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ABSTRACT 

 

This project focuses on the intergovernmental relationship between states and their 

local communities in environmental policy in the United States. The dissertation examines 

both state and local policy tool choices using a single theoretical framework recently 

developed by Avinash Dixit – a neoinstitutional transaction cost politics framework. 

Transaction cost politics (TCP) is a positive analytic approach to the study of public policy 

that combines elements of organizational economics and public choice.  

The theoretical framework argues that state-local relations can be thought as contracts 

between a principal (the state legislature) and a series of agents (local governments). This 

agency relationship is characterized by information asymmetry and different preferences 

between the principal and the agents. As a result, I argue that each state legislature will tailor 

the legislation to the specific characteristics of the state, including local institutions and 

sociodemographic characteristics. The match between the features of the approved legislation 

and state characteristics assures the minimization of economic and political transaction costs 

by state legislators. In other words, the legislation approved depends on a series of economic 

and political efficiency variables which, ultimately, determine the content and features of the 

law. 

With this in mind, the dissertation addresses two subjects within the environmental policy 

area: solid waste management and growth management. The first question I attempt to answer 

is: “To what extent do transaction costs of intergovernmental relations determine the degree to 
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which states attempt to constrain and direct the behavior of local governments in 

environmental policy making?” The results of the empirical analysis indicate that state 

legislators share the risks of policy choices and decisions with local level officials and 

consider past and present local government practices when adopting specific legislation. In 

addition, the degree of professionalism of state legislatures seems to be an important factor in 

the approval of state environmental policy. Finally, the political transaction costs arguments 

are confirmed by the results regarding the influence of local institutions in state level policy 

making. The empirical findings indicate that, when one considers the effect of local 

institutions in the aggregate, the impact on state environmental policy is important, affecting 

the expectations and monitoring costs of state legislators. 

The second major question this project attempts to answer is: “To what extent do 

transaction costs of local politics affect environmental policy instrument choices made by 

local governments?” I employ the concept of policy instrument/policy tool to convey the idea 

that local government officials have goals that are pursued by using certain means (“tools”). 

The policy instruments enacted by local governments are specific of each policy area. 

Accordingly, the dissertation discusses the use of a group of solid waste management 

instruments (recycling, incineration, landfilling, and source reduction) and a group of growth 

control/management tools (population/building caps, large lot zoning, urban service 

boundaries, impact fees, transfer of development rights, and incentive zoning). 

The preferences of local officials for one or several instruments depends on a series of 

factors. First, the choice can be motivated by economic efficiency reasons. In this case, the 

adoption of specific policy instruments helps local governments to deal with local market 

failures. Second, local officials choose the instrument or combination of instruments that 
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allows them to minimize political transaction costs. In other words, local officials aiming at 

reelection choose the tool(s) that closely mirror the sociodemographic composition of each 

community. Finally, policy instrument choice is influenced or constrained by local institutions 

(form of government, system of election, and home rule status) and state level constrains (state 

grants to local governments). 

The empirical findings reveal that none of these factors can be ignored in explaining local 

environmental policy options. In  both local level analyses, it is possible to verify a pattern in 

terms of community characteristics which favors both recycling and growth management 

programs. In general, wealthier, more educated and racially homogeneous communities are 

more likely to engage in environmental policy programs, perhaps because the concern of local 

officials is to maintain a high quality of living for their constituents and this can be best 

accomplished using specific policy tools. 

For the first time, this project applies the policy instruments approach to local policy 

choices. From this perspective, I was able to show the vast number of tools at the disposal of 

local officials to address each jurisdiction’s specific problems while reaching their political 

goals in the process. There is also potential for future work to extend this research to a larger 

set of policy instruments that communities employ in their efforts to control or manage 

development and to examine the influence of various interest groups and organizations in the 

community. 
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CHAPTER 1: INTRODUCTION 

 

In September 1988 the Environmental Protection Agency (EPA) approved a set of 

priorities to be followed by state governments in managing their solid waste. Throughout the 

previous thirty years the role played by states in solid waste management was close to nill. 

Solid waste was considered a local problem and treated as such. 

Federal legislation brought pressures on states to change the emphasis of solid waste 

management from disposal strategies to prevention strategies.  Irrespective of the EPA priority 

list favoring recycling and source reduction over landfilling and incineration, the emphasis on 

recycling as an appealing solid waste management strategy was the ubiquitious. However, 

state recycling policies varied widely and can be grouped in three categories. Some states 

approved modest recycling goals/targets as a percentage of total solid waste amount generated. 

Other states approved ambitious goals. A small group of states produced nothing in the way of  

recycling targets. 

The choice of  approaches to the solid waste problem can be regarded as a response to  

specific state contexts such as the political make-up of the legislature or the economic and 

socio-demographic context of the state. Traditional explanations of intergovernmental policy 

in the political science literature have systematically ignored the political motivations of state 

legislators for imposing (or not) different kinds of legislative requirements on local 

governments. In the adoption and implementation of legislation, state legislators are often 

faced with limited resources, difficulties in monitoring local implementation, insufficient 
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information regarding local preferences and strongly embedded past practices at the local level 

that plague successful adoption and implementation of state laws. Different state legislatures 

adopt different policies depending on the difficulties faced by legislators in evaluating the 

likelihood of success of their policies. In other words, legislators face constraints when 

coosing the type of contract (legislation) they will adopt in relation to their local governments 

and constituents. This dissertation examines these constraints and asymmetries under the 

umbrella of transaction cost politics of intergovernmental relations. 

Policy decisions at any level of government are framed by a set of institutions that 

determine what changes can be accomplished and through what channels. Institutions are 

important because they shape individuals’ actions and preferences, provide stability to 

collective choices, minimize transaction costs, limit choices, affect policymakers behavior and 

preferences, and provide incentives for political exchange (Clingermayer and Feiock, 2001). 

In this examination of environmental policy choices at the state and local levels of 

government, I draw upon two definitions of institutions to provide an explanation for policy 

variation across states and localities. North (1990: 3) defined institutions as “…humanly 

devised constraints that shape human interaction.” His main argument is that change in formal 

and informal constraints (institutions) is crucial to understand historical change in societies 

and economic performance through time. The perception of institutions as constraints is also 

consistent with Ostrom’s (1990) conceptualization of institutions as rules that prescribe what 

actions are required, prohibited, or permitted. Both definitions convey the importance of 

analyzing the effect of institutions in policy choices. 

In this dissertation I examine the effect of institutions on the choices of policy tools in two 

areas of intergovernmental environmental policy: solid waste management and growth 
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management. I investigate two questions. First, at the state level, how do state and local 

institutional factors shape the choice of specific solid waste and growth management policy 

tools. Second, at the local level, how do local institutions shape the choices of policy 

instruments in these two areas.  

The dissertation will examine both state and local policy tool choices using a single 

theoretical framework – a neoinstitutional transaction cost politics framework. Transaction 

cost politics (TCP) is a positive analytic approach to the study of public policy that combines 

elements of organizational economics and public choice (Dixit, 1996).  

The adoption of state policy by legislators entails the commitment of resources and 

expertise of both state officials enacting the legislation and local officials responsible for local 

policies and details of implementation. This relationship between the two levels of 

government can be best thought of as a contract between state and local officials, where each 

side is attempting to maximize their goals. All contracts are drawn under imperfect 

information, i.e., it is impossible to specify all details of implementation of the contract. It is in 

this context that transaction costs of exchange arise and can be defined as “the costs of 

measuring the valuable attributes of what is being exchanged and the costs of protecting rights 

and policing and enforcing agreements” (North, 1990: 27) or the “comparative costs of 

planning, adapting, and monitoring task completion under alternative governance structures” 

(Williamson, 1989: 142). 

Intergovernmental exchanges involve a set of transaction costs that determine the actions 

of elected and nonelected officials and influence the policy choices and outcomes. State 

governments and officials establish legislation and make policy in order to constrain and shape 

local policy choices. State political and economic factors provide the context under which the 
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minimization of transaction costs takes place and constitute the main determinants of state 

environmental policy making. Because exchanges between states and their local governments 

are difficult to monitor, state officials have incentives to minimize transaction costs a priori, 

that is, before local governments can actually implement their own policies. Reelection, 

prestige and “good public policy” can be seen as some of the incentives which drive state 

officials to minimize transaction costs. This work contributes to highlight the role played by 

transaction costs in intergovernmental exchanges. 

 In addition, transaction costs are also present at the local level and influence the policy 

choices undertaken by local governments. Moved by the same incentives as their state level 

counterparts, local level officials press for the choice of policy tools and instruments that best 

mirror the economic, political and demographic composition of their community1. Local 

institutions such as the form of government, the system of elections, or home rule status, as 

well as state level factors such as grant money, will act as constrains in policy instrument 

choice. 

The empirical analyses will apply this framework to explain policy decisions as functions 

of legislative incentives to supply environmental programs under conditions of limited and 

asymmetric information, opportunism, and uncertainty of political rights due to the 

reversibility of decisions. For each program area – solid waste management and growth 

management – two choices will be examined:  first, state legislative environmental policy 

decisions within a context of intergovernmental exchanges with local governments and, 

                                                           
1 The concepts policy instrument, policy tool, and production technology will be used interchangeably throughout 
this dissertation. These concepts are more precise in meaning than the concept of policy choice, because they 
convey the idea of “means to an end” within a specific policy field and, as a result, are more adequate to the 
theoretical framework developed throughout this work. As an example, recycling, landfilling, incineration, and 
source reduction programs can be seen as alternative policy instruments to manage solid waste. 
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second, local environmental policy choices framed by economic and political transaction costs 

acting as incentives and constraints. 

In addressing the choice of state level rules, this dissertation contributes to two bodies of 

literature. First, it improves the understanding of the choices state legislative bodies make in 

the design of environmental policies. The analysis focuses on the variation of goals across 

states within a policy area and highlights the distinct instruments or means chosen by the 

states in the pursuit of those goals. Second, even though state level rules in a given state may 

apply to all local jurisdictions, local policy choice and implementation varies across localities. 

Using state level rules as controls, the dissertation addresses the local/contextual determinants 

of this variation. 

Several other contributions are expected from this work. At the state level, the choices 

regarding solid waste management and growth management have been treated using case 

studies and have failed to systematically address the remarkable evolution of legislation in 

these policy areas across the fifty states.  

State solid waste policy has been increasingly focused upon recycling and source reduction 

at the expense of landfilling. This shift in states’ strategies to deal with waste is largely a 

product of the 1990s and has never been addressed and discussed using quantitative methods, 

namely regression analysis. 

State growth management policy was the target of many debates and studies since the 

1970s (May and Burby, 1996; Burby and Paterson, 1993; Bollens, 1992; DeGrove, 1984; 

Healy and Rosenberg, 1979), but the presentation of state policies is usually descriptive and 

even the use of case study methods less than satisfactory. Here I attempt to track the evolution 
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in the adoption of state legislation to manage growth during the 1990s, while also looking at 

differences across states. 

Previous studies tackling each policy area are correct in identifying a series of political, 

economic, and demographic factors which affect the behavior and action of state level 

officials, but they failed to include these factors in a single model. More importantly, previous 

empirical analyses do not present transaction costs minimization as a major incentive for state 

legislators in intergovernmental exchanges. 

Empirical studies conducted at the local level have consistently ignored state level 

variables (grants, penalties, and incentives) and local institutions in the explanations provided. 

Two examples illustrate the neglect of institutions. Studies concerned with explaining the 

adoption of local growth controls invariably include a series of factors such environmental and 

political attitudes, community context, social class, age group, and rational planning (Connerly 

and Frank, 1985; Logan and Zhou, 1990), but systematically fail to address the impact of state 

level factors and local institutions in differences among local policy choices. One exception to 

this is the recent work by Steel and Lovrich (2000) on the adoption of environmental impact 

statements, growth moratoria, and a set of land use controls at the county government level. 

The authors found that state level mandates are important predicting factors of local 

government efforts to control growth. 

Another policy area where state factors and local institutions are neglected in empirical 

analysis is solid waste management. Recent efforts to identify the determinants in the adoption 

and success of municipal recycling programs (Folz, 1991; Folz and Hazlett, 1991; Mrozek, 

1996) have failed to address the different responses of local governments to intergovernmental 

factors such as financial assistance, incentives, penalties. There are few exceptions. Feiock and 
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West (1993) develop a model of federalism to test the impact of state rules (mandates, 

financial assistance, reduction goals, incentives, and administration and enforcement) in the 

adoption of municipal solid waste recycling programs. The same authors (1996) also include 

state level goals and mandates in a test of the success of municipal recycling programs. 

Another exception is provided by Khator (1993) who examines the impact of Florida’s state 

recycling law at the county level of government. 

Even though local level analyses are interested in what accounts for the variation across 

jurisdictions, authors usually neglect to include state level variables as well as local 

institutions as explanatory factors. This dissertation begins to fill this important lacuna in 

theoretical and empirical analyses of local government policy, partly as a response to the call 

made by Burns and Gamm (1997). 

Chapter two applies the political economy transaction cost framework to explain state 

level adoption of environmental policy legislation. The major question that this chapter 

intends to answer is: “To what extent do transaction costs of intergovernmental relations 

determine the degree to which states attempt to constrain and direct the behavior of local 

governments in environmental policy making?” In chapter three, I turn attention to transaction 

costs that plague local policy choices and consider the different impacts of state level actions 

upon local environmental policy decisions. The question to answer is: “To what extent do the 

transaction costs of local politics shape the environmental policy instruments that counties 

employ in pursuit of enviromental goals imposed by the states?” Chapters four and five apply 

the theoretical framework to describe the specific policy areas that will be subjected to 

analysis – solid waste management and land use management regulation – and their political, 

economic, and environmental significance. Chapter six discusses the research methods, 
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estimation procedures, and empirical results of two solid waste management analyses: the first 

is centered on the variation in state recycling legislation approved between 1991 and 2000; the 

second focuses on the variation in size of county recycling programs in the state of Florida. 

Chapter seven proceeds in a similar manner with the analysis of growth management policies. 

Chapter eight presents the conclusions of this study. 
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CHAPTER 2:  

STATE LEVEL CHOICE OF INTERGOVERNMENTAL RULES 

  

In discussing the adoption of state level policies, the transaction cost politics approach 

will be employed to examine the political incentives linked with the choice. The fact that this 

framework will also be applied at the local level constitutes one of its major strengths. 

Because state policies can impose constraints on local governments, these choices are 

carefully considered by state legislators and decision makers and will have long lasting 

consequences in terms of time and impact.  The choices are made in a context of uncertainty 

and are subject to political transaction-costs which plague intergovernmental relations. 

 

Intergovernmental Rules, Transaction Costs and Policy Tool Choice 

 

The intergovernmental exchange between a state and its local governments can be 

described as an agency relationship, where the local jurisdictions are agents that implement the 

policy decisions enacted by state legislatures. Under perfect market conditions, and perfect 

and costless monitoring and information, local governments would respond to state policies by 

adopting and implementing local policies that mirror state legislators’ preferences. However, 

intergovernmental contracts are not established under these ideal conditions and are subjected 

to both economic and political transactions costs. These anticipated transaction costs affect the 

choices of state and local actors and, ultimately, influence the decisions of individual state 

legislators and local officials to supply specific policies.  
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These considerations are particularly relevant in the context of intergovernmental 

relations, since political transaction costs will operate at all levels of government. Moreover, 

due to the hierarchical nature of the relationship between state and local governments, political 

transaction costs have to be included in the analysis in order to explain the adoption and 

characteristics of state level policies and legislation.   

As an example, Feiock and Kalan (2000) argue for a principal-agent approach to solid 

waste management. When states define clear and specific policy goals providing incentives to 

induce local government performance, political transaction costs will be minimized and the 

adoption and success of local level programs will be in line with state level requirements and 

objectives. These arguments provide rationale for the concentration of research efforts upon 

solid waste management policies at the state and local level. 

State-local relations, much more than federal-state relations, can then be viewed as 

hierarchical. The right to exercise governmental powers is given to local governments by the 

state constitutions and/or legislative acts. The Dillon’s rule characterizes the hierarchical 

relationship between a state and its local governments taking its name from the ruling of an 

Iowa judge, John Dillon, allowing states to create, modify, or extinguish local governments, 

which are better thought of as municipal corporations (Ross and Levine, 2001). Local 

autonomy is the result of state legislation. Recent work by Frug (1980) and others argues that 

the legal context of intergovernmental relations allows states to hold control over local 

governments so as to generate powerless cities. Burns and Gamm (1997) note that rural-

dominated state legislatures have been frequently accused of limiting large cities’ actions 

through the enactment of hostile charters and statutes.  
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State level rules can be seen as contracts established between the state (principal) and its 

local governments (agents) to implement certain policies. These contracts (rules) are subject to 

political transaction costs and, for that reason, have embedded mechanisms that attempt to 

prevent local governments from reneging on these contracts. The goal is to make local 

governments do something they would not normally do if left to their own devices.  

Using incentives and penalties, state governments are able to elicit credible commitments 

from local governments, mitigate information asymmetries, and diminish time-consistency of 

action problems (Dixit, 1996). The adoption and scope of a specific tool of implementation is 

then a function of the policy to be enacted and the existence of political transaction costs. 

In the act of adopting land use management or solid waste management policies, the effort 

by the local governments is observable but the information is asymmetric. The contract, 

whatever its characteristics, has embedded a set of preferences that may not be consensual at 

the local level regarding the policy area in question. Local interests will try to influence the 

decisions made at this level and decision makers and implementers at the local level are then 

caught between respecting both the letter and spirit of the contract or respecting the letter but 

reneging the spirit due to constraints imposed by the local context (Dixit, 1996; Wilson, 1989).  

The framework used here to discuss the mechanisms involved in these intergovernmental 

contracts and to understand the reason why states direct local policy choices will be one of 

transaction cost politics synthesized from the work of Oliver Williamson (1975, 1988, 1999), 

Avinash Dixit (1996), and Epstein and O’Halloran (1999). 
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Rationale for Intergovernmental Institutions: A Transaction Cost Approach 

 

The literature on new institutionalism in economics and political science has presented 

discussions of delegation of authority from legislative bodies to the bureaucracy in terms of a 

transaction cost framework (Epstein and O’Halloran, 1999). In essence, the argument is that 

the legislative body faces a tradeoff between internal costs of policy production and external 

costs of delegation (p. 7). Similar to the make-or-buy decision faced by firms in the economic 

market, in this dissertation I argue that the tradeoff is also present in the relationship between 

levels of government, specifically between state and local governments. 

The existence of market failures at the local level such as negative externalities, collective 

action problems, and information asymmetries in establishing credible commitments prevents 

certain transactions from occurring. State level rules structure local actors’ current and future 

behavior by solving market failures, minimizing transactions costs, and by securing 

cooperation that ensures gains from political transactions (Moe, 1990). Mutual benefits 

resulting from negotiation and compromise accrue to the actors involved and are only possible 

because political institutions (intergovernmental contracts), like economic ones, reduce 

transaction costs, facilitate cooperation and are beneficial to all involved. In this section, a 

transaction cost approach to intergovernmental institutions is used to explain why state 

legislators choose the way they do. I proceed in two stages. First, I describe state level 

intervention as motivated by the minimization of economic transactions costs arising from 

unregulated local markets. Second, state level rules and policies have to be designed so as to 

minimize political transactions costs, that is, so that they actually work in accomplishing their 

goals and are not reneged upon by self-interested local actions. 
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Intergovernmental Exchanges and Economic Transaction Costs 

  

State governmental action in policy areas such as solid waste or growth management can 

be seen as triggered either by incapacity or lack of response of local governments to a 

perceived problem or by the desire of state officials to direct or constrain local actions in these 

policy areas. Hence, the decision faced by state governments is between vertical integration 

and delegation or, in other words, a matter of degree of (de)centralization of decision-making 

authority.  

The first solution is one of total centralization, with the state government responsible for 

writing and implementing policy without any input or discretion left to the localities. This 

alternative implies the existence of a single hierarchical structure at the state level responsible 

for all decisions regarding public policy. This hierarchy is too centralized, costly, and 

inflexible to handle the thousands of decisions to be made. Coordination of the subunits 

representing the local governments in this hierarchy would be very complex and difficult to 

achieve. 

The second solution is delegation (nonintervention), emphasizing policy adoption at the 

local level, where the local governments are free to select the governance structure for each 

policy area that minimizes local transaction costs. If local governments make decisions 

concerning certain policy areas without federal or state level guidance they are operating in an 

economic free market of sorts. In this market, transaction costs are present in several forms, 

usually under the general label of market failures. When this happens, policy intervention by 

 13



the state would leave the jurisdiction as a whole better off by adopting policies consistent with 

the preferences of the state median voter.  

Ultimately, the relationship between state and local governments fits within these two 

ideal types. The decision faced by each state regarding the degree of 

centralization/decentralization is determined by the amount of economic and political 

transaction costs involved in the exchange. The problem is then to determine when and how 

should state legislators intervene to direct local policy choices. In a certain sense, this situation 

is not new. The option between Montesquieu’s confederate republic and Madison’s compound 

republic was a choice between having a decentralized alliance of city-states and having a 

centralized federal government. Ultimately, Madison’s idea prevailed albeit with an economic 

argument that city-states better serve the “local and particular” (Inman and Rubinfeld, 1997). 

The argument for state intervention can be justified in Coasian terms. Just like Coase 

(1937; 1960) proposed that certain market transactions involving large negotiation costs 

should be integrated under the hierarchy of the firm, it can be argued that, due to inefficiencies 

in local policy making and choice, state action is necessary to reduce transaction costs and 

achieve more efficient solutions. In the case of local market transactions, the costs of 

negotiation and market failure correction may be too high so that state command-and-control 

or incentive based regulation is able to economize on these costs (Epstein and O’Halloran, 

1999).  

The degree of intervention (contract features) becomes a matter of weighting the market 

failures experienced at the local level against the transaction costs experienced by the different 

hierarchical arrangements (contracts) between state and local governments. As Coase correctly 

put it, “the problem is to avoid the more serious harm” (1960: 2). In other words, the number 
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of decisions concerning a specific policy can either be left to local governments (market) or 

can be centralized at the state level, when it has any extra-local impacts (hierarchy). 

Ultimately, decisions regarding urban growth, solid waste, economic development, or any 

other issues of interest to both state and local governments are to be made within this 

framework. 

In this dissertation local governments are regarded as firms competing in a political 

market. The fundamental questions are then when and how do states regulate local policy 

markets; and to what extent do transaction costs of intergovernmental relations determine the 

degree to which states attempt to constrain and direct local government in environmental 

policy making? 

In each state, legislators will choose the contract (legislation) that minimizes both 

economic and political transaction costs since they are not able to enter in individual 

agreements with each local government. As an example, one can easily argue that, certain 

policy issues cut across jurisdictions assuming a regional character and result in less than 

economic efficient allocations.  

First, local policy choices/solutions may not be adopted due to collective action problems, 

generating a worse outcome for some jurisdictions and for the region as a whole, and requiring 

state level regulation. Second, an equally undesirable result requiring state action occurs when 

jurisdictions adopt policies which generate negative externalities for their neighbors leading to 

a less than efficient outcome for the region or state as a whole. Finally, local governments may 

fail to recognize opportunities to cooperate due to information asymmetries. 

Certain state characteristics may justify the intervention of the state legislature under an 

efficiency umbrella. In these cases, state legislators may opt to intervene motivated by “good 
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public policy”, without any concern for local government behavior Several examples can 

highlight this point. During the last few decades, Florida, Nevada, and California have dealt 

with the highest rates of population growth of the fifty American states and, as a result, are 

more likely to be involved in the adoption of comprehensive growth management legislation. 

Another example of state intervention having efficiency as a goal is coastal management 

planning in states with environmentally sensitive coastal and wetlands. One last example 

comes from solid waste management. States facing a large amount of garbage generated per 

capita are also more likely to invest in policies to stimulate recycling. 

Ideally, only local market inefficient transactions should be regulated to avoid the loss of 

local autonomy and choice and allow the capture of high-powered market incentives resulting 

from competition among local governments (Williamson, 1985; Frant, 1996). In practice, 

however, state legislators elaborate a contract arrangement that minimizes political transaction 

costs of implementation and maximizes their chances of reelection. The temptation of 

legislators to regulate more than the economically efficient quantity is thus explained. 

The motivations of state legislators – self-interest and “good public policy” – may be 

deemed to failure if local governments ignore the legislation adopted by state legislatures. In 

other words, the intentions of state legislators may not prevail if the political transaction costs 

present in the intergovernmental exchanges are not minimized. To accomplish this goal, state 

legislation will have embedded features, incentives, and penalties to allow a match/alignment 

between state legislators’ motivations and local level preferences and choices. 

Next, the different types of political transaction costs are discussed from a theoretical 

perspective and the trade-offs between centralization of policymaking at the state level and 

delegation to local governments that determine the boundaries of the relationship between 
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state and local governments highlighted. The governance structure adopted in each particular 

instance will be the most attractive from the point of view of the median state legislator 

according to the logic of political efficiency (Epstein and O’Halloran, 1999).  

 

Intergovernmental Exchanges and Political Transaction Costs 

 

In the preceding section, I argued that state legislators regulate local policy markets in 

order to overcome inefficient transactions and allocations created by local government 

activity. However, it would be naïve to believe that state legislators are uniquely concerned 

with economic efficiency. In fact, state officials’ goals are far more vast than efficiency and 

encompass, among others, reelection and subjective equity goals. Hence, when contracting 

with local governments, state legislators will write a contract that maximizes their reelection 

chances motivated by the logic of political efficiency and minimization of political transaction 

costs. In other words, legislators are concerned with local level implementation of policies as 

they were adopted at the state level. The intergovernmental arrangement that minimizes 

political transaction costs assures the faithful implementation of state policies and maximizes 

the chances of reelection of state legislators. 

The relationship between a state and its local governments can be conceived as an agency 

relationship in which the principal delegates authority to the agents and is affected by the 

choices and decisions made by them. Two features have to be present in a principal-agent 

relationship in order to qualify it as such (Stevens, 1993). First, there has to be asymmetric 

information, with one part withholding more or different information from the other. Second, 
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there have to be conflicting interests among parties. The state-local governments relationship 

possesses both features making it suitable for a political transaction costs analysis. 

The need to delegate reflects the inability of state governments to choose and enact all the 

policies in all policy areas. Local governments are closer to the population and local contexts 

and are able to take advantage of specialization. 

However, local authorities also have goals of their own, with reelection being the common 

goal among all policy decisions. In turn, the actions to further these goals generate the political 

transaction costs state officials are trying to minimize. Therefore, state officials will rely on a 

contract which makes local governments act to further the interests of their principals. The 

incentive structure present in the contract is decisive to make the agents further the goals of 

the principals (Moe, 1984). 

At this point, it is useful to look at the features of state policies legislators have to consider 

in the enactment of policy. In the exchange between state and local governments, five major 

types of costs are usually present: agency costs, legislative decision-making costs, uncertainty 

costs, commitment costs, and sunk costs. Each type will be defined and its implications for the 

creation of intergovernmental rules discussed. 

 

Agency Costs 

 

States face agency problems because local governments are numerous and difficult to 

monitor in the implementation and enactment of state policy. Principal-agent relationships 

involve two types of problems – adverse selection and moral hazard (Moe, 1984).  

Principals face adverse selection costs because of the ex-ante information asymmetry 

present in the relationship between principals and agents. In their role as principals, state 
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governments will elicit information from their agents (local governments), but only the agents 

have full knowledge of the information and can use this knowledge to their own advantage.  

The adverse selection problem is related with ex-ante information asymmetry that does not 

allow state legislators to know in advance which local governments are going to follow state 

policy goals and which ones will renege on these state interests. How can states solve the 

adverse selection problem? 

The first solution to the adverse selection problem is centered around the agent’s actions 

and can be classified as signaling. Local governments hold more and different information 

from the state officials, but they can, given these circumstances, signal principals about their 

intentions regarding local policy. An example of the signaling mechanism within the context 

of solid waste management is the adoption of curbside recycling programs by local 

governments to fulfill state recycling goals. Although these programs are not the single cause 

of recycling goal attainment, they indicate the intentions of local governments with regard to 

those goals.  

The second mechanism to avoid adverse selection is based upon the principal and can be 

designated as screening or self-selection. Although state governments are less informed than 

their local counterparts, they are able to distinguish the different types of local governments by 

offering them alternatives. At one point in time, state governments offered local governments 

a choice in terms of the form of local institutions to be adopted. Local governments which rely 

on reformed institutions (council-manager form of government and at-large elections) are 

more likely to act according to state level expectations by favoring what can be described as 

“good policy” and engaging less in opportunistic behavior. Because mayor-council 

governments are more subject to political cycles, legislators in states where this form of 
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government is dominant will face stronger opportunistic behavior, focus on local policy and 

political goals, and increased agency costs in the form of adverse selection. 

Moral hazard results from ex-post opportunistic behavior on the part of agents. As in the 

case of adverse selection, shirking or non-compliant behavior occurs due to information 

asymmetry favoring the agents. Shirking occurs because state governments are not able to 

observe the behavior of local governments to fulfill state level goals.  

The degree to which local governments may renege on the contract/legislation after 

adoption depends on how visible this non-compliant behavior is. The number of local 

governments varies across states and, therefore, the difficulty in monitoring local actions will 

also vary, with the expectation that increases in the number of local governments in a state 

increase agency and monitoring costs faced by state legislators. The argument that 

fragmentation increases agency costs is countered by the idea that local governments compete 

among themselves to increase performance. If this second argument is true, information 

asymmetries will decrease with fragmentation and states will be better able to monitor local 

government activities. The risk of moral hazard is reduced in the presence of competition 

among local governments conducive to more efficient outcomes. 

In addition to reduce moral hazard through competition among local governments, states 

can also rely upon other mechanisms such as monitoring, explicit incentive contracts or the 

use of sanctions or penalties to induce compliance. States wishing to monitor local 

government behavior can compare state policy goals with local level goals and check how 

similar these goals are or, alternatively, evaluate the performance or output generated by local 

governments. Both ways of monitoring rely upon information gathering by state officials on 
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local governments. In a realistic sense, local government competition described above is a 

form of almost costless monitoring. 

State governments can induce compliance by providing subsidies/grants to local 

government activities in line with state level policy. The design of incentive contracts has the 

advantage of allowing state officials to devise incentive structures to specific communities. If 

the goal is to stimulate certain behaviors, lagging jurisdictions can be rewarded by larger 

incentives than jurisdictions already in compliance. The use of penalties or sanctions such as 

partial preemption or grant withdrawal can also induce compliance, but works in the opposite 

direction of incentives.  

Finally, principals can also achieve the cooperation of the agents using internal controls 

such as trust, credible commitments, and cooperation between the two levels of government. 

Internal controls rely more on social and moral commitment and reputation, and opportunities 

for reduction of conflict. 

The features of the intergovernmental exchange structure the relationship between the two 

levels of government in such a way as to minimize transaction costs. The political actors, like 

the economic ones, are rationally bounded and, hence, the contracts are always incomplete 

holding loopholes and ambiguity as far as their provisions (Williamson, 1988). Disagreements 

on the terms of the contract are likely to occur ex-post leading to negotiations between parties 

to fill the gap in the original contract. Under these conditions, ex-post power relations matter 

substantially. Transaction cost analysis calls this the residual rights of control. An example of 

the relevance of residual rights of control is growth management in Florida. After the Growth 

Management Act (GMA) of 1985, the Department of Community Affairs (DCA) reserved to 

itself the authority to accept or reject local growth management plans, even in the case of gaps 
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in the mandate. By keeping the residual rights of control, the state legislators centralize the 

growth management policymaking more than if they had relinquished them. More 

importantly, legislators will refuse to surrender the residual rights of control in policy areas 

where local governments are more likely to shirk. The incompleteness of contracts then leads 

to a first set of political transaction costs heretofore described as agency costs. 

 

Legislative Opportunity Costs 

 

In their quest for reelection, state legislators search for legislative opportunities that will 

allow them to achieve their desideratum. In addition to the agency costs stemming from the 

hierarchical relationship between a state and its local governments, legislators have to face 

legislative opportunity costs resulting from time and agenda limitations (Horn, 1995).  

A detailed intergovernmental contract involves more time and effort spent in crafting the 

specific piece of legislation than contracts allowing for discretion of local level governments 

in their implementation. Besides, more legislation in a given policy area as well as increased 

stringency will also increase opportunity costs, since they force state legislators to dedicate 

more time and effort to monitoring. When making policy decisions, officials face a trade-off 

between alternatives or, to use the classic example, to supply more cannons they have to cut 

on the butter supply. Several types of opportunity costs can be identified. Here we concentrate 

upon two of these: financial and time/agenda constraints. 

Financial opportunity costs derive from budget constraints and limitations. The fiscal 

capacity of state and local governments determines the range of policy alternatives that can be 
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adopted and constrains the financial incentives that can be attributed in order to direct 

individual behavior. 

There are many issues that can be addressed by elected officials at a given point in time. 

Because officials face these pressures upon their time, their agenda reflects the choice of a set 

of issues to consider to the detriment of others. In order to include a new issue, another has to 

be dropped. Not only the number of issues that can be addressed at one point in time is limited 

but also the longer legislators spend on a specific piece of legislation, the less time will be 

available to introduce other legislation (Horn, 1995). 

State legislatures vary widely in terms of average annual salary, average annual duration of 

session and total staff (Hamm and Moncrief, 2000). Some state legislatures such as New York, 

Pennsylvania and California have lengthy sessions, high salaries, and staff in the thousands, 

and are classified as professional. At the other end of the scale, we find Wyoming, North 

Dakota and New Hampshire considered “citizen legislatures” with their members meeting a 

couple of months a year in exchange for an almost symbolic compensation of a few hundred 

dollars. More professional legislatures are, therefore, better able to minimize legislative 

opportunity costs by addressing a larger number of issues and generating more pieces of 

legislation.  

In terms of legislative costs (time, effort and money) I posit that more professional 

legislatures are also better able to direct local government behavior. Legislation will be more 

stringent, detailed, and covering more topics, thereby reducing local government discretion. In 

particular, when detailed contracts are approved, the implementation and the results at the 

local level will mirror more closely the preferences of the state legislature than if the contract 

is vague in its content. 
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Uncertainty Costs 

 

When state legislation is approved, it may be difficult for each local government within a 

state to determine how it will be affected by that piece of legislation. Intergovernmental 

contracts entail financial and technical consequences for local governments and may 

exacerbate conflicts between local groups with different preferences. Local governments are 

better equiped to deal with risk stemming from policy adoption than individual constituents 

and interest groups. Uncertainty is more difficult to bear for individuals and interest groups 

resulting in less support for state legislators. If most of the negative consequences of policy 

adoption are borne by constituents they will cease to support the enacting coalition, and this 

effect will be stronger when the policies involve redistributive effects. Hence, by assigning 

most of the risk to local governments, state legislators minimize uncertainty costs and enhance 

their chances at reelection. When local governments face fiscal pressures, lack the technical 

competence or face local opposition, contract implementation may entail large uncertainty 

costs for state legislators and affect the likelihood of reelection, because it will be costly for 

local governments to bear the risk and constituents will reduce their degree of support. 

Examples of risk sharing between state and local governments are common in the 

establishment of state level mandates. This strategy assures the minimization of uncertainty 

costs because it avoids risk shifting to policy beneficiaries and constituents. Defending the 

idea that mandates do not always entail intergovernmental conflict, Jenks (1994) found that, in 

the case of North Carolina’s counties compliance with the solid waste mandate, the two sides 

were able to develop a problem-solving approach that not only reduced the amount of conflict 
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in implementation, but also improved policy outcomes creating win-win results. What Jenks 

describes as a problem-solving approach to intergovernmental conflict is elsewhere described 

as cooperative mandate design (May, 1995; May and Burby, 1996), co-production 

(Godschalk, 1992), and collaborative planning (Bollens, 1992; 1993).  

 

Commitment Costs 

 

State legislators aiming at reelection are also affected by a commitment problem. 

Constituents have to believe that, once a policy is adopted, it will remain in effect and it will 

not be subject to revision or change by this or future coalitions. Because the relationship 

between state legislators and constituents is similar to a principal-agent relationship, 

legislators have to signal constituents about their intentions. This can be done in a different 

number of ways. First, state governments can invest in the policy themselves by spending 

more in order to accomplish its goals. Second, since this relationship is mediated by local 

governments, state level grants to local governments can be an indicator of commitment 

towards a specific policy. However, no matter how many efforts are made in the short-term to 

demonstrate commitment towards a specific policy, state legislators may never secure the 

benefits for their constituents in the long-run due to the uncertainty inherent in all political 

transactions (Moe, 1990). 

As we have argued in the discussion of agency costs, when designing a contract, state 

governments will also attempt to minimize agency costs by including provisions that 

safeguard future attempts of local governments to renege on the contract. The reason for this is 
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the attempt by state legislators to minimize commitment costs incurred at the eyes of the 

constituents. This notion can be illustrated by empirical findings.  

May and Burby (1996) compare the performance of state hazard-mitigation mandates in 

Florida and New South Wales, Australia in terms of procedural and substantive compliance by 

local governments. When local governments are not committed to state policies, coercive 

mandates produce higher rates of procedural compliance. When commitment is present, 

cooperative policies work better over the long run in assuring commitment and substantive 

compliance. The dilemma is how to motivate and improve the performance of lagging 

localities, while avoiding imposing the heavy-handed tools of regulatory federalism on 

cooperative jurisdictions. Similarly, May (1995) analyzed the implementation of cooperative 

mandates in New South Wales, Australia and in New Zealand and found that commitment and 

capacity by local governments are necessary to enable the development of facilitative 

implementation styles.  

From the perspective of the state legislator, commitment costs can be minimized by 

securing an agreement that creates a “stable structure of exchange” (North, 1990: 50) both 

over space and time. In this fashion, state legislators are able to control part of the 

commitment problem, even if, ultimately, commitment costs depend on forward-looking 

constituencies’ perception of state legislators’ actions (Horn, 1995).      

 

Sunk Costs and Path Dependency 

 

 The intergovernmental exchanges between states and local governments are affected by 

sunk costs arising due to path dependency. The idea of path dependency affecting local policy 
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choices will be discussed further ahead but, for now, it is important to understand the state’s 

perspective.  

State level choices cannot be separated from local level practices. Even though the 

discussion of the agency problem has highlighted the importance of state officials 

minimization of agency costs, the fact is that past policy actions are difficult to revert and state 

policy will always reflect some local limitations. In other words, it is not realistic to expect 

that states adopt legislation that directly opposes local policies in effect for a long period of 

time. State legislation attempts to direct and constrain local level actions but, besides other 

political transaction costs, it will be subjected to local sunk costs that do not allow its 

extension as it would be desired by state officials. An example should illustrate this idea.  

