


In 1998, the Se idtnan Award will note its twenty-fifth yea r as 
an increas ingly recogni:ed and respec ted honor presented annual
ly to a po li t ica l econom ist , o r a soc ial sc ientist whose \\'ork repre
sents a close inter-disciplinary connec tion with economics. 

In its twe nty-four years, the honor has been award ed to rec ipi 
ents frotn s ,,·eden , Hunga ry, Belgium , England , and the U nited 
Sta tes of Amen ca. . It is truly internati onal in scope. Of the twen 
ty-four rece iving the Award, five have subsequently been named 
winners of the N obe l Prize in Economics. 

Additionally noteworthy is that the Board of Trustees and Se lection 
Cotnmittee of tl1e Award, since its inception, have been composed of 
the most eminent economists and social scientists, all of whom have 
been actively involved in the Award's govem ance and progress. 

The presenta tion of the acceptance paper by Elinor O strom, 
the 1997 rec ipient , represents an historic departure fro m the pro
cedure of the previous twenty-three yea rs. Rath er than prese nt ing 
her paper at the fo nnal Award banquet, Professor Ostro m did so 
a t another sess ion before an audience of students, fac ulty, and 
members of the Memphis business and profess ional communities . 
Various aspec ts of the paper were then d iscussed with Professur 
O strom by Profess ors Kenneth Arrow, Thomas Schelling, and 
Amartya Sen . The ir in trodu ct ions are on the pages tha t foll ow. 
The sess ion was moderated by Professor Michae l Nelson of the 
Department of Politica l Sc ience at Rhodes College . His expertise 
in the field of political sc ience is widely recognized and punctuat
ed by numerous writings and lectures and focusing, to a degree, 
on the American presidency and American po litics . Many 
Memphians will recogn ize Mike as the political analys t for NBC
T V station Channel 5. 

On the fo llowing pages are Professor Ostrom's written acceptance 
paper and a transcript of the panel discuss ion on the paper. A lso 
included in this booklet is the forma l presentation of the Award to 

Elinor O strom made by Kenneth A rrow on September 27, 1997. 
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PRESENTATION OF ACCEPTANCE PAPER 
Introduction of Professor Ostrom by 

Professor Michael Nelson, Professor, Department of 
Political Science, Rhodes College and Panel Moderator 

What a gr at pleasure it is to introdu e Elinor Ostrom to a 
Memphis audience and to Rhodes audience. Two themes run 
l:oldly through Profe --or O ·trom' professional life. The first is a 
commitmen t to Ind iana Un iversity, where afte r growing up in Los 
Ange les and earning her B.A., M.A., and Ph.D. at C LA , she 
has spe nt her ent ir acad mic car r, and where, since 199 1, she 
ha · been the Arthur F. Bentley Professor of Po liti ca l c ience. It 
wa · at Indiana University that, in 1973, she anJ another distin
guished po li tical sc ientist, her husband Vine nt Ostrom, founded 
the wide ly renowned Work ·hop in Po li tical Theory and Policy 
Analys is. That work ·hop, happ ily hou · d in an o ld fratern ity 
hou ·e, ha · become an inte ll ectual oas is for scholars from numer
ous academic di sc ipline ~ and many nations, a ll of them con
ce rned with applying politica l and economic theories to prac tica l 
is ·ues of public po licy. From her base in Indiana, Profes ·or 
Ostrom ha trave led the world , do ing re ·earch everywhe r from 
St. Louis to N epa l and responding to pleas for her adv ice from 
everyone from the ational Sc ience Foundation to the at ional 
Sheriffs' Assoc iat ion . At present she is Pres ident of the American 
Political Science Assoc iat ion. As President of the APSA she 
graces the office previously occupied by such ce lebrated public 
intellectuals as C harles Beard, James MacG regor Burns, James Q. 
Wilson, and W oodrow Wilson . 

The second theme that marks Professor Ostrom's ca ree r is pro
lific, exce llent, and pathbreaking scholarsh ip . She is the author of 
more than a dozen books and nearly a hundred scholarly art icles. 
I' ll mention the titles of two of those books to you because I 
think it would be unconsc ionable not to do so: Governing the 
Commons is one and Rules, Games, and Common- Pool Resources 
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(co-authored with Roy Gardner and James Walker) is the other. 
But as for the rest, perhaps we can agree to stipulate that were I 
to enumerate them all, you would be enormously impressed. 

More important than the numbers of Professor Ostrom's pages 
in print, have been the issues that have animated her scholarship. 
She's concerned with people- with farmers who may not have 
enough water to irrigate their fields; with fishers who may or may 
not be able to catch enough to feed their families; with city 
dwellers whose streets and neighborhoods are either safe or 
unsafe. And she is concerned with the institutions that, to a 
greater or lesser degree, make it possible for government of and by 
the people to address those concerns. She will have much to say 
about her work in a moment, but for now let these words from a 
recent article by her and Vincent suffice. Quoting, "How people 
think of themselves, structure their relationships with others, a·nd 
pursue the opportunities that they see as available to them may 
make the difference between a sustainable and meaningful way of 
life and one reduced to rubble. Working with others to gain 
mutual advantage under changing conditions of life requires sub
stantial use of knowledge, moral sensitivity, skills and intelligence 
in the exercise of self-governing capabilities." Ladies and gentle
men, I give you the recipient of the 1997 Frank E. Seidman 
Distinguished Award in Political Economy, Elinor Ostrom. 
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THE COMPARATIVE STUDY OF 
PUBLIC ECONOMIES 

by 
ELINOR OSTROM 

Workshop in Political Theory and Policy Analysis 
Center for the Study of Institutions, Population, and 

Environmental Change 
Indiana University 

Thank you very much. I wish to thank the Seidman Award 
committee for se lect ing me to receive this wonderful Award. It is 
a great h onor and I am very apprec iative of their recognition . 
Espec ially in light of the dist inguished colleagues who h ave beeri 
my predecessors. 

One of Adam Smith's major contributions was the deve lop
ment of a theory of order that demonstrated the possibility of 
beneficial outcomes emerging from the independent contribu
tions of many individuals pursuing their own interests within a 
set of agreed upon rules. Smith's work provided the foundation 
for modern micro-economics that has formalized the theory of 
competitive marke ts. Individuals organize themselves into enter
prises that seek out opportunities for gain through production and 
exch ange. Competition among buyers and se llers exchanging 
purely private goods in an open market within a lega l framework 
that defines and enforces property rights and contractual agree
ments, generates incentives that lead toward optimal results. 
While each participant tries to max imize his or her own welfare, 
competition among produce rs and consumers of pure private 
goods leads to an increase in the benefits for all while driving 
individual advantage over others to a minimum. Public polic ies 
consistent with this view of order encourage the deve lopment of 
markets as a stimulus to increase "the wea lth of nat ions." 

Smith's theory of order stands in marked contrast to that of 

3 



Thomas H obbes, who argued that self-organization and competi
tion leads to warfare and necessitates a single center of power 
dominating all social relationships and imposing peace and order 
on others. For Hobbes, order came from having a single decision 
maker rather than relying on the decisions made by many self-orga
nized and independent decision makers. While modern scholars 
frequently deny their reliance on H obbesian intellectual roots, the 
modern theory of "The State" is a direct descendant of Leviathan. 
The State is defined as an organization with a monopoly over the 
authority to make law and the legitimate use of coercion . 

A major question puzzling an alys ts for some time has been how 
far the logic of market organization can be applied to the organi
za tion of productive activities beyond strictly private goods. In 
1954, Paul Samuelson, for example, demonstrated that it was not 
poss ible to rely on decentralized, spontaneous (self-organized ) 
processes to achieve the same level of optimality as that of an 
open competitive market when the goods involved were public 
goods and thus not excludable and subtractable. In the same year, 
H . Scott G ordon examined the effect of open competitive 
processes for common-pool resources, such as fisheries, where 
exclusion is also difficult but the goods appropriated by one user 
are not available to others. Both Samuelson and G ordon-and 
many scholars who h ave built on the ir work-revealed subopti
malities when dealing with collective goods (the term I will use 
to include both public goods and common-pool resources ). 
Problems range from minor underprovision to the "tragedy of the 
commons." Markets fail to achieve optimal results when external
ities are generated, and it is difficult to exclude beneficiaries who 
gain an advantage without their contributing to the cost of provi
sion. A policy prescription stemming from the work of these 
political economists and from some theoretical traditions in pub
lic administration has been that a centralized authority is neces
sary to achieve greater welfare potentials for collective goods. 

Contemporary policy prescriptions tend to recommend Smith's 
concept of market order for all private goods and Hobbes's con-
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ception of the sovereign State for all collective goods. S ince 
many of the goods and services des ired in a modern economy are 
not pure private goods, this leads to the prescription that the 
S tate-in the singular-should provide and produce all the goods 
and services where markets fail. Showing that one institu t ional 
arrangement leads to sub-optimal performance is not equiva lent, 
h owever, to showing that another institutional arrangement will 
perform better. Government monopolies also fa il in providing 
and produc ing local public goods and common-pool resources 
effic iently and equitably. When preferences for levels and types of 
loca l public goods- such as the use of public spaces, the leve l of 
police protection, or investments in urban infrastructure- vary 
substantially within sub-populations, no known voting mecha
nism translates individual preferences into stable aggregations 
that reflect "the public interest" (Arrow, 1951) . Problems of 
information loss , shirking, and budget maximization are substan
tial in large public bureaucrac ies (Tullock, 1965; Williamson, 
1967; Miller, 1992). Mechanisms to reduce shirking and corruption 
are difficult to establish . Thus, the Market and the State both fail 
to increase welfare in some of the domains of modern political-eco
nomic life. Consequently, politica l economists need a richer set of 
policy formulations than just "the" Market or "the" State. 

The poverty of our formulations stems, to some extent, from 
the separation of political economy into two disciplines that h ave 
evo lved along separate paths. While substantial advantages exist 
from academic specialization, sweeping prescriptions based on 
stylized notions of the institutional arrangements studied by other 
disc iplines are negative fallouts of overspecialization . When econ
omists show that market arrangements fail, they are frequently 
willing to make simple recommendations that the State should 
take care of these problems without asking h ow incentives are 
generated to improve performance. The extant theory of collec
tive action, which links the work of all political economists, h as 
accentuated the presumed necess ity of the State as an alternative 
to the Market, since the accepted theory predicts that se lf-organi-
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zation to provide public goods or manage common-pool resources 
is highly unlikely. When political scientists and policy analysts 
show that overcentralized governmental units fail to perform, 
they sometimes recommend "privatization" as a panacea without 
working through the logic of how to create a set of incentives 
that increases performance. 

My academic career has been devoted to the development of 
empirically grounded theories to cross the great divide between 
economics and political science (as well as the other social sci
ences) in the conduct of comparative institutional analysis. As an 
institutional analyst, I have been particularly interested in how 
public economies evolve to provide and produce public goods and 
common-pool resources and how the structure of diverse public 
economies affects the incentives and patterns of interactions of 
participants and the outcomes achieved. In collaboration with 
many colleagues, I have studied public economies in urban areas 
of the United States as well as those governing and managing 
diverse common-pool resources in many parts of the world. The 
more recent research on common-pool resources is relatively well 
known. The earlier research on the public economies of metro
politan areas was published in widely scattered sources and is not 
generally known. Since this research illustrates the method of 
institutional analysis that many of us at the Workshop in 
Political Theory and Policy Analysis have developed over the 
past three decades, 1 and since it is relevant to contemporary poli
cies, I wish to share with you some of my current reflections on 
the public economies of urban areas drawing on this earlier 
research program. 

What are Public Economies? 

Public economies-as contrasted to market economies-are 
composed of collective consumption units of varying sizes that pro
vide services by arranging for their production and regulating 
access to, patterns of use, and appropriation of collective goods. 
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Prov ision of se rvices is thus viewed as a distinct process apart 
fro m production (V. Ostrom, Tiebout, and Warren, 196 1). There 
is no need to organize co llec tive consumption units in a private 
economy, because indiv iduals and households already serve as the 
ac tive decis ion makers related to demand articulation and con
sumption . Wheneve r exclusion is problematic-as with public 
goods and common -pool resources- creating a collective con 
sumption unit larger than a household is essential to overcome 
problems of free riding and strategic preference revelat ion , to 
determine how costs will be shared among those who benefit , to 
arrange for production, and to regulate patterns of access, use , 
and appropriation . Many collective consumption units are them
selves units of government that range in size from small suburban 
munic ipalities, to the government of an entire nation, to the 
internat ional reg imes linking multiple national governments. 
They may also range in scope from single-purpose spec ial districts 
to general-purpose gove rnments authorized to undertake a wide 
diversity of tasks. C ollective consumption units also include a 
wide dive rsity of organizations that are not governments and may 
not even be formally constitu ted. N e ighborhood organizations, 
condominiums, church es , voluntary assoc iations, and peak associ
ations may also function as collective consumption units related 
to one or more collective goods. 

The producers in a public economy are frequently governments, 
but they may or may n ot be the same organizing unit as the col
lective consumption unit that organizes the provision side. Some 
municipalities organize the ir own school systems, road depart
ments, and police departments. Others contract with other gov
ernments to produce one or more services for the ir community. 
And, the producers in a public economy are frequently private 
for-profit or not-for-profit firms that produce collective goods for 
collective consumption units pay ing for goods or serv ices. 

The primary reason for using a form of collective organization 
is to solve problems of provision. But once a collective consump
tion unit is established, how production is organized is an entirely 
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separate question. A collective consumption unit is faced with at 
least six different institutional arrangements for arranging for the 
supply of local public goods (V. Ostrom and E. Ostrom, 197 8). 
These include: ( 1) establishing and operating its "own" produc
tion unit, (2) contracting with a private firm, (3) contracting 
with another governmental unit, ( 4) obtaining some services 
from its own production unit and other services from other gov
ernmental or private producers, (5) establishing standards of ser
vice that must be met by authorized producers and allowing each 
consumer to select a private vendor and to procure services from 
an authorized supplier, and ( 6) issuing vouchers to families and 
permitting them to purchase service from any authorized supplier. 
All of these arrangements are used by collective consumption 
units at a local, regional, national, or international level to 
arrange for the production of collective goods. 

Local public economies are not markets. Nor are they hierar
chical in structure. Individuals are not able to engage in a wide 
diversity of independent quid pro quo relationships with any ven
dor they choose. Decisions are made for collectivities of individu
als who are then held responsible to provide tax revenue and user 
charges to pay for the provision of public goods and services 
(ACIR, 1987, 1988, 1992; Parks and Oakerson, 1989). Like mar
kets, however, there are regular relationships among entities in a 
local public economy. One can think of these regular patterns of 
relationships as constituting an industry structure (V. and E. 
Ostrom, 1965). One must examine structure and performance at 
an interorganizationallevel of analysis rather than at the level of 
a single firm or governmental unit. Samuelson and Gordon were 
correct in their analysis that strictly private market arrangements 
fail when confronted with public goods and common-pool 
resources. Their analysis was incomplete, however, because only 
one alternative to market arrangements was considered. 
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The Relevance of Public Economies for Public Policy 

Public economies are not as well understood by economists or 
political scientists as either market economies or hierarchies. 
Scholars working within the traditional disciplines of political 
science and public administration have long been perplexed, for 
example, by the sheer complexity of the delivery arrangements 
existing in American metropolitan areas. A frequent view of met
ropolitan institutions has been that they are chaotic and incom
prehensible. Given that scholars studying metropolitan service 
delivery arrangements could find no order in them, the reaction 
has been to recommend that metropolitan institutions should be 
radically consolidated and streamlined. Many articles, books, 
monographs, and reports written by urban scholars recommend 
the elimination of smaller jurisdictions and the creation of a few, 
large, general-purpose governments to produce all local services 
in any given metropolitan area. 2 

This literature has been the basis for many consolidation refer
enda placed before voters who repeatedly reject the proposed 
reforms. In 1970, Amos Hawley and Basil G. Zimmer summarized 
the dominant academic view of the day: 

A diagnosis of the metropolitan malady is comparative
ly easy and its logic is too compelling to admit disagree
ment. Given the diagnosis the treatment seems just as 
apparent: consolidate the many political units under a sin
gle, over-arching municipal government. With one stroke 
the many conflicting jurisdictions could be eliminated and 
a fragmented tax base could be combined into an ade
quate source of revenue for an entire community. 
Nothing, it would seem, could be more obvious or more 
rational. For that reason governmental consolidation has 
had numerous advocates. It has also had numerous oppo
nents. Indeed, opposition to such a proposal has been 
monumental (1970: 3). 

This view has been reiterated continuously through the years. 
In the May 1997 issue of The New Leader, for example, Michael 
Lind echoes the same theme in an article on "A Horde of 

9 



Lilliputian Governments." Lind vigorously complains about the 
"multiplication of little electorates like coral polyps, which pile 
together in reefs that lack any ordering principle other than 
propinquity" (1997: 7). In the September 9, 1997, issue of my 
local newspaper, a noted economist at Indiana University strong
ly recommends the consolidation of Bloomington and another 
municipality with the county in which they are located.3 

A Monocentric Theory 

Scholars working within traditional boundaries of political sci
ence and economics, along with many journalists, have so focused 
on the incomprehensibility and irrationality of metropolitan sys
tems, that they have not asked why these systems have evolved 
the way they have or why voters, when provided with the oppor
tunity, have repeatedly rejected proposals to consolidate govern
ments in metropolitan areas. Scientific progress is difficult when 
the phenomena of interest is perceived as incomprehensible. 

Implicit in the proposals for widespread reform is a theory of 
monocentric order. The basic assumptions of this theory are: 

1. Urban public goods and services are relatively homogeneous and 
similarly affect all neighborhoods within a metropolitan area. 

2. Urban voters share relatively similar preferences for urban 
goods and services. 

3. Voters effectively articulate their preferences for diverse urban 
goods and services through a single electoral mechanism. 

4. Large scale is needed to finance high quality services. 
5. Elected officials can best specify the levels of urban goods 

and services that should be produced to public bureaus and 
determine tax revenues to achieve these objectives. 
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6. Heads of public bureaus have effective command over street
level bureaucrats who then produce the highest level of pub
lic goods and services given the budget they receive. 

7. Street-level bureaucrats deliver these goods and services to 

passive clients. 



There are fou r broad types of actors in this theory: c itizens, 
elected offic ials, bureau h eads, and stree t-leve l bureaucrats. All 
four face highly constrained ch oices . C itizens se lect between a 
small set of candidates based on full information about the simi
larity of the ir own and candidates ' preferences. C itizens are per
ce ived to h ave no other relevant ac tions. Elected officials deter
mine tax revenues after learning voter preferences and fully con
vey a set of objectives and budget allocations to bureau heads. 
Bureau heads determine the most efficient way to produce what is 
des ired and command subordinates to carry out their orders. 
Street-leve l bureaucrats honestly and efficiently carry out these 
commands. The actors are linked in a one-way flow of relation
ships with no strategic behav ior and complete transmiss ion of 
accurate information through all linkages. Production functions 
are known. Thus, the predicted outcomes of a monocentric metro
politan order are that public officials will determine the optimal 
level of public goods and services for the metropolitan area as a 
whole and well-trained bureaucrats will generate this result. A fur 
ther prediction is that services will be equitably delivered since no 
jurisdictional boundaries artificially divide the metropolitan area. 

Each assumption in this theory is open to serious challenge. In 
regard to the first assumption , urban public goods and services 
vary substantially from one another in both the ir production and 
consumption characteristics. Freeways and mass transportation 
systems are capital intensive and h ave an impact on people living 
and working throughout a metropolitan area. The costs of exclud
ing nonpay ing users from a subway system differ from the costs of 
excluding nonpaying users from a highway network- given cur
rent technolog ies of exclusion. Primary education and police 
patrol, on the other h and, are not capital intensive and directly 
benefit smaller sets of families. The externalities from primary 
education extend far beyond any one metropolitan area, but the 
externalities from police patrol are more limited in extent. 

A particular flaw in this theory is the assumption that produc
tion of human services is similar to that of phys ical goods. 
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Physical goods, like automobiles, can be produced independently 
of the inputs of those who eventually consume them. However, 
the production of all services involves some active input by the 
consumers being served (Parks et al., 1981; Kiser, 1984; Percy, 
1984; Whitaker, 1980; E. Ostrom, 1997). If students, for example, 
do not participate actively in their own education, input 
resources devoted to education have little effect on results 
achieved (Davis and Ostrom, 1991). Students are essential copro
ducers of education. In regard to safety in a community, citizens 
are also important coproducers. 

Citizens do not share similar preferences for urban goods and 
services, contrary to the second assumption. The preferences of 
citizens living in relatively poorer neighborhoods differ substan
tially from those living in wealthier neighborhoods. For illustra
tion, think about the difference in demand for recreational ser
vices. In a neighborhood where private living space is crowded, 
there is a strong preference for the use of public spaces-urban 
streets as well as parks-to be used as gathering places and for 
sports. Keeping drug dealers and thugs from using these open pub
lic spaces is highly valued, but allowing access to multitudes of 
people is also valued. Citizens living in wealthier neighborhoods, 
on the other hand, have a strong preference for quiet public 
spaces; they use private spaces for recreation. 

In a private market, preferences for the amount and quantity of 
a good are revealed as a result of many quid pro quo transactions. 
Producers learn about preferences through the consumers' will
ingness to pay for various goods offered for sale. Where exclusion 
is difficult, designing mechanisms that honestly reflect beneficia
ries' preferences and their willingness to pay is difficult and com
plex, regardless of whether the providing unit is organized in the 
public or the private sector. Thus, the third assumption is serious
ly open to question. In very small groups, those affected are usual
ly able to discuss their preferences and constraints on a face-to
face basis and to reach a rough consensus. In larger groups, deci
sions about provision are made through voting mechanisms and 
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the delegation of authority to public offic ials. The extensive liter
ature on voting systems demonstrates how difficult it is to trans
late individual preferences into collective cho ices that adequately 
reflect individual views (Arrow, 1951; Herzberg and Ostrom, 
1991; Shepsle, 1979) . The problem of preference aggregation is 
intensified wh en individuals with radically diffe ring preferences 
are combined into one collective consumption unit. 

While large scale is needed to tap a substantial tax base , it is 
poss ible to use county or multicounty tax ing units for some cap i
tal-intensive, metropolitan-wide collective goods and smaller 
units for services that do not have such large scales of effect. 
Furthermore, studies of such services as schooling do not find a 
relationship between expenditures and student performance 
(Hanushek, 198 1, 1986 ). Even assuming that elected offic ials for 
a large and diverse jurisdiction were able to obta in good informa
tion about the preferences of c itizens, conveying these to monop
oly public bureaus that do not face competitive pressure to per
form is extremely difficult in contrast to the fifth assumption . 
The h eads of large public bureaus also face substantial problems 
superv ising large and dispersed staffs who are protected from dis
c iplinary ac tions by various forms of c ivil service legislation. The 
smooth operation of centralized public bureaus- assumption 
six-is also open to ch allenge. 

And if assumption seven actually h appens, and street-level 
bureaucrats simply deliver services to pass ive c itizens who are not 
active ly engaged in coproduction , the level and quality of these 
services is seriously reduced. If the only actors involved in keep
ing the peace and safety of an urban neighborhood are the police , 
they face an extremely difficult task in learning about minor 
problems that need to be addressed before they become major 
problems. 

A Polycentric Theory 

Instead of prejudging the performance of complex organiza-
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tions in metropolitan areas, Vincent Ostrom, Charles Tiebout, 
and Robert Warren proposed in 1961 that the multiplicity of 
local jurisdictions in a metropolitan area be conceived as a "poly
centric political system" (V. Ostrom, Tiebout, and Warren, 1961). 

'Polycentric' connotes many centers of decision-making 
which are formally independent of each other .... To the 
extent that they take each other into account in competi
tive relationships, enter into various contractual and 
cooperative undertakings or have recourse to central 
mechanisms to resolve conflicts, the various political juris
dictions in a metropolitan area may function in a coher
ent manner with consistent and predictable patterns of 
interacting behavior. To the extent that this is so, they 
may be said to function as a system (ibid.: 831 ). 

This brought a different perspective to the study of metropoli
tan governance. Instead of presuming that there were only two 
kinds of order-the market and the government-some political 
economists have come to recognize that order and comparatively 
high performance can be achieved in local public economies 
where large, medium, and small governmental and nongovern
mental enterprises engage in both competitive and cooperative 
relationships. 

The basic assumptions of a polycentric theory differ substan
tially from those of a monocentric theory. They include: 
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1. Urban public goods and services differ substantially in regard 
to their production functions and the number of people who 
are simultaneously affected. Public services, like education 
and policing, require the active coproduction of citizen-con
sumers to complement the inputs of those formally called 
producers. 

2. Individuals with relatively similar, but always evolving, pref
erences for public goods and services tend to cluster in 
neighborhoods. Preferences will be more homogeneous with
in neighborhoods than across an entire metropolitan area. 

3. Citizens who live in an urban area served by multiple juris-



dictions learn more about the performance of any one juris
diction by see ing or hearing about h ow problems are han
dled in other jurisd ictions. 

4. Multiple jurisdictions with different scopes and scales of 
organization allow c itizens more effective choice in selecting 
the package of services most important to them, in articulat
ing their preferences and concerns, and, if necessary, in mov
ing to other jurisdictions. 

5. Multiple jurisdictions enable fiscal equivalence (O lson, 
1969) to be accomplished so that beneficiaries are primarily 
responsible for costs. Red istribution is best ass igned to very 
large units of government-at a state or national leve l. 

6. The presence of large numbers of potential producers of 
urban goods and services in a metropolitan area allows elect
ed offic ials more effec tive choice of producers for their citi
zens as well as a way to disc ipline low-performing producers 
by contracting with another producer. 

7. Producers who are competing for continued contracts will be 
more likely to search out innovative technolog ies, to operate 
at close to optimal scale of production , and to encourage 
effec tive team production as well as coproduction , so as to 
enhance their own pe rformance. 

The same four types of actors exist in this theory but they do 
not face such constrained cho ices . Strategic beh avior and prob
lems of information transmission are assumed to ex ist. A modi
fied form of competition is viewed as a method fo r reducing 
opportunistic behavior even though it is not likely that any insti
tutional arrangement will eliminate opportunism with respect to 
the provision and production of collective goods. Allowing citi
zens to form ne ighborhood-leve l collective consumption units 
encourages face- to-face discuss ion and the opportunity to achieve 
common understanding and agreement on at least some problems 
that face each ne ighborhood. C reating larger collective consump
tion units in addition reduces the strategic behav ior of the 
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wealthy trying to escape into tax havens where they could free 
ride on the tax contributions of citizens in other jurisdictions. 
Larger units may more adequately provide urban goods that do 
affect a larger number of people. 

An analyst using polycentric theory does not predict that there 
is one optimal form of organization for all metropolitan areas. 
Given the difficult characteristics of urban public goods and ser
vices, it is hard to posit optimality for any institutional arrange
ment! One needs to study the production and consumption char
acteristics of particular urban public goods and services before 
one can make any predictions about the likely mix of institution
al arrangements that will generate incentives leading to higher 
rather than lower performance (Stein, 1990; Sproule-Jones, 
1993 ). Police services have been the particular urban service 
where I have participated in testing propositions derived from the 
polycentric theory. 

Studying Police in Metropolitan Areas 

In the 1970s, there were many proposals to greatly reduce the 
number of police agencies serving both urban and rural areas in 
the United States.4 Some proposals recommended moving from 
over 40,000 police departments that then existed to under 500 
police departments across the country. Small police departments 
were viewed by many policy analysts as impediments to effective 
policing.5 No empirical studies had been conducted to examine 
the comparative performance of police departments of various 
sizes or metropolitan areas with diverse mixtures of departments. 
Steve Mastrofski, John Mciver, Roger Parks, Stephen Percy, 
Elaine Sharp, Dennis Smith, Gordon Whitaker, and I began what 
became a 15-year intensive research program on urban policing 
with a relatively simple, most-similar systems study in the 
Indianapolis metropolitan area and eventually conducted a com
parative study in 80 metropolitan areas throughout the U .S. 
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Relevant Attributes of Police Services 

To conduct an institutional analys is of urban police services, 
we first had to understand the attributes of this service that 
would affect th e incentives of producers and consumers. We d is
covered almost immediately that there is not a single service 
involved in policing but rather a cluster of direct and intermediate 
services. The production function for most of the direct services 
is poorly understood and the measurement problems are horren
dous. Most d irect police services require the coproduction of c it i
zens and are labor-intensive . Intermediate services do not involve 
citizens as much and tend to be more capital-intensive . 

Problems of Measurement 

Conceptually, the outputs of direct po lice services are "states of 
affairs" improved to some degree by the efforts of police . The out
put of general area patrol is the extent to which it is safer to walk 
on the stree ts or keep valuable possessions because of the efforts 
of police . O ne can never directly measure the output of direct 
se rvices as it requires reference to a counterfactual situation : the 
state of affa irs that would h ave existed in the absence of police 
services. Measurement must rely on e ither statistical inference or 
on proxy measures. Reliable statistical inference would require 
th at we know the set of factors that cause crime and could accu
rately predict th e level of crime that would occur without any 
police serv ices. Such knowledge is not available . Instead , police 
and citizens h ave regular access to three types of proxy measures: 
(1) resource inputs, (2) activity levels, and (3) crime rates. 

Indicators of resource inputs include the budget, expenditures, 
and number of employees. These provide information only about 
the resources available to produce services and give no informa
tion on the level of output. While some soc ial scientists h ave 
presumed that output is linearly associated with resource inputs, 
empirical studies h ave demonstrated sufficient difficulties with 
this assumption that we did not want to rely on expenditure data 
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as a proxy for output. 
Indicators of activity levels include: number of miles driven, 

number of tickets issued, number of calls answered, number of 
arrests, and number of crimes solved. These are closer to what we 
mean by the output of police, but are still proxy measures and are 
largely under the control of the producer. A police department 
can increase its "output" by increasing the number of people 
arrested or the number of traffic tickets issued. Police can arrest 
more drunks on Saturday night and increase their productivity. 
Whether that reflects an increase in output is highly question
able. Arrests directed at a particular subgroup in society may 
actually be counterproductive. 

Crime rates, the third type of proxy measures, are trace data 
that survive a long series of transformations under the control of 
many different actors. Some information is lost at each transfor
mation, and systematic distortion can occur at each step. For 
example, police can record information so that a lesser crime is 
coded when they want to reduce serious crime while increasing 
the seriousness of the offense when they want to produce a local 
crime wave. Since budgetary allocations are frequently increased 
after a local crime wave has occurred, internal incentives exist 
within departments to bias data recordation so as to produce the 
given results. 

Measurement problems are part of the reason why it is advan
tageous to organize both the production and the provision of 
direct police services in relatively small units. The police chief of 
a very large department is a captive of statistical reports on activ
ities and crime rates that he receives. Some of the statistical 
reports seen in large departments record 90 percent of the 
response activities of the department in an "other" category since 
they do not involve one of the FBI's major crime categories 
(Parks, 1979). A chief cannot even have a good "feel" for what is 
happening on the street as he is too far removed by status and 
physical barriers from the day-to-day activities. On the other 
hand, the police chief in a small department, who actively patrols 
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and observes his officers on a day-to-day basis, is better able to 
monitor performance. Police chiefs in small departments are not 

entirely dependent upon statist ics to estimate the quality of 
police work. In medium-sized departments, the chain of com
mand is quite sh allow, and police chiefs still h ave a relatively 
accurate picture of what is h appening on the street. Thus, police 
chiefs in small- to med ium-sized departments can monitor inter
n al performance based on more detailed and accurate information 
than police chiefs of large r departments. 

On the provision side , local public officials represent ing a large 
community cannot, on a first-h and basis, know what is happen 
ing in many different locations. They are also prisoners of the sta
tistical information they rece ive. Thus, they have difficulty in 
articulating demands re lated to the real performance of officers 
on the street. In a small community, mayors and loca l councils 
h ave a chance to observe the ac tivities of their local police on a 
day-to-day bas is and are able to specify far more exactly what 
they want and what they do not want in their community. 

While measurement problems are severe in regard to direct ser
vices, intermediate services are eas ier to measure. Many private 
sector, for-profit firms se ll equ ivalent types of services such as 
teleph one answering se rvices, laboratory services, tra ining ser
vices, and institutionalized care. Since meaningful records of such 
services can be kept, a direct service producer may easily arrange 
for intermediate services with alternat ive producers of those ser
vices. And, as we found out in the field, many smaller direct-ser
vice producers do arrange to obtain training, crime laboratory 
analyses, and dispatching from large police departments or from 
private firms. 

Coproduction and Capital- or Labor-Intensive 
Production Functions 

In addition to the problem of measurement, several other 
attributes of police serv ices strongly affect the incentives of par-
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ticipants and thus the predicted effects of diverse institutional 
arrangements. These include the problem of coproduction, the 
capital-intensive nature of intermediate services, and the labor
intensive nature of direct services. 

To be effective, police officers need the active coproduction of 
c itizens. They provide the "public eyes" that may prevent crimi
nal activities or alert the police to problems. Without ac tive help 
by citizens giving information and being willing to serve as wit
nesses in court , police are less effective in solving crimes or in 
building a case that can be prosecuted in court. C itizens can pre
vent many types of criminal activities by taking precautionary 
efforts of many kinds. 

Coproduction of direct police serv ices by c itizens is likely to be 
more intensive in small, collective consumption units where c iti
zens perceive themselves to have a stake in preserving the peace 
and safety of the ir ne ighborhoods and view the police as provid
ing valuable services to ass ist in those efforts. Officers serving in 
small police departments should also be more oriented to encour
aging citizens to help in the coproduction of direct services. In 
regard to intermediate services, citizens are not normally involved 
as coproducers but the direct and indirect service producers may 
be themselves involved in coproduction activities. 

Many intermediate police services are capital intensive and 
economies-of-scale are achieved in large production units. