough for owners to sense that something is going on, and that they might be able to make a tidy sum from it if they wait.

Once again, rules, particularly state imposed rules, can also be important. The right of eminent domain is the right of the state to purchase land for a public purpose at the market price for it. If the owner still refuses to sell then the price can be imposed in a court of law. This means that the state, along with its various instrumentalities like local governments, has the power to assemble land fairly easily for the sorts of projects one associates with it: airports, highways, landfills, convention centers, downtown urban renewal projects.

The Problem of Transaction Costs: Inter-Municipal Cooperation

Consider the typical situation in the jurisdictionally-fragmented metropolitan areas of the United States. The numerous local governments there, municipalities, counties, school districts, sewer and water districts perhaps, want things from each other. Many of the favors that they are looking for are important to their economic development or to the economic development of the metropolitan area in toto. For example: 

i) a municipality may want some coordination of land use zoning along the boundaries of its jurisdiction so as to reduce uncertainty for investors and this may be mutual with adjacent local governments. A jurisdiction that has large areas zoned industrial next to land in an adjoining municipality which is zoned for residential has a favor to offer and that favor may be returnable if the reverse situation should apply elsewhere along the political boundary that the two municipalities share.

      ii)
levels of congestion within municipal boundaries are affected by highway patterns and capacities in adjacent municipalities; a link road or a new bridge or overpass to speed traffic across a railroad in the outlying parts of a central city may be seen as the answer to congestion in a suburban downtown or in the vicinity of its office parks – congestion which is threatening to slow down new investment.

     iii)
jurisdictional boundaries are superimposed on a pattern of waterways and topography which municipal water and sewer departments seek to mobilize for their own advantage. But some municipalities will be downstream of others creating the possibility of pollution from upstream voiding what would otherwise be a cheap source of drinking water.

Obviously these local governments are not involved in a market system with prices set for the different things that they want or can offer to each other. But nevertheless deals are struck between local governments: there are possibilities for exchange. Local government #1 may want something from local government #2 and vice versa, but it may be hard to arrive at an agreement which would allow the exchange to take place and the obstacles to local economic development eased or even eliminated. Gains from exchange may go unrealized.

Central to understanding this dilemma is the fact that in all likelihood in these instances there are few other local governments – or even none at all – with which to exchange. Negotiations, therefore, are likely to be extremely protracted as each tries to obtain terms of trade to their maximal advantage. With other alternative 'buyers' and 'sellers' available there would be clear market or quasi-market signals as to what the market price should be and which could not be bettered. It is, in other words, hard to put a value on the favor.

Complicating the matter is that these are not off-the-shelf 'sales'. Local governments may promise each other that they will do certain things, and may even sign a contract specifying the terms and the quid pro quos involved. But in the course of (e.g.) constructing the bridge in which an adjacent local government has an interest, or in agreeing to forgo an interest in annexing some choice property for some other favor to the point at which the property is actually annexed circumstances can change, or be argued to have changed. This in turn can result in a call for a renegotiation of the terms. But by then one of the local governments may already have committed substantial resources to providing the favor in question, resources which cannot be applied to any other purpose, like an exchange with some other contiguous local government. If, for example, it's a question of infrastructure, then it can't be moved or liquified so as to assume some different form to suit the needs of some other local government. The agreement therefore may have to be renegotiated, even though there are suspicions that the local government calling for its renegotiation is not proceeding in good faith and is engaging in serious deception. There is a problem, in other words, of trust, a problem which may inhibit entering into the agreement in the first place. More simply put, the agreement may be difficult to enforce.

This suggests once again that there may be real virtues attached to larger jurisdictions. In such an instance the rules of the local government in question can substitute for the exchanges that would be required if the area was divided into numerous municipalities. In a larger jurisdiction the problem of coordination of land use zoning would be reduced because the length of boundary per unit area would be reduced and within the boundaries there should be no obstacle to creating a coherent land use zoning map which avoids difficult juxtapositions impacting adversely on property values. Likewise highway planning can be done with a view to the impact of each sub-area of the jurisdiction on other sub-areas: there is no divided authority to get in the way by presenting transaction cost problems.

It may be that the pattern of fragmented government can persist. But then the onus shifts to more central branches of the state and their imposition on what are, in fact, their creations: rules that will mediate the relations of local governments with each other and so make exchanges, quid pro quos, deals with each other, more feasible and less subject to attempts to mutually exploit. The state can mandate local planning fora in which local governments come together to share information and to discuss common problems with a view to maximizing the range of alternatives available to any one local government. It can establish rules governing the transfer of students between adjacent school districts: so much money per pupil and no more, for instance. In yet other cases rules can be applied to eliminate the need for trades altogether: a rule on stream pollution, for instance, should mean that downstream municipalities don't owe anything to ones upstream if they want to use the stream as a water supply.

Rules imposed from above, whether by the state or by a larger, more encompassing local government authority, are one solution but not the only one. If local governments can trust each other not to renege on agreements, to deliver what they say they are going to deliver, to respect each other's vital interests, then again, more can be done. There are vehicles through which this sort of trust can be built up. Public officials, elected and otherwise, representing local governments in the same area, often know each other and may be on good personal terms and so be willing to trust each other. On the other hand, this trust can also make officials vulnerable to exploitation, particularly when the prize is so tempting as to marginalize the virtues of a long term relationship. It may be important to city officials that they build up trust with an adjacent county so that they can engage in (e.g.) joint planning exercises, enter into mutual call fire service agreements, and keep away from their shared boundary their sewage treatment plants. But if a large, potentially attractive annexation proposal comes the way of the city, a property that the county would also like to serve in order to obtain its fiscal benefits, all that trust may be quickly sacrificed.

Of course, the transaction cost problem we have been specifically focusing on is one that can curtail the gains from exchange between local governments. Equally local economic development can be held hostage to similar problems among private agents. But it needs to be borne in mind that local government does a good deal, through legislation and practice, to reduce these transaction costs. Developers may be hesitant to buy land because they are unsure of what they are getting: what is going to happen on adjacent lots, for instance. But zoning reduces much of that uncertainty. Likewise without housing codes which regulate among other things fire standards, investment in housing would be less than it is simply because of the uncertainty as to the fire risk from adjacent buildings. A good deal of city planning, not just zoning but projections of new highways, water and sewer line extensions, serve the same purpose, at least for developers, of reducing transaction costs, though city governments can't be held responsible in courts of law for plans that fail to materialize.

***********

The cases reviewed here all represent applications of some now fairly well worn themes in the literature on social organization. What is different is the emphasis on spatial context: on spatial monopoly in the cases immediately reviewed above, where by virtue of location there are few potential suppliers for a client or set of clients; and on spatial externalities in the free rider case – the way in which space mediates the publicness of benefits so that the neighbors or a gentrifying landlord benefit but those a couple of blocks away don't.

Even so, attention to that more general literature can be to our advantage. Typically what it highlights are the advantages and disadvantages, depending on circumstances, of three different ways of organizing transactions between agents. These three different ways are known by the labels markets, hierarchies, and networks.

A central point at which to begin here has been the recognition that market relations do not always suffice to bring about the exchanges desired by agents. Where competition is imperfect, where, that is, those party to exchanges have few alternative agents with whom they might transact, then there are serious possibilities of malfeasance and all manner of opportunistic and exploitative behavior. Reasons for the non-substitutability of transacting agents vary. Supplying a particular firm with some service or component may require investment in sunk costs that could not be applied to production for any other client if the purchasing firm should demand a renegotiation of the price or withdraw some of its orders. Where a firm or organization, like a government agency, transacts repetitively with some other then the parties involved may gain information that could be used to enhance respective leverages, perhaps in an asymmetric way. In some instances the lack of alternatives is rule-defined: local governments have only one county with which they can deal. 

The economist Oliver Williamson (1975) was one of the first to try come to terms with this problem, though he was much more concerned with the firm than with other organizations like agencies of the state. Where markets cannot provide an effective counter through the provision of readily substitutable agents then the solution would be what Williamson terms hierarchy or administrative fiat: internalizing the transactions within the firm and subjecting the agents – i.e., employees – involved to a set of binding rules. Transactions that are uncertain in outcome, recur frequently, and require substantial transaction-specific investments – money, time or energy that cannot be easily transferred to interaction with others on different matters – are therefore, according to Williamson, more likely to occur within hierarchically organized firms while the more straightforward, non-repetitive exchanges which require no transaction-specific investment will be between firms and consummated in the market. In other words, and according to Williamson, whether transactions are internalized within the firm or externalized in the form of arms length relations with other firms depends on the relative efficiency of the two solutions. Relative degrees of vertical integration/disintegration in firm structure hinge upon this consideration. 

As a mode of handling transaction cost problems the public sector analogue to Williamsons's vertical integration is the amalgamation of formerly separate state agencies; or, alternatively, the creation of a new one to take over functions formerly handled by separate agencies. Proposals for metropolitan integration may have as goals, therefore, not just the elimination of the free rider problem but also the elimination of transaction cost problems. New agencies at a metropolitan scale – Airport Commissions, Mass Transit Authorities or even revivified counties to which municipalities have ceded some of their powers – can accomplish the same objective and are common enough as vehicles for the mediation of local economic development. 

There is also a close relation between Williamson's formulation of the problem of cooperation and theories of the state. The elimination of problems of spatial monopoly like the land assembly problem and spatial externalities as in the free rider problem  is commonly seen as a, if not the, purpose of state authority.

The contributions of Granovetter, the sociologist, have also been important. Granovetter (1985) focused on relations of trust as an alternative means of achieving social coordination, again in a context where more decentralized exchange relations of a market or quasi-market nature would not suffice. Granovetter's arguments are framed to a very substantial degree with respect to Williamson's arguments. The critique is, essentially, that Williamson's transaction cost theory is 'undersocialized': it ignores the presence of social relations tying agents together other than those of exchange into which they might, or might not, enter. Though Granovetter does not exploit this essential insight to the point that he might, it is fairly clear that Williamson's base point of a world of individuals that only come together in exchange is a chimera and that exchange itself is conditional upon the presence of other forms of social structure: not just the relations of trust that Granovetter emphasizes but the rules which protect private property rights and which are laid down and enforced by the state.

The two case studies that now follow are intended to underline the significance of these arguments for the interpretation of real world cases of organizing for local economic development. One explores the virtues of some degree of contractual relationship – not quite the analogue of vertical integration – for the provision of water and sewage treatment by a central city to other local governments in the metropolitan area. The other examines the role of the relations of trust that connect the various actors – the utilities, the Chambers of Commerce and the local government – through which inward investment is mediated.

Case Studies
1.Organizing for Infrastructural Provision

The City of Columbus has highly developmentalist policies. The growth of the city and of its tax base have been central objectives for at least the last fifty years. These are goals which the local Chamber of Commerce, currently known as the Greater Columbus Area Chamber of Commerce, has found it easy to share. The creation of a physical infrastructure to facilitate that growth has accordingly been a priority.

A major part of that infrastructure consists of water and sewerage systems. Given the suburbanizing tendencies of so much post-war growth the timely extension of water and sewer lines on the urban periphery has been an important priority for developers. But this is not an area of provision that has been a source of conflict, latent or otherwise, within the City itself. Creating a coalition of forces among developers, banks, utilities, and the various City Departments involved behind the City's water and sewer policy has not been difficult. Rather the principal problems of cooperation have been external: with those local governments enjoying some contiguity with the City of Columbus. In order to understand why exactly that is, the problem needs to be framed with respect to the broader context of the jurisdictional fragmentation of the American city.

Tax base is the major developmental stake for local governments. It is largely for this reason that they promote and support initiatives aimed at bringing in new basic sector investment. But from the standpoint of the firm making the investment what may be attractive may be less one particular local government in a metropolitan area and more the metropolitan area as a whole. So although local economic development initiatives may be supported, even financed, there is no assurance that they will result in payoffs for the local tax base rather than for the tax base of some other local government in the metropolitan area. As a result of suburbanizing tendencies in business location this is obviously a problem that has been exacerbated for central cities. It is this concern to capture the tax base effects of new investment that has keened the interest of central city local governments in mitigating strategies like jurisdictional integration with suburbs and in annexation. It is in this context that one can understand the policy of the City of Columbus with respect to water and sewerage.

Water and sewerage have been used as tools to facilitate annexation to the City of Columbus and at the expense of annexation by suburban local governments. The policy had two aspects, introduced sequentially. First, in 1954 the provision of water and sewerage by the City was made contingent upon annexation. Up till then the county had negotiated a number of sewer and water line extensions into unincorporated areas. These were intended to cater to outlying residential and industrial developments. But after 1954 this was no longer possible. In exchange for providing these services the City of Columbus demanded annexation.

After 1964 there was a new and important complement to this policy. This consisted of water and sewer agreements with independent suburbs. Under the terms of these agreements Columbus agreed to provide the service in question, either water or sewerage or both, at agreed rates and to serve the suburb and a -- limited -- area into which the suburb might be able to expand by annexation in the future. These agreements were used strategically by the City of Columbus to limit annexation possibilities for the independent suburbs and to clear the way for its own expansion between and around their jurisdictions. The advantages which the suburbs gained in exchange for yielding this advantage to the city were lower water and sewerage rates: possible because of the ability of the City to exploit economies of scale in their provision.

In these policies the City has been highly successful. The possibility of cheap water and sewerage in exchange for a substantial forfeit of expansion possibilities has been attractive to the independent suburbs. By 1989 ninety percent of the county's population was served by the Columbus Division of Public Utilities. From a seven percent share of the total land area of the county in 1940 the city had by 1989 increased its share to thirtyfour percent. It has also managed to surround a number of independent suburbs testifying to its ability to stunt their growth to its own advantage. Furthermore, by virtue of its contiguity with unincorporated areas it retains the ability to expand still more in the future.

Historically the independent suburbs were put in a situation where service contracts with the City of Columbus were attractive. They wanted to expand but lacked the infrastructural capacity to do so. In the meantime Columbus was annexing unincorporated land that they might well have annexed themselves if they had had the necessary capacity. In addition the State Board of Health was concerned about the impact not just of expanded sewage disposal facilities but of the existing ones. This was because in the case of a number of the suburbs disposal was into rivers which then flowed through Columbus and from one of which Columbus obtained some of its water supply.

The major source of opposition to the annexation policy turned out to be the suburban school districts. Up until 1955 muncipal and schools annexation moved together. When unincorporated land was transferred to the City that same area was transferred to the Columbus City School District. This was having two effects in the suburban school districts. On the one hand it was reducing their tax bases. On the other, it was reducing student enrollments to the point at which the viability of the systems might be called into doubt. 

This source of opposition was extinguished by a move in 1955 to de-couple City and Schools annexation. No longer would schools annexation be mandatory upon city annexation. A State Board of Education was established with the power to determine whether or not there should be a transfer of land from one school district to another subsequent to city annexation. A number of rules were drawn up which, in effect, served to protect the suburban school districts from territorial attrition. In particular there could be no transfer if the supplicant school district had a lower per capita property valuation than the school district from which land would otherwise be transferred. This meant that suburban school districts no longer opposed the City's annexation policy. Even when independent suburbs entered into service contracts with the City of Columbus which served to restrict their own annexation the likelihood was that subsequent to annexation by Columbus the school district's territorial integrity would be preserved. But it also meant that annexation by Columbus School District lagged far behind that by the City. Indeed by 1980 a remarkable 40% of the City of Columbus was in suburban school districts .

More recently, however, the balance of forces supporting these rules governing water and sewerage provision has been upset. Since the late 'seventies the ability of the City to impose its terms on local governments there and developers in areas yet to be annexed has suffered something of an eclipse. The major reason for this has been a change in the rules governing the relation between schools and city annexation: the rules that were so important in removing the roadblock of suburban school district opposition back in the 1950s. 

The immediate context for this change was the introduction of busing for racial balance in Columbus City Schools in the late 'seventies. This affected residential location decisions. Columbus School District lost favor to the advantage of the suburban school districts. Pupil enrollments in suburban school districts expanded though not all of this expansion was white. The net effect has been an increasing black pupil composition in the Columbus schools: by 1980, close to 50% of the students. The School Board also encountered increasing difficulty in passing operating levies though to what extent this was a result of a declining tax base with the decline of residential property values in the school district or simply a result of a decline in the proportion of households with children in the public schools is unclear.

Meanwhile much of the expansion outside the Columbus School District took the form of a housing boom which, while within suburban school districts was also in the City of Columbus. This placed the annexation policy of the City of Columbus in a new light. For it did not take much imagination for the Columbus School Board to recognize that there was a connection between, on the one hand, the decoupling in 1955 of schools and city annexation, and their own problems in terms of finance and falling enrollments. If these areas had been annexed to the School District when they had been annexed to the City of Columbus then not only would there have been fewer places for disgruntled parents to move to, but in addition the racial composition of student enrollment and the fiscal position of the school district would have been very different at the time busing for racial balance was introduced. In consequence the School Board moved to reopen the question of schools annexation.

In the suburban school districts with large areas in, and/or large numbers of students coming from, areas in the City of Columbus the result was intense opposition. A major concern was retroactive annexation: the possibility, that is, that those areas in the City of Columbus but which at the time of their annexation had not been annexed to the Columbus School District would now be transferred. This was a concern for parents in those areas as well as for the suburban school boards concerned about reduced pupil enrollments and/or tax revenues.

Interestingly the developers of housing were also bitterly opposed to the idea of retroactive annexation. Busing for racial balance had meant that the Columbus School District was no longer attractive to the developers of new housing. The boom was largely in areas that while in the City of Columbus were also in suburban school districts. Housing was being built, land purchased, in anticipation that the territorial affiliations of these areas would remain undisturbed.

In the event retroactive annexation did not take place. According to the agreement reached in 1986 among the different school districts in Franklin County no land that had already been annexed by the City of Columbus but not to Columbus Schools would be transferred. However, in future city annexation would be automatically accompanied by schools annexation. The decoupling of the two forms of annexation that had been in place since 1955 was now undone. 

While from the standpoint of the developers and the school districts this was preferable to retroactive annexation it still was not very palatable. Sooner or later developable land in the suburban school districts, serviceable through contracts with the City of Columbus or actually in the City of Columbus, would be used up. It seemed likely, therefore, that in the not-too-distant future developers would be faced with the problem of building housing in Columbus School District and so trying to market it to people who weren't very interested in locating there. 

For school districts the danger was different but no less threatening. Many of them included large areas of unincorporated land. In the past annexation by the City of Columbus had posed no threat to student enrollments and to their property tax base. But in the future it would. Households in those unincorporated areas were likewise alarmed. As a result of the annexation policies of the City of Columbus and limitations on the expansion areas of the suburbs contracting with the city for water and sewerage they too could look forward to a future in Columbus City School District: not very attractive either for parents or for those with large tracts of land that they hoped eventually to sell for development.

The result has been to open up the annexation policy of the City of Columbus to a renewed scrutiny. Developers have sought alternatives to annexation by the City of Columbus. Suburban school districts have embraced the search for these alternatives and been joined by households in those areas of the county that remain unincorporated. A number of presssures have consequently been brought to bear upon the City and in such a way as to alter the balance of advantage in the negotiation of the water and sewer contracts: in particular the negotiation of the expansion areas for the contracting suburbs.

The forms of pressure have been twofold. First the specter of sources of water and sewerage service alternative to the City of Columbus has been raised. Unincorporated areas lying to the north of the county are, hypothetically at least, serviceable by a rural water and sewage utility in the next county: Del-Co in Delaware County. In addition, and on the eastern side of the county, one of the townships, in an effort to stave off attrition through annexation, has established its own water and sewage treatment facility, and despite a lot of opposition from the City of Columbus. This has been looked to both as a source of service for developers in the eastern part of the county and as a model for developers elsewhere.

The second form of pressure has been the city-township merger. Many of the independent suburbs with contracts with the city of Columbus abut unincorporated land: areas that currently fall under the jurisdiction of the townships. Contracts with the City of Columbus limit the possibilities of suburban annexation of township land and hence, from the standpoint of township residents and landowners, protection from annexation by the City of Columbus and, therefore, by the City School District. A merger of a suburb with a contiguous township, however, avoids this limitation. 

The outcomes of these pressures need to be considered against the backdrop of the two distinct aspects of the annexation policy. Land that is unincorporated can be serviced by Columbus if it is annexed. Alternatively it can also be serviced by Columbus if it is annexed by a suburb with a contract with the City. Whether it can be annexed by a suburb, however, depends on whether or not it falls within the suburb's expansion area as agreed to in the service contract.

Developers close to cities lacking a service contract have therefore pushed for provision through such a contract with an expansion area sufficiently large as to include the land they wish to develop. Where a suburb already has a contract and is threatening merger with an adjacent township the result has been a renegotiated contract: one that allows a larger expansion area but with a stipulation that a merger will void the contract. This means that there has been a shift in emphasis in the Columbus annexation policy so that annexation into the City is less likely, particularly for residential developments. Cooperation between City and suburbs has been reached once more, therefore, but with a different balance of advantage. 

2. Mediating Inward Investment

The case just reviewed exemplifies the role that hierarchy can play in achieving cooperation for local economic development on a metropolitan scale. Hierarchy has been achieved there not by the integration of suburbs within the central city or by the creation of a metropolitan water and sewer districts to replace provision by the municipalities but by contractual relationships. Instead of something akin to the vertical integration of the business world therefore the result has been analogous to the relation between a contractor and certain captive buyers.

I now want to illustrate my arguments about the significance of mechanisms of cooperation on a metropolitan scale with a second case that brings out the significance not so much of hierarchy as of trust relationships. It also illustrates the way in which initiative may lie less in the hands of local government and more in those of private agents. The concrete concern here is with the mediation of inward investment. Cities invest in infrastructure and try to improve the local business climate by offering various tax incentives. But the actual negotiations with firms considering a location in the area is a quite separate process. It is one in which local governments play a role but a subordinate role. It is also a process that goes on at a metropolitan, to some degree supra-metropolitan, scale.

The mediation of actual instances of inward investment is a joint project of three types of agent: the gas and electric utilities, the local chambers of commerce and local governments. Each of these performs a distinctive role in a shared division of labor. Initial contact by a firm considering a location in the area is almost invariably through the utilities. It is the job of the local chambers to provide more detailed information, particularly on labor matters to the firm in question and to generally ease the way, perhaps trouble-shooting with the local government. Local government brings up the rear with decisions on incentive packages, including the extension of utility lines and tax abatements. This is the last stage in the process prior to a decision actually being made by the firm. In this process the utilities are dominant.

The utilities have been involved in local economic development for a long time. Every utility in the US has its own economic development department and has done since at least the nineteen thirties: testimony to their dependence on revenue from a limited service area, to their investment in facilities of long life, and to the limits placed by very stringent takeover laws on spreading risks spatially. It is with these departments of economic development that owners of industrial sites typically lodge information on the sites they have available and what those sites offer, including infrastructural availability and locational attributes. As a result utilities have very large data banks covering their service areas; areas which often go beyond defensibly metropolitan boundaries. Given the propensity of site-seeking firms to spread their search over fairly wide areas -- a reasonable strategy in light of the high degree of specificity and limited substitutability of sites -- the utilities are the logical first port of call.

Assuming that there is interest in at least one of the sites offered the next stage in the location process is a site visit. In this the utility is likely to delegate much of the responsibility to a local chamber of commerce. Local chambers take a strong and enduring interest in local economic development. The chamber for a major city like Columbus or Cleveland will invariably have an economic development department as will many suburbs. Much of the impetus for this comes from property developers who have their own forms of local dependence: a local knowledge, a local reputation with builders and banks, etc. make it hard for developers to operate outside of particular metropolitan areas so the efforts of the local chamber are of particular interest.

The chamber's role is a mixed one. For the site visit they will be charged with putting together a team of local businesspeople with whom representatives of the firm can meet. This is something that the chamber finds it easier to carry out than would the utilities since it is not necessarily something existing businesses in the locality are motivated to do. New firms can pose threats to local labor markets, and in some instances to product markets. The personal contacts of the chamber, perhaps a calling in of debts, can help. What the firm wants to find out about from this team is largely a matter of labor: rates of absenteeism, rates of labor turnover, management-labor problems, the extent and character of union organizing and the like. This is a knowledge not likely to be found in the published statistics which the utility will already have compiled and made available.

Prior to this, the chamber may also have made use of its local knowledge in filtering out certain sites. Sites in localities where there have been difficulties in the past with local residents are ones to be avoided. Later it may be called upon to bring pressure to bear on local government to put together various financial incentives and to act promptly: something that the utility finds it harder to do since it has no legitimate community role at that particular geographical scale.

Finally there is local government. Much of the foregoing will usually have been carried on with local government having no knowledge: an interesting facet of the process which will be explained later, but which certainly underlines its subordinate role in what must be regarded as something of very considerable importance to it. Its importance, of course, derives in part from the still substantial local tax base dependence of municipalities. Businesses pay property taxes and their employees increasingly pay local income taxes and, when spending their money in local stores, pay local sales taxes. In addition elected officials depend on local sponsors for their campaign funds and developers are usually well to the fore. 

Once the site-searching firm has expressed strong interest in a site it is the task of local government to put together a package of incentives to clinch the deal. This may include the extension of water and sewer lines, pressuring the State to construct a new freeway interchange in the case of very large investments, or even to pay for labor recruitment and training. This will be in addition to the more common requests for rezonings and tax abatements.

All this means that the mediation of inward investment is far from straightforward. Several agents are involved in different ways. Diverse labors have to be integrated one with another and, as we will see later, market or quasi-market mechanisms are difficult to engage. In other words: There has to be cooperation. This cannot be taken for granted. An inventory of the problems likely to arise would include at least three issues. 

The first derives from the fact that localities of interest are unlikely to coincide. Utility service areas will include numerous municipalities. Different gas (or electric) utilities may divide large metropolitan areas between themselves. Chambers of commerce in those metropolitan areas may include some that are metropolitan in extent. In Central Ohio the Greater Columbus Area Chamber has a membership coextensive with the metropolitan area as a whole. In its membership area it coexists with much smaller suburban chambers. This can be a source of difficulty. 

A utility with a lead obviously seeks location of the firm in question in its service area. A metropolitan chamber of commerce covering an area that is divided between two utilities, however, may not share that objective. Once it has the information it may share it with the other utility which could then approach the firm independently and even secure a location within that part of the metropolitan area that it services. Alternatively the chamber may share the information with site owners who are chamber members but with sites outside of the utility's service area and to which they may then try to divert the firm's attention. We will call this the problem of territorial non-correspondence.

A second problem is that of confidentiality. Firms seeking sites usually want to keep information about their activities within a very tight circle until quite late in the location process. This is for diverse reasons. In an atmosphere of concern for plant closures, leakage of information about a new location can incite labor problems. On the other hand, it can also alert competing firms as to the nature of the firm's business strategy. The major difficulty here is likely to be elected local government officials. Publicity is their life blood. News of an imminent location of a major employer is seen as something that can raise their profile in a positive way. The temptations to make an announcement before the firm is ready for it are great. 

A final area of difficulty faced by the utilities is one of eliciting a more generalized cooperation from more local agents. They have to be able to count upon the ability of these -- local chambers and local governments -- to provide the necessary support in the attempt to convert prospects into actual investments. This support must include a realistic understanding of what is and what is not possible in their particular community, an ability to provide incentive packages, an ability to deliver on what is promised and an ability to troubleshoot objections from the local community. This problem stems in considerable degree from the different incentive structures faced by the utilities and the more local agents.. So long as the prospect locates in respective service areas the utilities will gain. But given that it is habitual to provide the prospect with a choice of sites and given that the prospect may show interest in more than one of them, then the same incentive for the locals may be lacking.

Primary among the social practices through which cooperation is secured and these problems of integrating diverse labors overcome is that of relationships of trust. In the fieldwork on which this discussion is based this was emphasized repeatedly:

Trust is another key word in this. (x) emphasized cooperation and our ability, his organization (the chamber) and ours (the utility) to be effective on behalf of this region, (but) you (also) have to have a trust level at the local level with all these different entities (Utility official, February 1993).

One of the things I have found and it goes back to... the networking in economic development, is the personal relationships that you've developed and the trust that you've developed with these individuals is 75 to 80% of it (City official, November 1992)

That (lead information) comes with trust. Those kinds of new injections of information certainly come from developing the trust that when they tell us something that we're gonna hold it confidential (Chamber offiicial, November 1992).

A more specific norm operative here is what is known as 'honoring the source'. If information about a possible lead comes from the utility then no chamber or local government official will divulge it to anyone who might have an interest in trying to persuade the firm to locate outside of the utility's service area. This also extends further up in the chain of information. If the lead comes originally from the State then no utility, even if they operate, as many do, in more than one State, will try to use the information to the benefit of an out-of-State site.

As indicated above serious problems of maintaining confidentiality attach to local government. But that does not mean that some local government officials, particularly if they hold non-elective offices, may not be part of the network of trust. Much depends on the particular individual and his/her reputation in maintaining the confidence of the utilities and the chambers. To the extent that the chain of trust is broken somewhere then sanctions are used in order to reassert the need for cooperation. The failure of local governments to provide the necessary financial incentives may make the utilities unwilling to bring leads in their direction until there is a change of course:

The problem in (city x) is with the public school board. Everything's a political football over there. We had companies that came in here, good companies, that had to go through an inquisition over there... they made them look like a war criminal... We had a guy go in there who wanted to create about 200 jobs in (the city) and put about a $75 million investment in (the city) who said, 'they made me feel like a Chicago mobster' ... we used to avoid the City of (x) ... There were some people in this business who said I'm not going to mess with them, I'm done with them, the heck with them (Utility official, June 1992).

The role of trust as a primary mechanism of cooperation in this instance can be understood in terms of our earlier, albeit brief, discussion. Where transactions are possible with a range of substitutable alternatives then that possibility serves to discipline those involved in the exchange and limit opportunism and malfeasance. But in the particular instance being discussed here substitutability is quite obviously limited and in several distinct directions.

From the standpoint of the utilities a major problem is that of sunk investments. Every project to bring in a new industrial investment is different. Time and energy are devoted to putting together a marketing job oriented to a particular site in a particular place and requiring the orchestration of the activities of particular concrete individuals. Should the project fail then there is no way in which the investment that has been made can be transferred to another marketing project oriented towards the almost certainly very different needs of another firm. The failure of local governments and local chambers to cooperate in bringing about the successful location of the firm, therefore, can be particularly damaging. The specific needs of the site-seeking firm, moreover, mean that the number of sites that the utility can offer is going to be very limited. This reduces its power vis a vis the more local agents even further since there are limits on the degree to which they can be played off against one another. 

The problem from the standpoint of these more local agents, on the other hand, is the monopoly that the utilities enjoy over the supply of lead information. Utilities enjoy monopolies within respective service areaa. Their inventories of sites make them the gatekeepers as far as site-seeking firms are concerned. Going to another utility for lead information will not help a locality since it will not be in the area served by that utility. It is this, of course, which gives the utilities the power to enforce confidentiality, norms of honoring the source and other forms of cooperation, as we saw above in the discussion of tax abatements in city x.

�     This can also work the other way, however. Local governments may succeed in attracting in office parks, distribution centers and perhaps some light industries while zoning out residential uses. In consequence, and for example, the demand for revenues to fund the education of the children of the workers will fall outside the jurisdictional boundaries of the local government but elsewhere in the metropolitan area.


�     It may be objected at this point that there is an alternative explanation for this. Specifically, that central cities, by virtue of their tax bases, have greater bonding power than suburbs. That is, they can raise larger sums of money for the construction of things like airports and convention centers or for the infrastructure to support new economic developments. This, however, is to confuse a question of the degree to which benefits can be internalized with one of scale. There is no reason in principle why a suburb shouldn't construct an airport that is proportional in size to its bonding power, but if it did a greater proportion of the benefits would fall to non-resident populations and non-local tax bases than in the case of the central city. 


� State law typically limits the amount of indebtedness that a local government can incur, usually as some function of its ability to pay off its bonded debt.
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