The success in the enforcement of an unfunded mandate is largely dependent on early and 

current practices at the local level. If a state mandates a recycling goal of 25% to be achieved 

in 2 years by all localities within the state, communities already recycling at or close to that 

level are more likely to obey the mandate than communities with very low recycling rates. 

Although this seems to be an obvious statement, the implications are extremely important in 

terms of costs of compliance since local governments that made the “wrong” choice of relying 

heavily on landfilling and/or incineration will find it harder to comply than localities opting 

for recycling and source reduction early on.  

This example highlights the importance of making the “right” choice early on and points to 

the costs incurred by states in redirecting local governments’ policies. State legislators are 

attentive to the costs of compliance and will behave rationally by adopting realistic policy 

goals. Whereas commitment costs are a function of local government present ability and 

preferences to deal with mandates, sunk costs are a function of past local government choices.  
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Summary 

 

Given the existence of political transaction costs in the relationship between states and 

localities, why would states be interested in entrusting local governments with policy activity? 

Epstein and O’Halloran (1999) argue that delegation helps legislatures to reduce their 

workload, to take advantage of local agency expertise and proximity to the problems, and to 

avoid inefficiencies arising from over centralization usually known as influence costs such as 

delays, logrolling, and information inefficiencies (Milgrom and Roberts, 1990). 

This section presented the economic transaction costs that explain state action for 

efficiency reasons in policy areas previously under the exclusive responsibility of local 

governments. In their quest for economic efficiency and “good policy”, state legislators act so 

as to minimize political transaction costs and having political efficiency of intergovernmental 

contracts as the ultimate goal. As the next section will confirm, individual legislators and 

elected officials search for policy choices that can help them further their political careers, 

interests, and ideology. 

 

Political Transaction Costs: Some Additional Thoughts 

 

The previous section depicted state policy adoption as a consequence of the minimization 

of political transaction costs present in intergovernmental exchanges. Just as in Horn’s 1995 

work, the relaxation of the electoral competition assumption does not disrupt this theoretical 

framework, since economic efficiency and constituencies’ preferences are accounted for in the 
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explanation of state policy choices by control variables out of the legislators’ preferences 

realm. 

This section explores some additional factors affecting the motivation of individual state 

legislators and discusses two sets of reasons linked with election cycles and ideological and 

personal preferences that help to explain why individual suppliers make the choices they make 

(Feiock and Stream, 1998).  

Policy decisions on the part of legislators or local officials entail, more often than not, 

political benefits and costs. Elected officials have high-powered incentives (reelection) to 

respond to specific constituencies operating at any level of government. Based on this 

assumption, one can expect that, ceteris paribus, officials will support policies that are 

supported by the median voter. 

Probably even more important than the general public, the role played by interest groups in 

the policy area in question is relevant for the choices made by elected officials. The degree of 

competition between interest groups and their influence and the selective benefits to be reaped 

will affect the power of each interest group and, in turn, affect the policy choices made by 

elected officials. It is worth noting that the importance of interest group activity in particular 

and public opinion in general will vary according to the visibility of the policies being enacted 

and to the moment of the electoral cycle when the decision is enacted.  

Elected officials have short-time horizons which make them overvalue current benefits and 

costs and dismiss or undervalue long-run benefits and costs. Hence, election proximity affects 

policy choice and adoption because officials involved may feel the need to adopt more popular 

policies in order to accomplish reelection goals. This is even more noticeable when the 

election is highly competitive. The argument here developed is one of the political business 
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cycle applied to the state (and local) levels of government. In election years, the role of 

political benefits becomes crucial with officials seeking the adoption of policies with visible, 

immediate, and directly traceable benefits, and with costs that can be deferred into the future. 

In addition, when choosing between competing policy alternatives, elected officials weight the 

political benefits accruing from satisfying competing demands made by citizens and interest 

groups. 

When making policy decisions, elected officials are expected to behave consistently with 

their ideology and personal preference. Everything else equal, it is expected that Democrats 

will support more spending and pro-active environmental policies and legislation than 

Republicans. 

In certain situations one can expect that elected officials experience ideological costs. This 

fact is more prevalent in election years. The desire of politicians to please the electorate by 

adopting what is perceived as “good” policy may force them to sacrifice some of their 

ideological convictions. Knowing what policies are favored or opposed by the median voter 

may help elected officials to enhance the probability of reelection and explains, at least partly, 

why, in certain occasions, elected officials vote against their ideological beliefs. 

 

Aligning Transaction Costs and Contract Features 

 

In the preceding section I have argued that state level legislation to direct local behavior 

and choices is triggered by the need to minimize economic and political transaction costs. 

Ideally, state legislatures would adopt individual agreements with each local government in 

order to minimize transaction costs. This is extremely costly in financial, time, and political 
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feasibility terms. In practice, one contract (piece of legislation) is designed to encompass the 

expectations of the state legislature to its local governments and drawn with the goal of 

minimizing the transaction costs of intergovernmental exchange.  

In sum, the state legislation should include mechanisms to control agency problems, 

incorporate provisions to assure credible commitments and prevent future coalitions from 

reneging on the contract, create realistic goals for local governments to achieve and/or provide 

financial and technical assistance in accomplishing those goals, and achieve all this without 

compromising other pieces of legislation, state legislative activities, and the chances of 

reelection of state legislators. 

In this chapter, I focused upon state legislators’ design of intergovernmental contracts in 

order to obtain compliance from local governments by minimizing both economic and 

political transaction costs. But to understand when and why state policy is approved and takes 

the form it does is an incomplete view of the workings of an intergovernmental system. Given 

the factors involved in the adoption of state level policies and the characteristics of state-local 

relationships, what is the context in which local governments make policy? Better yet, if state 

rules are designed to constrain local choices, why do communities behave differently in face 

of these upper level rules? The way the actions of local level actors vary in face of state level 

policies is addressed in detail in the next chapter.  
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CHAPTER 3:  

TRANSACTION COSTS AND LOCAL POLICY TOOLS 

 

The second concern of this work will be to explain local policymaking and policy tool 

adoption under the framework of economic and political transaction costs. To that intent I 

begin by asking: “To what extent do the transaction costs of local politics shape the 

environmental policy instruments that local governments employ in pursuit of environmental 

policy goals imposed by states?” State laws affect the behavior of local actors by forcing them 

to comply or by making them adjust their behavior in order to circumvent those upper level 

rules. The success of state laws is largely dependent upon the incentives embedded in the 

legislation usually intended to raise costs of noncompliance, reduce information asymmetries, 

and diminish time-consistency of action problems (Dixit, 1996). The transaction costs politics 

framework can be applied to several areas of intergovernmental interest such as borrowing, 

comprehensive planning, solid waste management, and economic development. 

 

Rationale for Local Policy Instrument Choice: 

A Transaction Cost Politics Approach 

 

In the previous chapter, state level policy was justified both in terms of economic and 

political efficiency. I argue that, with a few adjustments, a similar argument can be made for 

policy making at the local level of analysis. First, local policy is generated within an 

intergovernmental framework and hence partly shaped by federal and state limitations. 
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Second, when considering the transaction cost concept, I will not be referring to transactions 

(contracts) between a state and its local governments, but to the transactions between local 

government officials and their citizens. Third, while the focus of analysis in chapter two was 

the contract or piece of legislation, in chapter three the analysis is centered on the policy 

instrument. 

 

Policy Tools and Local Policy Choices 

 

In policy areas where the local government plays an important role such as solid waste, 

economic development, and growth management, it is possible to identify a number of tools 

usually available to local officials to help them deal with each of these policy concerns. In 

addressing local policy choices constrained by state rules, I employ the tools approach to 

highlight economic and political tradeoffs faced by local officials when choosing between 

competing alternatives. Each policy tool has its political economy, which makes them more or 

less attractive or desired by local officials, interest groups, and citizens. The combination of 

policy instrument features with local institutions, preferences, and contexts produces the 

variation in policies adopted across local jurisdictions. 

In recent years the public policy and welfare economics literatures have directed attention 

to the specific policy instruments that governments employ to purse policy goals (Salamon, 

1989; Weimer and Vining, 1999 [1989]; Peters and van Nispen, 1998; Salamon and Elliott, 

2001).   The tools paradigm was first proposed and explained as a field of inquiry by Salamon 

(1981) and Salamon and Lund (1989). As argued by these authors, the tools share a set of 
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essential features and are generally used to accomplish the same goals. In other words, the 

tools are alternative means of accomplishing similar governmental policy objectives. 

While a growing body of literature explores how context can affect the choice of policy 

instruments, most attention has been on the comparison of markets with public bureaucracies. 

Moreover, this work has focused on national level policy to the neglect of instrument choices 

at the local level. Research on the tools of government action has classified a variety of 

instruments available to address government and market failures (Hood, 1983; Linder and 

Peters, 1989; Salamon, 1989; Weimar and Vining, 1999; Feiock and Stream, 1998).  While 

policy instrument typologies sometimes apply different labels to various strategies, each 

describes generic policy instruments used to address failures of markets or governments to 

deliver goods or services.    

A wide array of policy instruments is available for implementing local environmental 

goals.  At the aggregate level, municipal solid waste programs and land use management 

combine various generic policy instruments and reflect the interests of multiple constituencies.  

In the analysis that follows I do not treat these policies as monolithic.  Instead, I identify 

separate policy instruments as interventions with unique implications resulting from distinct 

institutional contexts. It is important to analyze the choice of tools in terms of what problem 

government is trying to address, what the strengths and weaknesses of each tool are in dealing 

with the problem, and what are the consequences or impacts of their use in specific 

communities. At the local level, more than any other level of government, the link between 

policies and goals is, or at least should be, clear. Policy instruments or tools are devices used 

to achieve a specific goal (Salamon and Lund, 1989). 

 34



Policy tools will be distinguished according to both economic and political characteristics. 

Economically, tools differ on the benefits and costs accrued to the median taxpayer and the 

choice should reside in the policy instrument or combination of instruments producing the 

largest marginal benefit. In order to produce the best choice under a Pareto efficiency 

criterion, benefits and costs of the available tools should be examined. 

Policy instrument choice, however, cannot be reduced to an economic criterion. In fact, 

political and distributive interests are involved so that policy makers choose the policy tool or 

combination of tools which minimizes their political transaction costs. 

The relevance of the tools approach to local government choices should by now be clear. 

At the local level, the link between goals, choices, and outcomes is much more clear than at 

upper levels of governments. First, contrary to state level choices, which are much more 

general and usually address regional or statewide issues and are targeted to achieve state level 

goals and objectives, local policy choices deal with the inherently local problems, even if 

constrained by state policy choices.  

Second, local level policy makers are able to assess the benefits and costs of each tool 

much more accurately and choose according to an economic efficiency criterion. More 

specifically, a policy instrument entails economic benefits because its adoption can produce 

savings, if the instrument is a less costly way of achieving the same goal, or economic costs if 

the reverse occurs.  

Third, the local choice is determined by local officials, interests, and constituencies who 

are much more closer to decision makers and, hence, can more easily influence them. Not 

incidentally, this also allows local officials to have a better sense of the political transaction 

costs they face in making the choice. In other words, policy instruments are not neutral means 
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of accomplishing the same objectives. This will be clearly demonstrated when addressing the 

two policy areas under analysis. Specific choices by local officials may not be economically 

efficient, but they help to maximize political goal accomplishment and deal with contradictory 

goals among their constituencies. 

Fourth, and most significantly, state officials direct, constrain, and limit local choice but 

do not choose local policy tools. Ultimately, this decision belongs to the local community and 

this fact justifies the emphasis placed upon the relevance of local context in the remaining 

pages of this chapter.      

Contrary to previous attempts to enumerate comprehensive classifications or taxonomies 

of instruments applicable to governments as a whole (Phidd and Doern, 1978; Salamon, 1981; 

McDonnell and Elmore, 1986; Salamon and Lund, 1989; Linder and Peters, 1989), here I 

focus on the notion of tools available to deal with a specific problem in each policy area. As 

an example, when thinking about the solid waste problem, four policy tools are considered: 

landfilling, incineration, recycling, and source reduction. Policy instrument choice has to be 

placed in a context considering three essential features (Linder and Peters, 1989): the 

institutional framework within which local officials operate, the problem situation at hand 

which demands tool choice, and the temporal context in which the choice is made. However, 

equally important for the examination of the policy choice, it is to consider the characteristics 

of the tools available and the trade-offs inherent in their adoption.  

The analysis of policy choices at the local level is then centered in the policy tool and in 

what factors determine different instrument choices across local jurisdictions. This chapter 

begins by discussing the intergovernmental factors that influence local level choice. Then, I 

proceed by highlighting the local setting where these choices take place, namely by arguing 

 36



the role of local institutions and rules in framing choices and the local context where economic 

trade-offs in policy instrument choice and the political transaction costs faced by local 

officials are present when deciding between competing alternatives. 

 

Intergovernmental Rules and Local Policy Instrument Choice 

   

State policy and rules function as intergovernmental institutions and constitute constraints 

to local governmental actions. In the policy area subject to analysis – environmental policy – 

state level choices prescribe what actions are required, prohibited, and permitted to local 

actors (Ostrom, 1990). 

Local governments, as creatures of the states, are dependent upon the states for financial 

support, regulation, and in other ways. Changes in state level rules can lead to large, non-

incremental change in local policy. Examples of this type of impact are state level mandates 

that force local governments to comply. A mandate can be best seen as a change in policy 

venue in the sense that it reduces or denies local governments the authority to decide over a 

certain issue obliging it to comply. At the same time, the rules established at the state level 

constitute constraints that induce stability in local government performance. However, even 

though the state level mandate is the same for all local jurisdictions, the way it is implemented 

varies across local governments depending on local institutions and political transaction costs 

faced by local officials. 

Local rules confer advantages to certain individuals or groups that will oppose efforts to 

changes in rules detrimental to their own projects (Goodin, 1996). Moe (1990) contended that 

institutions are not only a way to solve problems of collective action, but also instruments of 
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coercion and redistribution. Thus, institutions are not neutral; they create winners and losers 

and induce equilibrium in the political system (Shepsle, 1979), by favouring certain policy 

choices in detriment of others. In other words, because institutions shape preferences of 

individuals and groups, they also favor the preservation of the status quo by introducing 

stability in social interaction.  

Based on the arguments presented, I expect that variation in state policy options such as 

grants to local governments or home rule powers will affect political action and behavior at 

the local level. However, even if state level rules act as incentives or constraints to local 

behavior one can also expect that local governments will exhibit adaptive behavior in order to 

pursue their self-interest, irrespective of state policy goals. 

The case of state level grants is helpful to demonstrate the impact of state policies upon the 

variation in local practices. The distribution of grants facilitates the pursuit of policy goals by 

local officials, but it may exacerbate local disparities if grants are not targeted to reduce 

variation across localities. 

  Dalton and Burby (1994) analyzed 176 communities in five states (California, Florida, 

North Carolina, Texas, and Washington) and suggest that local commitment to state planning 

mandates is not simply dependent on the mandate features. More importantly, the study shows 

that states cannot control local factors such as environmental conditions, growth pressures and 

political activism, even if they have other mechanisms available to increase commitment like 

funding, incentives, sanctions, and technical assistance. 

Another important way in which state governments can affect local autonomy is home 

rule. Home rule “…requires that the elected officials of a local jurisdiction, not the state 
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government, make basic decisions about the structure, functions, authority and methods of 

public action for the locality” (Krane, Rigos and Hill Jr., 2000: 1). 

The granting of home rule powers by state legislatures to local governments expands the 

capacity of local jurisdictions to design and implement collective choices (Krane, Rigos and 

Hill Jr., 2000: 4) . As a result, the presence or absence of home rule powers affects the ability 

and freedom of local governments to act in the policy direction officials perceive as adequate. 

Local governments are responsible for the public services and goods provided to their 

constituents, and local officials derive their legitimacy from the performance in administering 

these services. If local governments have a limited degree of autonomy, the quality of life of 

the community may suffer due to their inability to address local problems and matching them 

with the appropriate solutions. 

Local “governance capacity” (Krane, Rigos and Hill Jr., 2000: 4) is increased by home 

rule charters. Intended to reverse the Dillon’s rule, these charters expand the number of policy 

tools available to local governments allowing them to “exercise all legislative powers not 

prohibited by law or by charter” (Dye, 1991: 270). In discussing solid waste and land use 

management I will return to the importance of home rule in the intergovernmental framework. 

The fact that local governments are embedded (nested) in the intergovernmental system 

affects the time, scope and possibilities of policy change at the local level. The two sections 

that follow address these attempts of local governments to carry out policy independently of 

state level actions and preferences and motivated by both economic and political utility 

maximization. 
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Economic Transaction Costs 

 

The limitations and constraints imposed by state level policies condition the actions and 

choices available to local officials. However, local policy decisions are still framed by local 

economic and political variables allowing local officials discretion in establishing policies 

adequate to their own preferences and to local needs and demands. This section presents 

economic reasons for local level action, while the next discusses the political factors 

influencing local officials’ decisions. 

The adoption and combination of a set of policy instruments at the local level is done 

within a framework of intergovernmental rules and incentives/penalties for doing so. 

However, in a market with perfect information concerning the benefits and costs of each 

policy tool, it would be possible to assemble an efficient combination resulting in a Pareto 

efficient allocation. Because each policy instrument has unique benefits and costs, economic 

tradeoffs would have to be made in order to determine how much of each should be provided 

by each local government. 

These tradeoffs would include economies of scale, externalities and collective action 

problems. As an example of the economies of scale issue, it can be argued that, although it is 

preferable from an environmental protection perspective to create a curbside recycling 

program rather than continuing to operate a landfill, the former may not be justified due to low 

population density of the locality and the high costs involved in implementing a program of 

this type. 
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Negative externalities within a given jurisdiction justify local government action. Most 

cases involving conflicting uses of neighboring lots can be solved through bargaining with low 

transaction costs to the parts involved. In situations where the number of interested parties is 

large, the hierarchical solution may be the most efficient. 

An unregulated local market can also lead to inefficient allocation of resources and 

outcomes. Local governments can use incentives, penalties and other mechanisms to (re)direct 

community behavior to more efficient allocation of resources among policy tools. 

The role of local governments in minimizing economic transaction costs and correcting 

market failures produces a different allocation of policy tools than the one resulting from an 

unregulated market, but these actions are intended to produce more efficient allocations. The 

intervention of local governments may also be motivated by the goal of minimizing political 

transaction costs. The next section addresses this aspect in detail highlighting the role of local 

institutions, environmental conditions, and political actors in affecting policy tool choice. 

    

Local Institutions, Political Transaction Costs, and Local Policy Instrument Choice 

 

Local electoral competition drives local officials to search for policy options allowing 

them to minimize political transaction costs and maintain or increase support from their 

constituencies. 

An examination of the literature focusing on policy choice at the local level reveals much 

less attention has been given to institutions than contextual variables such as quasi-market 

competition, interest groups, and socio-demographic factors, among others. I begin this 

discussion by examining the role played by local institutions in local policy outcomes. 
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The Role of Local Institutions 

 

The choice of local level rules (institutions) is made according to the framework conveyed 

by higher level rules. The state constitution is a contract which features choices and 

restrictions to local governments with respect to the adoption of local level institutions. Local 

institutions are characterized by great permanence, which brings stability to local policy 

choices. The variation in local institutions or rules is likely to trigger different policy choices, 

which possibly reflect the private values and preferences embedded in those rules or 

institutions. This section addresses local institutions and their relevance for local 

environmental policy. 

The form of government allowed by the municipal charter, the form and frequency of 

elections, the power of eminent domain, and the authority to incorporate as a municipality are 

just a few examples of the formal institutions and rules of government that can influence 

policy outcomes at the local level (Clingermayer and Feiock, 2001). The authors reinforce this 

idea stating that local government institutions attract particular individuals and groups to 

participate in local politics, thereby generating particular policy outcomes.  

The choice between reformed and unreformed institutions is thought to have a significant 

role on the types of policies and policy instruments adopted. The form of municipal 

government defined in the city or county charter is likely to have an impact in policy adoption 

because elected executives and professional managers have different values, orientations and 

career objectives and incentives leading to distinctive support for the same policies. 

Professional managers are more concerned with their careers as managers and hence more 
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likely to support efficient and budget-wise decisions. In contrast, elected officials are more 

interested in furthering their political careers and are more prone to satisfy popular demands in 

exchange for votes. 

The system of election is also commonly thought to affect the pattern of policy instrument 

choice among local governments. District based elections are frequently associated with the 

distribution of benefits to local constituencies by local officials that are able to target these 

benefits to specific groups that can help them achieve reelection. In order to curtail logrolling 

and parochial behavior, the reform movement advocated at-large elections to select the 

members of the municipal legislative assemblies. In contrast with ward elections, at-large 

elections are thought to favor community-wide attitudes and policies, particularly if the 

community is racially diverse. In predominantly white communities, at-large elections can be 

unresponsive to minority concerns and hence prone to criticism (Dye, 1991). 

Even though local institutions constrain local policy choices, it is important to bring in the 

idea that past policies are themselves constrains in present and future local policy choices. 

Furthermore, because past options are the result of a certain distribution of power resources, 

information, and preferences at a given point in time, they tend to operate as institutions. In 

the same tone, Dixit (1996) argued that policy acts have long-term consequences because they 

create constituencies that benefit from the policy and will resist alternatives that challenge the 

status quo. Hence, local policy change is very much determined not only by local institutions 

but also by shifts in the balance of the power distribution. In order to identify changes in this 

distribution it is necessary to focus on the relevance of contextual factors in determining local 

policy outcomes. This is the topic of the next subsection. 
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The Role of Local Contextual Factors 

 

A large body of literature based on the ideas of Tiebout (1956) has developed over the last 

forty years guided by the idea of the existence of a quasi-market for local public goods. The 

extremely restrictive assumptions of the Tiebout model2 include consumers interest 

maximizers making rational decisions about where to live, that is, citizens make “buying” 

decisions with their feet by moving from one local government to another that provides them 

better boundles of services. 

Peterson (1981) added a prescriptive element to this model by arguing that communities 

attempt to attract wealthy citizens so that they can increase their tax base. The pursuit of this 

goal generates competition among governments affecting the decisions of public service 

provision made by local officials. Peterson contends that governments will avoid redistributive 

policies because redistribution imposes higher taxes on wealthier citizens leading them to 

move to communities with lower taxes. 

While some studies confirm the existence of local markets for public goods (Teske, 

Schneider, Mintrom, and Best, 1993; Schneider, Teske, Marschall, and Roch, 1998; Stein and 

Post, 1998), the criticisms of this model are intense. Lowery and Lyons (1989) concluded that 

voice and contracting are more important than the exit mechanism embodied in the Tiebout 

                                                           
2 The assumptions of the Tiebout (1956) model are: 
1. Full mobility of citizens; 
2. Fully informed decisions; 
3. Large number of communities to choose from; 
4. Restrictions due to unemployment are disregarded; 
5. Fixed factors do not allow the community to double its population; 
6. Communities search for optimum size;  
7. No external economies or diseconomies between communities. 
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model. For this reason the authors argue that the choice between consolidated and fragmented 

structures does not affect the political participation at the local level. 

Whatever the side of this debate one might choose to take, it is clear that the local 

environment and market matter when dealing with policy choices. Most likely, more 

expensive programs will not be adopted if local officials fear the crowding-out of wealthier 

citizens that would put their community in fiscal stress. In sharp contrast, if the 

Tiebout/Peterson hypothesis is not correct then wealthier communities are likely to be the ones 

having the most expensive public programs. In spite of the growing attention by researchers, 

the empirical studies on this subject matter have been inconclusive and contradictory. The goal 

of this dissertation is not to clarify this debate, but simply to highlight that the competition 

among local governments may have an effect on the policy instruments they choose to adopt. 

 

Political Transaction Costs and Local Policy Instrument Choice 

 

The context in which local policy instrument choices are made includes institutional 

factors, discussed in the previous subsection, and non-institutional factors such as business 

interest groups (developers, manufactures, contractors, etc.), citizen interest groups, race and 

class divisions, fiscal conditions (property tax base, rates, fees, etc.), and demographic 

variables.  

The number of policy instruments available to local officials to solve specific policy 

problems while minimizing political transaction costs depends upon the characteristics of the 

policy issue, the benefits and costs entailed by the policy tools for each of the private interests, 

and the institutional framework established at the local level. 
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The political transaction costs framework applied at the state level considered local 

governments as agents of the state legislators acting, in the aggregate, as principals. The 

objective of state level officials is to minimize political transaction costs of intergovernmental 

exchanges to protect their reelection goals and the constituents’ interests (Horn, 1995). 

At the local level, citizens no longer need to rely on state level officials to deal with intra-

local level market failures and economic transaction costs. Local politics and local policy 

choices are much more straightforward, while still following a principal-agent framework with 

the transaction cost minimization goal present in local officials’ mind. The main difference 

between both analyses is that, at the local level, the three-way hierarchical relationship 

becomes a two-way hierarchy, where the constituents are the principal and local officials the 

sole agents. 

When choosing policy tools, local officials behave in ways very similar to their state level 

counterparts. However, the influence of specific constituencies is felt more strongly at the 

local level, making decisions much more visible and subject to scrutiny. Local officials are 

interested in the maximization of political goals, but in order to accomplish this, they need to 

manage conflicting interests among their constituencies. 

The electoral results reflect citizens’ preferences as an aggregate and produce a delegation 

of powers to local officials to enact policies respecting those preferences expressed at the 

voting booth. However, the relationship between local officials and citizens is characterized by 

asymmetric information with respect to the benefits and costs of the instruments available to 

solve a given policy problem. The uniqueness of the principal-agent relationship at the local 

level is that it is the rational agent that will try to minimize transaction costs in order to get 

reelected. It is the agent, rather than the principal that is interested in the most economically 
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and politically efficient policy choices and the information asymmetry runs both ways. Local 

officials have the technical information regarding policy alternatives, but they are uncertain 

with respect to the policy preferences of constituents and the choices which will get them 

reelected. Although this relationship cannot be characterized by agency costs in the way they 

were previously described, opportunity costs, uncertainty costs, and commitment problems 

still plague the exchanges between local officials and their constituents. 

The local equivalent to legislative opportunity costs are local opportunity costs. Just like 

their state level counterparts, local officials have a limited number of policies they can 

implement. All else equal, local authorities will prefer to enact a small number of policies with 

large benefits at minimum visible cost, in order to minimize local opportunity costs. 

Distributive pork-barrel type policies targeted at influential interest groups in the community 

are generally preferred by local officials because they produce large net benefits and avoid 

visible redistribution in large scale. 

In addition, local financial stress stimulates political actors to allocate resources in policies 

that get more value for the dollar, even if “value” is defined in a broad sense by including not 

only economic but also political gains. Slack resources allow the consideration of more policy 

alternatives and provide local officials with flexibility in choosing the best allocation. 

The general voting public regards certain policy instruments as more desirable than others. 

This is especially true for environmental policies, where the perception of harmful effects is 

usually stronger than the real costs entailed by environmentally friendly alternatives. In 

general, private interests are risk averse and will support local officials less if these officials 

favour policies which are harmful to the environment.  
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However, the composition of the community affects uncertainty costs. If the community is 

homogeneous in terms of income, education, and race, policies are more likely to reflect these 

environmental concerns. In heterogeneous communities, the visibility of environmental 

policies is less of an issue and officials can shift some of the policy choice burden to a part of 

the constituents, without being punished in the electoral race. 

Commitment costs plague local governments in a different way than they affect state 

officials. Even though local governments are usually more dependent of financial help and this 

may create enforcement problems to a given policy, the stability of local coalitions is likely to 

be higher than state level coalitions. Again, the socio-economic composition of the community 

is determinant to the minimization of commitment costs. If policy instrument choices reflect 

the opinion of the majority or an active unopposed minority of the constituents, local officials 

will likely be successful in reducing the commitment problem, even in the case of 

heterogeneous or diverse communities. 

Local jurisdictions where reformed institutions prevail tend to be more insulated from 

political pressures, resulting in less volatile decision-making. These institutions induce 

stability in policy choices producing a terrain where interest groups are less likely to struggle 

and commitment costs of local officials will be minimized. 

The non-institutional factors are largely dependent upon the policy area under analysis and 

will be discussed with this context in mind. One last factor remains to be discussed. Every 

time a policy decision is made, it influences future options and future decisions to be made by 

elected and appointed officials. The relevance of path dependency in local policy decisions is 

discussed in the next subsection.  
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Path Dependency, Sunk Costs, and Local Policy Choice 

 

The concept of path dependency is relevant for the analysis of local policy outputs because 

it focus on the role of history in determining current policies. Woodlief (1998) explained the 

importance of path dependence theory for local policy by arguing that early choices in urban 

settings decisively affect later policy options by locking in preferences. For example, early 

choices regarding urban development and expansion influenced the alternatives available in 

later periods regarding urban mass transportation. Furthermore, decisions are very often made 

taking into account short-term horizons and limited information available. Long-term 

implications are difficult to assess due to uncertainty faced by local policy makers. Borrowing 

from Knight (1992: 45) it is possible to identify five sources of uncertainty: present policy 

alternatives available, present consequences of present policy choices, future consequences of 

present policy choices, future policy alternatives that will be available, and future preferences 

regarding future policy alternatives and outcomes. 

Once following a given policy path it is extremely costly for a local government to revert 

it. These sunk costs are not only economic, but also political3. If a city enacts a set of curbside 

recycling programs or implements a city pension plan it gets locked-in a self-reinforcing 

policy path that is politically costly to revert. Even more difficult to correct are structural lock-

ins such as road design or tax and regulatory policies that affect local retail and residential 

areas (Woodlief, 1998). The reason why structural lock-ins may be more enduring is because 

they involve physical modifications in the landscape that are much more difficult to revert. 

The pattern of policy change when the lock-in is structural will be mainly incremental since it 

                                                           
3 Sunk costs were previously discussed from a state’s perspective, now I expand the argument to local 
government choices. 
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involves infrastructures – roads, bridges, railways among others – already in place that might 

be extremely difficult, if not impossible, to alter. As a consequence local policy is locked in a 

constraining path and choices are severely limited. 

On the other hand, when the lock-in is political it is possible for a local community to 

break from this path through the actions of public entrepreneurs that will help to produce 

larger changes than the ones happening as a result of path dependency. As Schneider, Teske, 

and Mintrom (1995) argued public entrepreneurs are crucial to local policy change because of 

imperfect information, heterogeneous products, and because the equilibrium is not stable but 

structurally induced. Entrepreneurs discover unfulfilled needs and choose adequate 

prescriptions to how these needs may be met. Their action is motivated by private incentives, 

e.g., the wish to capture efficiency gains such as slack resources, power, prestige, popularity, 

and influence on policy.  

The authors argue that the demand for public entrepreneurs is the result of the rate of 

change in the technologies of production and in the preferences of consumers. On the other 

hand, the supply is determined by the size of the population of potential entrepreneurs, the 

benefits and costs of engaging in entrepreneurial activities, and economic, political, cultural, 

and religious barriers. Path dependency situations will not allow radical changes in policy 

unless successful entrepreneurial activity is present and helps to break the path of development 

in question by expanding the scope of conflict (Schattschneider, 1975; Baumgartner and 

Jones, 1993).  

Another way the path of development of a city can be broken is through changes in state 

level policy preferences. Changes in state policy orientation are shifts in policy venue, since 

the local government is redirected or constrained by state level actions. This idea is relevant 
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for the recognition of the connection between path dependency and intergovernmental 

institutions. Some state level policy actions can actually help local governments to engage in 

policy change. State level funding, for example, allows cities to break away from structural 

and political lock-ins. Unless funding is earmarked, local officials will see the set of policy 

alternatives expand because funding can mitigate the costs involved in reverting paths. 

The argument of path dependency then can be divided in three major steps. First, at early 

historical periods in the existence of the local government, certain decisions are made by 

officials facing limited information and intergovernmental constraints. Second, the initial 

choices establish paths of development that can be more or less efficient depending upon the 

motivation behind the choices made by local officials, the accuracy of the information 

available, and the impact of rules enacted at higher levels of government. Third, breaking out 

of suboptimal policies or inefficient paths of development is costly and largely depends on the 

type of lock-in – structural versus political – and the political economy and institutional 

context of the local government. 

Finally, path dependency has consequences for the implementation and success of local 

policy programs. As argued previously, once certain policies are adopted, it might be difficult 

for a local government to revert them. The success of innovative policies and programs may 

require technical, administrative, and political changes that may be affected by path 

dependency themselves.  

The choice of relevant factors to test the theory is left to the researcher and depends on the 

specific policy area to which this framework is being applied. In the next chapter, I apply the 

framework presented in the second and third chapters to two policy areas – solid waste 

management and growth management – and highlight the hypotheses to be tested. 
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CHAPTER 4: SOLID WASTE MANAGEMENT POLICY 

 

The policy areas examined in this dissertation are solid waste management and land use 

management, which have in common their relationship to environmental concerns and the 

influence exerted by state level rules in local policy choices. In this chapter I proceed in a 

manner consistent with the theoretical framework developed previously analyzing solid waste 

management policy. The chapter is divided in three sections which will include an historical 

perspective on the policy, a set of state level hypotheses, and a set of local level hypotheses. 

 

Introduction and Historical Perspective on Solid Waste Management
4
 

 

Solid waste management combines characteristics of regulatory and distributive policy and 

its relevance grew with the large increase in amounts of industrial and domestic waste 

generated by mass consumption society, especially after the 1950s. Historically, individuals 

and families have had primary responsibility in collecting and disposing of solid waste, which 

was essentially composed of organic materials that could be burned for fuel, used as crop 

fertilizer, or fed to livestock. To be more accurate, until the beginning of the twentieth century, 

the role of municipal governments in managing waste was virtually nonexistent.  

The state of affairs begins to change in the late nineteenth century, in large part due to the 

extraordinary population growth of American cities as a consequence of industrialization. 

                                                           
4 This section borrows heavily from Luton (1996: 88-96). 
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Concomitantly, scientific knowledge at the time considered contagious diseases a consequence 

of gases emanating from dejects and urged massive efforts to clean American cities. When 

germ theory was developed in the beginning of the twentieth century, communities were 

already aware of the need for cleanliness and sanitation as a means of assuring public health. 

With the advent of germ theory, solid waste management stops being simply a matter of 

public health and becomes a technical and administrative issue. This provides the background 

for the development of an increased role of sanitary engineers under the argument that solid 

waste collection and disposal should be run by neutral experts, above the interference of local 

politics. Not incidentally, this is also the time of the Progressive reform movement. 

It was the hope of these sanitary engineers to help localities to find a “one best way” to 

manage waste. Even though there was an agreement upon avoiding, at all cost, dumping on 

open land or water, open burning, and using untreated wastes as landfill, it wasn’t clear which 

of the remaining alternatives – filling, burial, plowing, and incineration – was preferable and 

how they might be combined by each municipality. 

Most of the reuse schemes attempted during the twentieth century failed due to their 

incapacity to be economically viable in comparison to sanitary landfill. And although the 

sanitary engineering departments were insulated from political interference, the contracts for 

solid waste collection and disposal were often attributed by personal and political favor. 

Dumping and landfilling became the dominant forms of managing solid waste, but the lack 

of clear criteria defining what a “sanitary landfill” should be, allowed the prevalence of 

traditional land dumps as the primary method of disposal and created increasing 

environmental pollution problems. 
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The solid waste crisis of the 1970s and 1980s is a consequence of the large increase in the 

amounts of per capita production of waste and of the change in the composition of the waste, 

with paper and plastic replacing horse manure and ashes as the most significant portions of 

municipal solid waste (see table I). 

 

Table 4.1. Trends in Municipal Solid Waste Generation (1960-1990) 

Year Waste per capita 

(pounds per day) 

Population (in 

thousands) 

Paper 

(percentage) 

Plastics 

(percentage) 

1960 2.7 179,979   
1970 3.3 203,984 36.3 2.5 
1980 3.7 227,255 36.1 5.2 
1990 4.5 249,398 36.7 8.5 

Source: http://www.epa.gov/epaoswer/non-hw/muncpl/facts.htm 

 

The problems resulting from solid waste became too large and complex to be dealt with by 

municipal governments alone. It is by the mid-1960s that we begin to see intervention by the 

federal and state governments in a number of forms. A detailed analysis of the role of state 

governments is made in the next section. At this point I concentrate the analysis on the role of 

the federal government. 

The first piece of federal legislation dealing with solid waste was the Solid Waste Disposal 

Act of 1965, amended in 1970 by the Resource and Recovery Act (RRA). The major goal was 

to improve the methods of solid waste disposal by providing technical and financial assistance 

to stimulate alternatives to open burning and the legislation allowed the federal government to 

be involved in the research and development of new solid waste technologies (Luton, 1996; 

EPA, 1989). In 1976 another set of amendments was adopted under the name of Resource 

Conservation and Recovery Act (RCRA). The 1976 amendments prohibit new open dumps 
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and close or upgrade existing ones and allowed local governments to contract with private 

corporations for resource recovery facilities (Luton, 1996).  

In 1979 the EPA approved another set of guidelines for state solid waste management 

plans aiming at involving the public, reducing air and water pollution resulting from solid 

waste disposal, and promoting environmentally safe disposal of wastes. Solid waste facilities 

and practices should avoid interference with flood plains, contamination of groundwater, and 

disturbance of endangered species.  

The 1984 amendments to the RCRA made the technical standards for the operation of 

solid waste disposal facilities more stringent. Higher standards in the operation of landfills 

were set and states were encouraged to meet EPA’s expectations. 

Probably the most well-known set of guidelines of the Federal government to states is the 

one suggesting a hierarchy of approaches approved in September of 1988: waste reduction, 

reuse, incineration, and landfilling in decreasing order as environmentally preferred 

alternatives. This is consistent with the need for an integrated approach to the solid waste 

problem recognized by sanitary engineers in the beginning of the twentieth century. Moreover, 

it confirms the need to identify the specific characteristics of the city, county, region, or state, 

the types and quantities of solid waste, and social, political, and organizational factors in order 

to manage waste accordingly (Luton, 1996). The 1988 guidelines also set national goals of 

25% waste reduction in waste generated, 25% recycling rate, and 20% of the remaining waste 

sent to waste-to-energy facilities by September 1992. 

Landfill standards revised in the beginning of the 1990s focused upon acceptable location, 

design of new and existing landfills, established closure and post-closure care standards, 

imposed the use of double liners of flexible materials, and mandated the use of leachate 
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collection systems (Steuteville and Goldstein, 1993). These standards were applied to all 

landfills having as a consequence either compliance or closure by September 11, 1993 

(Powelson and Powelson, 1992).  

The RCRA Subtitle D legislation operates in a regime of partial preemption, that is, it 

establishes minimum regulatory requirements that states should comply to. Federal 

interference in the development and implementation of state programs should only occur if 

states fail to comply with these minimum standards (EPA, 1989; Luton, 1996). 

The goal of this introductory section was to highlight how solid waste collection and 

disposal was, until the early twentieth century, a private responsibility, then became a local 

government concern and, for the last three decades, involved virtually all levels of 

government, even though localities still play the major role. The intergovernmental framework 

described in chapters two and three is now applied to solid waste management policy.    

 

The Theoretical Framework Applied To Solid Waste Management Policy 

 

The theoretical framework employed to explain state solid waste policy is grounded in a 

political economy approach. In areas traditionally under the responsibility of local 

governments, state policy can be justified as a way of reducing economic and political 

transaction costs in search of both economic and political efficiency. The first major section 

begins by explaining state solid waste policy intervention as a means to correct local market 

failures and presents justifications for policy instrument choice based on purely economic 

trade-offs. But the choices of decision-makers are not framed within economic criteria alone. 

In fact, the choice between landfilling, incineration, recycling, and source reduction has both 
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political and distributive consequences that, I shall argue, have an equally relevant impact 

upon policymaking. These arguments are developed for solid waste management policy at the 

state and local level.  

 

Solid Waste Management at the State Level 

 

Solid Waste Management as a Production Technology Choice 

 

Landfilling, incineration and recycling are the three most frequently mentioned policy 

tools employed to deal with the solid waste problem. These policy tools have generated a large 

number of policies by states trying to stimulate recycling and contain landfill expansion. The 

policies concerning incineration have been quite mixed, although clearly supported in the 

northeast, in large part due to lack of landfill space. The fourth solution to solid waste 

management – waste reduction – has proven difficult to implement on a large scale due to 

technological limitations and the radical behavioral change required (Peretz, 1990), 

nonetheless the number of source reduction programs has been growing nation-wide and 47 

states are currently involved in this type of activity (EPA, 1998). 

A purely economic explanation argues that the choice involves comparisons of benefits 

and costs of each of the alternative management technologies or policy instruments. The 

options are compared in terms of their marginal benefits, that is, how well they contribute to 

the disposal of wastes and to the minimization of negative externalities. The benefits are 

analyzed in relation to their unit costs. In other words, based upon economic reasoning alone, 

the waste management benefits of the median taxpayer are maximized by the available 
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production technology which maximizes the benefits of waste disposal and minimizes the 

negative externalities at the least cost. This aproach frames the decision as a choice of the 

most efficient production technology. This section reviews the relevant literature regarding 

solid waste management as a production technology choice. 

There are two types of benefits that can result from solid waste management tools 

(production technologies) – disposal of wastes and mitigation of negative externalities. The 

first type of benefits can be seen as constant across production technologies, meaning that 

landfilling, incineration, and recycling are equally effective in dealing with the problem of 

disposal. The choice between production technologies is based upon costs and the 

minimization of producer-to-consumer negative externalities. This is the second type of 

benefits that have to be especially considered. Health risks, contamination risks, and reduction 

of property values are some of the negative valued impacts that affect the community that did 

not fully consent to them (Weimer and Vining, 1992). 

As an example, differences in the type and scope of environmental recycling programs can 

be explained by the benefits and costs of the available production technologies. From this 

perspective, recycling is one solid waste management alternative among others. When 

deciding the type and scope for recycling programs, solid waste managers compare the 

benefits and costs of recycling with the benefits and costs of alternative waste management 

technologies such as landfilling, incineration, and source reduction programs. 

The costs involved in the management of solid waste also vary across production 

technologies. Hence, the choice between alternatives also depends upon the comparison of 

costs of different production technologies.  
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The costs of recycling are determined by participation levels, economies of scale, and 

external markets for recyclables. Increased participation levels reduce unit costs of recycling 

as economies of scale are realized. As the costs of recycling decrease, a technology 

substitution occurs, with expanded recycling programs replacing landfilling or incineration. 

Furthermore, state level funding may affect the pattern of solid waste management choice, 

because it makes municipalities better-off – income effect – simultaneously altering individual 

behavior. 

The choice to increase recycling efforts by introducing more and/or larger recycling 

programs may also be influenced by the population density of states and localities. State 

governments will choose to implement more recycling programs where the population density 

is higher since this produces economies of scale, making it less expensive to adopt curbside 

recycling in these states as compared to states with lower density. 

External markets for recyclables also affect the cost of recycling. Paehlke (1990) argues 

that economic growth is not incompatible with recycling as long as there is a market for 

recyclables. The stability, certainty, and equilibrium of this market are decisive to achieve an 

integrated waste management. McClain (1995) discusses some of the problems frequently 

reported with markets for recyclables. On the supply side, producers are reluctant to invest in 

manufacturing technologies that employ recyclables due to the uncertainty in the supply of 

materials. On the demand side, communities hesitate in investing in the collection of materials 

because of the volatility of prices and revenues. As a result, McClain (1995) argues, a vicious 

cycle is in place that is only broken if strong incentives are provided on both sides of the 

market. Accordingly, while landfill capacity is adequate and costs of landfilling kept low, 

recycling programs will either not be enacted or present small scope.  
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The costs of landfilling depend upon the availability and capacity of landfills but are also 

sensitive to the cost of regulation. Negative externalities are very often addressed through 

command-and-control regulation such as liners for landfills. More stringent landfill regulation 

increases the costs of landfilling comparatively to recycling (McClain, 1995). As an example, 

the 1991 EPA regulations on landfills5 combined with rising land prices contributed to triple 

the average tipping fee of landfills in 6 years (Fullerton and Kinnaman, 1996; Steuteville and 

Goldstein, 1993). The inverse is also true. As Everett (1989) demonstrated for the New Jersey 

case, the lower the costs of other available options, the less a state will rely on recycling. 

Under these circumstances it is reasonable to expect changes in the preferred policy 

instrument(s) for solid waste management, and tests for these trade-offs should be developed. 

A large number of landfill closings during the 1990s pressed by the Federal legislation 

previously described, likely prompted states to adopt legislation stimulating other alternatives, 

with a special emphasis on recycling. By the early 1980s, nine states had adopted deposit-

refund systems for drink containers, otherwise known as bottle bills. These laws contributed to 

a large increase in the supply of recyclable materials also making it more predictable, and 

allowed the establishment of more ambitious recycling goals in these states. 

Absent state intervention, the local market for solid waste management decisions produces 

inefficient outcomes, namely too much landfilling and incineration causing negative 

externalities to local and neighboring populations. Local governments will adopt low priced 

options, which do not encompass the full social costs and therefore are inefficient from a 

market perspective. State government intervention creating incentives for recycling and source 

reduction programs at the local level is justified as a way of correcting these inefficiencies. 

                                                           
5 In 1991, the EPA adopted legislation requiring higher standards for landfills including double liners, special 
collection systems to protect groundwater, and 30-year monitoring of sites after their shutdown (Griffin, 1992). 
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However, state action is often motivated by political/distributive reasons rather than concerns 

for efficiency. The next section concentrates upon these motivations describing solid waste 

policy tools as consumption goods. 

   

Solid Waste Policy Tools as Consumption Goods 

 

The economic explanation fails to include political and environmental forces that affect the 

choice being made in each state (Peretz, 1990). The political transaction cost framework 

examines the choice among the distinct production technologies as a function of both 

economic and political costs and benefits. According to this explanation, citizens, 

environmental interests, and federal and state government officials have preferences 

concerning the available alternatives, valuing them as consumption goods. 

Applying the political transaction costs framework, support for a specific policy 

instrument results from the willingness of legislators to supply it. Each individual legislator’s 

political support supply function is determined by his/her ideological preferences, the 

proximity of elections, and the political transaction costs involved in supporting a specific 

policy instrument. The aggregate supply function is determined by the sum of each individual 

legislator’s supply function measuring the degree of support for a policy instrument at a 

specific cost (Keohane, Revesz, and Stavins, 1998). In explaining a state’s preference for a 

specific policy instrument I consider the interaction of the individual suppliers characteristics 

and the political transaction costs they face. 

The actors involved in the solid waste management policy area take advantage of 

opportunities provided by an imperfect market to support policy instruments which maximize 
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their interests. This provides the link between the economic and politico-environmental 

explanations. In other words, the existence of political transaction costs in the market for solid 

waste tools opens the door for political actors and environmental interests to exercise their 

influence. The most frequent example of transaction costs in this context are information 

asymmetries. Incomplete and asymmetric information fuels the debates over availability of 

landfill space, cost of recycling programs, or success of unit pricing in reducing waste 

generation, making arguments on both sides of these debates acceptable. In addition, state 

legislators are interested in directing local level behavior. In order to accomplish this, they aim 

at minimizing political transaction costs – agency costs, legislative opportunity costs, 

uncertainty costs, commitment costs, and sunk costs – to get reelected. 

Citizens, environmental interest groups and entrepreneurs can affect the type and scope of 

the policy instruments adopted. Rather than choosing a management alternative for 

implementing solid waste collection and disposal, the choices are seen as consumption goods 

directly valued by these actors in the community. This is because some residents have an 

ideological preference for a specific tool independent of the environmental effects of the 

programs for local waste problems.  

 

Policy Instrument Choice and Political Benefits 

 

State elected officials can enhance electoral chances through policies such as these 

(Downs, 1957). Elections are for elected officials what profit is for private businesses – high-

powered incentives (Williamson, 1985; Frant, 1996). Source reduction and recycling policies 

are obviously attractive, because they represent what citizens perceive as “good public policy” 
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(Feiock and Stream, 1998). For this reason, politicians are interested in delivering products 

and services that are highly valued by citizens and interest groups in order to obtain reelection. 

It so happens that this alignment between the desire for reelection and the wishes of the 

population constitutes what Frant calls allocative efficiency. 

On the last three decades, organized environmental groups have voiced alarm about the 

“environmental crisis”. Concerns about solid waste management have been central to this 

agenda. If policy is a response to environmental need, we should expect to see greater reliance 

on prevention strategies in states where solid waste management constitutes a serious problem. 

Also, states relying more intensely upon landfilling and incineration facilities (waste-to-energy 

plants) may do so because of lower costs (tipping fees) of these alternatives when compared to 

recycling or unit pricing programs. As a consequence, state legislators would feel less pressure 

to shift emphasis among solid waste policy instruments. 

In general, demand for recycling is expected to be high when cost savings can be realized, 

when it is consistent with community environmental values, and when it confers benefits to 

organized interest groups. Citizens and environmentalists interested in solutions to solid waste 

management problems value recycling and unit pricing programs more than alternative actions 

such as landfilling or incineration (West et al., 1992). In fact, environmentalists perceive the 

sitting of new facilities as inherently bad regardless of the availability of land or the amount of 

risks involved (Cassidy and Luger, 1998). 

Source reduction and recycling programs are then an attractive solution for elected 

officials because they have symbolic value to citizens and environmentalists. In contrast, 

interest groups representing landfill and incinerator owners and operators are likely to favor 

landfilling and incineration and oppose source reduction and recycling efforts. The 
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organizational advantage of these groups in the political process resides in their size: the small 

number of members allows this group to better overcome collective action problems in 

lobbying decision-makers. With several interest groups supporting or opposing 

alternatives/tools of solid waste management, one can expect that elected officials will 

respond in a fashion that maximizes their political gain.  

The approval of state legislation is regarded as a contract between legislators and local 

governments. The contract has embedded a series of provisions aiming at minimizing political 

transaction costs in the intergovernmental exchange. 

 

Agency Costs 

 

Consistent with principal agency theory, one can expect that agency and monitoring costs 

faced by state legislators will vary widely according to the fragmentation of local governments 

and the predominant form of local government adopted. 

Under the signaling mechanism to reduce the adverse selection problem, states with more 

local governments enacting curbside recycling programs will be associated with more 

ambitious state level legislation. The other mechanism to protect legislators against adverse 

selection is screening and operates through the adoption of reformed institutions by local 

governments. If the percentage of reformed institutions in a state is large, this aspect of agency 

costs will be minimized, local governments will behave less oportunistically, and their 

decisions will be more in line with state legislators’ preferences. As a result, if reformed 

institutions are predominant, recycling goals will be higher because state legislators will be 

able to trust local officials. 
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Form of government also influences agency costs. States where council-manager is the 

predominant form of local government will face lower agency costs and will delegate more 

authority to localities. The literature suggests that council-manager governments will favor the 

least costly solid waste strategy, regardless of the one favored by state legislators. Therefore, I 

expect that states offering grants to their local governments to increase recycling efforts are 

more likely to have higher recycling goals if council-manager is the dominant form of local 

government. 

Fragmentation generates competition among local governments so that the risk of moral 

hazard is reduced through market mechanisms because more information is revealed due to 

competition. This will allow state legislators to rely more on incentive and market-based 

strategies to implement solid waste policy, as well as establish higher goals regarding 

preventive strategies such as recycling and source reduction.  

Fragmentation may, nevertheless, increase monitoring costs because the number of local 

governments to monitor also increases. In this case, state legislators may opt for active 

monitoring looking at local indicators of compliance with the state level mandate. The 

provision of incentives in the form of grants or subsidies is a third way to achieve the 

reduction of moral hazard and thereby achieve the minimization of political transaction costs. 

 

Legislative Opportunity Costs 

 

Legislative opportunity costs arise from limits on the time or fiscal resources that can be 

devoted to any single issue. The drafting and referral of legislation along with the discussion, 

vote, and adoption of state solid waste legislation entails opportunity costs for legislatures. As 
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a consequence, I argue that the degree of professionalism of these governing bodies affects the 

decision to address recycling options. More professional legislatures will have the time and 

staff resources required to address more policy areas and issues. For this reason, I expect that 

legislation favoring recycling will increase with the professionalism of the state legislature. 

In addition to time and agenda constraints, opportunity costs also arise from limited 

financial resources. Khator (1993) hypothesized that states with financial difficulties are less 

likely to devote attention to recycling. The reason for this is simple: states in better fiscal 

condition have slack resources to pursue more innovative and expensive policies to manage 

their solid waste stream. Accordingly, wealthier states are able to aim higher in terms of 

recycling goals and this fact is taken into account when mandating recycling goals. 

Consequently, legislative opportunity costs will be lower when a state’s per capita income is 

higher.  

 

Uncertainty Costs 

 

When adopting solid waste management and recycling legislation, state legislators expect 

that this contract will be followed by local governments. In other words, legislators wish to 

minimize uncertainty costs. In order to accomplish this, states will have to get directly 

involved in the implementation of solid waste legislation. State spending decreases uncertainty 

costs to the extent to which it shares the risk of mandate implementation with local 

governments and guarantees that the established goals are attained. 

State solid waste expenditures indicate not only the willingness of state legislators to 

devote resources to this policy, but also their ability to do so. Higher solid waste expenditures 
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per capita will expand the number of choices within this policy area and maximize the 

likelihood of recycling goals being achieved. 

In directing local solid waste policy choices, state legislators will be more successful with 

local governments in better financial shape. These communities will find it easier to cope with 

goals and mandates imposed by a higher level of government and will have the resources 

necessary to keep these programs in place and expand them over time. State legislators can 

have a rational expectation that they will be able to impose higher recycling goals in states 

where local governments spend more on solid waste policy. 

 

Commitment Costs 

 

State legislators adopting legislation mandating recycling goals, wish to reduce 

commitment costs. As we have seen above, uncertainty costs refer to risk sharing with local 

governments, risk avoidance by constituents and the maximization of the likelihood of 

successful implementation. In contrast, commitment costs refer to the stability of state policy 

choices. 

Once the legislation is enacted, state legislators expect that the goals will be pursued by 

local governments, in order to pass to constituents an image of credibility, enforcement and 

long lasting consequences of legislation. Throughout the years, several states have adopted 

bottle bill legislation. This type of legislation is likely to reduce commitment costs of 

legislators and allow the establishment of higher recycling goals. Most, if not all, of these 

bottle bills were adopted over ten years ago and compliance is now perfectly established, 

guaranteeing a sure stream of recycling materials. Bottle bills contribute to the minimization 
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of commitment costs because they portrait an image of credible coommitment of state 

legislators to the pursuit of higher recycling goals. 

 

Sunk Costs and Path Dependency 

 

The reliance upon recycling as a solid waste management strategy is clearly a product of 

the end of the 1980s. Only a few communities were actively involved in recycling before the 

period of analysis in this dissertation. For states at the forefront of the recycling movement, 

the adoption of recycling mandates was seen as a natural development of past practices.  

As previously argued, state recycling goals are more likely to be obeyed if the local 

governments are already recycling at high rates. Because state legislators expect to reap 

benefits from successful implementation, they will choose higher recycling rates only if they 

can be achieved. In other words, higher recycling goals will be adopted in states where 

localities show higher percentages of recycling and where curbside recycling programs are 

already in existence.  

 

Election Benefits and Ideological Costs 

 

The proximity of elections leads incumbent legislators to press for the adoption of more 

popular policies that can yield them reelection. Borrowing the argument from Keohane, 

Revesz and Stavins (1998) and Feiock and Stream (1998), I contend that the support that 

elected officials give to recycling legislation is a function of the effort necessary to provide 

that support, the effect of this activity in the chances of reelection, and the tradeoff between 
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the level of utility derived and the ideological costs of supporting any given alternative. Not all 

politicians experience this tradeoff to the same degree. Liberals would experience the tradeoff 

to a lesser degree because the action that is most popular with the public is also congruent with 

their ideology. For conservatives, however, the adoption of recycling policies to please the 

public entails the cost of voting against their ideology. This argument suggests an interaction 

between election proximity and ideology, meaning that the proximity of elections has a 

stronger effect on conservatives than on liberals.  

Liberals have predisposition to adopt more pro-active environmental policies than 

conservatives, because they are more sensitive to environmental concerns. Conservatives are 

also traditionally more averse to spending than liberals (Khator, 1993). For both reasons, if 

recycling programs are more costly than other waste management options (Wiseman, 1992), 

conservatives will favor it less. Considering that liberals are more environmentally concerned 

and more prone to spend, one can also argue that, for conservatives, it is more difficult to 

support recycling policies and legislation because of the “ideological price” they have to pay.  

Nevertheless, legislators will tend to favor an option that is politically popular. The 

proximity of elections may trigger the adoption of pro-recycling policies even if the 

government is conservative. For this reason, I hypothesize an interaction between government 

ideology and election proximity. 

In this discussion of electoral benefits and ideological costs one cannot ignore the role 

played by certain socio-economic contexts in affecting the supply of policy tools by 

government officials. Empirical studies have directed attention to the relationship between 

state socio-economic characteristics and environmental policy. The value of most of this work 

is limited by the lack of theoretical basis for the empirical relationships uncovered. 
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Nevertheless, these relationships are consistent with the theoretical framework developed here. 

Contextual factors are expected to shape the calculus of elected officials in providing a certain 

mix of policy instruments in managing solid waste. I address state and local contextual factors 

such as wealth, education, and political ideology that are expected to influence the decisions of 

solid waste policy by generating electoral benefits and/or ideological costs affecting 

government officials and decision-makers. 

The impact of wealth upon state solid waste management has been reported on in several 

studies (Feiock and West, 1993; Khator, 1993b; Feiock and Stream, 1998). Wealthier 

communities presumably demand recycling and source reduction programs because well-off 

citizens are more willing and committed to try new programs and are also more concerned 

with their quality of life. Wealthier states will have the tax capacity or slack resources to 

engage in more innovative programs, so that they can express more actively their concern with 

the environment. Feiock and West (1992) and Feiock and Kalan (2000) found income as a 

significant predictor of recycling program performance.  

If in communities with higher income per capita, the participation rates in recycling 

programs are larger, then the costs of the recycling programs will be lower due to economies 

of scale. This argument fits quite well with our first explanation that relates benefits and costs 

of alternative production technologies.  

The importance of education has been highlighted in the literature as a measure of 

environmental support (Feiock and Stream, 1998). More generally, education is relevant not 

only because it reflects the communities’ commitment towards environmental issues, but also 

because it translates the populations’ understanding of the trade-offs entailed by alternative 

policy instruments. In other words, educated individuals will be more aware of the importance 
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of the strategies to reduce and reuse and will recognize the environmental costs incurred by 

not doing so.  

Mrozek (1996) found that college education level was a significant predictor of 

municipalities’ early decisions to adopt a curbside pick up recycling program. Berger (1997) 

analyzed data from 43,000 households in Canada and concluded that education and income are 

both positively associated with recycling usage and access to recycling services. 

Finally, states with more conservative citizens are less likely to support the commitment 

towards recycling both because of their reluctance to accept the increased public spending 

entailed by recycling programs (Wiseman, 1992; Hood, 1995) and because of less pro-active 

environmental concern. 

The individual state legislator will therefore favor preventive solid waste policies in 

communities where the median voter is wealthier, more educated, and more liberal because 

this will increase his/her chances of reelection. 

 

Summary 

 

Having discussed the factors that affect the design of state solid waste policy, it is now 

time to extend the analysis to the local level. The next section follows a familiar sequence: I 

begin by discussing the literature and hypotheses concerning economic tradeoffs between 

policy tools and the minimization of economic transaction costs; next, political transaction 

costs in each form are presented in the way they apply to the local solid waste management 

problem. 
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Solid Waste Management at the Local Level 

 

Most solid waste policy decisions are concentrated at the state and local level. McClain 

(1995) argues for an integrated approach to solid waste management at the local level that 

should rely on a combination of production technologies tailored for each community. This 

freedom in defining the appropriate combination of policy instruments is, as we have seen, 

somewhat limited by federal and state solid waste legislation. For example, the U.S. 

Environmental Protection Agency provides major guidelines regarding national recycling 

goals, allowing the states large discretion in the design of recycling policies, establishment of 

goals and comprehensive planning.  In turn, recycling programs are carried out by county and 

city governments that are responsible for their design, implementation and, ultimately, success 

or failure. 

Both state and local government solid waste management practices have been described as 

a “highly fragmented patchwork of legislation” (Powelson and Powelson, 1992). If it is 

possible to find some kind of consistency or pattern across state level legislation, the same 

cannot be said for the local level, where solid waste choices are very much related to the local 

context, including the relative cost of solid waste policy tools, industry interests, 

environmental leadership, and political commitment. 

 

Production Technology Choice at the Local Level 

 

The same economic trade-offs expected at the state level are also expected to occur at the 

local level. Given the explanation provided previously regarding the trade-offs between solid 
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waste policy instruments, this section will concentrate the discussion upon the local context in 

which these trade-offs might occur.  

Local officials, either elected or appointed, are faced with a set of management 

technologies from which they choose the combination to each community. The hypotheses 

asserted in this section are based on economic reasoning alone, without the interference of 

political interests. In a free market with perfect information and zero transaction costs, the 

economic explanation would be sufficient to explain policy choices. 

In considering the economic trade-offs between alternative production technologies, 

officials choose the combination of policy tools which maximizes the benefits of waste 

disposal at the least cost for the median taxpayer. Ceteris paribus, as the cost of one 

alternative increases, officials are expected to substitute that alternative for another of lower 

cost. 

The choice between the three policy tools available to dispose of solid waste is determined 

in large part by the relative cost of the options. It can be expected that jurisdictions will 

compare landfill and incinerator tipping fees and the administrative costs of recycling 

programs. Empirical studies regarding these economic trade-offs are numerous and help us 

grasp the substitution effects at work in local communities. 

Kinnaman and Fullerton (1997) found that a $1 increase from the average in the landfill 

tipping fee leads to a .78% increase in the likelihood of adopting a recycling program. Even 

though the substitution effect between the reliance on landfilling and recycling has been 

proven empirically there are a few caveats. Several authors have found evidence that the costs 

of operating curbside recycling programs exceed those of landfill disposal (Franklin 

Associates, 1994; Solid Waste Association of North America, 1995 – both cited by Kinnaman 
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and Fullerton, 1999). Palmer et al. (1996) reach similar conclusions by arguing that recycling 

more than 7.5% of the total amount of waste is an inefficient choice given that landfill 

disposal becomes a less costly option. 

Empirical findings also confirm an economic tradeoff between source reduction programs 

and landfill disposal. The likelihood of adoption of these programs increases as landfill fees 

increase (Kinnman and Fullerton, 1997) and with the location of a landfill in a town (Callan 

and Thomas, 1999).  

The capacity of local landfills affects the choice of production technology. Peretz (1990) 

argued that communities facing lack of landfill capacity face pressures to look for alternatives 

to solve the solid waste management problem. The availability of suitable land for future 

landfilling also influences the choice of production technology. Overall, low landfill capacity 

will tend to increase negative externalities. Furthermore, the health and contamination 

safeguards involved in each choice will also affect the presence of negative externalities. In 

jurisdictions where there is a shortage of landfill capacity, the costs and negative externalities 

associated with landfilling are high, leading to increases in the scope of recycling programs.  

Similarly, incineration involves costs and negative externalities that are pondered when 

deciding the production technology to be employed. In general, we expect that as the costs of 

recycling decrease relative to incineration costs, the larger in scope the municipal recycling 

programs will be. In accordance, Everett (1989) shows with the New Jersey case that, lower 

costs of other available options can also contribute to smaller programs. On the other hand, the 

enactment of air pollution controls on incinerators is likely to increase the cost of adoption of 

this production technology and, by that, decrease the relative cost of other solid waste 

management options. 
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State government level mandates, intergovernmental financial assistance, and general tax 

revenue to finance the recycling programs are equally important in altering the benefit/cost 

ratio of alternatives. These may constitute the incentives that help to break the vicious cycle 

described by McClain (1995). 

If reduction and/or recycling goals are prescribed in state legislation, municipalities have 

an incentive to make the programs as large in scope as possible. Adopting curbside pick-up 

may help jurisdictions to achieve these mandated goals because, ceteris paribus, the increased 

convenience is likely to augment citizen participation.  

If state level mandates are associated with grants they are likely to reduce the relative cost 

of recycling when compared to other available alternatives and, for this reason, encourage 

broader recycling programs. Local governments receiving more funds to stimulate recycling 

are also more likely to display higher participation rates in the use of this policy tool. Feiock 

and West (1993) found that both state level mandates and intergovernmental financial 

assistance were significant predictors of the adoption of residential curbside programs. 

Although not directly related to program design, Feiock and West (1996) found that state level 

mandated goals have the additional advantage of positively influencing local recycling 

program performance. 

The use of general tax revenue, usually through the imposition of a flat fee, to finance 

recycling programs makes sense because it avoids externality costs of illegal disposal that 

would occur if marginal cost pricing was adopted (Page, 1977; Strathman, Rufolo, and 

Mildner, 1995). According to this perspective, jurisdictions that use general tax revenues as a 

means of financing their recycling programs are then expected to exhibit programs with larger 

scope. However, Miranda and colleagues (1994) suggest another reason why recycling 
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programs may be large even in communities adopting unit-pricing programs. The reason is 

that unit-based pricing may force municipalities to present alternatives of disposal to its 

citizens, making it necessary for recycling programs in these jurisdictions to be larger in 

scope. 

Several researchers have tried to establish the consequences of adopting unit based pricing 

programs to reduce waste generation, either using case study approaches and quasi-

experimental designs (Callan and Thomas, 1997; Nestor and Podolsky, 1998; Fullerton and 

Kinnaman, 1996; Van Houtven and Morris, 1999) or national level data (Kinnaman and 

Fullerton, 1997; Jenkins et. al. 2000). When flat-fees are adopted in solid waste management, 

households do not have an incentive to economize on waste generation and disposal, since the 

marginal price for each additional pound/container of garbage is zero. Because households 

maximize their utility subject to a budget, unit pricing programs that place non-zero marginal 

price on waste disposal should lead to reductions in waste generated and increases in recycling 

(Jenkins et. al. 2000). However, these two positive consequences, one direct and the other 

indirect, are challenged by arguments of illegal disposal (burning or dumping) to avoid paying 

the marginal price (Fullerton and Kinnaman, 1996). Either way, the adoption of unit based 

pricing assumes that waste generators acknowledge the relative costs of disposal each option 

entails and rationally choose the least cost option (Callan and Thomas, 1997). 

Jenkins et. al. (2000) found that, as an incentive to recycle, unit pricing is ineffective. 

According to the authors there are two possible reasons. First, the average price of disposal in 

the sample is too low to generate a change in behavior of relatively high-income households. 

Second, a direct impact on waste disposal may be occurring. These findings are supported by 

previous research (Fullerton and Kinnaman, 1996) that also concluded that unit pricing does 
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not influence either recycling rates or participation rates. Other research contradicts the 

findings of Jenkins et al (2000).  

Callan and Thomas (1997) found that communities implementing a unit pricing system 

will have, on average, higher annual recycling rates. This effect is even stronger if the 

community also offers curbside recycling services. By imposing unit pricing and providing 

curbside recycling, communities are able to lower the relative costs of recycling (time and 

storage costs), thereby making recycling more attractive for individuals (Callan and Thomas, 

1997).  The argument for unit-based pricing is also confirmed by a study using household data 

from Portland, Oregon (Hong and Adams, 1999). The authors find that households respond to 

price increases in solid waste disposal of non-recyclables by increasing household recycling 

and reducing the demand for non-recyclable collection services. However, these price effects 

are inelastic.  

The impact of different unit-pricing program features on curbside recycling rates was 

addressed by Nestor and Podolsky (1998) in their case study of the City of Marietta, Georgia. 

The authors concluded that, for this particular case, a bag program increases recycling rates 

more than a subscription can program. This study was extended by Van Houtven and Morris 

(1999) who concluded that the bag program caused larger reductions in waste setouts (mixed 

and total waste) than the subscription-can program. The authors figured that the evidence 

supports the idea that the bag program produces savings for residents and social welfare 

increases. However, this conclusion may not hold, if we consider that, on one hand, it is based 

on a single case study and, on the other hand, the marginal cost of additional waste generated 

per month by a household depends upon the particular amount increased and the point at 

which this increase occurs. As a consequence, the program that maximizes 
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household/individual welfare may vary depending upon the price structure of the two 

programs.   

 

Production Technology and Population Density 

 

The choice of production technology is also a function of population density. On one hand, 

low densities are likely to indicate more available space and an option for the landfilling 

solution. On the other hand, higher densities produce economies of scale so that production 

technologies which achieve cost savings through higher density such as recycling and source 

reduction programs are more likely to be adopted. 

Some authors have argued that the average costs of recycling decrease with the amount 

collected, confirming the argument of economies of scale (Bohm et al., 1999). Kinnaman and 

Fullerton (1997) showed that a community with 100 more people per square mile is, on 

average, 4.2% more likely to adopt a recycling program. 

A similar mechanism is thought to occur when the population of a municipality increases. 

The size of the population has been analyzed under the rationale that, as the population 

increases, the amount and diversity of recyclable materials also increases creating the need for 

recycling programs larger in scope. Again, according to our waste management explanation, 

the costs of recycling programs will go down as the population gets larger, which allows for 

recycling programs larger in scope. In their 1993 study, Feiock and West also found 

population to be a positively significant predictor of the adoption of municipal solid waste 

recycling programs, both in the need/responsive model and in the final model. 
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The utility function of local level officials is maximized when both economic and political 

transaction costs are minimized. After the discussion of economic trade-offs between policy 

instruments, I now turn to local officials’ choices with political transaction costs in mind. 

 

Policy Tools as Consumption Goods at the Local Level 

 

The choice of policy tools at the local level is determined by an interplay of local 

institutions, socio-economic composition of the community, and decision makers minimizing 

political transaction costs. Next, I address the consideration of these costs by local level 

government officials when implementing solid waste policy. 

 

The Effect of Local Institutions in Local Policy Instrument Choice 

 

The choice of local level institutions is made within the context of state level rules. The 

variation in local institutions such as the form of local government, the system of elections, 

and the presence or absence of home rule will likely influence the types and sizes of 

environmental policy programs. The analysis of local variation begins with the discussion of 

some of the most important institutions at the local level. 

Reformed institutions such as the commission-administrator form of government, at-large 

elections, and nonpartisan ballots produce a context less prone to interest group pressure and 

more likely to result in decisions with efficiency in mind. Although it is difficult to predict 

what the impact of these institutions will be upon recycling programs, one can argue that 

jurisdictions where commission governments and district elections prevail are more likely to 
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have larger recycling programs because of their political visibility. It is our contention that, in 

jurisdictions with unreformed governments, the programs will be larger in scope because 

politicians will have incentives to pursue allocative efficiency and be more responsive to 

political demands.  

The opposite argument is, of course, that city/county managers will take environmental 

costs into account, opting for larger recycling programs to avoid the harmful consequences of 

landfilling and incineration. Commission-administrator governments have less of an incentive 

to adopt recycling programs for political reasons, because high-powered incentives are not as 

pervasive as in the strong mayor or commission types (Feiock, Jeong, and Kim, 2003). 

Managers may only choose to adopt programs large in scope if the benefit-cost ratio of this 

option exceeds those of other alternatives. In other words, managers are more concerned with 

efficient waste disposal. Hence, the decision concerning the size of programs is not related 

with citizens’ demands or lobbying activities but with professional considerations of managers 

and their perceptions of the public interest. In Frant’s (1996) terms these incentives are 

described as low-powered and result from the appointment of a manager as chief executive. 

The system of elections is also expected to influence solid waste tool choices. In district-

based elections, officials are able to target groups that can yield them reelection. Therefore, 

recycling is more likely to be adopted in these communities where politicians can claim credit 

for benefits delivered than in jurisdictions with at-large elections. 

The ability of local officials to design and implement the policy choices they see fit to 

local problems and demands is expanded by home rule. Cities and counties with home rule are 

better equiped to make decisions in the way they manage solid waste. In particular, when 

states mandate recycling goals (as the case of Florida), localities without home rule may not be 
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able to avoid the mandate, whereas local governments with home rule will have the functional 

capacity to choose. 

 

Policy Instrument Choice and PoliticalTransaction Costs: Citizens, Interest Groups, and Entrepreneurs 

 

Local government officials are able to choose the combination of policy alternatives or 

tools that maximizes electoral benefits and minimizes political transaction costs easier than 

state officials. This occurs in part due to the visibility aspect of environmental policies, but 

also because the predominant interest groups in a given community are likely to directly 

influence local officials’ chances of reelection. By catering to dominant interests, officials 

minimize opportunity costs, i.e., they receive the largest benefits for their policy-making 

efforts.  

Neighborhood associations and environmental interest groups are likely to be more active 

in opposing the presence of a landfill in the jurisdiction because of potential for decreased 

property values (Kinnaman and Fullerton, 1999; Nelson et al., 1992). In addition, constituents 

are more risk averse than businesses and, all else equal, are more likely to support 

environmentally friendly policies. In communities where individuals are more aware of these 

risks, local governments will prefer prevention strategies to landfilling. 

Local commitment to the environment is expected to increase the likelihood of the 

adoption of curbside recycling. Tawil (1995 – cited in Kinnaman and Fullerton, 1999) found 

that the probability of adoption increases by 4 percent with a one-percentage point increase in 

the number of households belonging to an environmental interest group. Using county data, 
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Mrozek (1996) concluded that pro-environmental voting was a statistically significant variable 

in predicting curbside pick-up adoption. 

Other empirical studies confirm the expectation that the presence and influence of 

environmental support in a given municipality is associated with recycling programs larger in 

scope (Feiock and West, 1993) and with the performance of recycling programs (Feiock and 

West, 1996).  

As far as industry support for recycling programs to the detriment of other policy tools it is 

expected to vary by sector. From an entrepreneurship perspective, the private owners and 

operators of recycling centers (drop-off centers) have selective incentives to join with 

environmental groups in order to lobby for larger recycling programs. This logic follows 

Olson (1965) arguing that the marginal costs incurred in lobbying are outweighed by the 

benefits received by special interests. In other words, recycling center owners and operators 

have incentives to lobby for larger programs because that will yield a consistent stream of 

business (recycling) (Mrozek, 1996). Moreover, even if they do not have a lobbying 

organization in place, they are likely to organize because the group is small and the benefits to 

reap selective.  

A similar argument can be made for both landfills and waste-to-energy plants (WEP) 

operated either by private entities or the government of the jurisdiction. If, in a given 

jurisdiction, the percentage of solid waste diverted to a landfill or WEP is large, it is likely that 

the owners and operators of these businesses will oppose to recycling. Clearly, owners and 

operators of landfills and waste-to-energy plants are likely to resist the adoption and expansion 

in size of both recycling and source reduction programs because these will negatively affect 

their income and survival. 
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Manufacturing firms using recycled materials in their processes are likely to favor 

municipal curbside recycling over other options because it assures a more steady and 

predictable supply of recycled materials essential for their production activities. An increased 

commitment to recycling on the part of local government will not only increase the overall 

amount of recycled materials but also reduce the price of recycled inputs therefore 

encouraging their use rather than virgin materials (Kinnaman and Fullerton, 1999; Miranda et 

al., 1994). 

The provision of incentives by the state to local jurisdictions helps to explain the variation 

in local recycling programs. By sharing the risks of policy implementation with local 

governments, state officials also help their local counterparts to minimize uncertainty costs. 

Jurisdictions receiving more support in dollars per capita from the state will display larger 

recycling coverage.  

The consideration of the political and socio-economic composition of the local community 

in determining the combination of policy tools is crucial for local officials to accomplish 

reelection goals and the minimization of political transaction costs. Just as in the case of the 

state level analysis, it is hypothesized here that the socio-economic composition of the 

community will significantly affect the combination of policy instruments adopted by that 

community. Previous findings indicate that wealthier, more educated and more liberal 

communities prefer waste prevention strategies. 

Two arguments indicate a positive relationship between income and solid waste 

management prevention strategies such as recycling and source reduction. On one hand, 

wealthier citizens are more likely to support local government prevention strategies because 

they associate these options with an increased quality of life. On the other hand, wealthier 
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citizens wish to avoid the harmful consequences of the presence of a landfill or incinerator in 

their community that may depress property values. These individuals, who are more likely to 

be property owners, will also have more space required by recycling activities. Several 

empirical pieces confirm the positive association between income and recycling (Feiock and 

West, 1993, 1996; Berger, 1997; Feiock and Kalan, 2001) and between income and adoption 

of unit pricing systems (Callan and Thomas, 1999)  

The association between education and prevention strategies is also generally thought to be 

positive, not only because more educated citizens and communities are expected to be more 

environmentally conscious hence favoring recycling and source reduction over other 

alternatives, but also because they will more easily recognize the environmental costs entailed 

by landfills and waste-to-energy plants. Using nation-wide data of 909 communities, 

Kinnaman and Fullerton (1997) find that the likelihood of a jurisdiction adopting curbside 

recycling increases by 0.86% with a one-percentage point increase from the average in the 

percentage of individuals with a bachelor degree. In the same work, the authors also find that 

the likelihood of unit-based pricing program adoption also increases with the education level 

of the community. 

Recycling and source reduction programs require large amounts of both financial and 

human resources (Wiseman, 1992). Their size will therefore increase as the amount of 

resources devoted also increases. In the short-term, local solid waste expenditures are likely to 

mirror the commitment of the local jurisdiction to a given program, because larger spending 

contributes to an expansion of available choices and signals to constituents the effort by local 

officials in dealing with the solid waste problem. In addition, state grants also increase the 

short-term credibility of commitment towards a given solid waste policy option. 
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Commitment to a given mix of policy tools inevitably generates sunk costs because money 

is invested in programs, facilities, and equipment and cannot easily be retrieved. For this 

reason, larger reliance on a single strategy will make it more difficult for government officials 

to switch to other strategies. One way of measuring sunk costs is to look at the variation in 

costs across local jurisdictions. If landfill costs are low, it may be extremely difficult for local 

governments to change solid waste policy instrument. Even though this is a political lock-in, 

not a structural one, in practice, the strength of this lock-in is compelling, and generates 

resistance on the part of local officials to pursue prevention strategies. 

Finally, the earlier the commitment to a strategy, the more difficult it will be to change 

focus. As an example, local governments that relied earlier on recycling are also likely to have 

higher recycling rates and larger programs being that age of the program should be good 

predictor of these rates. In addition, the effect of early choices is expected to linger so that 

early commitment should be positively associated with current status of solid waste practices. 

Next, the theoretical framework developed in chapters two and three is applied to land use 

management policy following a similar sequence. The historical introduction is followed by a 

description of the hypotheses regarding the economic efficiency aspects of land use policy 

instruments and their political and redistributive consequences at the state and local level 

respectively. Once again, at the local level, I focus the analysis on the political economy of the 

policy tools available to local officials and decision makers – growth controls and growth 

management techniques. 
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CHAPTER 5: LAND USE MANAGEMENT POLICY 

 

 

Regulation of land use and growth has often been used as an instrument of 

environmentally concerned actors. Growth management policy is best characterized as 

regulatory, because state and local governments use public policy to direct private behavior 

(Feiock, 1994). However, the consequences of growth management are inherently distributive. 

Molotch (1976) depicted a city as an aggregate of competing land-based interests. Decisions 

regarding growth at any level are then decisions of who gets what, where, and how (Lasswell, 

1936). These interests refer not only to competition for economic development, but also 

efforts to enhance the quality of life pursued under the heading of growth management. 

I proceed in the following manner. First, I describe the history and evolution of American 

land use planning activities and policies throughout the twentieth century. Second, I apply a 

transaction cost theory to describe the relationship between states and localities in terms of 

economic and political transaction costs. Next, the theoretical framework is extended to 

develop hypotheses concerning the local level adoption of these land use policy tools. 

 

Introduction and Historical Perspective on Land Use Management 

 

The historical roots of American land use planning can be traced back to the early 

twentieth century when planning commissions were created throughout the country, zoning 

began, and the planning profession was established through the American City Planning 
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Institute founded in 1917 (Catanese, 1979). Triggered by the Reform movement, the 

professionalization of planners as technicians had a significant impact in local government 

practices, making planning and land use regulation widely accepted functions and brought 

about zoning as a new planning tool (Palen, 1992). 

The first comprehensive zoning ordinance was adopted in 1916 by the city of New York, 

regulating the use of land and the bulk and height of its buildings. The first piece of federal 

legislation was the Standard State Zoning Enabling Act (1922), which allowed states to grant 

zoning powers to cities. In 1926 the constitutionality of zoning was debated and upheld in the 

Euclid v. Ambler Realty case, contributing to make zoning practices widespread (Catanese, 

1979). The most significant and immediate impact of zoning regulations was allowing 

jurisdictions to plan and adjust new residential development to street design and service 

delivery (Schiffman, 1989).     

For many years zoning was the dominant form of land use control in the United States. 

Local land use regulation originated in the 1920s and 1930s consisted of zoning agencies and 

ordinances but, in many cases, lacked enforcement. This was especially true of rural areas, 

where the traditional American values of individualism and pursuit of wealth were still 

dominant (Popper, 1988) and collided with long-term uses and productivity of the land as well 

as values of equity, ecology, and aesthetics (Wandesforde-Smith, 1990). With the adoption of 

zoning practices, the local land market was no longer purely free, but the decisions were still 

made in a context of a local competitive market for land use with no state intervention needed.  

During the 1930s, national planning appears in the context of the New Deal, with the 

National Resources Planning Board as the federal agency in charge of incentivating states to 

create state planning agencies. This top-down approach to planning had conditions to be 
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successful given the amount of intergovernmental coordination, but failed when the state 

planning agencies were converted into wartime emergency boards focused on the conservation 

of scarce resources (Catanese, 1979). 

In the post-war years the emphasis upon economic development shifted the planning 

initiatives from the national to the states and, especially, to the local level. Soon, however, the 

local initiatives became dependent upon the federal government for financial assistance, 

particularly, in urban renewal and housing programs. The National Housing Acts of 1949 and 

1954 and the Section 701 program are examples of this top-down approach to land use 

management and illustrate a situation where urban planning becomes a reaction to federal 

incentives rather than a response to local needs (Catanese, 1979).  

This state of affairs begins to change in the 1960s as a result of the expansion in size of 

new public and private development projects and the creation of the interstate highway 

system. It became apparent that local regulation was insufficient to deal with new challenges 

ensuing from this building frenzy, such as urban sprawl, strip development, pollution by 

industrial facilities, and development of environmentally sensitive lands.  

In a context where the impacts became extra-local, intervention by upper levels of 

government was deemed as necessary and was pushed to the forefront of the agenda by a 

coalition of environmentalists, city planners, land use lawyers, state and federal officials, 

progressive businesses and developers, and citizen activists (Popper, 1988). This movement, 

known as the “quiet revolution”, took its name from an influential book by Bosselman and 

Callies entitled The Quiet Revolution in Land Use Control (1972). 

The relevance of land use control in the context of urban politics was underlined by 

Peterson’s (1981) contention that cities can retain control over the use and value of their land 
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to manage the future. Restrictions imposed from external sources such as state legislatures or 

the courts are typically interpreted as intrusions in this right to control land use. As 

Clingermayer and Feiock (2001) point out state legislative piecemeal interventions in a quasi-

judicial manner occur frequently with the potential to shift the politics and policy outcomes of 

local land use regulation. Throughout the 1970s and beyond, state level regulation became 

more frequent and more intrusive.  

 

The Theoretical Framework Applied To Land Use Management Policy 

 

The political transaction costs framework is relevant to land use management for several 

reasons. First, economic transaction costs – negative externalities and information asymmetry 

– affect the efficient functioning of the land use market. Second, communities have different 

attitudes and preferences regarding growth and, for that reason, will choose policies and 

regulations consistent with those preferences. Third, when a state enacts a mandate or 

approves assorted pieces of legislation regarding growth management, the characteristics of 

the mandate and the content of the legislation will influence the degree to which each locality 

complies with the mandate or attempts to circumvent it.  

This section presents the political economy of state growth management, while 

highlighting the role of state officials when adopting and implementing land use management 

policy. Unlike solid waste policy, growth management analysis cannot rely on a clear measure 

of commitment to the policy. The dissertation will analyze and discuss commitment as the 

number of growth management laws adopted by the states over the period 1990-2000. In the 
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next two sections I attempt to delineate the economic and political motivations of land use 

policy choices at the state level.  

 

State Land Use Management as a Production Technology Choice 

 

Absent political considerations, state and local officials would choose the combination of 

land use alternatives that maximizes the benefits of the median taxpayer at the least cost. The 

question then becomes what are the economic benefits and costs of growth management. In a 

perfectly competitive market with full information and zero transaction costs, decisions made 

by citizens and businesses will result in a Pareto efficient allocation of land uses so that 

government intervention through land use regulation is not necessary since it alters 

competitive market choices.  

In practice, however, the local market for land use rarely works efficiently, making it 

necessary for state governments to correct market failures. The failure of local markets to 

provide efficient growth patterns has four components (Healy and Rosenberg, 1979). First, 

negative externalities resulting from incompatible uses affected the quality of life in the 

community or communities in question. Second, the harmful consequences of growth affected 

neighboring communities creating the need for coordination of efforts in order to reduce these 

spillovers and encourage orderly growth. Third, information asymmetries prevail in local 

housing and homebuilding markets justifying intervention through state regulations. Fourth, 

the integration of compatible uses is likely to create positive externalities (Chung, 1994) that 

may be absent/missed if regulations are not adopted. The local market failures are addressed 

next. 
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State Government Regulation and Allocational Efficiency 

 

Healy and Rosenberg (1979) identified four justifications for state intervention: 

interjurisdictional spillovers, local interests diverging from the general public interest, 

problems in geographical areas not subjected to local control, and difficulties arising in the 

implementation of state policies and state investments.  

Interjurisdictional spillovers are generally considered economically sound reasons for state 

level interventions because inefficient allocations result when one locality’s land use policy 

negatively affects the activities of neighboring localities (Healy and Rosenberg, 1979). It can 

be argued that, in certain instances, it is possible for localities to reach informal agreements in 

the tradition of the Coase solution to externalities (Coase, 1960); however, this solution is only 

viable in a small numbers and short-term context. As transaction costs increase, a hierarchical 

solution via state regulation may be the necessary way to curtail externalities of growth and 

growth itself as a spillover6. 

State regulation is also justified when local interests do not coincide with the interests of 

the general public. If the total welfare derived by noncitizens from experiencing the wildlife in 

a given locality exceeds the total welfare of the citizens of that community derived from its 

land use policy then state action is justified on efficiency grounds7. The reason for this being 

that the increase in land prices that land use controls generates captures the true social cost of 

consumption of the scarce resources (Goldberg and Chinloy, 1984). 

                                                           
6 In a different context Coase himself recognized that, at times, “…the market may become too costly to operate.” 
and that “In these circumstances, it may be preferable to impose special regulations” (1959: 29)  
7 Although this situation is not strictly Pareto efficient, it is, at least, a Pareto improvement move using the 
Kaldor-Hicks criterion. 
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In contrast with urban areas, many rural areas lack land use regulation due to the lack of 

resources and small government size that renders impossible a proper analysis of costs and 

benefits for large scale development projects. This has provided justification for state 

governments requests for environmental impact assessments or evaluation of developments of 

regional impact, which can only be made by a professional staff with proper means of 

enforcement (Healy and Rosenberg, 1979). 

Finally, state government decision-making and implementation of policies in areas other 

than land use management may have indirect impacts in this policy area. These policy 

spillovers can be exemplified by state investments in the highway system which alter the value 

and potential uses of a given parcel of land and hence the rate of local growth (Healy and 

Rosenberg, 1979). Ultimately, state land use regulation might be needed to correct 

inefficiencies generated by actions in other state policy areas. 

These four local market failures justify state land use regulation and intervention on 

economic efficiency grounds. In order to conduct empirical tests, we must link these market 

failures with the actual state interventions. In other words, we need to identify “what” states 

regulate. Healy and Rosenberg (1979) identified four major areas of state intervention: areas 

of critical concern, open or unzoned lands, developments of regional impact and land uses 

affecting public investments and developments of regional benefit. In the remainder of this 

section, intervention in each of these four areas is described in terms of market failures and 

search for efficiency. 

First, the areas of critical concern include, most likely, coastal zones, wilderness and forest 

areas, and wetlands. These areas do not respect political boundaries making local governance 

difficult, if not unfeasible. States with more miles of coastal areas and larger percentage of 
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forest land are more likely to be concerned with adopting state land use and growth 

management statutes so as to overcome lack of local coordination and preserve these areas.  

Second, levels of development and urbanization structure demand for open space 

legislation. States with larger percentage of urban and developed land may be more likely to 

adopt legislation to manage open or unzoned lands. When the percentage of urbanized and 

developed land is high, local governments are likely to have land use controls already in place 

creating a need for state legislation to coordinate local efforts. Additionally, once land is 

developed it becomes virtually impossible to revert it to previous undeveloped, open space, or 

agricultural status. 

Third, the size and number of developments of regional impact is likely to affect a state’s 

decision to directly regulate land use. Developments of regional impact cross local 

government boundaries therefore justifying state intervention to minimize negative 

externalities and neighborhood effects. In the same vein, states may wish to control growth in 

order to minimize demands or protect existing public infrastructures (Healy and Rosenberg, 

1979). States facing growth pressures are likely to adopt statewide land use and growth 

regulation so as to stop or, at least, reduce pressures upon public infrastructures.  

Past state and local growth is among one of the most relevant predictors of the adoption of 

growth controls/growth management policies. Although previous studies of the impact of 

population growth have been concentrated at the city level (Baldassare and Protash, 1982; 

Protash and Baldassare, 1983; Dowall, 1980), anecdotal evidence indicates that state 

population growth also constitutes a pressure for the adoption of growth management policies 

(see the case of Florida). 
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Growth and population density as well as environmental, social, fiscal, and economic 

concerns are expected to increase the number of areas to regulate. This hypothesis is based on 

the premise that need is a major source of state growth management legislation.  

Fourth, certain capital projects are rejected by communities as bringing unwanted local 

impacts but they are necessary from the perspective of the region as a whole. In these cases we 

are likely to see state land use intervention as a way of accommodating regional (extra-local) 

needs. 

Besides these four factors that may trigger state land use regulation, one can expect that 

states will also deal with specific problems requiring contextual approaches. More 

importantly, state land use legislation is likely to constrain or direct local land use activities 

and should be taken into account when analyzing local land use policies. The next section 

argues that, state intervention can also be explained by political motivations and it is often 

justified on distributional equity grounds (Goldberg and Chinloy, 1984; Weimer and Vining, 

1999). 

 

State Land Use Management Policy Tools as Consumption Goods 

 

All the land use management tools have an economic side that frames their choice and 

implementation. However, land use decisions are not based in economic efficiency alone, but 

are also influenced by different actors’ preferences at the national, state, and local levels. 

Because land use management serves different goals, it is understandable that preferences for 

their use will vary across different groups, with policy tools becoming consumption goods. 
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A large number of goals can underlie the enactment of land use management tools, 

including control of urban sprawl and protection of farmland, and protection of the natural and 

visual environment. Land use management can also be used by existing residents to secure 

homogeneity, increase in property values, increase the provision of affordable housing, or 

preserve local fiscal health (Healy and Rosenberg, 1979; Smith, 1993). Many of these goals 

are clearly distributive since the benefits tend to be concentrated on a small number of local 

actors, such as homeowners, developers, and contractors.  

This section highlights the political and distributive preferences of state legislators that 

influence the choices regarding state land use regulation. The section offers a sharp contrast 

with the previous one, which dealt with the choice from an economic efficiency perspective. 

 

Patterns of Intergovernmental Relationships 

 

State level regulation and intervention is largely a consequence of local level government 

failures. Local zoning practices are often accused of artificially generating higher housing 

prices.  

When interest groups advocating affordable housing are unable to convince local officials 

of the relevance of their claims, they have expanded the scope of conflict by convincing the 

governor and the legislature of the state of California of the nefarious consequences of the 

implementation of growth controls (Schattschneider, 1975; Schiffman, 1989). This change in 

policy venue (Baumgartner and Jones, 1993), from the local to the state level of government, 

is triggered by local officials avoidance of redistributive issues (Peterson, 1981). On the other 

hand, state actions on growth management issues are resisted by local authorities and local 
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interests on grounds that these actions reduce their autonomy and choice in dealing with 

growth and forces developers to build in certain areas (Schiffman, 1989). 

In the past, local governments behaved as growth facilitators because this role was thought 

to favor the expansion and development of the local economy (Molotch, 1976). However, 

local policy became dominated by the growth machine, leading to the neglect of public 

interest and environmental considerations. The intervention of state governments in local 

growth politics allowed the correction of market inefficient demands at the local level and 

“…the promotion of public benefits while protecting private interests“ (Turner, 1990a: 45), 

producing a pattern of intergovernmental relations characterized by preemption and regulatory 

initiatives (Bollens, 1992). 

In the 1970s the Federal government exerted pressure over state governments to enact land 

use regulations (Chapin and Kaiser, 1985). Several pieces of legislation with clear land use 

implications were enacted. The 1972 Coastal Zone Management Act allowed the U.S. 

Department of Commerce to allocate to states $16 million in grants a year to plan and regulate 

coastal development (Popper, 1988). Through the 1970 Clean Air Act, the 1972 Clean Water 

Act, and the 1974 Safe Drinking Water Act, the EPA pressured states to adopt controls over 

the intensity of industrial, retail, and recreational developments which have impacts in air and 

water pollution (non point sources) (Chapin and Kaiser, 1985).  

State governments established mandatory review of local government decisions and 

assumed powers allowing them to overturn those decisions (Mazmanian and Morell, 1990). 

Some states starting with Vermont (1970) and Florida (1972) adopted a series of state laws 

requiring comprehensive local plans, while other states in the northeast, upper Midwest, and 

West Coast adopted environmentally-oriented state land use laws (Popper, 1988). 

 96



Bollens (1992) argues that this first pattern of intergovernmental relationships can be best 

described as preemptive and regulatory. Hawai (1961), Vermont (1970) and Florida and 

California (1972) are examples of state programs with direct preemption of local authority 

and/or repeal power over all local decisions with extra-local impacts. State intervention was 

best characterized as growth restrictive rather than growth accommodating. While before the 

1970s the locus of growth management was the local government, by the beginning of the 

decade this policy area was more centralized then ever before and after. 

The peak of the “quiet revolution” was reached in 1974 with the National Land Use Policy 

Act, a national extension of the state comprehensive laws already in place and applied to all 

large developments. It was approved in the Senate by a large majority, but rejected by the 

House of Representatives (Popper, 1988).  

During the 1970s the objectives involved in growth management policies have expanded 

and so have the tools or instruments used to enact these policies. Environmental concerns, 

slow growth in fast growing areas, control of urban sprawl, traffic congestion, pollution, 

increased crime, and decreased quality of life became some of the stated or unstated goals of 

growth management policy. 

The second half of the 1970s and the 1980s, however, witnessed a decline in the 

enforcement of centralized land use regulation. Several causes have been attributed to this 

trend such as sluggish economic growth, increased public distrust in government triggered by 

the resurgence of conservatism in the Reagan years, and crisis in the public finances. During 

this period, the same issues regarding implementation that had affected early local regulation 

also plagued the new centralized regulation, namely poor monitoring and enforcement 

(DeGrove, 1984; Popper, 1988). 
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Despite resistance to state legislation, planning laws were put forth in some states – 

Florida, California, Oregon, Washington, and North Carolina – with more delicate ecosystems, 

and more prone to natural catastrophes such as earthquakes, hurricanes, or flooding.  

During the second half of the 1970s, the diversity of intergovernmental strategies 

increased, with a clear emphasis placed upon increased decentralization. This shift in state-

local relationships was characterized by expanded goals in growth management. Besides 

environmental protection, growth management legislation addressed economic development, 

infrastructure, and quality of life goals (Bollens, 1992). The growth management plans 

resulting from this second wave can be classified in two groups: conjoint planning and 

cooperative planning. 

Conjoint plans are characterized by top-down implementation, with local governments 

expected to adopt growth management plans consistent with state goals or standards. The 

enforcement of these goals/standards is achieved through penalties and mandates such as the 

withdrawal of state funding and revocation of local discretionary powers. The best examples 

of state-local conjoint planning are Oregon (1973), California (1976), Hawaii (1978), Florida 

(1985), Rhode Island (1988), and Washington (1990).   

On the other hand, cooperative planning is a form of bottom-up decision-making and 

implementation. Consistency with state goals and standards is stimulated by incentives to local 

governments such as state funding, technical assistance, and the concession of local 

discretionary powers (Bollens, 1992).    

The shift in state-local relationships might be attributed to an attempt to minimize 

transaction costs. First, when full decentralization of decisions and implementation made it 

difficult to address extra-local impacts of growth, state intervention became necessary. 
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Second, the form of state and regional intervention was a trial-and-error process. States and 

regions began by adopting preemptive strategies. Soon they discovered the inadequacy of 

preemption to deal with exclusively local problems. Moreover, preemptive regulation triggers 

a pattern of adversarial relations between states and localities, which leads to less than 

efficient results in growth management. 

Land use management is a state and local government affair, but state intervention is 

usually confined to one or more of three areas (deHaven Smith, 1984): regulation of particular 

types of development, regulation of particular types of geographical areas, and mandated 

planning to control local zoning. More importantly, states provide the framework to local 

policy choices. State growth management systems influence and require changes to be 

implemented at the local level. These systems help local governments to communicate among 

each other, reach intergovernmental agreements, and share costs of economic development 

and growth (Cogan, 1994). 

State intervention in growth/land use issues has been mainly confined to initiating, 

facilitating or directing comprehensive growth management by local governments (Turner, 

1990). State legislatures have not been involved in enacting state legislation regarding specific 

policy instruments such as transfer of development rights (TDR), density bonuses, 

performance zoning among many others. The exception is state legislation to enable local 

impact fees, as in the case of Oregon and Washington (1989) and Pennsylvania (1990). As 

developers have been called on by local governments to bear larger costs of construction and 

development, they began to resort to the courts for relief. The call for state impact fees statutes 

was made with the expectation of avoiding conflicting court decisions across states (Peters, 
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1994). During the 1990s, state impact fees legislation became common, with 15 additional 

states enacting similar laws. 

State growth management legislation, as well as state legislation enabling local impact 

fees, are also justified by the political benefits and distributive consequences they generate. 

The coalitions involved in approving state legislation are ultimately responsible for their 

successful adoption.      

 

Policy Instrument Choice, Political Benefits and Distributive Consequences 

 

Land use management also involves opposing views and interests. The decisions of state 

legislators and local officials reflect the balance of conflicting interests and pressures within 

this policy field. The oldest and best-known type of land use control – zoning – has highly 

political and distributive impacts. Manipulation of zoning regulations can produce exclusion 

of low and moderate income residents by zoning a community for single family housing only 

and/or requiring a large building lot for new houses (Heilbrun, 1987; see also O’Sullivan, 

1996). 

The literature describes growth controls as exclusionary, elitist, and status-biased 

(Molotch, 1976; Navarro and Carson, 1991; Bollens, 1990; Donovan and Neiman, 1992). The 

social class hypothesis argues that individuals with higher income and educational attainment 

are more likely to support growth controls. I extend this hypothesis to states as well as 

localities by arguing that jurisdictions with higher per capita personal income and educational 

attainment levels are more likely to commit to land use control policies. Because land use 
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management also focuses on amenity levels and higher quality of life, this hypothesis applies 

to both the first and the second generation of growth management policies. 

Interest group activity is expected to influence growth controls and growth management 

policies due to the effect of two distinct sets of interest groups. The first set includes 

developers, land speculators, builders, and mortgage financiers who generally oppose growth 

control/management policies8. The second set includes organized groups committed to the 

preservation of the environment, and homeowners wishing to preserve the character of their 

neighborhoods and housing values that are likely to favor land use and growth management 

(Knaap, 1988).  

I expect race to be an important predictor of the presence of growth controls based on two 

alternative hypotheses. States and localities with larger percentage of minorities may have less 

growth controls in place because minorities are more likely to voice their concerns against 

exclusion through zoning or population caps. In addition, growth controls pose difficulties in 

terms of affordable housing by artificially imposing constraints on the supply side which are a 

burden upon minorities more than upon whites. Alternatively a large percentage of minorities 

might create pressure from whites for the adoption of growth controls.  

The effect of race on growth management decisions is less obvious. Growth management 

may be exclusionary of new entrants, but this exclusion is not so much based upon race as it is 

upon the ability of these new entrants to pay for the cost of new development. Recent evidence 

indicates that state growth management in Florida, Washington and Oregon significantly 

increased housing prices. Mandatory comprehensive planning is thought to be responsible for 

up to one fourth of the increase in housing prices and has reduced affordable housing (Staley 

                                                           
8 As an illustrative example, the enactment of the Pennsylvania’s impact-fee enabling legislation faced the state’s 
builders association constant opposition (Peters, 1994).  
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and Gilroy, 2001; Staley and Scarlett, 1997). At the state level, I expect a positive relationship 

between minority population and state growth management legislation. 

State growth management choices also have distributive consequences and political 

implications. The political benefits to government officials seeking reelection are rooted in the 

way a community sees the adoption of growth management legislation. Next, this chapter 

addresses the minimization of political transaction costs by state level officials in their 

intergovernmental exchanges with local authorities. 

 

Agency Costs 

 

State legislators face agency costs when making decisions to centralize or delegate policy 

authority to local governments. States are more likely to centralize decisions and engage in 

comprehensive planning when the fragmentation of local governments is higher, because with 

large numbers the coordination between these units is more difficult to achieve, spillovers 

harder to control and shirking more likely to occur. However, local government competition 

can be important for state officials to control local agents and minimize the risk of moral 

hazard; therefore, competition can actually reduce the need to enact state growth management 

legislation. 

Another facet of agency costs is the possibility of opportunism by self-interested local 

officials. The mayor council form of government is more prone to opportunistic behavior 

because reelection operates as a high-powered incentive. Hence, in states where this form of 

government is more prevalent, state legislators may be more willing to support comprehensive 

growth management legislation in order to curtail adverse selection. In contrast, the council-
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manager form of government as well as at-large elections are less prone to generate 

opportunistic behavior of local officials. As a consequence, states where these reformed 

institutions are adopted widely will have less need to control local agents’ behavior. In this 

context, the self-selection mechanism works in a positive way for state legislators, generating 

local government officials driven by efficiency goals and willing to comply with state goals. 

 

Legislative Opportunity Costs 

 

Growth management legislation varies widely across the fifty American states and over 

time. In most cases, state legislation was enacted on an adhoc basis or not at all. Conversely, 

some states such as Florida, California or Oregon adopted full-blown comprehensive land use 

and growth management acts. 

Interestingly, states which have comprehensive planning legislation also tend to have 

adopted several other pieces of growth management related legislation, either to clarify and 

implement the comprehensive law or to constantly improve and fill in details in the legislative 

setting.   

Because growth management legislation requires commitments of time and agenda space 

as well as technical expertise, I expect that more professional legislatures will adopt this type 

of growth management laws more than less professional ones. 

Equally important are opportunity costs in terms of financial resource commitment. Since 

comprehensive planning requires commitment of financial resources, it is reasonable to argue 

that the larger the state’s growth management expenditures, the more likely that the state has 

comprehensive planning. Under this hypothesis, it is also reasonable to believe that a state’s 
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per capita personal income is a good proxy for the state’s financial commitment to state 

growth management legislation. 

 

Uncertainty Costs 

 

Courts have always played an important role in growth management actions. In the last 

decade state courts have been extremely active regarding cases involving many topics 

including coastal management, building permits, impact fees, variances and conditional uses 

just to mention a few. In many instances, courts have decided in favor of growth management. 

In other cases they have decided in favor of development interests. Frequently, these decisions 

have led to state governmental action in order to feel gaps in state growth management 

legislation.  

It can be argued then that courts prepared the terrain for state legislators to act, helping 

them to bear the costs of deciding and legitimizing their decisions. In this sense, judicial 

decisions reduce uncertainty costs regarding the implementation of growth management 

legislation because private interests see courts outside the political sphere and, as a 

consequence, will not shift blame for the risk burden to state officials. In other words, state 

legislators will feel more confident in addressing growth management issues, leading us to 

expect that states with more judicial decisions concerning growth management are also more 

likely to have comprehensive growth management legislation. 

In addition, state spending in growth management should also be an excellent predictor of 

the presence of legislation, since state legislators are interested in increasing the likelihood of 

successful implementation of the legislation they approve and this can be accomplished if they 
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share the risks of implementation with local actors. Hence, state growth management spending 

and the presence of growth management legislation are likely positively correlated. 

The risk sharing hypothesis can be extended to local level spending. In states where local 

governments spend more in managing growth, state officials are more likely to face reduced 

uncertainty costs when they adopt growth management legislation, mainly because 

implementation can be smoother with the cost sharing between levels of government. 

 

Commitment Costs, Sunk Costs, and Path Dependency 

 

Commitment costs are a difficult concept to grasp empirically. For the most part of this 

dissertation, I have been relying in indicators of short term commitment, but here it is possible 

to obtain a better indicator of long-term commitment. 

Contrary to other policy areas, state legislators can possibly minimize commitment costs 

with the help of state court decisions. As mentioned when discussing uncertainty costs, courts 

have engaged in dozens of policy decisions regarding growth management and land use. 

Although it is extremely difficult to link the court decisions with specific pieces of legislation, 

one can certainly argue that court sentences favoring the management of growth and land use 

create a propitious environment for state legislative action (minimizing uncertainty costs) and 

help to consolidate implementation (minimizing commitment costs). Horn (1995) highlights 

the relevance of courts by arguing that legislators can use “…the courts as administrative 

agent (…) to increase the durability of the original deal” (p.19). The reason for this is that 

judges decide in accordance with the goals of the enacting legislature and its supporting 

coalition rather than as agents of the incumbent legislature (Landes and Posner, 1975). 
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The presence of state legislation regarding growth management is likely to be influenced 

by past practices. Starting with Hawaii in 1961, states have adopted comprehensive growth 

legislation throughout the last forty years. Earlier adoptions indicate an urgency in managing 

and/or restricting growth, which should be more evident in states facing development and 

population growth pressures. States such as Florida, Oregon or Washington have lived under 

these conditions and are expected to have more pieces of growth management legislation (of 

all kinds) adopted in the period under analysis (1990-2000) than states that never had the need 

to enact land use or growth management regulation. The number of years passed since the year 

comprehensive planning legislation was first adopted can be an indicator of long-term 

commitment to growth management policies. State legislators minimize commitment costs in 

the enactment of growth management legislation in states where the tradition favors these 

policies. 

Once a jurisdiction commits to development, the number of choices available in land use 

management become limited by the path chosen. Urban path dependency is especially felt in 

states that already developed a large percentage of land and makes growth management 

increasingly needed. Hence, it is likely that urbanized states will have more growth 

management legislation than rural or less urbanized states, because these have not felt pressure 

to regulate growth or land use at a higher level of government.  

The discussion of the political transaction costs incurred by state officials in 

intergovernmental exchanges highlights the maximization of utility as a driving factor in the 

decision-making process conducted by state officials. Along with socioeconomic variables, 

ideological preferences are also likely to affect the level of utility and the choices. Simply put, 

it can be expected that state (and local) officials will choose comprehensive growth 
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management when it reflects their own preferences as well as the preferences of the 

community they represent, in order to achieve reelection. 

 

Policy Instrument Choice and Ideological Preferences 

 

Conservatives generally favor less government regulation and distrust government 

intervention altogether. Nevertheless, even individuals with strong conservative ideological 

preferences support some form of growth management, although they might consider 

government intervention at the local level less intrusive to individual choice. Moreover, land 

use management instruments that expand local market choices, such as incentive zoning9 and 

transfer of development rights may appeal to conservative ideology (Kayden, 1992).  

Because liberals are more supportive of environmental concerns, social services, and 

government spending, we hypothesize that more liberal communities and governments will 

generally support comprehensive growth management. The perceived benefits from managing 

land use accruing to a community depend on its socioeconomic and professional composition.  

For this reason, elected officials on both sides are expected to incur in ideological costs, 

especially conservative officials in liberal communities and vice-versa. Moreover, in election 

years, governments of all ideologies may be more likely to support growth management 

legislation than in non-election years, although liberals more than conservatives.  

Comprehensive planning is also more likely when the Democratic Party dominates both 

the legislative and the executive branch of the state government. This hypothesis is consistent 

with the expectation that Republicans are less likely to prefer government intervention at the 

                                                           
9 The support of incentive zoning, however, might be dependent upon the services rendered by the developer. 
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state level. We also expect a divided government to be less likely to favor state comprehensive 

planning. 

The following section discusses land use management policy making at the local level. 

The analysis begins by looking at the economic impacts and trade-offs of growth controls and 

growth management instruments. Next, I discuss the distributive implications of local growth 

regulation within the political transaction costs framework. 

 

Land Use Management at the Local Level 

 

Much attention has been devoted in the literature to state growth management policy 

adoption and implementation. Local growth management policies, however, have not deserved 

as much attention and important issues remain unattended such as land use regulation policies, 

the use of market-based instruments, and the role of political institutions and 

intergovernmental rules. 

The need for state growth management legislation is justified, in part, because the 

collective outcomes that result from local markets are often inefficient and undesirable. The 

state intervention aims at reducing transaction costs crippling local market collective decision 

making and allows the implementation of growth management through coordination 

mechanisms between states and localities (Alexander, 1992). Such coordination is achieved 

through incentives and constraints placed upon local governments by hierarchy (state 

government) and by local institutions and actors. These coordination mechanisms, imposed to 

reduce the costs of transactions, affect the final allocation of resources (Medema, 1996), local 

policy choices and local policy implementation (Dalton and Burby, 1994).  
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State growth management policies and the local context of decision making affects local 

growth management and policy tool choice in ways similar to solid waste management. Here, 

the discussion of policy tools/instruments available to local officials and decision-makers 

takes center stage and the economic and political implications of their use are highlighted. 

The instruments used by local governments include regulatory tools such as zoning, or low 

density agricultural designations, direct or indirect expenditures by government such as land 

trusts, tax incentives, or tax programs, a wide range of public service provision to guide 

development including, urban service boundaries, point-based permit systems, population 

caps, and moratoria on building permits, and expansion of local government revenues through 

impact fees, user fees, and special assessments (Smith, 1993).  

There are two generations or types of land use policy tools. The first generation of tools 

emphasizes growth controls, whereas the second highlights growth management10. Although 

one may expect much overlap between the individuals and groups supporting both types of 

policy, it is clear that some major differences exist. These differences, the distinct preferences 

they imply, and the choices they generate have not been systematically addressed by 

researchers and the goal of this discussion and analysis is to contribute to this body of 

literature.  

The first generation of policies includes zoning, restrictions on housing supply, and 

population caps. Zoning was the first land use instrument to be put in practice by local 

governments. The economic rationale for the use of this regulatory tool was the presence of 

negative externalities resulting from conflicting uses of neighboring sites. In particular, zoning 

                                                           
10 Throughout this and the remaining chapters of this dissertation I will employ the terms growth controls and 
regulatory tools interchangeably. The terms growth management tools and market-based tools will also be 
employed with the same meaning. 
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was employed to minimize negative externalities by assuring that incompatible uses as well as 

over-intensive uses of one site infringing on the well-being of neighboring sites were avoided 

(Heilbrun, 1987).  

Until the early 1970s, restrictions on building permits issued and imposition of growth 

moratoria were quite frequent. Growth control policies were largely the result of the capacity 

of local elites to mobilize to stop growth, either through zoning or through population and 

housing caps. For this reason, states and localities were more likely to adopt growth controls if 

characterized by a participatory political culture and proactive neighborhood associations. 

Soon, however, this type of land use controls was proved, both theoretically (O’Sullivan, 

1996) and empirically (Black and Hoben, 1985; Dowall, 1980; 1981; Schwartz, Hansen, and 

Green, 1981), to have inflationary effects driving up the price of new housing, which 

generated increased controversy in their adoption.  

The second generation of policies encompasses development impact fees, standardized 

levels of service, and comprehensive planning including residential, commercial, and 

industrial development restrictions (Navarro and Carson, 1991). The second generation of 

growth management tools is essentially directed at sustaining the quality of life in a 

community by adding costs to development through impact fees or environmental impact 

statements. Growth is accepted if the new residents pay for the public facilities and 

infrastructure required by the development and if pollution, traffic congestion, and school 

overcrowding levels are kept low (Navarro and Carson, 1991). These growth management 

tools are thought to inflate housing prices from the demand side by increasing the quality of 

life in a community and attracting larger demand to the jurisdiction where they are enacted. 
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Schiffman (1989) divides this second generation of growth policies in two groups. The 

first one can be traced back to the 1950s, when open space and agricultural zoning, 

architectural review, floodplain zoning, billboard controls, cluster design, planned unit 

development, and phased growth ordinances were the “new” techniques used to cope with 

“new” goals such as watershed protection, landmarks designation, historic preservation, open 

space, aesthetics, and timing of development. This group of policies consisted of more 

sensitive and flexible tools available to local decision makers and increased their discretion in 

establishing the conditions under which development takes place. 

The second group appearing in the 1970s consists of impact fees, tax-exempt bonds, 

transfer of development rights, linkage policies, and incentive zoning (density bonuses). These 

instruments of land use management appear in a context of refusal by the federal and state 

governments to continue to provide support for growth infrastructure and of financial stress 

among local governments incapable of supplying it. The greatest step in the use of growth 

management tools to finance infrastructure was Golden v. Planning Board of Town of Ramapo 

(1972) through which development was made conditional on the developer paying for 

improvements the city was unable or unwilling to provide (Schiffman, 1989). 

The large increase in the adoption of land use management tools seems to have sparked 

conflicts not only because the combination of certain tools may be redundant, but also because 

some instruments may cancel each other out (Smith, 1993). The author mentions two 

situations where the opposition of goals is both visible and frequent: the achievement of 

environmental goals often conflicts with the fiscal needs of the community and the 

requirement of minimum densities contradicts zoning to control negative externalities. Despite 

these problems, the expansion of the land use manager toolbox is helpful because it allows the 
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use of instruments tailored to each community’s needs and reduces the use of inappropriate or 

blunt tools in land use as it occurred in the past. 

Finally, the understanding of conflicting goals in land use policy explains the use of such a 

diverse set of instruments. Since the individuals and groups involved in this policy area have 

conflicting interests, it is reasonable to expect that local officials will rely on specific tools to 

achieve each specific goal. 

The following section addresses the choice of policy instruments from an economic 

efficiency perspective. I discuss the uses and impacts of the diverse land use policy tools from 

a market efficiency perspective and as an effort to minimize economic transaction costs. Next, 

I justify the adoption of land use policy tools even when it is not economically efficient as an 

attempt by local officials to minimize political transaction costs incurred in dealing with 

contradictory goals among their constituencies. 

 

Production Technology Choice at the Local Level 

 

The discussion of production technology choice will be centered on the economic 

consequences of land use management tools and, in particular, on the trade-offs between 

policy instruments and the impacts upon land use market efficiency. The use of land use 

management tools is necessary to correct inefficient patterns of urban development resulting 

from an unregulated market, which hinder the economic performance of localities and the 

provision of affordable housing (Leo, Beavis, Carver and Turner, 1998). 

This section follows the separation between growth controls and growth management. The 

discussion opens with the economic reasons for the adoption of zoning, proceeds with the 
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presentation of other growth control tools such as population and building caps and urban 

growth boundaries and closes addressing the most popular market-based growth management 

instruments, namely transfer of development rights, impact fees, and density bonuses.   

  

Economic Impact of Growth Controls 

 

The discussion of land use policy tools from an economic perspective is concerned with 

the impacts of the policy instruments in terms of efficiency. In other words, empirical studies 

generally agree that growth policies increase housing prices; what is not clear is if higher 

prices are the result of decreased supply of housing, increased demand generated by the 

benefits of growth control, or a mix of both.  

The investigation of the impacts of growth controls is important because it helps to 

determine who benefits from these policies and, additionally, to identify which local actors are 

most likely to support the adoption of growth controls. The study of growth controls from an 

efficiency standpoint also allows decision makers to compare the impacts of alternative 

instruments in accomplishing similar goals. 

There is large consensus among authors that “first generation” growth controls such as 

zoning practices (Navarro and Carson, 1991) raise housing prices by reducing the supply of 

land or its development potential (Dowall, 1981; Schwartz, Hansen, and Green, 1981; Denzau 

and Weingast, 1982; Black and Hoben, 1985; Landis, 1986; Engle, Navarro, and Carson, 

1992; Levine, 1999).  The implications of these empirical works are extremely relevant for the 

analysis of the efficiency of growth controls. 
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Growth controls are accepted as efficient (welfare improving under the Kaldor-Hicks 

criterion) if the benefits accruing to owners of developed property inside the jurisdiction 

imposing the controls exceed the costs imposed upon both those excluded from entering the 

community as the result of the growth controls and those owning restricted land. This situation 

is more likely when consumers have an expanded number of choices, e.g., alternative 

jurisdictions to which they can move (Fischel, 1989). In a competitive setting, where only one 

jurisdiction adopts growth controls, housing prices will rise in that jurisdiction, but the supply 

in neighboring jurisdictions assures the efficiency of the policy by absorbing excess demand 

resulting from newcomers’ avoidance of that community where prices are higher.  

The displacement of the growth of new housing was the main finding of Levine (1999) in 

his study of 490 Californian communities. The author concluded that growth control measures 

that diminish the amount of land available for development and those that reduce existing 

development densities generate a decrease in rental housing and ownership housing in the 

community and a shift of this development to less controlled jurisdictions. 

In contrast, in the presence of a reduced number of jurisdictions, newcomers are not only 

left with a smaller number of choices, but spillover effects of growth controls are likely to also 

raise prices in the neighboring communities creating a situation of monopoly of supply. The 

adoption of growth controls will most likely be inefficient. 

Further complicating the analysis is the idea that, as citizens become wealthier, the 

demand for low density and high amenity communities increases, making growth controls 

efficient responses to these market pressures (Fischel, 1989). Hence, housing prices increase 

as a consequence of the benefits delivered by growth controls, and costs (exclusion) are 

imposed on low and moderate income movers. 
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Zoning Regulations 

 

The economic rationale for zoning is the minimization of negative externalities – a type of 

market failure – resulting from incompatible land uses and/or land development at too high a 

density. In a competitive land market, zoning corrects market failures if the resulting lower 

densities increase land values to a Pareto optimal level (Evans, 1999). As in the case of other 

growth controls, the relevant question is: Is zoning driven by economic efficiency reasons or 

by political/distributive interests such as exclusion or fiscal concerns? 

The matter of determining how much zoning is economically efficient is not a simple task. 

Evans (1999) reports that most of the empirical work has focused upon determining 

differences in property values as a result of zoning decisions (Downing, 1973; Hushak, 1975; 

Chicoine, 1981; Vaillancourt and Monty, 1985; White, 1988; among many others), rather than 

calculating the social costs of externalities. 

Concentrating upon the social benefits and costs of zoning (and growth controls) allows us 

to better establish the motivation for their adoption. For this reason, it is worth reviewing the 

empirical work on the presence of externalities in the land and housing markets (incompatible 

uses, congestion, high densities) as well as the consequences of zoning decisions upon land 

and housing values. In this respect, there is some consistency across the empirical evidence. 

First, minimum lot zoning reduces the price per acre of land  (Adams et al., 1968; 

Downing, 1970; Hushak, 1975; Gleeson, 1979; Chicoine, 1981; White, 1988). Adams and 

colleagues (1968) found that land zoned for twin/row housing sells for higher price per acre 

than land zoned for single-family homes. In his study of the city of Ramapo, NY, White 
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(1988) found that quarter acre lots sold for three times as much as one-acre lots, but argued 

that three quarters of this difference was due to zoning effects generating oversupply of one-

acre lots11. Extensive studies of minimum lot size zoning have confirmed this idea, even 

though authors find it difficult to separate lot size effects from zoning constraints. 

Second, land zoned for commercial purposes is more valuable than land zoned for 

residential use (Downing, 1973; Hushak, 1975; Chicoine, 1981). Commercial use of land is 

generally thought to impose spillover costs on neighboring parcels of land. Zoning limitations 

on commercial uses are then necessary to guarantee the maximization of aggregate land use 

net benefits in the community. The price of land zoned for commercial purposes then goes up 

due to scarcity caused by zoning decisions. 

The difficulty in determining the economically efficient amount of industrial zoning is a 

similar problem. Citizens within a jurisdiction may accept industrial land uses but, when the 

question of how much surfaces, it may be simpler to avoid any industrial uses altogether 

(Evans, 1999). Even though this may lead to inefficient zoning, it is likely to represent the 

political will of the community. 

Third, the argument of zoning as a means to deal with negative externalities is now 

generally accepted, but empirical work in the past has failed to show impacts of negative 

externalities in land values (Maser, Riker and Rosett, 1977), housing values (Grether and 

Mieszkowski, 1980) and increases in welfare or aggregate land values (Courant, 1976; Moss, 

1977; Sheppard, 1988) mainly because authors failed to incorporate externalities in their 

welfare analysis.  

                                                           
11 The systematic oversupply of large lots by communities is confirmed by the findings of Wallace (1988) in her 
study of King County. WA. 
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Because past work has failed to find the impact of negative externalities upon land and 

housing values, economic arguments for the adoption of zoning may be jeopardized. More 

recent work, however, has shown that the presence of externalities affects land and housing 

prices therefore justifying the adoption of zoning policies. Mark and Goldberg (1986) prove 

the positive impacts of certain types of externalities such as schools and parks and the negative 

impacts of others, including multi-family dwellings and cemeteries, on housing prices. The 

problem with this work is that the authors run 48 regressions, one for each of the 24 years of 

the data set of two Vancouver neighborhoods, and the results are not totally consistent over 

time. 

Pollakowski and Wachter (1990) estimated the direct and spillover effects of zoning 

controls on housing prices concluding that land use regulations raise housing and developed 

land prices within a locality. They modeled interjurisdictional effects and found that when 

zoning restrictiveness increases in adjacent areas, the housing prices in the area under analysis 

also increase due to a spillover demand effect. The exception occurs when, due to amenity 

effects, the adjacent area captures the full demand, leaving the prices unchanged in the area 

under analysis (see also Landis, 1992).   

The early work estimating the impact of externalities upon land and housing values seems 

to have suffered from misspecification of the theoretical relationship between externalities and 

property values (Grieson and White, 1989). These authors argue that previous work has failed 

to encompass both short and long run future uses of neighboring parcels. Specifically, if 

neighboring parcels are zoned for single-family housing, the pressure to convert the parcel for 

nonresidential uses is lower, and any negative externality surrounding the parcel is likely to 

depress its value. On the other hand, if the parcel is surrounded by parcels zoned for 
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nonresidential uses the pressure to convert is higher and, as a result, the price of the parcel will 

increase and the negative effect of the externality will be lost due to the pressure to convert. 

The omitted variable bias has prevented authors from concluding that externalities affect 

property values, hence, making zoning necessary in order to internalize these spillovers. 

More generally, an unregulated market increases consumers/movers uncertainty costs. 

Consumers will refuse to move to neighborhoods where they may be subjected to negative 

externalities and, hence, will consume less housing than they would otherwise. Zoning allows 

an increase in consumption to optimal levels and, simultaneously, the capitalization of its 

benefits in increased land/housing prices (Pogodzinski and Sass, 1990; Fischel, 1990). 

Fourth, there is evidence that local governments behave as economically rational actors 

when adopting zoning policies. In a widely cited paper, McMillen and McDonald (1990) show 

that Chicago’s transportation system has influenced the pattern of zoning adopted in suburban 

jurisdictions. Authorities zoned parcels for commercial and other nonresidential uses near 

areas where one would not expect residential neighborhoods to develop such as major streets, 

railroad lines, or airports. These actions have prevented many conflicts over incompatible uses 

and allowed the minimization of negative externalities. 

The findings by McMillen and McDonald are actually consistent with the idea that 

patterns of zoning may very well follow the market, i.e., the imposition of zoning regulations 

in a given community generates a pattern of development that mirrors the one that would have 

occurred in an unconstrained market. Therefore, zoning can be an optimizing process simply 

“…because political pressure will tend to ensure that land values are maximized, if only to 

maximize local government revenues from property taxes.” (Evans, 1999: 1640). 
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Finally, the efficiency of zoning decisions has been contested on the grounds that these 

decisions are surrounded by rent-seeking activities by local interest groups (landowners, 

homeowners, and developers) that have to be accounted for as costs. By constraining 

development in order to minimize negative externalities, zoning decisions create rents to be 

distributed by specific groups. 

In their attempt to seek favorable zoning, local interests may spend resources “up to the 

entire expected benefit…” (Fischel, 1990: 312), thereby dissipating the rents created by zoning 

(Mills, 1989). As Mills shows, the competition for zoning creates social costs since interest 

groups call on the services of lawyers, planners and architects which, ultimately, subverts the 

goal of maximization of aggregate land values. 

Even though zoning has the potential to reduce uncertainty costs faced by 

consumers/movers as compared to an unregulated market, there are other ways of 

accomplishing the same goal, if not improving the actual market allocation in terms of 

minimization of transaction costs. Authors have suggested that the possibility of rezoning 

increases uncertainty costs and does not assure credible commitment on the part of local 

authorities. On the other hand, private contracts such as restrictive covenants prohibit 

incompatible land uses, minimize externalities, and elicit credible commitments from future 

landowners/homeowners, thereby allowing the minimization of uncertainty costs (Hughes and 

Turnbull, 1996). The empirical findings of these authors also confirm the theoretical 

expectation that “the restrictions are capitalized into housing prices…” (p. 171).  

An obvious limitation to restrictive covenants is the substantial increase in transaction 

costs as the number of individuals involved in the contract increases. A Coasian bargain 

solution becomes less viable creating a need for other public policy instruments capable of 
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addressing the problem of externalities without generating the same rent-seeking problems as 

zoning. Mills (1989) suggests the auction of development rights and the transfer of 

development rights (TDR) as two possible alternatives. These market-based policy 

instruments will be discussed in the section dealing with economic impacts of recently 

proposed growth management tools. Next, other identically restrictive growth controls will be 

analyzed and the economic efficiency implications of their use discussed.  

 

Population and Building Permit Caps 

 

Thus far the empirical studies reviewed in this section have in common the focus on 

zoning policies. However, efficiency analyses of growth controls also focus on the effects of 

limiting population growth and building permits. 

Using a comparative quasi-experimental design, Schwartz, Hansen, and Green (1981) 

found housing price increases in Petaluma, California as a result of the city’s comprehensive 

growth management plan imposing controls on the number, location, and type of housing 

units. Landis (1986) argued that restrictions on the supply of developable land generate local 

markets controlled by local homebuilders, operating less than efficiently and capturing 

monopoly rents. As the author suggests, even the perception that not enough parcels of 

developable land are supplied leads to market speculation and significant increases in housing 

and land prices. 

In a study of 30 metropolitan areas, Black and Hoben (1985) concluded that the 

restrictiveness of growth controls is positively associated with land and housing prices. 

Significantly, policies that direct the amount, type, location, and timing of private 
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development are likely to affect directly the supply of developable land and indirectly the 

demand leading to price inflation. 

An empirical study of California’s Proposition 20, which created the California Coastal 

Commission in order to restrict development along coastal areas, revealed that the increase in 

housing prices within Ventura County, CA was due to reduced supply of land rather than 

increased amenities produce by the newly preserved open space coastal area (Frech and 

Lafferty, 1984). 

A study focusing on local growth controls in seven midsize California cities contradicts 

previous empirical evidence (Landis, 1992). The author presents three explanations for these 

findings. First, it is possible that the growth controls enacted are ineffective and, in that case, 

fail to act as constraints on the supply of land or housing or as stimulators of demand. Second, 

spillover demand can be accommodated in nearby communities avoiding price increases in the 

community under analysis by diminishing demand pressures. Finally, the effect of growth 

controls on land and housing prices may be small system wide. In other words, housing prices 

may be more sensitive to other factors affecting the whole region such as interest rates, job 

growth, and housing supply constraints. 

 

Urban Service Boundary 

 

Similarly to other growth controls discussed previously, urban service boundaries (USB) 

are established with the goal of limiting development and curbing urban sprawl. Besides the 

environmental goals present in the adoption of USB such as the preservation of agricultural 

lands and open space areas, there are efficiency reasons why local governments choose this 
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policy tool. The refusal by local governments to provide public services such as sewers, roads, 

and schools outside the USB allows savings largely due to the reduction in urban sprawl. 

The impact of USB in land prices was the object of theoretical (O’Sullivan, 1996) and 

empirical discussion (Knaap, 1985; Nelson, 1988, 1993). O’Sullivan (1996) shows how, at the 

USB and under the assumption of a monocentric city, the residential bid rent drops to zero and 

the market rent on land drops and equals the agricultural bid rent. As a result of the increased 

demand for land and housing, landowners inside the USB see an increase in land and housing 

prices. In contrast, the land prices outside the boundary drop because residential (or other type 

of) development is no longer possible and the value of the land is limited to its agricultural 

use.  

Local governments facing urban sprawl with high costs of public service provision and 

low densities can be attracted to an USB as a way of providing public services in the most 

efficient and economic manner, and reducing uncertainty costs regarding future land use and 

land speculation (Schiffman, 1989). However, the USB is still a blunt tool to manage growth 

because, if it is too stringent, the USB can lead to excessive raise in housing prices and 

needless increases in density (Brueckner, 2000).  

Empirical studies have been largely consistent with theoretical arguments. In his study of 

two counties in the Portland area, Knaap (1985) found that land outside the outer growth 

boundary sold for much less than land inside the outer USB. However, the establishment of an 

inner boundary, outside which development could be allowed by local government exceptions, 

had less consistent results for one of the two counties analyzed. 

Focusing his analysis in Washington County in the Portland area, Nelson (1993) elaborates 

on previous findings to argue that, outside the USB, land prices decrease as the distance from 
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downtown and from the USB increase and as the distance to an edge city decreases. The 

positive relationship between land prices and distance to an edge city can be justified by 

“positive externality rents” (Richardson, 1977 cited by Nelson, 1993) accrued to owners of 

land and housing as a result of the avoidance of the negative externalities associated with edge 

cities. In sum, Nelson concludes that the price of land decreases as the distance to downtown 

increases, but less so than would occur in the absence of edge cities. 

The effects of the establishment of urban service boundaries are still uncertain. Empirical 

evidence is not as abundant as in the case of other growth controls and tends to be limited to a 

very small number of case studies from which it is difficult to generalize. 

 

Summary 

 

The purpose of this section was to address the economic/efficiency reasons that lie behind 

the adoption of growth controls such as zoning, population and building caps, and urban 

service boundaries. More than understanding what the consequences of growth controls are or 

what is their efficiency level, I attempted to expose the economic efficiency arguments that 

drive their adoption. Political and distribution goals play the complementary role. Next, a 

similar approach is used to show how the adoption of growth management techniques can be 

justified under Pareto efficiency criteria. 

  

Economic Impact of Growth Management Tools 

 

What distinguishes growth management from growth control is the focus on the equity of 

the techniques adopted and the fact that growth management is essentially growth 

 123



accommodating rather than growth restrictive. Growth management techniques are also more 

flexible and allow for negotiation in their implementation, which makes them less dependent 

of government’s police power. This section discusses the economic arguments favoring the 

adoption of three of such techniques: transfer of development rights, impact fees, and density 

bonuses.  

 

Transfer of Development Rights 

 

Property ownership can be described as a bundle of rights, including the right to use, the 

right to exchange, and the right to convert. The transfer of development rights (TDR) 

technique assumes that the development rights of a parcel, as part of the right to convert, can 

be sold and used in another parcel. The motivation for the creation of a TDR program is the 

preservation of environmentally sensitive areas, agricultural land, open space, and historic 

landmarks (Schiffman, 1989). 

In the task of preserving these areas, TDR is thought to be the best technique since it is a 

market-type transaction involving low costs for the public, it is more effective than zoning in 

the protection of land and landmarks, and it provides compensation to landowners that alienate 

the development rights (Berry and Steiker, 1975). 

The typical TDR program involves the landowner of a preservation or sending zone (or 

parcel) selling the development rights to a developer who will use these rights in an area 

designated as development or receiving zone (or parcel)12. In general, the receiving area 

allows higher density of construction, which becomes the incentive for developers to buy the 
                                                           
12 TDR programs can be single zone or dual zone, depending upon the existence of a single area where the 
transfer occurs between parcels or two areas (one sending another receiving) respectively (Johnson and Madison, 
1997). Here the analysis is centered in dual zone transfer programs. 
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development rights (Lawrence, 1998). A variation of this program occurs when the local 

government creates a TDR bank from which developers acquire rights to develop at higher 

densities and the government uses the money to purchase development rights in areas it wishes 

to protect. TDR banks can also help during economic recessions to sustain the price of 

certificates (Lawrence, 1998). 

The economic analysis argues that TDR programs should be preferred to zoning for four 

reasons. First, TDR programs are market-based alternatives and, therefore, entail less 

administrative costs then zoning (a command-and-control type of regulation). Second, as we 

argued previously, rezoning decisions frequently involve large rent-seeking costs, whereas 

TDR overcomes the market failure and “…increases the net benefits of the regulation by better 

allocating resources across uses” (Thorsnes and Simons, 1999). Third, the certificates of 

development rights can be exchanged in the market and provide a compensation to the 

landowner for the loss of the right to develop (Berry and Steiker, 1975). Fourth, in 

communities facing urban sprawl and suffering pressures to develop, the outcome of a TDR 

program is an efficient market allocation of land to its most valued use: the market maximizes 

the aggregate value of the land (Thorsnes and Simons, 1999). 

For the reasons presented, it would appear that TDR programs are more effective than 

zoning in accomplishing preservation goals, while they allow a more equitable distribution of 

benefits and costs. These distributive implications will be discussed further ahead. Next, I turn 

to the economic justification for the use of incentive zoning.   
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Incentive zoning (Density Bonus) 

 

Incentive zoning is a fairly recent land use practice which works in the opposite direction 

of traditional zoning. While zoning is concerned with avoiding negative externalities between 

land uses and works to limit these conflicting uses, incentive zoning, also known as density 

bonus, allows developers to build at higher density in exchange for the provision of social and 

environmental amenities producing positive externalities such as parks, opens space areas, 

schools, and affordable housing (Goldberg and Chinloy, 1984). 

Just like TDR, this growth management technique is considered a market-based approach, 

since the price at which the local government buys each amenity is the amount of bonus 

provided to the developer. The economic question then becomes to know what is the 

equilibrium price at which the transaction should occur. Theoretically, if the marginal benefits 

of building at the higher density outweigh the marginal costs of providing the amenity, 

developers will engage in the exchange (Kayden, 1992). The determination of the optimal 

price, however, is difficult to achieve because local governments can only recognize if an 

incentive was sufficient to engage the developers in the transaction, not if it exceeded the 

optimal price. Additional social costs are imposed when “too much” bonus is given to 

developers. 

Ultimately, incentive zoning may fulfill the less stringent Kaldor-Hicks efficiency criterion 

by benefiting a large number of citizens while the inhabitants of the neighborhood bear the 

external costs (Kayden, 1992). However, one needs to keep in mind that higher densities place 

pressure upon public service provision resulting in costs in the form of increased taxation for 

the community as a whole (Rubin, Seneca, and Stotsky, 1990). The authors also argue that, if 
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the area where the incentive is given is already densely populated, external costs on the 

neighborhood in the form of congestion and pollution may result.  

Rubin and Seneca (1991) elaborate a simulation of the economic effects of the use of 

density bonuses to provide affordable housing in New Jersey. The model developed assumes 

the presence of several builders facing similar conditions in the area, an active local housing 

market for development, and no externalities resulting from increased densities13. The authors 

conclude that, under New Jersey’s market conditions, developers agree to participate in 

voluntary affordable housing programs if the largest density bonus is selected in order to reach 

a level of profits obtainable under the original zoning. The simulation also shows that 

economic welfare increases with the size of the density bonus, since the gains from the 

production of market rate units exceed the losses created by the production of the affordable 

housing units. In addition, the supply of affordable housing also increases allowing individuals 

previously excluded from the market to participate. 

 

Impact Fees (IF) or System Development Charges (SDC) 

 

Impact fees or exactions can be defined as “…payments or dedications made by a 

developer for the right to proceed with a project requiring governmental approval.” (Dresch 

and Sheffrin, 1997: 1) and can be regarded as a market-based growth management technique, 

because it is growth accomodating rather than growth restrictive. 

Impact fees are generally regarded as tools to manage (or even limit) growth because they 

shift the burden of financing new infrastructure from existing owners to developers. However, 

                                                           
13 The exaction ratio of affordable housing to market rate housing units is 0.25, as required by New Jersey’s Fair 
Housing Act. The price elasticity of demand used in the simulation is constant and equal to –7.5. 
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this widespread view may not be completely accurate given that impact fees may actually 

increase the supply of developable land and facility capacity to deal with demand (Nelson, 

1995). In fact, in fiscally stressed and growth favoring communities, the use of IF may be the 

adequate response in economic efficiency terms, since this tool will be less intrusive in the 

land market, especially if compared to growth control alternatives. 

From a welfare perspective, IFs are justified because developers and future homebuyers 

will benefit from growth, while imposing costs on existing homeowners. As Dresch and 

Sheffrin (1997) correctly point out, there are a series of factors that affect the economic effects 

of IFs: the housing market competition, the infrastructure to be financed, the land market, and 

the competition in the construction industry. First, housing markets provide substitutes to 

consumers. The more substitutes available, the lower the increase in housing prices and the 

larger the costs of IFs absorbed by developers. Second, the value of the IF should reflect the 

value placed on infrastructure by new residents and, this being the case, developers will be 

able to sell homes by a price that fully accounts for the IF. The housing supply will remain 

unchanged. Third, if the housing market is perfectly competitive and IFs do not provide any 

services to residents, then owners of the land will support full IF cost, because developers will 

reduce their price offers for the land and, consequently, the price will fall. In this case, if the 

market is slow to react, both land buyers and new residents can pay at least part of the fees. If 

the market reacts quickly, landowners will bear most of the cost. Fourth, if the assumption of 

competition in the building industry is relaxed (competition is limited), local officials may be 

able to impose IFs, thereby reducing profit margins of developers. All these aspects have to be 

taken into account in order to determine who bears the burden of impact fees under what 

conditions.  
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The theoretical expectation that IFs will increase prices of new and (subsequently) existing 

housing is demonstrated graphically by Singell and Lillydahl (1990)14. Because existing 

residents also benefit, the level of the IF should be positive (internalizing externalities) but 

smaller than the marginal cost of growth. 

As it has been proven empirically, development impact fees inflate lot and housing prices 

from the supply side (Skaburskis and Qadeer, 1992; Singell and Lillydahl, 1990). Skaburskis 

and Qadeer (1992) found that lot prices in three Toronto suburban municipalities increased by 

an amount 20 percent greater than the development impact fee imposed. The authors argue 

that the expectation of increases in the value of impact fees leads to early conversion thereby 

reducing land and housing prices. This last finding points to the effects of increased 

transaction costs (uncertainty) upon local housing and growth markets. More dramatic price 

effects were found by Singell and Lillydahl (1990) in their study of impact fee adoption in 

Loveland, Colorado. The empirical evidence indicates that an increase in impact fees of 

$1,182 led to an increase in the price of new houses of $4,500 immediately after the adoption 

and, nine months later, to an increase of $3,300. More importantly, buyers of new houses 

rather than developers or landowners support the price increases. 

The empirical study by Dresch and Sheffrin (1997) in Contra Costa County for the period 

of 1992-1996 reveals that, in the east side of the county, housing prices increased $0.25 for 

each dollar increase in fees. The remaining $0.75 was borne by the developers and 

landowners. In the west side of the county, the increase in housing prices was much larger 

($1.88 per $1 increase in fees), but statistically undistinguishable from $1 and, therefore, 

impossible to determine how much of the increase was borne by the buyer.  

                                                           
14 The authors argue that IF also reduce the quantity of new housing supplied and increase the intensity of use of 
existing housing. 
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The empirical studies such as the ones reviewed in this section are relevant to determine 

the impact that exactions can have in the housing (and land) market(s) and to identify the 

effects of impact fees in particular groups, but they do not indicate which groups will 

ultimately support or oppose this type of land use management tool. In the case of impact fees, 

it can be argued that the distributive effects that occur vary according to market conditions and 

over time and space. 

 

Summary 

 

The summary of the economic consequences of land use management tools allows us to 

recognize the implications for the land market involved in their adoption. Economically, land 

use managers would choose the alternative(s) that maximize(s) the benefits of the median 

taxpayer at the least cost. The discussion of the economic impacts of these policy tools 

indicates possible (re)distributive effects in their adoption and implementation and justifies the 

next step: an analysis of the goals and interests underlying each land use policy. For a better 

understanding, the next section addresses the actors involved in this policy area and their 

preferences regarding each of the growth management instruments. 

 

Local Land Use Policy Tools as Consumption Goods 

 

Local governments are extremely active in the land use management policy area; partly 

this can be explained by the opposition between managing land use and economic 

development policies, as indicated by empirical literature (Denslow, O’ Dell, and Shermyen, 
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1993; Feiock, 1994; Levine, 1999). In dealing with this opposition, local governments make 

specific land use choices that reflect efforts to minimize political transaction costs incurred in 

dealing with contradictory goals among local constituencies. Local growth management policy 

is then shaped by local government institutions, community preferences regarding growth, and 

state policies and constraints. 

More than it occurs with solid waste policy, citizens, local interest groups, policy 

entrepreneurs, and elected officials are extremely involved in land use policy. Before 

addressing the activity at the local level, it is crucial to understand that the adoption of growth 

controls and/or growth management techniques is also influenced by intergovernmental 

factors. The following section addresses this link. 

 

Policy Instrument Choice and Intergovernmental Factors 

 

The choice of growth management instruments is determined not only by the 

characteristics of local officials as suppliers and local socio-economic forces but also 

constrained by state level factors. An important point to be made is that state laws regarding 

growth management policy define the powers of local governments and affect local 

development, taxes, services, and exclusion (Burns, 1994). In the case of growth management 

this is particularly relevant because states moved, over the years, from a relatively 

decentralized and self-regulatory set of state land use policies during the 1960s toward more 

regulatory, centralized, and comprehensive set of growth management policies and plans. This 

hypothesis is presented in the literature (Knaap, 1988; Navarro and Carson, 1991) but backed 

up by less than systematic evidence. 
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Both state level grants and home rule powers vary across local jurisdictions as a result of 

state’s discretionary authority. Any empirical study regarding local land use practices cannot 

ignore these state interventions and their importance in explaining variation in local policy 

instrument choices.  

In the case of Florida, state level effects on local growth policies are reflected in growth 

management grants allocated across the cities and counties. The larger the amount allocated 

per capita, the more numerous and diverse should be the land use policies adopted. It is 

generally accepted that block grant money reduces the cost of any land use policy instrument 

so that a positive effect is expected. 

Intergovernmental financial aid to local governments influences the type of tools preferred. 

Growth management tools are possible ways of paying for growth and tend to be adopted in 

communities facing fiscal stress and more intergovernmental aid. Market-based instruments 

also entail administrative costs, which indicates that communities receiving more 

intergovernmental aid to infrastructure and to manage growth are better able to adopt these 

instruments. More conservative local governments will favor these market-based policies over 

growth controls because exclusion is less overt and government intervention minimized.  

The theoretical framework has shown how home rule can affect the ability of local 

governments to design and implement their policy choices. Functional home rule in particular 

seems to be relevant for the analysis. On one hand, land use management is among the 

responsibilities traditionally assigned to local governments. On the other hand, land use 

management is an area of strong conflict between states and localities and home rule can give 

communities an upper hand in defining the policy instruments to be adopted, in spite of 
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legislative action by the states imposing comprehensive growth management plans on 

localities.  

 

The Role of Local Institutions 

 

The Progressive Reform movement modified the structure of municipal governments by 

creating city managers, at-large councils, and nonpartisan elections. County governments were 

left out of this reform movement and remained largely dependent on state legislatures, 

following the Dillon’s rule. As evidence of this dependency, the county form of government is 

generally dictated by the constitution and statutes of the state, since home rule authority is, at 

best, partial or limited. Even in states providing home rule to counties, a majority of the 

counties still does not exercise these powers. Table 5.1. displays information regarding the 

grant of home rule powers to cities and counties. 

 

Table 5.1. – Home Rule in the American States 

Type of Home Rule Number of States providing  
Home Rule to Cities 

Number of States providing  
Home Rule to Counties 

Any kind of home rule 48 37 
Structural home rule 40 24 
Functional home rule 28 21 

Limited home rule 17 14 

Source: Krane, Riggos and Hill Jr. (2000) 

 

Counties are characterized by one of three forms of government: commission, council 

elected executive and commission/administrator. The commission form predates the 

Progressive movement and it still is the dominant organizational design in county 

 133



governments (Feiock and Tavares, 2002). The commission is composed by members elected 

by district with legislative and executive authority and it selects one of its members to preside. 

The elected executive form is similar to the (strong) mayor council system characteristic of 

many municipalities, which was under criticism by the Progressive movement. It is the typical 

structure of large urban counties and retains the separation of powers. Elected executives have 

veto power over ordinances enacted by the commission, and the governing board does not 

have power to override a majority vote (Feiock and Tavares, 2002). 

The third county form of government is the commission/administrator and consists of a 

council with legislative powers and an appointed manager who runs the county routine affairs 

(Benton, 2002). The commission-administrator form is present in one third of all counties in 

the United States and was the direct product of the reform movement. This form of 

government is far more insulated from interest group pressures and popular demands in the 

community than elected executive forms, because managers are motivated by efficiency and 

competence recognition. 

 Thus, the form of local government should also be a good predictor of the adoption of 

growth controls. Council-manager governments are more insulated from political influence 

and will prefer to manage rather than control growth due to the inefficiencies generated by 

growth controls. Mayor-council and commission governments are more likely to respond to 

political pressures and their decisions are more likely to mirror the socio-economic 

composition of the local community. Schneider, Teske and Mintrom (1995) provide empirical 

evidence which indicates that progrowth and antigrowth entrepreneurs are more likely to 

appear in cities run by an elected executive. 
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Commissioners can be elected by district, at-large or a mix of both systems. 

Commissioners elected by district are more likely to be influenced by local preferences 

because they are able to claim credit for policies delivered with concentrated benefits and 

disperse the costs throughout the entire jurisdiction. The adoption of growth controls then is 

likely related with district representation associated with high levels of home ownership and 

manufacturing employment as Clingermayer and Feiock (2001) have found in the case of 

comprehensive zoning regulations for all cities with population over 100,000 in 1930. 

Reformed governments have been associated with large administrative capacity 

(Clingermayer and Feiock, 1990). Given that growth management instruments are complex to 

design and implement and involve legal considerations (Stroud, 1988), I expect that 

commission-manager counties will opt for market-based tools rather than growth controls. 

Growth controls involve lower administrative costs and adoption is usually motivated by a 

desire of the community to stop growth rather than manage it. Unreformed governments are 

more prone to respond to these community pressures than their reformed counterparts. 

However, because commission and council-elected executives are less insulated from 

political and interest group pressures, they are also likely influenced by building and 

development interests. As a result, controlling for the effect of the form of government and the 

rate of growth, counties with a smaller number of builders and real estate developers are more 

likely to have growth controls in place and less likely to have adopted market-based tools. 

The rate of growth in a given jurisdiction is likely to be a good predictor of the policy tools 

preferred. Jurisdictions with strong growth pressures are more likely to attempt to redirect 

growth, or stop it altogether by adopting growth controls. The effect of the growth rate is 

likely positive for the adoption of TDR programs, incentive zoning, and impact fees, but 
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stronger in the case of impact fees. Impact fees are appealling to local citizens, home owners, 

and officials as well as slow growth supporters, since they are growth accommodating and 

decrease the need for tax reliance (Wiewel, Persky, and Sendzik, 1999).  

Dense suburban areas with many small jurisdictions are faced with difficulties in coping 

with high infrastructure and service provision costs. Cities will likely oppose county-wide 

regulation because it reduces their ability to manage economic and urban development.  

However, impact fees adopted at the county level are one feasible alternative to neutralize the 

costs of new development and curb urban sprawl. In this context, the configuration of local 

governments will determine the capacity of county authorities to manage growth through the 

imposition of impact fees. As a result, less restrictive growth management programs will occur 

in counties with more municipal governments. 

Both in the case of growth controls and growth management tools, the adoption of one 

instrument in a given category is likely to trigger the acceptance and adoption of other 

instruments within the same category. This implies a tradeoff between policy tools in the two 

categories but not within one category. 

 

Political Transaction Costs and Growth Controls 

 

The adoption of growth controls at the local level is also the result of local officials 

attempts to minimize political transaction costs. Officials have preferences regarding growth 

controls and policy choices are made to allow the provision of political benefits to constituents 

(Dawkins, 2000). Zoning ordinances, building and population caps, and urban service 
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boundaries have a growth restrictive character. This section addresses the political motivations 

that may trigger the adoption of growth controls by local officials. 

Explanations for growth control adoption are usually centered around a set of 

socioeconomic and demographic variables. The literature reports growth rate of a community 

(Neiman and Fernandez, 2000; Bollens, 1990), income and wealth (Ellickson, 1977), social 

status (Connerly and Frank, 1986), tax minimization (Johnston, 1981; Dowall, 1978), and 

environmental interests (Connerly and Frank, 1986; Johnston, 1981) as positively associated 

with the presence of growth controls in a community. On the other hand, builders and 

development interests are generally opposed to regulatory tools (Bollens, 1990). 

Following a call for the use of a richer and more diverse set of variables (Neiman and 

Fernandez, 2000), I include institutional variables (form of government, system of election, 

and home rule) and intergovernmental factors (comprehensive planning expenditures and 

growth management grants) to test for the adoption of regulatory growth management tools. 

Growth controls are thought to have intrinsic redistributive consequences, clearly placing a 

burden on specific groups (incomers, racial minorities, and others) and benefiting others 

(especially, suburban white upper class). The result of growth controls is, very often, 

exclusionary zoning.  

Pendall (2000) surveyed 1,510 localities in the 25 largest metropolitan areas in the United 

States and concluded that low density-only zoning and building permit caps limited the 

proportion of minority residents. The issue of exclusion, however, may be regarded as a 

chicken-and-egg problem: do growth controls generate exclusion, as Pendall or Logan and 

Zhou (1989) discuss, or does the racial composition of municipalities generate growth control 

adoption? Here, I am interested in the factors that influence the presence of growth 
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controls/growth management tools. The answer to the first question is more difficult to model 

because the effects of growth controls are delayed in time. In  contrast, the adoption of growth 

restrictions is likely to mirror the racial composition of the community. 

Three main reasons are commonly pointed out to the practice of exclusionary zoning using 

growth controls (Navarro and Carson, 1991; Heilbrun, 1987; Frieden, 1979; Danielson, 1976; 

Babcock and Bosselman, 1973). First, in-coming citizens are not able to fully pay for the 

service costs they impose on the community and, hence, are considered undesirable from a 

fiscal point of view. Second, families move to suburban areas to avoid the typical problems of 

the city and enjoy suburban amenities. In this line of reasoning, they will oppose any type of 

growth that can threaten their quality of life. Exclusionary zoning along with building and 

population caps are effective land use controls in accomplishing this goal. Finally, zoning can 

be used to prevent race and socioeconomic class integration under the argument that an 

increase in the number of racial and economic minorities will increase a community’s crime 

and delinquency (Frieden, 1979; Danielson, 1976).  

An additional reason for exclusion is pointed out by Fischel (2001). This economist argues 

that one very plausible reason for homeowners to support land use controls and display 

NIMBY attitudes is that they are not able to diversify among locations and “…cannot insure 

their major (often only) asset against devaluation by neighborhood effects.” (Fischel, 2001: 

144). In this case, as the author contends, financial motives would be the main reason for 

homeowners to defend growth controls.  

These four reasons allow us to understand why local officials may have strong incentives 

to support local land use controls in general and zoning in particular. Exclusion becomes 
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particularly undeniable when citizens and local officials are aware of housing price effects and 

perpetuate these limitations (Johnston, 1981). 

In addition to these political/distributive issues, zoning variances also contribute to this 

departure from economic efficiency. Zoning variances are changes in the rules of the game 

which create winners and losers that might be different from the ones under the previous set of 

rules. This occurs when developers lobby for and receive from local governments a zoning 

variance that breaks with previously established restrictions. Who wins and who loses depends 

on what were the restrictions in place. Environmental interests loose when variances are issued 

for open space zoning areas. Suburban white upper class citizens loose when variances are 

issued allowing higher densities in areas previously subject to fiscal zoning, large lot zoning, 

or building caps. 

In general, the adoption of growth controls entails large administrative costs, not only 

because command-and-control regulation involves monitoring costs, but also due to rent-

seeking costs (deadweight loss) generated by the local interests seeking preferential treatment 

under the zoning laws. Hence, communities under fiscal stress do not support growth controls 

that limit growth, reduce investment, and ultimately, hinder economic development (Feiock, 

1994). 

Growth controls are likely adopted in predominantly white and conservative communities 

where growth pressures are being felt and the power of interest groups is generally less 

relevant with the exception of neighborhood associations. Hence, local officials will find more 

support to commit to growth control strategies when the local context is thus characterized. 

Once enacted in this context, these policies may be difficult to reverse due to local opposition 

and high electoral costs incurred by local governments. Because growth controls are often 
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exclusionary in nature, local officials find it politically beneficial to adopt them to the benefit 

of local residents and detriment of newcomers.  

 

Political Transaction Costs and Growth Management Techniques  

 

While we know much about the economics and politics of the implementation of growth 

controls such as zoning, population and building caps, we know far less about what factors 

drive communities to adopt market-based instruments such as density bonuses, transfer of 

development rights and impact fees. 

While growth controls are primarily motivated by a NIMBY (Not-In-My-Back-Yard) 

attitude, and generates the exclusion of low and moderate-income households and significant 

increase in housing prices, growth management targets sustainable development, combats 

urban sprawl and environmental degradation, and promotes compact and mixed use 

development (Leo, Beavis, Carver, and Turner, 1998). According to these authors, growth 

management is generally promoted as an integrated approach between states and localities, 

whereas growth controls are adopted in an ad-hoc fashion by jurisdictions aiming at stoping 

growth entirely. 

The choice of regulatory or market-based tools is most likely triggered by the same local 

actors involved in policy-making, but the reasons for the preference for market-based 

instruments are distinct. Conservative governments are likely to prefer growth management 

techniques because these require less intrusion in individual choice by relying on the market 

rather than in command-and-control legislation. Although the argument of ideological split 

along the lines of market based approaches supported by conservatives and command-and-
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control regulation defended by liberals is not new (Kayden, 1992), it should be the object of 

empirical testing. 

Growth management techniques are generally thought to be less intrusive than growth 

controls. Transfer of development rights, incentive zoning, and impact fees are instruments 

that allow cities and counties to use land as a currency and extract public benefits from private 

development (Sagalyn, 1997). The reliance on the market to regulate land use produces 

different patterns of support and distributive consequences from traditional land use controls. 

Different interest groups have distinct preferences for each market-based tool, since these 

operate as sets of rules on public-private relationships by structuring development bargaining 

and arrangements. 

 

Transfer of Development Rights 

 

TDR programs to preserve environmentally sensitive areas and open space are generally 

preferred in communities with larger percentages of white, more affluent and educated citizens 

and home owners. Home owners near the sending site are most likely supportive of this land 

use management tool. In contrast, opposition will come from home owners at the receiving 

areas, which will face increased development and the provision of low and moderate-income 

housing (Municipal Research & Services Center, 1992). If the TDR program is established at 

the municipal level support and opposition will most likely be a zero-sum game. However, if 

the TDR program is county-wide, redistributive consequences across jurisdictions are possible 

and strong opposition likely. 
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Property owners are more likely to support TDR programs if they are voluntary than if 

they are mandatory. If the program is voluntary, property owners can choose either to use their 

property subject to legal restrictions or to sell the development rights. In this case, property 

owners opt for the solution with the largest net benefit, which may impose a higher cost on the 

jurisdiction and, ultimately, result on the development of the property. In contrast, if the 

program is mandatory all parcels are restricted, whether the transfer occurs or not (Danner, 

1997). Mandatory programs, however, have higher likelihood of success in preserving land 

and open space, even if they are more prone to legal challenges (Daniels, 1991). 

Administrative costs of growth management techniques should be lower because of less 

government intervention. Even transfer of development rights (TDR) programs which may 

involve the creation of TDR banks managed by local and/or state governments have little cost 

for the public. TDR banks save on transaction costs, since they provide assistance with legal 

and real estate procedures (Danner, 1997).  

When TDR banks are not involved, the development rights of the area to preserve (sending 

area) can be transferred to a designated receiving area at an even lower cost to the jurisdiction 

(Danner, 1997). Local governments are then able to redirect development to areas where 

infrastructure already exists, reduce environmental degradation, and protect prime agricultural 

land (Leo et al., 1998). 

Although administrative costs may be small in operating a TDR program, the 

administration is responsible for minimizing transaction costs, which is crucial to the success 

of the program. Ezio Micelli points out that TDR programs are more likely successful if the 

number of property owners involved is small. Small numbers exchanges minimize transaction 

costs and facilitate exchanges, but can lead to the formation of monopolies and/or 
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monopsonies hampering market mechanisms. The administration’s role is to establish market 

rules, promote them, and facilitate communication and training to all actors involved (Micelli, 

2002). 

Council-manager local governments tend to favor growth management techniques because 

they help redirect growth at lower cost when compared to command-and-control instruments. 

Daniels (1991) argues that, when development pressures are intense, zoning may not be 

sufficient to preserve land and TDR programs are a less expensive tool to accomplish 

preservation goals. Furthermore, TDR programs allow local officials to minimize commitment 

costs, because once the development rights are severed from the property to preserve, they are 

not easily reattached. Hence, commitment to preservation is more credible through TDR 

programs than through traditional zoning. 

 

Incentive Zoning (Density Bonus) 

 

Density bonuses, also known as incentive zoning, allow private developers to buy certain 

existing zoning restrictions from the municipality in exchange for the provision of social 

equipment such as affordable housing, day care centers, open space, and job training (Kayden, 

1992; Rubin, Seneca, and Stotsky, 1990; Schiffman, 1989). Developers are likely to support 

incentive zoning because this policy tool allows them to build at higher densities and, 

therefore, reduce land and site development costs and diffuse costs over a large number of 

housing units (Municipal Research & Services Center, 1992). Seyfried (1991) found that if the 

internal rate of return of the investment exceeds the market rate for similar investments the 
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developer will receive a windfall profit, this implying that the bonus is too high for the public 

benefit provided. 

In other cases, such as the New York City experience, incentive zoning resulted in the 

provision of a large quantity of public spaces of poor/unusable quality. Kayden (2002) reports 

that a double social cost was the outcome from a 1961 law: on one hand, public spaces 

provided by developers were unusable, unaesthethic, and/or poorly located; on the other hand, 

the law granting floor area bonuses increased congestion of public spaces, thereby defeating 

the purpose of incentive zoning, which is to provide amenities. In 1975, some amendments 

were introduced to the 1961 zoning legislation that improved most of the problems with public 

spaces and assured these were not converted into private usage. 

Many opponents to incentive zoning contend that higher densities generate social 

problems and are damaging to the environment and local government finances. In addition, by 

allowing construction at higher densities in areas previously zoned for single-family housing, 

local governments are choosing to integrate different housing types, which may create 

marketability problems. Tetreault (2000) points out that, unless the demand in the housing 

market is low, there is no reason to fear this problem and difficulties can be overcome by 

investing in “…creative and attractive community design…” (p.2). Nevertheless, all these are 

possible explainations for why certain groups are likely to oppose density bonuses. 

Frequently, the adoption of incentive zoning involves mixed uses, which is a departure 

from the separation of uses argued by traditional zoning. Mized use development expands 

choices for everyone involved in the land use game, including developers, and contributes to 

reduce urban sprawl and automobile dependence (Leo et al., 1998). 
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Local officials support the adoption of this land use management tool in more diverse, 

moderately dense, and less wealthy communities because the opposition to these initiatives is 

less likely15 and affordable housing provision is secured by the increase in density. Areas with 

less afluent residents and local governments experiencing financial stress are likely to support 

these initiatives, because they allow them to provide needed social infrastructure at low 

(visible) cost16. Hence, density bonuses (and impact fees) are politically and programatically 

appealing to local officials (Wiewel, Persky, and Sendzik, 1999) and used frequently as a 

means to provide amenities at lesser cost, in situations where local governments are faced with 

fiscal stress. 

The approval of a density bonus involves a negotiation process between local officials and 

developers where electoral goals and profit maximization are the prime factors affecting the 

outcome. Because many of the consequences and costs of density bonuses are not immediately 

visible, local officials may be driven to provide “too much” incentive leading to economically 

inefficient outcomes, while minimizing political transaction costs.  

 

Impact Fees or System Development Charges 

 

Impact fees and system development charges have been called regressive due to the fact 

that the amount charged is fixed, becoming a larger burden on those with less ability to pay 

(Nelson, 1995; Snyder and Stegman, 1987; Wiewel, Persky, and Sendzik, 1999). However, the 

                                                           
15 Keep in mind that even ideologically conservative officials are likely to support incentive zoning given that it 
works as a market incentive and not as command-and-control regulation. 
16 Sagalyn (1997) calls the use of incentive zoning, impact fees, and exactions a new form of ‘public finance’. 
The author alerts, however, that given the fiscal pressures faced by officials, public benefits tend to be generated 
in areas of the jurisdiction facing development pressures. As a result, they are unfair by leaving behind the poor 
urban areas that would need these public benefits and infrastructures the most.  
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criteria in which the impact fee is based can influence the degree of regressivity. Empirical 

work in Palm Beach County, Florida, showed that when the fee is established having the type 

of residency as the basis, it will be highly regressive, but if the criteria is residential unit size, 

then fees become proportional, with the number of bedrooms being an intermediate criteria 

(Nicholas, 1992). 

In many ways, development impact fees have distributive consequences similar to zoning 

ordinances (Nelson, 1995; Snyder and Stegman, 1987; Phillips and Goodstein, 2000). Widely 

accepted views indicate that the burden of the fee falls on newcomers (increase in housing 

prices) (Wiewel, Persky, and Sendzik, 1999; Connerly, 1988) and landowners (decrease in 

land prices at sale) (O’Sullivan, 1996). Watkins (1999) partly confirms these views by 

showing that, under competitive market assumptions17, one half of the fee is always supported 

by the developer, while the other half is divided between the buyers and the landowners, 

irrespective of characteristics of the developers and land market. 

With regard to impact fees, it appears that the results are heavily dependent on market 

conditions. In their study of Contra Costa County, Dresch and Sheffrin (1997) found that 

under depressed market conditions (in the east side of the county) buyers only paid one quarter 

of a dollar for each dollar increase in fees, while the remaining $0.75 were borne by 

developers and landowners. In the west part of the county, the market was less affected by 

recession and developers were able to raise prices to pass fees on to buyers. The most 

significant lesson from this study is that it is hard to predict with certainty what the 

redistributive effects of impact fees will be due to market fluctuations. 

                                                           
17 Land markets are competitive and reach equilibrium,and no barriers to entry for developers, who are profit 
maximizers (Watkins, 1999: 415).  
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Under this context, it is likely that communities experiencing financial stress and strong 

growth pressures will adopt an impact fee system, thereby introducing distributive 

consequences by excluding moderate and low-income families from the jurisdiction (Nelson, 

1995). In contrast, wealthier jurisdictions may also have strong reasons to establish an impact 

fee system, because this works to exclude newcomers with high demand for local services and 

attract mobile, above-average income residents. These hypotheses regarding the relationship 

between income and impact fees work in two divergent but both possible ways. 

The use of impact fees to pay for development has been linked to communities enduring 

fiscal stress (Levine, 1994; Nelson, 1988; Lewis and Silva, 2001) and this can be justified by 

the structure of local finances affecting development choices. In California, for example, the 

limitations on property taxes imposed by Proposition 13 (1978) have led local governments to 

an increased reliance on exactions.    

Either way, the decision regarding land use policies rests primarily in the hands of local 

officials concerned with the maximization of their political goals. This fact is particularly real 

in the case of impact fees, with local officials focusing attention upon the preferences of 

existing residents and home owners (voters) with newcomers having little to say on the 

adoption of this land use management tool (Beatley, 1988; Nelson, 1995). In turn, developers 

will likely support impact fees since this instrument (as well as TDR programs and incentive 

zoning) reduces uncertainty costs of development, it is preferable to any kind of moratorium, 

and at least part of the fees are borne by landowners or deferred to buyers. Developers oppose 

impact fees only if the housing demands are low making it more difficult to pass the increased 

costs to consumers. Landowners, on the other hand, are likely to oppose impact fees because 
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they fear not being able to sell land for development purposes at prices as high as they would 

in the absence of the impact fee system. 
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CHAPTER 6:  

STATE AND LOCAL SOLID WASTE MANAGEMENT  

RESEARCH METHODS AND EMPIRICAL ANALYSIS 

 

The two previous chapters provide a theoretical application of the political transaction 

costs framework to two environmental policy problems – solid waste management and land 

use management. This chapter provides empirical testing of the hypotheses previously 

developed using econometric techniques. The chapter begins with a description of the research 

methods, data set and variables employed in the state level solid waste management analysis. 

This section will be followed by a summary of the estimation procedures and a discussion of 

the empirical results. Next, we use similar steps in the local solid waste management analysis.  

 

State Level Variables and Indicators 

 

The first stage of the analysis examines state level legislation mandating or constraining 

local government actions in solid waste management. This will be a longitudinal state level 

analysis on the adoption of state recycling goals between the years of 1991 and 2000.  

The main data source of the state solid waste management analysis is provided by the 

annual survey of the “State of Garbage in America” published by the Biocycle periodical and 

available at http://proquest.umi.com18. The remaining data was assembled by the author from 

                                                           
18 All Biocycle numbers are cited in the reference section. 
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several sources: Current Population Surveys, Statistical Abstract of the U.S., and Book of the 

States19. 

The dependent variable in the analysis is the state recycling goal. These goals are 

measured as a percentage of the total solid waste disposed and prescribed by state legislation. 

The choice of the dependent variable was constrained by a series of limitations. First, it is 

difficult to construct indicators of solid waste management legislation which allow a 

comparison of the 50 states. In most cases, the only possibility is to determine if a specific 

feature of the state legislation is present or absent. Second, even when it is possible to find 

some indicators for all the states, data is usually limited to a few years, rendering it impossible 

to develop an analysis centered on time. Finally, the state recycling goal defined by legislation 

is the only indicator that can be compared across states and over time for such a long period 

(1991-2000). High percentages on this variable indicate stronger commitment to recycle by 

state legislators and the variation conveys a clear option for a particular policy instrument as a 

choice/way to minimize economic and political transaction costs. 

The independent variables included in the state solid waste management analysis are 

presented in table 6.1. along with the data sources, units of measurement, and predicted 

direction of coefficients. Before we proceed with the empirical analysis, a detailed description 

of the variables, indicators, and their sources is presented. 

  

 

 

 

                                                           
19 The complete list references appears in the references’ section. 
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Table 6.1. State Solid Waste Management Analysis 

Dependent Variable: State Recycling Goal 
Variable Measurement and Predicted Coefficients 

 

Variable Description Predicted 

Coefficients 

Economic Effects   

Density Population per square mile + 

Solid Waste Amount Tons per capita (Biocycle) + 

Recycling Market Development Index w/ 3 indicators of market development + 

Socio-Demographic Effects   

Income Personal income per capita + 

Education % of state population with high school or above + 

Citizen Ideology Index variable (Berry et al., 1998) + 

Environmental Interest Groups NWF membership per thousands + 

Ideological Effects   

Government Ideology Index variable (Berry et al. 1998) + 

Divided Government Index variable (1=Divided 0=Split –1=Unified) - 

Unified Government Dummy variable (1=Democrat 0=Republican) + 

Election Proximity Gubernatorial or legislative election = 1; other = 0 + 

Interaction  Government ideology * Election proximity +/- 

Agency Costs   

Local Government Fragmentation Number of local governments per capita +/- 

Form of Local Government Percent of local governments council-manager +/- 

Curbside Recycling (t-1) Proportion of communities in a state + 

District Elected Members Proportion of members of local gvt. bodies elected + 

Legislative Opportunity Costs   

Salary in State Legislature Average annual salary in state legislature + 

Duration of Session of State 
Legislature 

Average annual duration of state legislature session + 

Staff of State Legislature Total staff of state legislature + 

Uncertainty Costs   

State Solid Waste Expenditures (t-1) State solid waste expenditures in dollars + 

Local Solid Waste Expenditures (t-1) Local solid waste expenditures in dollars + 

Commitment Costs and Path 

Dependency 

  

Landfilling (t-1) Number of landfills per capita (Biocycle) - 

Incineration (t-1) Number of incinerators per capita (Biocycle) - 

Unit Based Pricing (t-1) Number of UBP programs per capita (EPA) + 

Recycling Rate (t-1) State recycling rate (Biocycle) + 
Bottle Bill Dummy variable (1=State w/ Bottle Bill) + 

 

Population density is expected to have a positive effect upon recycling goals, since higher 

densities produce economies of scale, making it less expensive to adopt recycling programs to 

fulfill the goals established by states. States with higher densities are also expected to legislate 

higher recycling goals, because larger population also increases the quantity and diversity of 
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recyclable materials. Population density is measured as individuals per square mile and was 

retrieved from the U.S Bureau of Census. 

The amount of solid waste per capita in tons produced in each state in a given year is also 

included as a measure of need, since the commitment to recycling is likely to be larger in 

states with larger amount of solid waste generated per capita due to space and environmental 

constraints20. States facing these pressures are more likely to adopt higher recycling goals.  

The sale price of recyclables is relevant for the analysis to determine how strongly the 

market is established. Data on the average price of recycled materials is unavailable for the 

fifty states. In this analysis, I employ an index based in Steuteville (1995a) as a proxy to 

determine how well established is the market for recyclables. The three indicators included in 

the index are (Steuteville, 1995a): the presence of a state tax incentive to recycle; a state 

department of trade or commerce involved in recycling market development and; a committee 

making policy recommendations on recycling market issues. The index is time invariant and 

the coefficient is expected to be positive, i.e., larger development of a state’s recycling market 

should be associated with higher recycling goals established by the state legislature.  

States with more active environmental groups/associations are more likely to have more 

demanding recycling legislation. State membership data per thousand inhabitants in the 

National Wildlife Federation is used to measure environmental interest group membership. 

The income measure is taken from the State Personal Income (1958-96) CD-ROM made 

available by the Bureau of Economic Analysis of the U.S. Department of Commerce (1997). 

The data for 1997-2000 is taken from the Statistical Abstract of the United States in its 

                                                           
20 Extremely high correlation between density and solid waste per square mile of territory and, consequently, 
strong multicollinearity did not allow us to include this variable as a measure of need. Solid waste per capita turns 
out to be a good measure of need.  
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Internet version. The educational attainment variable is measured as the percentage of state 

population with high school diploma or above. This variable was obtained from the Current 

Population Surveys of the U.S. Bureau of Census. 

Citizen ideology is used as a measure of liberalism to test the hypothesis that a state’s 

tendency to adopt more ambitious recycling policies increases with the liberalism of its 

citizens. I take the “updated 1960-1997 citizen ideology series” for the American states 

constructed by Berry et al. (1998) to test this hypothesis21. Government ideology is used to test 

the hypothesis that states tend to have higher recycling goals as we move from states with 

more conservative governments to states with more liberal officials. The source of this 

measure is the same as the citizen ideology variable. 

In election years, states with conservative governments are expected to display higher 

recycling goals than they would otherwise. Additionally, the impact of election proximity may 

be greater in liberal states because conservatives may pay a high ideological price for 

supporting these policies. An interaction term between government ideology and the election 

year variable is used to test these hypotheses. If the coefficient of this variable is positive it 

means that conservatives are not willing to pay the ideological cost of having higher recycling 

goals established by legislation. A negative sign indicates that conservative governments 

sacrifice ideology to gain votes.   

A divided government will result in the approval of lower recycling goals. The divided 

government variable is measured as an index with three categories where “-1” equals a unified 

government (both chambers of the state legislature and the governor belong to the same party), 

“0” equals a split government (each chamber of the legislature is dominated by a different 

                                                           
21 Linear extrapolation is used for the years 1998-2000. McIver, Erickson, and Wright (1994; 1989) have a 
similar measure covering a smaller number of time periods. 
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party), and “1” equals a divided government (both chambers dominated by the same party 

whereas the governor belongs to the opposing party). A negative coefficient is expected. 

When in the presence of a unified state government, Democrat unified governments are 

expected to adopt higher recycling goals than their Republican counterparts. A dummy 

variable is included to test this hypothesis where “1” equals a unified government under the 

Democratic party and “0” equals otherwise. Data for the election year, divided government, 

and unified government variables was collected from the Book of the States (editions 1990-91 

to 2001) (Council of State Governments, 1990; 1992; 1994; 1996; 1998). 

In order to measure the effects of agency costs upon the establishment of state recycling 

goals, four variables are included: local government fragmentation, the dominant form of local 

government, system of election, and curbside recycling. Local government fragmentation is 

measured by the number of local jurisdictions per capita in a state. The variable form of 

government is measured as the proportion of communities in a state which have adopted 

reformed government. District-elected members is the percentage of members of local 

governments elected by district. Data for these variables is available in the Census of 

Governments of the U.S. Bureau of Census (1994b). Curbside recycling is the proportion of 

communities in a state with curbside recycling. Data on curbside recycling programs in a state 

was obtained from the Biocycle periodical.  

Several indicators are employed to measure legislative opportunity costs. Legislative 

professionalism measures are expected to be positively associated with a state’s recycling 

goal. Three measures collected from the Book of the States are used as indicators of state 

legislative professionalism: average annual salary, average annual duration of state legislative 

session, and total staff of state legislature.  
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Uncertainty costs are measured by two solid waste indicators: state solid waste 

expenditures and local solid waste expenditures. State solid waste spending and the 

establishment of recycling goals should also be positively associated. Recycling goals will 

also be higher in states where local governments are in better financial shape (spending more 

in solid waste) and able to share the costs of managing solid waste. State and local solid waste 

expenditures per capita are available on-line from the Bureau of Census of the U.S. 

Department of Commerce. Additional data was retrieved from the 1992 edition of the Census 

of Governments (U.S. Bureau of Census, 1997b).  

Commitment costs and path dependency are measured using five indicators: landfilling, 

incineration, state recycling rate, unit-based pricing, and bottle bill legislation. Data for the 

first three variables was gathered by the “State of Garbage in America” survey, whereas the 

UBP variable and bottle bill legislation information is available at the Environmental 

Protection Agency website. Landfill is the number of active landfills in the state, incineration 

is the number of incinerators in the state, and unit-based pricing (UBP) is the number of unit-

based pricing programs in the state.   

All uncertainty costs and commitment costs variables are lagged one year with the 

exception of the bottle bill variable. Table 6.1. depicts the variables included in the state solid 

waste management analysis and the predicted coefficients. 

 

Estimation procedures and Empirical Analysis 

 

The data used to estimate the empirical model is pooled across the fifty American states 

and time (1991-2000). The choice of time period is constrained by the lack of systematic data 
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for solid waste management before the 1990s. Testing different aspects of state solid waste 

policy is made difficult by the lack of consistency in the available data. Nevertheless, it is 

possible to identify the recycling goals legislated by the 50 states throughout the time period 

chosen. 

The estimation of a model using panel data is subject to large controversy. Panel data 

models are written as  

Yi,t = Xi,t β + εi,t   i = 1,……., N and t = 1,………, T 

Where i is the number of cross sections, t is the number of time periods, Y is the vector of 

observations on the dependent variable, X is the matrix of independent variables for all 

observations and ε is the error term that can be heteroscekedastic, serially correlated and/or 

contemporaneously correlated. 

In the case where N>T (panel data) the literature points to estimation using ordinary least 

squares, fixed effects or random effects models, whereas when T>N (time-series cross-

sectional data) the recommended models are feasible generalized least squares (FGLS), 

ordinary least squares with panel corrected standard errors (OLS/PCSE), using lagged 

dependent variables or error correction models applied to time series cross sectional (TSCS) 

data to correct for serial correlation and spatial lags to correct for spatial autocorrelation 

(Beck, 2001). 

However, in panel data, units are sampled (typically survey respondents), observed a few 

times and inferences are made about the population and they are not conditional on the 

observed sample. As Beck (2001: 273) points out “in panel data, the people observed are of no 

interest; all inferences of interest concern the underlying population that was sampled, rather 
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than being conditional on the observed sample. TSCS data are exactly the opposite; all 

inferences of interest are conditional on the observed units.”. 

The stated arguments justify the use of TSCS methods rather than the use of panel data 

methods, even though the number of cross sections (fifty states) is larger than the number of 

time periods (ten years). The number of time periods should be large enough to produce 

reliable estimates. Again, in the words of Beck (2001: 274), “there is no hard and fast 

minimum T for TSCS methods to work, but one ought to be suspicious of TSCS methods used 

for, say, T<10.”. 

The model is estimated using ordinary least squares (OLS) with panel corrected standard 

errors (PCSE). A homogenous first-order autoregressive process is assumed to be common to 

all panels and to represent the pattern of serial correlation of errors operating within panels. 

This assumption follows the advice of Beck and Katz (1996) that a common autoregressive 

parameter, ρ, leads to superior estimates of β even if the data is generated with diverse, unit 

specific ρi. The small number of time periods (10) would not produce consistent estimates of 

the panel specific ρi and hence this procedure is avoided. The data are transformed to produce 

serially independent errors and the Prais-Winsten transformation is employed. This procedure 

allows for the use of the first observation in each panel when estimating OLS with PCSE, 

avoiding the loss of observations due to the differencing procedure (Gujarati, 1995). The OLS 

parameter estimates resulting from the estimation with PCSEs are consistent and the 

estimation process deals with panel-level heteroscedasticity and serial autocorrelation. 
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Table 6.2. Descriptive Statistics 

 

Variable Observations Mean Standard 

Deviation 

Minimum 

Value 

Maximum 

Value 

Dependent Variable      
Recycling Goals 500 31.43 17.24 0 70 
Economic Effects      
Density 500 279.2 795.8 0.971 5769 
Solid Waste Amount 500 1.160 0.350 0.425 2.654 
Recycling Market Development 500 1.480 0.878 0 3 
Socio-Demographic Effects      
Income 500 23710 3781 15528 37854 
Education 500 82.60 5.145 67.1 92.8 
Citizen Ideology 500 45.76 14.70 3.11 84.0 
Environmental Interest Groups 500 4.400 3.181 0 23.535 
Ideological Effects      
Government Ideology 500 47.17 26.25 0 100 
Divided Government 500 -0.15 0.854 -1 1 
Unified Government 500 0.246 0.431 0 1 
Election Proximity 500 0.480 0.500 0 1 
Agency Costs      
Local Government Fragmentation 500 2.687 4.583 0.03 27.91 
Form of Local Government 500 19.28 20.06 0 88.12 
Curbside Recycling (t-1) 500 20.19 24.80 0 100 
District Elected Members 500 36.43 27.84 2.32 98.01 
Legislative Opportunity Costs      
Salary in State Legislature  500 20502 16951 200 75600 
Duration of Session of State Legislature  500 138.8 94.09 36 365 
Staff of State Legislature 500 705.1 773.3 58 3899 
Uncertainty Costs      
State Solid Waste Expenditures (t-1) 500 30409 65853 0 625361 
Local Solid Waste Expenditures (t-1) 500 241536 354177 1663 2098134 
Commitment Costs and Path 

Dependency 

     

Landfilling (t-1) 500 69.44 98.50 1 750 
Incineration (t-1) 500 2.920 3.679 0 17 
Unit Based Pricing (t-1) 500 64.94 214.6 0 1843 
Recycling Rate (t-1) 500 19.86 11.36 1 57 
Bottle Bill 500 0.200 0.400 0 1 

Note: Interaction term not included 

 

Table 6.2. reports the descriptive statistics for the independent variables. Most of the 

variables have straightforward interpretation. For example, the average number of landfills in 

the period considered across the fifty states is 69 with a standard deviation of 98.5 landfills, 

ranging from a minimum of 1 (Connecticut in 1999) to a maximum of 750 (Texas in 1991). 

Similar interpretations can be made for other variables directly relevant for the analysis such 
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as the percentage of solid waste recycled, the proportion of communities in a state with 

curbside programs, the number of incinerators, or the amount of solid waste produced per 

capita in tons. 

Table 6.3. presents the results of the OLS with PCSE estimation using the state recycling 

goal as the dependent variable22. The overall model performs well, accounting for 30 percent 

of the total variance of the dependent variable (R-squared = 0.30). The Wald chi-square test 

easily achieves significance at the 99 percent confidence level.  

The specific coefficients obtained have a large and interesting number of implications that 

should be addressed in detail. I proceed by focusing sequentially upon economic tradeoffs 

between solid waste policy instruments, socio-demographic effects, and political transaction 

costs. 

The analysis of the individual coefficients reveals that landfill is significant at the 95 

percent confidence level. States having a hundred more landfills have, on average, a smaller 

recycling goal by one percent, when the remaining variables are held constant. The result 

regarding incineration indicates that no trade-off exists between recycling and incineration. 

Incineration as an option to treat solid waste generated is adopted by a small number of states 

and it does not seem to be related with choices regarding landfilling and recycling23. The unit-

based pricing programs are positively correlated with recycling goals, but the effect is not 

statistically significant. Although this result fails to show that recycling and unit-based pricing 

(source reduction) are concurrent strategies in solid waste management, further research 

should be conducted to test this hypothesis at the local level. 

                                                           
22 The recycling goal is legislated as the percentage of the total solid waste generated. 
23 Incineration is probably dependent on space availability. States facing difficult landfill siting decisions are 
likely to prefer incineration as a less costly choice, both economically and politically, to deal with their garbage. 
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Table 6.3. OLS with Panel Corrected Standard Errors  

(Dep. Var.: State Recycling Goal) 
 

Variable Slope Coefficient PCSEs t-ratio 

Economic Effects    
Density 0.004*** 0.000 5.80 
Solid Waste Amount 1.053 1.311 0.80 
Recycling Market Development -1.228 0.893 -1.37 
Socio-Demographic Effects    
Income 0.001** 0.000 1.90 
Education -0.193 0.158 -1.22 
Citizen Ideology 0.079 0.056 1.41 
Environmental Interest Groups 0.615*** 0.218 2.82 
Ideological Effects    
Government Ideology 0.074*** 0.031 2.37 
Divided Government -0.152 0.814 -0.19 
Unified Government -1.607 1.568 -1.03 
Election Proximity -0.120 0.806 -0.15 
Interaction Term -0.005 0.014 -0.38 
Agency Costs    
Local Government Fragmentation -0.025 0.271 -0.09 
Form of Local Government -0.079*** 0.036 -2.21 
Curbside Recycling (t-1) 0.061*** 0.026 2.36 
District Elected Members 0.076*** 0.023 3.31 
Legislative Opportunity Costs    
Salary in State Legislature -0.000*** 0.000 -5.19 
Duration of Session of State Legislature 0.032*** 0.014 2.21 
Staff of State Legislature 0.004** 0.002 1.71 
Uncertainty Costs    
State Solid Waste Expenditures (t-1) 0.000 0.000 1.35 
Local Solid Waste Expenditures (t-1) 0.000 0.000 0.76 
Commitment Costs and Path 
Dependency 

   

Landfilling (t-1) -0.012*** 0.005 -2.13 
Incineration (t-1) 0.086 0.190 0.45 
Unit Based Pricing (t-1) 0.006 0.005 1.38 
Recycling Rate (t-1) 0.18*** 0.051 3.55 
Bottle Bill 8.23*** 2.459 3.35 
    

ρ = 0.80 
R^2 = 0.30 

Wald χ2 = 35961.09 

N = 500 

*** P < 0.05 
** P < 0.10 
All tests are  
two-tailed 

  

 

 

The impact of environmental interest groups appears to be positive and strong. An increase 

in the NWF group of one member per one thousand state inhabitants increases the state 
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recycling goal by 0.6-percentage points. This confirms the expectation that state legislators are 

responsive to environmental interest groups.   

One of the most remarkable results of the model is the substantial impact of population 

density in the recycling goals. An increase in a hundred individuals per square mile (the 

population density measure) in a given state increases the recycling goal by 0.4-percentage 

points. Simply put, this means that states with greater population density establish higher 

recycling goals. This is an intuitively appealing result. On one hand, it confirms the 

expectation that the choices of state legislators are, at least partly, moved by economic 

efficiency goals. The economic reasoning is that more recycling in denser areas saves 

taxpayers’ money by generating economies of scale and reduced recycling costs. On the other 

hand, it also shows that legislators are forward looking and understand the advantages of 

recycling when the population density increases and generates a larger diversity of materials to 

be recycled. 

According to the expectations, solid waste per capita is also positive, albeit non 

significant. If the two measures are thought to portray economies of scale, we can conclude 

that the results are fairly consistent with prior expectations.  

The variable measuring personal income is statistically significant at the 95 percent 

confidence level and with the expected sign. A state where the income per capita is a thousand 

dollars higher has, on average, imposed a 0.6 percentage-points higher recycling goal. The 

effect of income on recycling confirms the expectations that states with wealthier populations 

tend to commit more to solid waste prevention strategies. It remains to be seen if this is 

because wealthier citizens are environmentally more demanding or if it is the direct result of a 

better ability to pay for recycling itself. The results of the variables education, state solid 
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expenditures, and local solid waste expenditures seem to indicate that the later explanation is 

closer to the truth. 

Education seems to have an effect inconsistent with expectations and previous work 

(Mrozek, 1996; Berger, 1997; Feiock and Stream, 1998). The effect on recycling goals is 

negative, but falls short of statistical significance. A substantive plausible reason for this may 

be the recognition by more educated citizens of higher administrative costs entailed by 

recycling activities such as curbside recycling. The results regarding the education level are 

not conclusive and this argument is only speculative.  

The ideology measures perform disappointingly. Government ideology is the exception 

being statistically significant at the 95 percent confidence level and its coefficient having a 

positive sign as predicted. An increase of 10 points in the index of government ideology 

(increased liberalism) increases a state’s recycling goal by 0.5 percentage points. All the other 

coefficients fail to achieve statistical significance. The coefficient of the interaction term 

between government ideology and election proximity measures the ideological costs of 

adopting higher recycling goals in election years. The coefficient is negative but not 

significant failing to indicate conclusively that, in election years, conservatives surpass liberals 

in supporting recycling goal legislation. However, the result indicates that, during election 

years, conservatives behave like all other politicians, meaning that ideology does not make a 

difference in legislation adopted when elections are close. The results concerning government 

ideology and the interaction term are consistent with the idea that conservatives are, in 

general, less prone to support recycling, but this changes when factors such as election 

proximity are involved. 
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The results regarding specific political transaction costs have also interesting implications. 

Several indicators were used to measure the reaction of state legislators in the presence of 

agency costs. The signaling mechanism used by local governments seems to work well. 

Recycling goals are higher in states where the percentage of local governments with curbside 

recycling is higher. Curbside recycling works well in helping legislators to establish recycling 

goals adequate to the state’s needs and capabilities. The second mechanism protecting 

legislators against adverse selection – screening – points to an interesting argument. States 

where unreformed institutions prevail have higher recycling goals because mayor-council 

governments and district-based elections favor recycling for electoral reasons and state 

legislators respond to these electoral incentives by adopting higher goals. This alignment 

between state legislators and local officials’ goals receives full empirical support. 

Consistent with our explanation, legislators adopt higher goals expecting that local 

governments will comply with them. However, the local jurisdictions will be more responsive 

if more politically dominated institutions, not reformed ones, prevail. Perhaps this is the case 

because higher recycling goals are, themselves, politically attractive and local officials are 

more prone to accept them if they are motivated by political rather than economic efficiency. 

Quite remarkably, state legislators are forward thinkers in the adoption of recycling 

legislation. Since recycling is a solid waste management strategy they are attempting to push 

down, they expect that higher recycling goals will be more successful if local officials are 

inclined to pursue political efficiency, given that this prevention strategy is politically more 

atractive. 

Recycling goals tend to be higher in states with a smaller number of local governments. 

This result favors consolidation as a means of minimizing monitoring costs and a denial of 
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Tiebout’s idea that competition leads to efficient outcomes. Fragmentation increases 

monitoring costs and leads public officials to legislate lower recycling goals, whereas 

consolidation reduces the number of local governments to be monitored and increases the 

likelihood of success of higher recycling goals. 

Legislative opportunity costs and tradeoffs are confirmed. All variables are statiscally 

significant at least at the 90 percent confidence level. Duration of the legislative session and 

the number of staff members are both significant and positive indicating that more 

professional legislatures are also more prepared to draft more ambitious legislation. Both are 

indicators of legislative professionalism but they can easily be conceived as indicators of 

monitoring capabilities. Therefore, state legislators may opt for higher recycling goals 

knowing that their implementation will be closely monitored by the legislature, either through 

police patrol or fire alarm oversight (McCubbins and Schwartz, 1984). 

The average annual salary indicator has an intriguing negative coefficient sign. One 

possibility for this perplexing result may be the fact that many state legislatures that have low 

average salaries are located in the northeast and midwest regions, where recycling goals are 

higher. Historically, these legislatures have had low average salaries, but large staff and 

duration of sessions, which may constitute a justification for these apparently contradictory 

results. 

State legislators dislike uncertainty in the implementation of legislation. In order to fullfill 

recycling goals it is necessary that both the state and localities share risks of implementation 

of legislation. Both state and local solid waste expenditures are positively related with the 

recycling goals established by state legislators, but they are not statistically significant. While 

these empirical results do not confirm the expectation that sharing costs between different 
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levels of government allows the choice of higher recycling goals, it does indicate that state 

expenditures have a larger impact. This effect is easy to understand from the point of view of 

state legislators. In order to enact more ambitious goals, they will need to provide more 

resources to avoid dead letter legislation.   

The state recycling rate is positive and significant. Substantively, an increase in one 

percentage point in a state’s recycling rate leads to an increase in the state’s recycling goals of 

0.2-percentage points. A more accurate interpretation of the results for this variable would 

indicate that recycling rates have been increasing every year in each state, whereas recycling 

goals increase by large amount every three ou four years. Due to the nature of regression these 

results cannot be applied to specific states and have to be interpreted as averages for all the 

states. The bottle bill law is also statistically significant. In the end of the 1970s and beginning 

of the 1980s, ten states adopted bottle bill laws. The model shows that states with bottle bill 

laws are more likely to have higher recycling goals. In fact the goals are likely to be higher, on 

average, by 8-percentage points. 

The model also provides evidence of rational expectations by legislators when adopting 

recycling legislation. Commitment costs are minimized by legislators adopting higher 

recycling goals in states where local governments are already committed to recycling. The 

variable curbside recycling lagged one year confirms this expectation. Hence, legislators are 

able to claim credit for the adoption of recycling goals independently of how ambitious these 

goals are. 

The past matters. States where local governments are already committed to recycling and 

where the recycling rates are high are also more likely to have higher recycling goals 

established by law. An alternative specification of the same model confirmed the opposite 
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effect of landfilling rates: states with higher landfill rates are also less likely to legislate high 

recycling goals. 

The analysis regarding the state solid waste management produced interesting results that 

should be discussed in conjunction with the results of a local level analysis. The next section 

analyses solid waste and recycling program practices in the state of Florida and provides the 

necessary information to allow the discussion of intergovernmental relations.  

 

Solid Waste Management in Florida 

 

In 1988, the Florida legislature approved the Solid Waste Management Act (SWMA) 

mandating the 67 counties to establish recycling programs and setting the recycling goal at 

50% for selected materials by 1992 (Lund, 2001). In order to accomplish this goal, the state 

provided recycling and education grants, which allowed a 38% recycling rate by 2001 for all 

materials and 299 curbside recycling programs (57% of state population covered) (Lund, 

2001; Goldstein and Madtes, 2001). 

The evolution of solid waste management in Florida reveals an increased reliance on 

recycling, with the number of municipal recycling programs increasing from 215 in 1992 to 

299 in 2000 and the recycling rate climbing from 27 percent of the total solid waste stream to 

38 percent in the same period. In 2000, the number of landfills is less than half the number it 

was in 1992 and the tipping fee has increased significantly. However, the landfill rate did not 

accompany these trends remaining fairly stable, only with a slight drop during the mid-nineties 

most likely caused by the sharp increase in landfill tipping fees. Table 6.4. shows the trends of 

several solid waste indicators for the state of Florida.  
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Table 6.4. Trends in Solid Waste Management – State of Florida (1992-2000) 

 1992 1993 1994 1995 1996 1997 1998 1999 2000 
Solid Waste (tons/per capita) 1.44 1.41 1.69 1.71 1.69 1.61 1.59 1.65 1.55 
% Recycled 27 30 36 40 40 40 39 38 38 
% Incinerated 23 23 23 22 22 17 16 16 16 
% Landfilled 49 47 41 38 38 43 45 46 46 
Number of Landfills 140 140 105 101 101 101 95 57 61 
Landfills Average Tipping Fee ($ 
ton) 

N/a 27.50 41.86 45.88 45.88 43.00 43.00 43.00 42.85 

Number of Incinerators 14 14 13 13 13 13 13 13 13 
Incinerators Average Tipping Fee 
($ ton) 

N/a 60.00 60.00 66.73 66.73 55.00 55.00 55.00 55.22 

Daily Capacity (tons/day) 17000 17000 19000 19000 18996 19000 18996 19200 19000
Curbside Programs 215 351 366 296 296 300 315 372 299 

Source: Annual Biocycle Nationwide Survey 

 

The state of Florida welcomes every year millions of tourists that do not recycle and place 

a burden on the state’s solid waste management system preventing the state from reaching the 

level of success other states have achieved in managing waste (Maine, Minnesota, and 

Washington, just to mention a few). In order to curb these difficulties, Florida’s Department of 

Environmental Protection published a guide entitled “Waste Reduction in Hotels and Motels” 

funded through a $75,000 grant from the EPA. The guide highlights themes such as eco-

purchasing, recycling, and composting, and offers advice to hotel managers to influence the 

behaviors of their guests and employees, and monitor their recycling and waste reduction 

programs (Webb, 1999). 

Since the inception of the SWMA in 1988, the state of Florida has assisted counties with 

mandates by establishing a series of grants and awards local governments can apply to. The 

Recycling and Education Grants Program has been used for capital costs, operations, recycling 

education, market development, among other initiatives local governments decided to enact. 
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Table 6.5. depicts the amounts in dollars of Recycling & Education Grants and the Total 

Grants provided by the state of Florida to its county governments by fiscal year. 

  

Table 6.5. Florida Grants and Awards – Solid Waste Trust Fund (1989-90/2000-01) 

Fiscal-Year Recycling & Education Grants (R&E) ($) Total Grants ($) (*) 

1989-90 22,901,124 27,176,123 
1990-91 24,999,991 32,149,991 
1991-92 24,999,982 33,199,982 
1992-93 20,999,994 30,599,988 
1993-94 24,120,000 34,969,950 
1994-95 22,770,000 34,999,997 
1995-96 22,770,000 34,999,996 
1996-97 22,770,000 33,749,976 
1997-98 10,126,105 23,000,000 
1998-99 10,064,806 22,669,803 
1999-00 10,294,406 22,723,498 
2000-01 6,442,264 17,072,252 

(*) includes R&E, Waste Tire, Small County, Used Oil, and Innovative Grants, Local Government Awards, 
Mosquito Control / W.T. Abatement, and Litter & Marine Debris Prevention 

Source: Florida Department of Environmental Protection 

 

Counties with population over 50,000 (55 percent of all counties, according to the 1990 

census) receive over 75 percent of grant funds attributed by the Department of Environmental 

Protection (DEP) with a 50 percent county matching requirement (Feiock and Kalan, 2001). 

For this reason, the mandate targeted primarily large counties forcing them to achieve a 30 

percent recycling rate by 1994 and 50 percent of each of five materials: newspaper, glass 

bottles, aluminum cans, plastic bottles, and steel cans. Small counties (population less than 

50,000) were exempt from all these mandates, but should offer their citizens an “opportunity 

to recycle” (Feiock and Kalan, 2001). 

As far as waste reduction goals, the state is still lagging. Other states such as 

Massachussetts, Minnesota, New York, Oregon, Washington, and Wisconsin are heavily 

committed to waste reduction and unit-based pricing. According to the Environmental 
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Protection Agency website, by 1999, these states had hundreds of local source reduction 

programs, whereas Florida had only six! However, the weight-based billing system of the city 

of Oakland Park, FL is one of the most well-known programs in the nation, because it 

successfully targets commercial/multifamily customers on a full scale basis (Steuteville, 

1997). In particular, the program accomplished significant decreases in garbage weight 

allowing great cost-savings in collection trucks and crews and, subsequently, reduction in 

collection price rates to residential and commercial customers (Steuteville, 1997: 36). 

This section presented a brief summary of Florida’s solid waste management practices 

during the last decade, which allows us to recognize some of the driving forces for the policy 

choices made by the state. The following section will present the analysis of the solid waste 

management options at the county level of government in Florida, taking into account the 

economic, political, and institutional context in which these choices take place.  

 

Local Level Variables and Indicators 

 

The second stage of the analysis examines how local factors and state policies shape solid 

waste management policy choices of local governments. This will proceed through a cross 

sectional analysis of local governments in the state of Florida on local policy choices and 

implementation. Tables 6.6. depicts the variables, indicators, and predicted coefficients of the 

local level empirical analysis of solid waste policy. 
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Table 6.6. Local Solid Waste Management Analysis 

Variable Measurement and Predicted Coefficients 
 

Variable Description Predicted 

Coefficients 

Economic Effects   

Population In units (Office of the Governor 1998)  + 

Density Population per square mile + 

Solid waste amount Tons per capita + 

Landfill Costs Landfill tipping fees in dollars per ton + 

Recycling Costs (t-1) Recycling program cost per capita - 

Local Solid Waste Expenditures (t-1)  Local solid waste expenditures per capita + 

Landfill capacity County land area in square miles - 

Socio-Demographic Effects   

Income Personal income per capita + 

Education Percent population with high school or above + 

Partisanship Percent Democrat (1996 Presidential election) + 

Environmental interest groups Recycling centers and facilities per 100,000s - 

Landfill interests Landfills in county per 100,000s - 

Interaction term 1 Form of government * Landfill costs + 

Interaction term 2 Form of Government * Environmental interest groups + 

Institutions Effects   

Form of Government Dummy variable (1=Commission-Administrator 0=Other) - 

Form of Election Single Member District =2; Mixed = 1; At Large =0 + 

Home Rule Charter County Dummy variable (Home Rule = 1; No HR = 0) + 

State Recycling Grants State recycling and education grants per capita (97/98) + 

Note: The dependent variable is percentage of county households covered by curbside recycling programs 

 

The theoretical framework described in the preceding pages is now applied to the analysis 

of solid waste management practices in the 67 Florida counties. The data set for this analysis 

is provided by Florida’s Department of Environmental Protection (www.dep.state.fl.us/dwm/). 

It is possible to focus this analysis upon several features of policy instrument choice, such 

as the number of recycling programs per capita, the total tons per capita landfilled, recycled, or 

incinerated. Current limitations of data prevent us from engaging in such an ambitious task. 

Therefore, I concentrate the empirical analysis upon the size of recycling programs measured 

as the percentage of households covered in 1998 as an indicator of effort to supply this 

specific policy tool.  
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Local officials’ policy instrument choices can be described as a set of management 

technologies from which they choose the appropriate mix. The choice depends upon the 

relative costs of each of the alternatives and addresses some of the factors that may affect 

these costs such as costs of disposal, economies of scale, levels of participation in recycling 

initiatives, and state level grants to local governments. 

In order to measure economic trade-offs between solid waste policy instruments, we 

employ three variables measuring landfill, incineration, and recycling costs. Landfill and 

incineration costs are measured as the average tipping fee per ton of waste landfilled and the 

average tipping fee per ton of waste incinerated24 in each county. Recycling costs are 

measured as the average cost per capita of the county’s recycling programs25. Unit pricing 

programs were excluded from the empirical analysis because their impact in Florida is 

negligible26. 

 The household coverage of recycling programs should also be a function of population 

density. In our analysis, density is measured as the 1998 county population per square mile. 

The size of the county’s population is expected to be positively associated with coverage in 

order to confirm the presence of economies of scale. Population is included in the analysis 

using the 1998 official estimates from the Florida Governor’s Office. The coverage of 

recycling programs should also be influenced by the solid waste amount generated in the 

county. Counties generating larger amounts of garbage are likely to rely more heavily in all 

waste management instruments and, particularly, in larger household recycling coverage, in 

order to better tackle the waste generation problem. 
                                                           
24 The waste-to-energy variable was dropped due to the small number of these facilities in Florida. 
25 This variable is lagged one year to allow for readjustments in program size/coverage as a result of program 
cost. 
26 According to the Environmental Protection Agency website at http://www.epa.gov/epaoswer/non-
hw/payt/research.htm there are only six unit pricing programs operating currently in the state of Florida. 
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Landfill capacity is likely to influence the size of recycling programs. In fact, counties 

facing pressures regarding landfill space are more likely to adopt larger recycling programs. 

For lack of a better measure of landfill capacity, I employ the land area of the county as a 

proxy for landfill capacity. 

Intergovernmental financial assistance to finance recycling programs alters the benefit/cost 

ratio of recycling relative to other alternatives. Grants are likely to reduce the relative cost of 

recycling when compared to other available alternatives and, for this reason, encourage 

broader recycling programs. Local governments receiving grants to stimulate recycling are 

also more likely to display larger coverage in the use of this solid waste policy tool. The 

Recycling & Education Grants provided by the state of Florida to its local governments for the 

fiscal year of 1996-97 is used to test this hypothesis. In addition, county solid waste 

expenditures per capita lagged one year is included to test the effect of local government 

spending upon the size of recycling programs. The county solid waste expenditures per capita 

is used as an indicator of administrative costs incurred by the county in managing solid waste. 

As spending increases, the coverage of recycling programs is also expected to increase. 

The variables described are responsible for economics effects. If economic efficiency is 

the driving force behind recycling program size, all these variables should be significant. 

However, local authorities also respond to individual and interest group preferences in their 

attempt to minimize political transaction costs. Therefore, a set of variables representing 

specific preferences is also included in the analysis. Data for these variables was also provided 

by Florida’s Department of Environmental Protection. 

The effects of interest group activity are measured by two indicators. The number of 

recycling centers and facilities per 100,000 inhabitants operating in a county is used as an 
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indicator of environmental interest group strength supporting recycling. To measure the 

opposition to recycling, I employ the number of private landfills per 100,000 individuals in 

each county.  

One can expect that the socio-demographic make up of a jurisdiction will have a role to 

play in the mix of policy tools adopted by that community. Previous findings indicate that 

wealthier, more educated, and more liberal communities recycle more. To test the hypothesis 

of a positive association between income and recycling program coverage, I employ the 

county per capita personal income as reported by the Florida Statistical Abstract for the year 

of 1998. The effect of educational attainment on the size of recycling programs is measured as 

the percentage of county population over 25 years-old with high school diploma in 1998, with 

the data retrieved from the Florida Statistical Abstract. In order to test the positive association 

between citizen liberalism and the size of recycling programs I employ the percentage of 

county population voting for the Democratic Party in the 1996 presidential election. 

The form of county government is included in the empirical analysis with the expectation 

that political preferences for larger recycling programs will be most influential where mayor-

appointed executives are absent. The commission-manager variable is a dummy, which takes 

the value of “1” for counties using this form of government and “0” otherwise (Commission 

and Council Elected Executive forms of government). The expected effect upon the dependent 

variable should be negative. The effect of the electoral system upon recycling is tested with 

the inclusion of a variable with three categories (“2”= Single Member District election; “1”= 

Mixed and  “0”=At-large election). The coefficient should be positive. 

Two interactions terms are included. The first one is intended to capture the combined 

effect of the commission-manager form of government and the cost of landfilling upon the 
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size of recycling programs. In counties where commission-administrator is the form of 

government one can expect that as the landfill costs increase, the reliance on recycling will 

also increase. The second term interacts the council elected executive form of government 

with the environmental interest group variable. A positive coefficient is expected indicating 

that the stronger the environmental lobby in mayor council governments the larger the 

coverage of recycling programs.  

 

Estimation Procedures and Empirical Analysis 

 

The number of observations in the analysis is 66. Duval County was dropped from the 

estimation due to missing data. The inclusion of the interaction terms described in the previous 

section was plagued by multicollinearity problems. In order to overcome this problem, 

different versions of the model were run, but no statistical significance was found for both 

interaction terms. 

Table 6.7. reveals the descriptive statistics for the local solid waste management analysis. 

Florida counties spend on average 50.72 dollars per capita in solid waste management and 

receive from the state 2.32 dollars per capita in recycling and education grants. On average 

there is one landfill per 156,250 inhabitants and one recycling center per 11,820 individuals. 

As far as the cost of disposal goes, each ton of waste disposed in a landfill costs, on average, 

43 dollars, whereas each recycling program costs 9 dollars per capita. Obviously, these values 

are not comparable in terms of how efficient disposal is by each of the methods, because 

different materials are involved and some cannot be recycled. 
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Table 6.7. Descriptive Statistics 

 
Variable Observations Mean Standard 

Deviation 

Minimum Maximum 

Economic Effects      

Population 66 215858 363471 6998 2090314 
Density 66 261.7 459.5 9.22 3184.1 
Solid waste amount 66 0.69 0.31 0.24 2.034 
Landfill Costs 66 42.9 14.6 23 92 
Recycling Costs (t-1) 66 8.85 11.1 0 79.52 
Local Solid Waste Expenditures (t-1)  66 50.7 30.6 1.40 168.62 
Landfill capacity 66 805 391 240 2026 
Socio-Demographic Effects      
Income 66 20520 6248 11077 38772 
Education 66 69.4 8.89 54.5 84.9 
Partisanship 66 43.4 7.8 25.9 66.4 
Environmental interest groups 66 31.9 53.3 0.67 274.5 
Recycling Centers publicly owned 66 21.6 35.1 0 191.6 
Recycling Centers privately owned 66 10.2 33.3 0 218.2 
Landfill interests 66 2.6 4.5 0 26 
Institutions Effects      
Form of Government 66 0.53 0.50 0 1 
Form of Election 66 0.89 0.95 0 2 
Home Rule Charter County 66 0.24 0.43 0 1 
State Recycling Grants 66 2.35 2.22 0.43 9.42 

 

Two models were tested, with very similar specifications and results. The first model 

includes one variable measuring the number of recycling centers per 100,000 individuals. The 

second breaks up this variable in two, measuring public and private recycling centers 

respectively. The analysis of these variables indicates that each private recycling center serves 

approximately 25,554 inhabitants, whereas each public recycling center serves close to 22,255 

inhabitants. All interaction terms included in preliminary tests were excluded of the final 

versions of the models because they involved strong multicollinearity (correlations exceeding 

.90) and added nothing new to the explanation. 

I proceeded by estimating two ordinary least-squares model with robust standard errors, 

also known as White-corrected standard errors, accounting for heteroscedasticity (StataCorp, 
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2001). Regression diagnostics are shown in table 6.8.. The Ramsey RESET27 test uses powers 

of the fitted values of the dependent variable to test for omitted variables (Gujarati, 1995). 

RESET tests for both models reveal no problems with omitted variables and confirm the 

correct specification of the model. The Cook-Weisberg test for heteroscedasticity models the 

variance as a function of the fitted values (StataCorp, 2001). The tests do not show any 

problems with heteroscedasticity, which is not surprising given the robust estimation. 

 
Table 6.8. Regression Diagnostics 

 

Variance Inflation Factors (VIF) Model 1 Model 2 

Population 4.50 4.52 
Education 3.96 3.96 
State Recycling Grants 3.57 3.68 
Income 3.39 3.41 
Density 3.19 3.19 
Landfill capacity 2.52 2.52 
Home Rule Charter County 2.50 2.50 
Landfill interests 1.86 1.86 
Form of Government 1.77 1.77 
Local Solid Waste Expenditures (t-1) 1.68 1.68 
Recycling Centers publicly owned  1.67 
Environmental interest groups 1.64 1.64 
Partisanship 1.47 1.51 
Landfill Costs 1.39 1.39 
Solid waste amount 1.39 1.39 
Form of Election 1.29 1.29 
Recycling Centers privately owned  1.23 
Recycling Costs (t-1) 1.14 1.16 
Mean VIF 2.33 2.28 

   
Ramsey RESET F-test (3, 46) (3, 45) 0.80 (Prob > F = 0.50) 1.06 (Prob > F = 0.37) 

   
Cook-Weisberg Chi-square test (1) 0.00 (Prob > chi2 = 0.97) 0.02 (Prob > chi2 = 0.87) 

 

The diagonal of the inverse of the correlation matrix can be employed to test for 

multicollinearity. Variance inflating factors (VIF) are the elements of the diagonal and are 

used to measure “…how the variance of an estimator is inflated by the presence of 

multicollinearity.” (Gujarati, 1995: 328). When the VIFs are higher than 10, this should be 

                                                           
27 RESET means Regression Specification Error Test. 
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taken as an indicator of problematic multicollinearity (Kennedy, 1998). Such is not the case 

for both of the models as it can be confirmed in table 6.8.. 

Both models perform reasonably well by explaining 47 and 48 percent of the variation in 

the dependent variable. The results confirm the impact of institutions upon the size of 

recycling programs. In counties where the commission-manager form of government is 

adopted the percentage of households covered by recycling programs is, on average, higher by 

approximately 20 percentage points, holding the other variables constant and controlling for 

the effect of recycling program cost28. This finding contradicts our expectation that 

unreformed governments would favor recycling for electoral reasons. It seems that 

commission-administrator counties are more likely to choose larger curbside recycling 

programs, perhaps because they are more aware of environmental costs entailed by sanitary 

landfills. 

Equally important result is provided by the recycling and education grants variable. State 

grants contribute to an expansion in size of recycling programs. Each additional dollar per 

capita distributed by the state of Florida to its counties increases the percentage of households 

covered by 8 percentage points. The substantive effect of this variable is remarkable and fully 

confirms the expectation that municipal curbside recycling seems to depend heavily on state 

subsidies. Local officials are more apt to obey state level mandates if they receive larger state 

grants that help them accomplish these legislated goals. These results show that state grants 

are conducive to the minimization of commitment costs by state and local officials. State 

                                                           
28 An alternative estimation of the same model employing the interaction term (commission-administrator * 
landfill tipping fees) results in a positive but non-significant coefficient, indicating that the hypothesis that, 
managers will prefer recycling when landfilling is an expensive option does not receive empirical support. 

 177



legislators earn credibility by devoting more resources to communities, whereas local officials 

gain the trust of their constituents by being able to attract needed resources. 

 

Table 6.9. Local Solid Waste Management Analysis 

Dependent Variable: Percentage of Households Covered by Curbside Recycling 

 

Variable Model 1 Coefficients 

(t-statistics) 

Model 2 Coefficients  

(t-statistics) 

Economic Effects   
Population .00004 (1.84)** .00004 (1.90)** 
Density -0.028 (-2.93)*** -0.028 (-2.94)*** 
Solid waste amount 4.03 (0.34) 4.13 (0.35) 
Landfill Costs 0.16 (0.43) 0.17 (0.46) 
Recycling Costs (t-1) -0.27 (-1.33) -0.23 (-1.09) 
Local Solid Waste Expenditures (t-1)  0.16 (0.93) 0.16 (0.91) 
Landfill capacity -0.016 (-0.79) -0.016 (-0.80) 
Socio-Demographic Effects   
Income 0.0008 (0.64) 0.0007 (0.57) 
Education 2.17 (2.01)*** 2.14 (1.98)*** 
Partisanship 0.85 (1.28) 0.77 (1.14) 
Environmental interest groups 
(Public and Private Recycling Centers) 

-0.20 (-2.52)***  

Public Ownership   -0.31 (-1.96)*** 
Private Ownership  -0.13 (-1.67)** 
Landfill interests 1.14 (0.22) 1.08 (0.21) 
Institutions Effects   
Form of Government 19.7 (1.64)** 20.0 (1.68)** 
Form of Election -0.11 (-0.02) -0.34 (-0.06) 
Home Rule Charter County 12.3 (0.90) 12.5 (0.91) 
State Recycling Grants 
 
 
F-test 
R-Squared 
N 
All tests are two-tailed  

8.7 (2.23)*** 
 

6.83 
0.47 
66 

 
*** P < 0.05 

9.2 (2.41)*** 
 

6.06 
0.48 
66 

 
** P < 0.10 

Note: Interaction terms dropped due to excessive collinearity were not significant during preliminary tests 

 

Other results are worth mentioning. Counties with a one-percentage point higher 

educational attainment have, on average, recycling programs covering two-percentage points 

more households. Population is positive and significant, but the substantive impact is very 

small. An increase of 10,000 individuals in county population is accompanied by an increase 

of recycling program coverage of 0.4-percentage points. This should come as no surprise, 
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given the expectation of economies of scale present in these programs and the need to solve 

waste generation problems in larger counties.  

The density variable is also significant but with a negative sign. This is a surprising result 

and difficult to justify because it contradicts our expectations and indicates the presence of 

diseconomies of scale29. One possible explanation for this puzzling finding is that program 

coverage is larger in counties with lower density because single-family households tend to 

predominate in these jurisdictions and curbside recycling is primarily targeted to these 

households. 

Another unexpected result of the first model is the negative effect of recycling centers and 

facilities on the coverage of recycling programs. One reason may account for this fact. Since 

we are attempting to measure the effect of environmental interests upon recycling choices, it is 

reasonable to argue that the quantity of establishments does not equate to strength of recycling 

interests. In fact, the opposite effect may be occurring. The smaller the number of 

establishments the better they may organize to make their interests prevail. At this point, data 

to measure the size of these establishments is not available, since our data presents an 

aggregate number that includes drop-off centers, materials recovery facilities, buy back 

centers, and recovered materials processing facilities. But maybe there is something else… 

 The second model separates public from private recycling centers and the results are 

worth mentioning. The dependent variable measures the percentage of households covered by 

curbside recycling programs and this may be the reason for the negative sign of both 

coefficients. Recycling centers are not interested in competition for recycling materials and 

curbside programs are direct competitors for these materials. Counties that have a large 

                                                           
29 Due to the strong correlation between the population and density variables, the model was re-estimated 
dropping the population variable, but density is still negative, barely missing statistical significance.  
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number of centers do not have the incentive to extend curbside recycling programs to a 

significant part of the population, because there are other service providers. However, the 

explanation for the magnitude of the coefficients is not as evident as the justification for the 

sign. Counties having one more public recycling center per 100,000 inhabitants will display, 

on average, 0.3-percentage points less recycling program coverage, holding the remaining 

variables constants. If the recycling center is private, the effect is less negative (0.13-

percentage points).  

Two complementary explanations may account for this difference. First, municipalities 

may have a better notion of the trade-off between the set up of new public recycling centers 

and the coverage of curbside recycling and, therefore, the coefficients would indicate a better 

adjustment between public recycling centers and municipal curbside programs than between 

private centers and local curbside programs. The other explanation deals, again, with size. 

Public recycling centers may be bigger, on average, than private centers, justifying a smaller 

coverage of curbside programs in jurisdictions where public centers predominate.   

All the remaining variables present coefficients with the expected sign, albeit with non-

significant effects upon recycling program size. Even if this does not confirm our expectations 

in full, it does provide a good indication of what determines household coverage of county 

curbside recycling programs. 
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CHAPTER 7:  

STATE AND LOCAL GROWTH MANAGEMENT  

RESEARCH METHODS AND EMPIRICAL ANALYSIS 

 

This chapter develops the empirical analysis of state and local growth management 

policies and tools and it follows, in many ways, the structure established in chapter six. The 

first part of the analysis looks at the adoption of state level legislation throughout the 1990s. 

After the description of the research methods, data sets, and variables, I will present and 

discuss the empirical results of this analysis. Next, I turn to the analysis of growth controls and 

growth management tool choice in the state of Florida and follow an identical sequence in the 

discussion.   

 

State Level Variables and Indicators 

 

The first part of the analysis examines state level legislation mandating or constraining 

local government actions in growth management. This will be a longitudinal state level 

analysis on the amount of state growth management legislation between the years of 1991 and 

2000. The main data source for the growth management analysis is provided by the Land Use 

Law and Zoning Digest periodical.  

The dependent variable in this analysis is a count variable of growth management 

legislation across the fifty states for each year under analysis. A short summary of all state 
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laws enacted regarding to 27 topics30 related to growth management allowed us to code 308 

state laws as growth management oriented. The data considers the adoption of growth 

management legislation as discrete events in each year, so a pooled Poisson model is used in 

the estimation. The following section provides details on the estimation procedures. 

The independent variables, data sources, and predicted coefficients employed in the state 

growth management analysis are depicted in Table 7.1.. Some of the variables were already 

described in the solid waste management chapter, so here I concentrate upon those not yet 

addressed. The label “economic effects” denotes the need for managing growth, independently 

of political motives and interest groups. All variables are expected to display positive 

coefficients. The water area variable is measured as the square miles of water in each state, 

including inland water area, coastal waters, and Great Lakes. The new privately owned 

housing units in a state is the indicator of the building permits variable. The impact of 

population growth is analyzed using the rate of annual state population growth31. The three 

variables are collected at www.census.gov/. 

Builders and developers are expected to oppose state attempts to manage growth. Builders’ 

interests are measured by the average size of construction firms in a state (total number of 

employees divided by the total number of construction firms), whereas the indicator of 

developers’ interests is given by the average size of real estate firms in a state (total number of 

employees divided by the total number of real estate firms. Data on both variables is compiled 

by the U.S. Bureau of Census. On the contrary, home owners are likely to support state growth 

                                                           
30 These topics include building permits, coastal zoning, conditional zoning, contract zoning, dedications and 
fees, environmental impact assessments, exclusionary zoning, forest lands, highways and streets, historic 
preservation, housing, incentives, intergovernmental agreements, interim zoning, inverse condemnation, lot 
regulation, mobile housing, nonconforming uses, open space, redevelopment, rezoning, special use permits, spot 
zoning, subdivisions, transportation, water and wetlands, and zoning ordinances. 
31 The annual rate of state population growth is calculated as Pop (t+1) – Pop (t) / Pop (t) * 100 
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management legislation. Home ownership is measured as the percentage of owner occupied 

households in a state. Data for this variable is available at 

http://www.census.gov/hhes/www/housing.html. 

Race is measured as the percentage of white population in a state and the relationship of 

this variable with state growth management legislation is expected to be positive, in light of 

the exclusionary hypothesis. 

State growth management expenditures per capita indicate the will of state legislators to 

commit resources to this policy, thereby reducing uncertainty costs. The likelihood of state 

comprehensive growth management adoption should increase with the amount of resources 

devoted, therefore minimizing uncertainty costs that might plague the success of this 

legislation. Another indicator of uncertainty costs is the number of court decisions in the 

previous year favoring growth management. If this number is high, state governments are 

more likely to engage in growth management, since the context favors these actions.  

Similarly, local growth management expenditures per capita are a predictor of state 

comprehensive planning because they affect legislative uncertainty costs. Legislators are more 

likely to adopt this legislation if local governments are also sharing the costs of managing 

growth. 

Long-term commitment to growth management is measured by the number of years passed 

since the state adopted its first comprehensive growth management legislation. Data for this 

variable was obtained from DeGrove (1992) and Popper (1988):   

Finally, the last variable in Table 7.1. addresses the effects of path dependency. As stated 

previously, development decisions are extremely difficult to revert, so the percentage of urban 

land should be a good indicator of need for comprehensive growth management legislation. 
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Table 7.1. State Growth Management Analysis 

Dependent Variable: State Comprehensive Growth Management Legislation 

Variable Measurement and Predicted Coefficients 
 

Variable Description Predicted 

Coefficient 

Economic Effects   

Density Population per square mile + 

Water Area Water area in state in square miles +/- 

Forest Land Percentage of forest land in state +/- 

Building Permits New privately owned housing units per 1,000s + 

State Population Growth Rate of annual population increase + 

Socio-Demographic Effects   

Income Personal income per capita + 

Education Percent population with high school or above + 

Race Percent white population in state + 

Citizen Ideology Berry et al. (1998) + 

Environmental Interest Groups NWF membership per thousand + 

Builder Interests Construction Firm Size (Employees / Firms) - 

Developer Interests Real Estate Firm Size (Employees / Firms) - 

Homeownership Percent of owner occupied households + 

Ideological Effects   

Government Ideology Berry et al. (1998) + 

Divided Government (1=Divided 0=Split –1=Unified) - 

Unified Government (1=Democrat 0=Republican) + 

Election Proximity Gubernatorial or legislative election = 1; other = 0 + 

Interaction  Government ideology * Election proximity +/- 

Agency Costs   

Local Government Fragmentation Number of local governments per capita +/- 

Form of Local Government Percent of local governments council- manager +/- 

Legislative Opportunity Costs   

Salary in State Legislature Average annual salary in state legislature + 

Duration of Session of State 
Legislature 

Average annual duration of state legislature session + 

Staff of State Legislature Total staff of state legislature + 

Uncertainty Costs   

State Growth Management 
Expenditures (t-1) 

State housing and community development expenditures 
per capita (U.S. Bureau of Census) 

+ 

Local Expenditures in Growth 
Management (t-1) 

Local housing and community development expenditures 
per capita (U.S. Bureau of Census) 

+ 

Court Decisions (t-1) Number of state court decisions favoring growth 
management 

+ 

Commitment Costs   

Comprehensive Planning 
Legislation 

Years since comprehensive plan adoption + 

Path Dependency   

Urban/Developed Land Percentage of Urban Land + 
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Estimation procedures 

 

The state growth management empirical analysis requires the use of regression models for 

count outcomes to produce the estimates for panel data. This section provides the theoretical 

and statistical justifications for the estimation procedures followed for the dependent variable 

employed in the analysis. 

 

Table 7.2. Descriptive Statistics 
 

Variable Mean Std Deviation Minimum Maximum 

Growth Management Legislation (Dependent) .56 .84 0 6 
Economic Effects     
Water Area 2792 5822 36 39896 
Forest Land 31.0 22.6 .50 82.5 
State Population Growth 1.24 1.24 -.65 10.45 
Socio-Demographic Effects     
Income 23179 3666 15373 37452 
Education 81.5 5.4 64.3 92.0 
Race 85.4 11.7 33.0 98.8 
Citizen Ideology 46.8 14.2 4.7 88.3 
Environmental Interest Groups 4.4 3.2 1.3 23.6 
Builder Interests 8.3 2.0 5.2 15.8 
Developer Interests 5.4 1.0 3.4 7.8 
Homeownership 67.1 5.3 50.2 77.4 
Ideological Effects     
Government Ideology 48.5 25.5 0 98.14 
Divided Government -.14 .86 -1 1 
Unified Government .26 .44 0 1 
Interaction  23.6 30.3 0 97.2 
Agency Costs     
Local Government Fragmentation 2.7 4.7 .03 27.9 
Form of Local Government 19.1 20.2 0 88.1 
Legislative Opportunity Costs     
Legislative Professionalism (staff) 707 776 58 3899 
Uncertainty Costs     
State Growth Management Expenditures (t-1) 12.7 19.5 .05 156.7 

54.6 33.5 5.0 188.4 
Court Decisions 2.38 3.40 0 26 
Commitment Costs     
Comprehensive Planning Legislation 
 
N=489 

3.2 7.8 0 38 

Local Expenditures in Growth Management (t-1) 

 185



 

  

The descriptive statistics are displayed in table 7.2.. The dependent variable has a mean of 

0.56 and ranges from a minimum of zero (0) to a maximum of six (6)32. The rate of state 

population growth averages 1.24 percent with a minimum value of –0.65 percent (North 

Dakota, 1998) and a maximum of 10.45 percent (Nevada, 1999). The states with higher 

population growth in the period under analysis are Nevada, Florida, California, and Arizona, 

whereas Connecticut, Rhode Island, North Dakota, and Pennsylvania present the lowest 

growth rates. The other variables have similar interpretation and will not be addressed in detail 

here. 

The dependent variable is the number of laws adopted in a given year. In general, the 

Poisson regression model is indicated to treat count outcomes, with the major assumption 

being that the conditional mean of the distribution has to equal the conditional variance 

(equidispersion). However, more often than not, the variance exceeds the mean 

(overdispersion) so that the Poisson regression model is no longer adequate. The first step in 

determining the appropriateness of this model is to test for overdispersion (Long, 1997; 

Greene, 1997). 

The goodness-of-fit χ2 test does not allow us to reject the null hypothesis that the data are 

Poisson distributed, so a Poisson regression model is adequate for the estimation. The next 

step is to determine if it is possible to pool the data or if the model should be estimated as a 

panel. The full model was estimated using a random effects Poisson model for panel data and 

                                                           
32 One single observation – Virginia (2000) – is recorded as having six growth management related laws. Only 
four observations register four laws – California (1994 and 1997), New Hampshire (1992), and New York 
(1993). There are 345 observations with zero values. 
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a likelihood ratio test of α = 0 was performed. This test compares the panel estimator with the 

pooled Poisson estimator. The result clearly shows that there is no significant difference 

between the panel estimator and the pooled model. For the sake of simplicity, the pooled 

Poisson model was employed in the estimation of all models. 

In the estimation of a Poisson model, the researcher identifies the amount of exposure over 

which the dependent variable events are observed. In this case, exposure is defined as one 

year. Each observation corresponds to the number of events which have ocurred over this 

period for each state.  

In a Poisson regression model, the marginal effect of each independent variable is 

calculated by multiplying the conditional mean of the dependent variable by the coefficient of 

the independent variable of interest, with the remaining independent variables held at their 

means. For example, in the case of the variable growth rate, the marginal effect is 0.065 

(0.43*0.15), meaning that one percent increase in the growth rate from its mean will increase 

the expected number of laws by 0.08, other things being equal. However, this interpretation is 

flawed and the marginal effect is of limited use, since it depends on both the coefficient of 

growth rate and the values of all the independent variables33. As such, it cannot not be 

interpreted as the change in the expected count for a unit change in the independent variable 

(Long, 1997: 224).  

Hence, in addition to the usual slope coefficients (b), the estimation reports exponentiated 

coefficients (eb) interpreted as incidence rate ratios (IRR)34. The advantage in the use of IRR is 

that they are not affected by the values of the dependent variable. The interpretation can be 

                                                           
33 This is the consequence of the nonlinearity of the model. 
34 “The incidence rate ratio for a ∆xi change in xi is e

βi∆xi” (StataCorp, 2001: 551). Incidence ratios are also 

known as factor changes (Long, 1997) or multiplicative effects (Liao, 1994). 
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made in two ways, as a factor change or as a percentage change in the expected count of laws. 

The IRR for growth rate is 1.16 indicating that one percent increase in a state’s growth rate 

increases the expected number of laws by 1.16 times (or 16 percent). Because this 

interpretation of coefficients is more accurate and adequate than the partial derivative (or 

marginal effect), all coefficients in the empirical analysis will be interpreted this way. 

During the estimation some problems were encountered, mainly due to excessive 

collinearity. The variables density, percent urban land, election proximity, duration of 

legislative session, and average salary were highly correlated with other regressors35. After 

extensive testing and no significant results, they were dropped from the final model to allow a 

better estimation. The variables measuring the number of building permits per capita and the 

state population growth rate are also highly correlated (.68) and seem to be measuring a 

similar phenomenon, hence the decision of dropping the building permits variable. Finally, the 

number of growth management judicial decisions is heavily correlated with the legislative 

professionalism measure, so I opted for leaving only the legislative professionalism measure 

in the full model. Table 7.3. below reports the results for the full model. 

After the estimation of the full model a few adjustments were made, and two slightly 

reduced models estimated (table 7.4. below). First, the belief that the indicators of state and 

local growth management expenditures are not the most appropriate led to the exclusion of 

both variables in this estimation.  Additionally, all the clearly nonsignificant variables (race, 

citizen ideology, homeownership, divided government, and unified government) were dropped 

                                                           
35 In particular, duration of session of the state legislature,  average salary in the state legislature, and legislature 

staff are measuring legislative professionalism. The use of a single measure does not affect our analysis and, as a 
result, only the staff indicator is used from here on.  
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from the model without substantially affecting the goodness of fit and the magnitude of the 

coefficients. The empirical analysis discusses all models simultaneously. 

 

Empirical Analysis of State Growth Management Legislation 

 

The likelihood ratio test based on a chi-square distribution compares the log likelihood of 

the unconstrained model with the log likelihood of a model with just the constant. If the 

constrain significantly reduces the likelihood, the null hypothesis is rejected (Long, 1997). The 

likelihood ratio test for this model is statistically significant providing the indication that the 

full model is adequate. The pseudo-R2 should be interpreted carefully, since the usual 

interpretation – the proportion of the variation in the dependent variable explained by the 

independent variables – is not fully satisfactory. Long (1997) advises that large values are, 

obviously, better than lower values, but there is no clear cut criterion to judge the value of 0.10 

obtained for our estimated value. 

The empirical results offer mixed evidence regarding our hypotheses. The number of 

growth management laws is smaller in states with more water area and percentage of forest 

land. It can be argued that more laws are needed in states with lower availability of these areas 

in order to protect them. In addition, the rate of population growth also confirms this response 

by state legislatures to increased need for managing growth. States with larger population 

growth in the period under analysis also adopted more growth management legislation.  

The surprising results regarding income and education are more difficult to explain. States 

with wealthier and more educated population adopt less growth management laws, therefore 

refuting, at least partialy, the hypothesis of exclusion or class bias in the adoption of this type 
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of legislation. One percent increase in the population with high school in a state, decreases the 

expected number of laws by 3.9 percent, holding all other variables constant. The negative 

impact of income is only confirmed by the first of the reduced models. Still, a thousand dollar 

increase in state per capita income, reduces the expected number of laws by 5 percent. 

 

Table 7.3. Dependent Variable: Number of Growth Management Laws 
 

Variable Incidence Rate Ratio Coefficient Standard Error z-score 

Economic Effects     
Water Area 0.999 -.000** .000 -1.67 
Forest Land 0.999 -.006 .005 -1.39 
State Population Growth 1.161 .150*** .070 2.50 
Socio-Demographic Effects     
Income 0.999 -.000 .000 -1.56 
Education 0.961 -.040*** .018 -2.07 
Race 1.001 .001 .009 0.09 
Citizen ideology 0.994 -.006 .009 -0.59 
Environmental interest groups 1.086 .082*** .025 3.55 
Builder Interests 0.795 -.230*** .049 -3.71 
Developer Interests 1.533 .427*** .182 3.58 
Homeownership 0.980 -.020 .017 -1.16 
Ideological Effects     
Government ideology 0.995 -.005 .005 -0.99 
Divided government 0.950 -.051 .109 -0.45 
Unified government 1.009 .009 .291 0.03 
Interaction  1.003 .003 .002 1.42 
Agency Costs     
Local Government Fragmentation 0.902 -.103*** .036 -2.62 
Form of Local Government 1.006 .006 .004 1.63 
Legislative Opportunity Costs     
Legislative Professionalism (staff) 1.000 .0003*** .000 2.78 
Uncertainty Costs     
State Growth Management 
Expenditures (t-1) 

1.004 .004 .006 0.63 

Local Expenditures in Growth 
Management (t-1) 

0.998 -.002 .003 -0.56 

Commitment Costs     
Comprehensive Planning Legislation 
 
N=489 

LR χ2 (21) = 101.16 

P > χ2 = 0.00 
Pseudo R2 = 0.10 

1.002 
 
 

*** P < .05 
** P < .10 

All tests are  
two-tailed 

.002 .011 0.16 
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With regard to interest groups at play in this policy area, most of our expectations are 

confirmed. Environmental interest groups clearly support growth management laws, whereas 

builders oppose them. Each additional member per one thousand of state population enrolling 

in an environmental interest group, increases the expected number of laws by 7.7 percent. In 

contrast, the full model indicates that one unit increase in the average construction firm size, 

reduces the expected number of laws by 20.6 percent.  

The conflicting results between builder interests and developers can be explained by the 

fact that real estate developers benefit from restrictions on land availability caused by 

legislation to increase their profits by selling houses at higher prices. In contrast, builders have 

to bear reductions in business flow due to these same restrictions. Simply put, less housing 

supply entails less business for builders, but higher housing prices at sale for developers. 

Perhaps because of this price incentive, one unit increase in the average real estate firm size 

leads to a 50 percent increase in the expected number of laws.  

The empirical results regarding the transaction costs variables confirm many of our 

expectations, but their substantive impact is small, as it can be inferred from the careful 

inspection of the IRR along with the units of measurement of these variables described in table 

7.1.. As it would be expected, legislative professionalism contributes to increased legislative 

output. Increased staff capacity helps legislators in two ways. First, it increases the number of 

laws and policy areas that can be addressed in each legislative session. Second, it allows 

legislators to focus on the conditions of implementation, thereby increasing the chances of 

success.     

The local government fragmentation hypothesis receives partial empirical support. States 

with less local governments produce more growth management legislation, presumably 
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because monitoring is easier. In contrast, in states where the density of local governments is 

larger, the amount of state legislation adopted is smaller, perhaps because local government 

competition does not reduce monitoring costs and state intervention becomes more uncertain. 

 

Table 7.4. Dependent Variable: Number of Growth Management Laws 
 

Variable Model 1 – IRR 

(z-score) 

Coefficient Model 2 – IRR 

(z-score) 

Coefficient 

Economic Effects     
Water Area 0.999 (-1.73) -.000** 0.999 (-1.33) -.000 
Forest Land 0.993 (-1.67) -.007** 0.992 (-1.90) -.008** 
State Population Growth 1.160 (2.56) .148*** 1.151 (2.42) .141*** 
Sociodemographic Effects     
Income 0.999 (-1.97) -.000*** 0.999 (-1.24) -.000 
Education 0.964 (-2.15) -.037*** 0.958 (-2.54) -.043*** 
Environmental Interest Groups 1.077 (3.55) .075*** 1.062 (2.98) .061*** 
Builder Interests 0.817 (-3.77) -.202*** 0.838 (-3.37) -.177*** 
Developer Interests 1.485 (3.75) .395*** 1.486 (3.75) .396*** 
Ideological Effects     
Government Ideology 0.995 (-1.60) -.005 0.994 (-2.03) -.006*** 
Interaction  1.003 (1.54) .003 1.003 (1.59) .003 
Agency Costs     
Local Government Fragmentation 0.891 (-2.82) -.115*** 0.897 (-2.72) -.108*** 
Form of Local Government 1.005 (1.63) .005 1.005 (1.68) .005** 
Legislative Opportunity Costs     
Legislative Professionalism (staff) 1.000 (3.54) .0003***   
Uncertainty Costs     
Court Decisions (t-1)   1.048 (2.49) .046*** 
Commitment Costs     
Comprehensive Planning 
Legislation 
 
*** P < .05 
** P < .10 
All tests are  
two-tailed 
 

1.009 (1.10) 
 
 

N=489 

LR χ2 (14) = 98.45 

P > χ2 = 0.00 
Pseudo R2 = 0.10 

 

.009 1.016 (2.06) 
 
 

N=489 

LR χ2 (14) = 92.27 

P > χ2 = 0.00 
Pseudo R2 = 0.09 

 

.016*** 

 

The percentage of local governments in a state that adopted reformed institutions is 

positively associated with state growth management laws, indicating more confidence by state 

legislators in imposing legislation to reformed local governments. The results regarding 

agency costs and legislative opportunity costs seem to indicate that legislators are driven by a 
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risk averse strategy in the minimization of political transaction costs, since the approval of 

legislation tends to increase when conditions for successful implementation are higher. 

Each additional state court decision favoring growth management increases the expected 

count of laws by 4.8 percent (see table 7.4.). This result also confirms our previous 

expectation that legislators are risk averse, and minimize uncertainty costs by addressing 

growth management problems after court decisions. Although there is no clear link between 

the judicial decisions and the laws enacted by the state legislatures, this is a positive indication 

in that direction.  

The exclusion of the legislative professionalism measure in the second reduced model 

significantly affects the comprehensive planning legislation variable, indicating high 

correlation between both variables (0.72).  The number of years passed since comprehensive 

planning legislation was adopted is included under the contention that states with longer 

tradition of comprehensive planning are better able to enact piece-meal growth management 

legislation. The empirical analysis confirms this expectation. In fact, for each additional year 

of comprehensive planning, the expected number of growth management laws increases by 1.6 

percent.  

 

Growth Management and Land Use Regulation in Florida 

 

The state of Florida is recognized throughout the nation as having faced some of the most 

difficult and complex growth related problems during the second half of the twentieth century. 

The goal of this section is to contextualize the analysis of land use management tool choice in 

the state of Florida, not to provide a detailed description of growth management in the state. 
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Florida’s history of managing growth is well documented in the works of DeGrove (1984), 

DeGrove and Turner (1998), deHaven-Smith (1998; 1984), Turner (1990; 1990a), and 

Godschalk (1975). 

The population boom during the 1960s and early 1970s forced elected and nonelected 

officials to deal with social and environmental costs and externalities of growth to ensure 

sustainable development and to preserve the quality of life. 

In 1972, Florida was one of the first states to adopt comprehensive growth management 

legislation. Later, in 1975, the state legislature passed the Local Government Comprehensive 

Planning Act (LGCPA) requiring local jurisdictions to enact comprehensive planning. The 

LGCPA mandated local plans to include future land use, traffic circulation, general sanitary 

sewer, solid waste, drainage and potable water, conservation of natural resources, recreation 

and open space, housing, intergovernmental coordination, electric utility siting, and a coastal 

zone management section for seaside communities. 

The impact of the LGCPA was limited due to the lack of intergovernmental aid to support 

local governments and the lack of enforcement mechanisms to assure compliance (Feiock and 

Tavares, 2002). The planning mandate was not object of compliance by local governments and 

local land use regulation frequently ignored planning directions. As deHaven-Smith (1998) 

notes “when a desired zoning decision conflicted with the plan, it was often the plan rather 

than the zoning decision that was adjusted” (p.246). 

The shortcomings of the LGCPA were partly overcome by the 1985 adoption of the Local 

Government Comprehensive Planning and Land Development Regulation Act. The Growth 

Management Act (GMA) of 1985 is generally described as a top-down approach to the 

implementation of comprehensive planning by establishing minimum criteria to local 
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governments. During the later part of the decade, local governments were required to prepare 

comprehensive plans and submit them for evaluation to the Department of Community Affairs 

(DCA). 

The centralized nature of the GMA implementation resulted in 91 out of 263 city and 

county plans, submitted by 1990, being found not in compliance according to DCA standards 

(Turner, 1990). The review and approval process continued throughout the 1990s and, today, 

near one hundred percent of all Florida jurisdictions have local comprehensive growth 

management plans. The implementation of the GMA is praised by some as having produced a 

more balanced approach towards growth, while defending the public interest and the 

environment (Turner, 1990a). 

The GMA required consistency between the local comprehensive plan and the land 

development regulations implemented, and established concurrency requirements aiming at 

the provision of public infrastructure in simultaneity with new development. The state 

threatened to withhold revenue sharing funds if local governments did not comply with 

concurrency and levels of service requirements (Turner, 1990a). These requirements resulted 

in reduced new housing starts and limited the physical supply of housing (Feiock, 1994; 

Denslow et al., 1993), increased urban sprawl (deHaven-Smith, 1998; Turner, 1990), and 

reduced housing affordability (Anthony, 2000; 2001). 

Although the concurrency requirements were deemed as necessary, they produced two 

unintended consequences (Turner, 1990). First, concurrency led to increased urban sprawl, 

because development could only be accommodated outside city limits, where pressures over 

infrastructure (roads, water and sewer services, drainage, and solid waste facilities) were still 

small. Second, concurrency negatively affected the local economy contributing to a slowdown 

 195



and forced governments to search for alternative means to finance infrastructure. Initially, new 

development was supported by increased property taxes on existing residents. Later, local 

governments began relying heavily on impact fees (deHaven-Smith, 1998).  

Yearly adoption of impact fees on new development achieved its peak in the later half of 

the 1980s. By 1998, 306 local jurisdictions had adopted some type of impact fees, with a 

significant number placed on fire and emergency medical services, water supply, roads and 

transportation, and parks and recreation. The reliance on impact fees to pay for new 

development demonstrates the willingness of local jurisdictions to find adequate funding to 

manage growth but, according to deHaven-Smith (1998), disguises the lack of ability of the 

growth management framework to properly locate growth. 

In addition to property taxes and impact fees, local governments took advantage of fiscal 

home rule by enacting a local-option gasoline tax set at up to twelve cents a gallon in 1993 and 

a one-cent optional sales tax for infrastructure. The large majority of the counties adopted 

partly or entirely the authorized taxes to finance infrastructure, which shows the fiscal stress 

caused by the concurrency provision present in the GMA36.  

During the 1990s, Florida’s approach to growth management pointed towards sustainable 

development characterized by containing urban sprawl and adopting public-private 

partnerships to preserve ecosystems and to shift development away from environmentally 

sensitive lands (DeGrove and Turner, 1998). The urban sprawl issue is unanimously referred 

in the literature as the main failure of the implementation of the GMA (DeGrove and Turner, 

1998; deHaven-Smith, 1998; Turner, 1990).  

                                                           
36 The surtax on sales can only be adopted by countywide voter referendum making it more difficult to pass, but 
still, 28 out of 67 counties successfully adopted it (deHaven-Smith, 1998). 
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To address urban sprawl problem, several actions were taken such as incentive-based 

initiatives to mixed-use development, infill development and downtown rehabilitation, and the 

establishment of urban growth boundaries (DeGroove and Turner, 1998). With a similar goal, 

exceptions to the concurrency mandate were created in some of Florida’s downtowns in order 

to contain development (deHaven-Smith, 1998).  

At the beginning of the twenty-first century, growth management in Florida is at a 

crossroads. According to deHaven-Smith (1998) there are few pressures for changing the 

system because “…policy makers are afraid that the whole edifice might be reconfigured in 

unpredictable ways if it were altered significantly at the top” and “those who want stronger 

growth controls fear that existing rules might be weakened, while those who oppose growth 

management are afraid of something tougher.” (p.259).  

The contention that local growth management is largely a Not-In-My-Back-Yard 

(NIMBY) phenomenon (Fischel, 2001; deHaven-Smith, 1998) and cannot be addressed by 

statewide initiatives is still open to discussion. In spite of an overall system established at the 

state level, local governments have some discretion in the tools at their disposal to implement 

the plan. It is with this idea in mind that this chapter empirically assesses the variation in the 

use of growth controls and growth management tools in Florida counties. 

 

Local Level Variables and Indicators 

 

In the beginning of the year 2002, Richard Feiock and I mailed a survey to land use 

planners and growth managers in all jurisdictions of the state of Florida. The land use 

management survey instrument, entitled “Land Use Planning in Florida: Implementation and 
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Impact”, gathered information on local comprehensive planning activities of the universe of 

Florida cities and counties, including questions regarding one-stop permit issuance, tax 

abatements, land development regulations, actors involved in land use management and 

economic development, environmental protection through regulatory and non-regulatory 

instruments, and the impact of comprehensive planning in fees, property taxes, borrowing, and 

public enterprises.  

Although every single question included in the survey was relevant to the study of land use 

management practices in the jurisdictions of Florida, the question asking respondents to 

identify all the land use management techniques used by each jurisdiction was the most 

important for this analysis. Twenty-six growth control/growth management techniques were 

listed and respondents were asked to circle the numbers preceding all that have been used by 

their local government during the previous two years. 

From the twenty-six techniques listed, three growth controls and three growth management 

tools were selected as dependent variables. The three regulatory growth controls included 

indicators of adoption of population/building caps, large lot zoning, and urban service 

boundaries by the jurisdiction. The three market-based growth management tools include 

whether the jurisdiction has adopted a transfer of development rights program, whether it has 

incentive zoning, and whether it introduced development impact fees. 

Tables 7.5 and 7.6. report the independent variables included in the local level analysis of 

growth management. The model is operationalized based on the political transaction costs 

framework presented earlier. The data to estimate this model is drawn from several sources. 

The variables measuring economic and sociodemographic effects are available in the 2000 

edition of the Florida Statistical Abstract, with the exception of the environmental interests 
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variable, which was collected by the survey instrument. The variables labeled economic effects 

are intended to tap efficiency reasons that may lead local authorities to adopt certain policy 

tools. Sociodemographic characteristics of county population are expected to reflect the 

citizens’ preferences regarding growth control/growth management. All the variables are 1999 

data, except where noted. 

 

Table 7.5. Dependent Variables: Growth Controls  

(Population Caps/Building Caps, Urban Service Boundaries and Large Lot Zoning) 
Variable Measurement and Predicted Coefficients 

 

Variable Description PC/BC USB LLZ 

Economic Effects     
Density Population per square mile - - - 
Coastal Area Miles of coast in state - - - 
County Growth Rate of population increase (1990-99) + + + 
Sociodemographic Effects     
Income Personal income per capita + + + 
Education Percent of population w/ high school or higher + + + 
Race Percent white (Florida Statistical Abstract) + + + 
Environmental Interests Land use planning survey (2002) - +/- - 
Builder Interests Construction Firm Size (Employees / Firms) +/- +/- +/- 
Developer Interests Real Estate Firm Size (Employees / Firms) +/- +/- +/- 
Homeownership Percent of owner occupied households + + + 
Partisanship Percent Democrat (Presidential election) - - - 
Institutions Effects     
Form of Government Dummy variable (1=Council Manager 0=Other) - - - 

Form of Election Number of Commissioners elected by District + - + 

Home Rule Charter County Dummy variable (Home Rule = 1; No HR = 0) + + + 

Comprehensive Planning 
Expenditures 

Local Comp. Planning Expenditures per capita (1998) - - - 

Growth Management Grants  Growth management grants to local governments per 
capita (1998) 

+ + + 

 

Form of government, form of election, and home rule charter county are available at the 

Florida Association of Counties website (www.fl-counties.com). Form of government takes 

the value of “1” if county government is commission-administrator and “0” otherwise 

(commission or strong mayor). Form of election is measured as the number of county 
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commissioners elected by district. Home rule is a dichotomous variable which equals “1” if 

the county has its own charter and “0” otherwise. 

Data on local comprehensive planning expenditures per capita and state growth 

management grants to local governments was obtained at Florida’s Department of Business 

and Finance (http://www.dbf.state.fl.us/audit.html). 

 

Table 7.6. Dependent Variables: Growth Management Tools  

(Transfer of Development Rights, Incentive Zoning, and Impact Fees) 
Variable Measurement and Predicted Coefficients 

 

Variable Description TDR IZ IF 

Economic Effects     
Density Population per square mile + - + 
Coastal Area Miles of coast in state + - + 
County Growth Rate of population increase (1990-99) + - + 
Sociodemographic Effects     
Income Personal income per capita + +/- + 
Education Percent of population w/ high school or higher + +/- + 
Race Percent white (Florida Statistical Abstract) + +/- + 
Environmental Interests Land use planning survey (2002) + +/- + 
Builder Interests Construction Firm Size (Employees / Firms) - + - 
Developer Interests Real Estate Firm Size (Employees / Firms) - + - 
Homeownership Percent of owner occupied households + +/- + 
Partisanship Percent Democrat (Presidential election) + +/- + 
Institutions Effects     
Form of Government Dummy variable (1=Council Manager 0=Other) + + + 

Form of Election Number of Commissioners elected by District +/- +/- +/- 

Home Rule Charter County Dummy variable (Home Rule = 1; No HR = 0) + + + 

Comp. Plan. Expend. Local Comp. Planning Expenditures per capita (1998) + + - 
Growth Manag. Grants  Growth management grants to local governments per 

capita (1998) 
+ + - 

 

 

Estimation Procedures and Empirical Analysis 

 

Most of the independent variables are available for all 67 Florida counties. However, the 

number of county land use planners that responded our survey was 47 resulting in a response 
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rate of 70 percent and models estimated with 47 observations. Table 7.7. reports the 

descriptive statistics for the independent variables. 

 

Table 7.7. Independent Variables – Descriptive Statistics 

 

Variable Observations Mean Standard Deviation Minimum Maximum 

Economic Effects      
Density 47 29.3 15.7 9.2 87.3 
Coastal Area 47 343.5 742.9 1 5073.6 
County Growth 47 24.6 10.2 9.4 57.5 
Sociodemographic Effects      
Income 47 24364 6863 15321 41907 
Education 47 70.4 9.0 54.5 84.9 
Race 47 81.9 10.8 36.3 96.4 
Environmental Interests 47     
Builder Interests 45 7.5 2.7 1.8 12.7 
Developer Interests 46 7.9 4.2 3.5 27.4 
Homeownership 47 75.5 8.0 54.9 86.4 
Partisanship 47 44.0 6.98 28.3 66.4 
Institutions Effects      
Form of Government 47 .60 .50 0 1 
Form of Election 47 2.7 3.4 0 14 
Home Rule Charter  47 .32 .47 0 1 
Comprehensive Planning Exp. 47 7.4 6.2 0 27.3 
Growth Management Grants  47 4.6 5.2 .35 21.37 

 

Table 7.8. depicts the descriptive statistics for the six dependent variables employed in this 

analysis. A comparison of their means allows us to infer that population and building caps are 

the less frequent growth control, whereas urban service boundaries are used in almost fifty 

percent of all the counties responding the survey. In terms of market-based instruments, 

impact fees are widely used (57 percent of all the counties), while transfer of development 

rights are the least frequent market-based technique. 

All the dependent variables used in this analysis have two possible outcomes. Since county 

governments face the choice of adopting (or not adopting) each policy tool under analysis, it is 

relevant to predict the likelihood that a county will adopt. The probit models employed here 
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will also allow to determine the probability that a jurisdiction, given its specific 

characteristics, will choose to adopt. 

 

Table 7.8. Dependent Variables – Descriptive Statistics 

 

Variable Observations Mean Standard Deviation Minimum Maximum 

Population/Building Caps 47 .11 .31 0 1 
Urban Service Boundaries 47 .47 .50 0 1 
Large Lot Zoning 47 .32 .47 0 1 
Transfer Development Rights 47 .28 .45 0 1 
Incentive Zoning 47 .38 .49 0 1 
Impact Fees 47 .57 .50 0 1 

 

The reasons for the choice of a probit model rather than a linear probability model are 

extensively discussed in econometrics textbooks37 and will not be addressed here. The probit 

model is estimated through nonlinear maximum likelihood. Heteroscedasticity-robust standard 

error procedures were undertaken to deal with heteroscedasticity and its undesirable 

consequences (underestimation of standard errors and overestimates of t-scores).  

During the estimation, I encountered a few problems with independent variables 

generating perfect predictions. This was the case with form of government in the PC/BC 

model, where PC/BC were always adopted in counties where council-manager is the form of 

government. The variable was removed from the model to avoid this problem in the 

estimation. A similar problem ocurred with the variable growth management grants. All the 

counties that adopted PC/BC in the last two years received no grants in the fiscal year of 1998. 

The small number of successful (success = 1) observations for the PC/BC model is the cause 

of these problems and led to the decision of excluding the variables representing 

                                                           
37 The problems with the linear probability model include heteroscedasticity, nonsensical predictions, and wrong 
functional form. For complete details see Long (1997), Gujarati (1995), Pindyck and Rubinfeld (1998), and 
Greene (1997). 
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environmental interest groups, construction firm interests and developer firm interests due to 

similar problems in all the other models. This decision did not affect substantially the results. 

Preliminary tests indicated that the three interest group variables failed to reach statistical 

significance. 

 

Table 7.9. Probit Analysis – Regulatory Growth Management Programs  

(Population/Building Caps, Urban Service Boundaries, and Large Lot Zoning) 

 

 PC/BC USB LLZ 

Variable Coefficient Robust 

Std. Error 

Coefficient Robust 

Std. Error 

Coefficient Robust 

Std. Error 

Economic Effects       
Density -0.207 0.145 -0.038*** 0.017 -0.220 0.136 
Coastal Area -0.007 0.006 -0.001*** 0.000 -0.003*** 0.001 
County Growth -1.301 0.889 -0.027 0.039 -0.013 0.058 
Sociodemogr. Effects       
Income -0.000 0.000 0.000 0.000 0.001*** 0.000 
Education 0.406 0.258 0.157*** 0.070 0.058 0.070 
Race -0.107 0.137 -0.026 0.030 0.928*** 0.288 
Homeownership 0.900** 0.476 -0.025 0.050 -0.441*** 0.129 
Partisanship -0.509 0.401 0.009 0.051 -0.125 0.085 
Institutions Effects       
Form of Government - - -1.897** 0.995 -4.044*** 1.557 
Form of Election -1.284*** 0.650 -0.062 0.112 -0.015 0.124 
Comp. Plan. Expend. 0.462 0.354 0.097** 0.055 -0.462*** 0.147 
Growth Manag. Grants  - - -0.073 0.138 0.347 0.230 
Constant -35.54** 21.21 -5.280 6.769 -52.12*** 20.05 
    

Wald χ2 20.40 31.74 49.49 

Probability > χ2 0.03 0.002 0.000 

R2 0.62 0.43 0.74 
N 47 47 47 

 

The coefficients resulting from the estimation can be used to calculate the predicted 

probabilities of adopting a specific policy tool. Table 7.9. reports the estimates for the 

adoption of three growth control instruments – population caps/building caps (PC/BC), urban 

service boundaries (USB), and large lot zoning (LLZ). 
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The empirical results reveal some support for our hypotheses. The commission-

administrator system is negatively associated with the adoption of both urban service 

boundaries and large lot zoning. This should come as no surprise, since administrators are less 

likely to favor growth control instruments, which can have adverse consequences for 

economic development, whereas strong mayor and commission forms of government are more 

likely to respond to specific interests. In the case of large lot zoning, the combined results of 

income, race, and form of government point to the acceptance of the exclusionary zoning 

hypothesis, with predominantly white and wealthier counties with unreformed government 

structures adopting this type of zoning regulation. 

According to the expectations, large lot zoning is associated with less spending in 

comprehensive planning. The enactment and implementation of this particular type of 

regulation does not entail substantial administrative costs, even though rent-seeking activities 

may be related to this type of zoning. 

The coefficients of the three efficiency measures are negative for all the growth control 

models. Although the three regulatory growth control tools have much in common, the 

adoption of urban service boundaries (USB) has some distinctive characteristics. The results 

indicate that communities with lower population density are more willing to adopt USB, 

perhaps precisely because the goal of this policy tool is to increase density within the confines 

of the USB. 

The miles of coastal area also seem to reduce the need for the adoption of both USB and 

LLZ, most likely because water already operates to reduce sprawl and coastal communities are 

rarely characterized by low population density. Under these circumstances, USB are not 

required and the implementation of LLZ not feasible. 
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The negative consequences of urban sprawl lead to the adoption of USBs to contain it. 

More educated communities are more likely to recognize the adverse effects of sprawl and 

adopt USB. 

The adoption of limits on population and construction is more frequent in counties where a 

larger percentage of home owners is present. This is consistent with our expectations that 

population and building caps are enacted to secure the quality of life in jurisdictions threatened 

by growth and neighborhood effects. As Fischel (2001) argued, financial motives seem to lead 

home owners to pursue NIMBY strategies such as these.  

The same reasoning explains the results obtained with the large lot zoning model. The 

presence of district representation also decreases the likelihood of adoption of population and 

building caps. This indicates that at-large representation facilitates the adoption of this policy 

tool, perhaps because it operates to place limits throughout the entire jurisdiction. 

The negative sign of all coefficients of the county growth rate in the three models indicates 

that communities are more likely to adopt growth controls when the growth rate is small, 

possibly as a means to prevent that it increases or simply because they can, as in the case of 

large lot zoning. Although the coefficients are not significant, they point to the need of further 

testing. 

The results regarding USB confirm that low density ansd less urban communities are 

attracted to this form of growth control as it reduces the cost of provision of services and 

contributes to preserve agricultural and open space areas in the jurisidiction. Larger spending 

in comprehensive planning is positively associated with the enactment of USB. This important 

result points to the unique characteristics of USBs as a growth control tool, which requires 
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more administrative costs in the implementation features as it can be inferred from (Knaap, 

1988; Nelson, 1988). 

Table 7.10 reports the estimated coefficients and standard errors for the three market-based 

growth management programs. Transfer of development rights (TDR) programs are more 

common in Democrat counties receiving less state growth management grants, and where 

commissioners are elected at-large. Democrat dominated counties are more likely to have 

TDR programs because growth management tools are thought to be less exclusionary. 

 

Table 7.10. Probit Analysis – Market-Based Growth Management Programs  

(Transfer of Development Rights, Incentive Zoning, and Impact Fees) 

 

 TDR IZ IF 

Variable Coefficient Std. Error Coefficient Std. Error Coefficient Std. Error 

Economic Effects       
Density -0.030 0.020 -0.198*** 0.060 -0.040 0.031 
Coastal Area -0.000 0.000 -0.002*** 0.000 -0.001 0.001 
County Growth -0.023 0.036 -0.112*** 0.041 0.329*** 0.119 
Sociodemogr. Effects       
Income 0.000 0.000 0.000*** 0.000 0.001*** 0.000 
Education 0.025 0.042 0.029 0.055 -0.006 0.048 
Race 0.031 0.030 0.136*** 0.064 0.322*** 0.099 
Homeownership -0.092 0.057 0.057 0.051 0.054 0.093 
Partisanship 0.121*** 0.049 -0.291*** 0.095 0.311*** 0.095 
Institutions Effects       
Form of Government -0.340 0.598 -0.723 0.999 -0.457 0.966 
Form of Election -0.246*** 0.116 0.051 0.148 0.325*** 0.143 
Comp. Plan. Expendit. 0.023 0.055 0.179*** 0.066 -0.138** 0.073 
Growth Manag. Grants  -54.00*** 17.40 -2.147 2.323 -1.241*** 0.480 
Constant -2.498 6.078 -3.716 6.730 -66.63*** 17.45 
       

Wald χ2 36.96 26.31 43.24 

Probability > χ2 0.000 0.009 0.000 

R2 0.46 0.61 0.74 
N 47 47 47 

 

The use of district representation reduces the likelihood of adoption of a TDR program,. 

This may indicate representation of geographic interests in local politics makes the types of 

exchanges and agreements necessary for TDR more difficult to achieve. In particular, when 
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sending and receiving areas are different, the opposition is more likely successful if 

commissioners are elected by district rather than at-large. 

The negative effect of growth management grants in TDR adoption confirms the 

hypothesis developed in chapter five that this market-type transaction is less costly to the 

public since it does not involve monitoring costs as command-and-control regulation. 

Communities facing fiscal stress are then more likely to enact TDR programs to manage 

growth, as well as other market-based tools. The results concerning impact fees fully confirm 

this idea. 

The expectations regarding income, education, and race were not confirm for the adoption 

of TDR programs. The opposition of home owners also does not receive empirical support, 

possibly because TDR is frequently a zero sum game in terms of redistributive consequences 

for home owners. Additionaly, some TDR programs are mandatory,which can create 

opposition from home owners due to a reduction in discretion. 

The findings with respect to incentive zoning (IZ) are rich and worthy of extensive 

comment. All variables testing the use of incentive zoning with efficiency goals are 

statistically significant with the predicted sign. Incentive zoning is most likely adopted in less 

dense and slow growth inland counties. The reason for this seems clear: the immediate 

consequence of IZ is an increase in the jurisdiction’s population density, so it becomes more 

attractive to adopt such technique in counties with these specific characteristics. 

In chapter five, I argued that, contrary to other growth management tools, incentive zoning 

is frequently associated with affordable housing provision. The results contradict this 

expectation. Wealthier, predominantly white, Republican communities are more likely to 

provide density bonuses. Although the results contradict the expectations, it can be argued that 
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communities with these sociodemographic characteristics will also require more affordable 

housing provision. For communities with these features, market-based tools may constitute a 

better option than command-and-control regulation. Local officials are likely to prefer less 

intrusive policy instruments that closely mirror the communities sociodemographic 

composition and minimize transaction costs in their relationship with their constituencies. 

The adoption of impact fees is typical of wealthier, predominantly white, Democrat 

counties, experiencing fiscal stress and strong growth rate. Impact fees work better to manage 

growth by imposing costs on new development and excluding those unable to pay. The 

findings indicate that exclusion of moderate and low income families with high demand for 

local services is likely taking place in Florida counties adopting impact fees. Complementary, 

the adoption of this policy tool is motivated by a wish to attract above the average income 

residents that enable the jurisdiction to overcome difficulties in financing new development. 

The three empirical analyses concerning market-based tools show that the size of minority 

populations is a barrier to the use of these types of programs. The policies are more likely 

adopted in racially homogeneous white counties and not in counties with significant black 

populations. 
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CHAPTER 8: CONCLUSION 

 

This project focused on intergovernmental relationships between states and their local 

communities in environmental policy. Previous works focusing on the delegation of authority 

have been primarily concerned with inter-branch delegation within a single level of 

government. (Epstein and O’Halloran, 1999). This dissertation takes this theoretical 

framework a step further by arguing that state governments also delegate authority to local 

governments to carry out policy. 

The theoretical framework argued that state-local relations can be thought of as contracts 

between a principal (the state legislature) and a series of agents (local governments). This 

agency relationship is characterized by information asymmetry and differences in preferences 

between the principal and the agents. As a result, I argued that each state legislature will tailor 

the legislation to the specific characteristics of the state, including local institutions and socio-

demographic characteristics. The match between the features of the approved legislation and 

state characteristics assures the minimization of economic and political transaction costs by 

state legislators. In other words, the legislation approved depends on a series of economic and 

political efficiency variables, which determine the content and features of the law. Here, I am 

not suggesting that state policies are always Pareto efficient. Instead, I argue that, given the 

limitations in contract enforcement due to incomplete information, commitment problems and 

other contracting costs, the policy outcomes reflect the intent of political actors to further their 

economic and political goals, regardless of the goals of the rest of society’s goals.  
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As Krause and Bowman (2001) argued for the national level, state governments are 

interested in maximizing policy influence and will delegate authority to local governments if 

they are convinced that their policies will be implemented as enacted. When transaction costs 

are high, state governments are better off centralizing authority and avoiding delegation. 

A large number of theoretical works have focused on intergovernmental relations between 

the national and the state levels of government. In this context, there is a clear deficit in the 

theoretical literature of state-local level studies. Empirically, this gap is even larger, perhaps 

due to the difficulty in gathering data allowing large N, quantitative studies. This work begins 

to close this gap and will hopefully stimulate more research in this area.  

The dissertation addressed two subjects within the environmental policy area: solid waste 

management and growth management. The main difficulty was to operationalize the 

dependent variables. There is no clear way to measure variation in state legislation across 

states and over time. In the case of growth management, I used the count of pro-growth 

management laws to assess this variation. The count has the advantage of being fairly easy to 

measure, even if it does not convey intensity or stringency of the legislation. In contrast, in the 

solid waste analysis, I employed the percentage of recycling mandated by state legislation. 

Although this measure accounts for variation in intensity of commitment by the state 

legislature, in most cases, it only varies once every four or five years, which creates some 

problems in the estimation of regression models. In spite of these limitations, the analysis is 

unique because it uses these indicators for all the fifty states and the ten year period (1991-

2000). 

 210



The results of the empirical analysis demonstrate that state legislators share the risks of 

policy choices and decisions with local level officials and consider past and present local 

government practices, when adopting specific legislation. In addition, state institutional 

variables such as the degree of professionalism of state legislatures seem to be important 

factors in the approval of state environmental policy. Finally, the political transaction costs 

arguments are confirmed by the results regarding the influence of local institutions in state 

level policy making. The empirical findings indicate that, when one considers the effect of 

local institutions in the aggregate, the impact on state environmental policy is important, 

affecting the expectations and monitoring costs of state legislators. 

The second major question this project answered is to what extent transaction costs of 

local politics affect environmental policy instrument choices made by local governments. I 

employed the concept of policy instrument/policy tool to convey the idea that local 

government officials have goals that are pursued by using certain means (“tools”). The policy 

instruments enacted by local governments are specific to each policy arena. Accordingly, I 

detailed a group of solid waste management instruments (recycling, incineration, landfilling, 

and source reduction) and a group of growth control/management tools (population/building 

caps, large lot zoning, urban service boundaries, impact fees, transfer of development rights, 

and incentive zoning). 

The county as a unit of analysis has very unique features that make conclusions 

problematic. Counties are similar to cities in that they are considered “creatures of the state” 

and, for that reason, many of the conclusions drawn here with regard to counties can also 

apply to cities. On the other hand, county governments can sometimes be thought of as 

regional levels of government, presenting solutions which may involve several city 

 211



governments. It is with this safeguard in mind that one can extend the conclusions of this work 

to other local jurisdictions.  

The preferences of local officials for one or several instruments depends on a series of 

factors. First, the choice can be motivated by economic efficiency reasons. In this case, the 

adoption of specific policy instruments helps local governments to deal with local market 

failures. Second, local officials choose the instrument or combination of instruments that 

allows them to minimize political transaction costs. In other words, local officials aiming at 

reelection choose the tool(s) that closely mirror the socio-demographic composition of each 

community.  

The empirical findings reveal that neither of these factors can be ignored in explaining 

local environmental policy options. In the solid waste management analysis, we were able to 

see that more populated and less dense communities with larger percentage of high school 

graduates are more likely to have larger recycling program coverage. The choice of recycling 

is also favored by reformed county governments (commission-administrator) and by state 

grants to Florida counties.  

In the growth management analysis, socio-demographic such as income, education, race, 

homeownership, and partisanship play an important role in explaining the adoption of both 

growth controls and growth management tools by Florida counties. Choices among regulatory 

and market-based instruments for managing growth also have not been systematically 

investigated. The comparison between regulatory and market-based growth management 

programs did not produce the expected substantial differences in terms of determinants of 

adoption. The results point to some important differences across programs which should be 
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explored through the extension of the analysis to the city level and to other local jurisdictions 

outside the state of Florida.  

More generally, I would argue that policy instrument choice is influenced or constrained 

by local institutions (form of government, system of election, and home rule status) and state 

level constraints (state grants to local governments) and, therefore, the political transaction 

costs of state-local relations is the most appropriate theoretical framework to understand the 

policy-making process involving more than one level of government. 

For the first time, this project applies the policy instruments approach to local policy 

choices.  I was able to show the vast number of tools at the disposal of local officials to 

address each jurisdiction’s specific problems and reach their political goals. There is also 

potential for future work to extend this research to a larger set of policy instruments that 

communities employ in their efforts to control or manage development and to examine the 

influence of various interest groups and organizations in the community.  

To date, motivations based in distributive consequences have not been given sufficient 

attention in efforts to explain when and where specific growth policies have been employed. 

While this work generally expands our knowledge regarding land use controls, such as zoning 

regulation and growth caps, it makes an especially significant contribution to the growth 

management and market incentives literature.  

In both local level analyses, it is possible to verify a pattern in terms of community 

characteristics which favor both recycling and growth management programs. In general, 

wealthier, more educated and racially homogeneous communities are more likely to engage in 

environmental policy programs perhaps because the concern of local officials is to maintain a 
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high quality of living for their constituents and this can be best accomplished using specific 

policy tools. 

 

Directions for Future Research 

 

The main goal of this work was to develop a transaction cost politics framework that can 

be applied to intergovernmental exchanges and local level policy making. One of the major 

contributions of this framework to environmental policy analysis resides in the inclusion of 

both economic and political efficiency motivations of state and local level policy makers. This 

does not represent a sharp departure from the political science tradition, but it extends 

previous political economy explanations to include different forms of uncertainty. Policy 

adoption is influenced by the traditional political and economic variables, but it also depends 

on the expectations of politicians towards reelection, legislative and administrative capacity in 

the implementation process, and the past practices of each jurisdiction. These aspects of 

uncertainty were taken into account in the theoretical framework and empirical analysis, 

providing richer and more encompassing explanation for the state-local level policy-making 

process. 

Previous work in the environmental policy field has frequently failed to account for the 

effects of the variation in local contextual factors in state level policy. This project explored 

this link using the transaction cost politics framework and, at the same time, addressed local 

level changes in one state as a consequence of state level variation. Future research should 

focus on local policy from a national perspective and search for differences in local policy 

across the fifty states.  
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Such task could be tackled by a similar transaction cost politics framework, since state 

level rules (institutions) are likely to expand and/or constrain local level choices and policies. 

If state level rules act as constraints to local behavior, one can also expect that local officials 

(agents) will exhibit adaptive behavior in order to pursue their self-interest engaging in what 

Sbragia (1996) called the politics of circumvention. Sbragia (1996: 102) argued that 

throughout the twentieth century local governments became increasingly immersed in “…a 

complex framework of limitations constructed by state governments, state courts, and the 

Supreme Court.” To address these limitations, localities promoted legal, financial, and 

organizational strategies of circumvention that allowed them to pursue their own goals without 

violating the rules established by their principals. This research agenda contrasts with and 

complements the state level policy analysis developed here.  

Much attention has been focused on state level adoption of growth management and 

planning mandates as well as solid waste comprehensive planning, but far less on local 

policies. Several questions were addressed to overcome this deficit, such as the impact of state 

grants in local policy choices, the determinants of local policy instrument choice, and the role 

of local institutions.  

This framework proves to be useful when considering two specific topics within the area 

of environmental policy. I believe it is possible to extend this framework to other policy areas 

where the role of states and local governments is extremely relevant, such as education policy 

and economic development.  
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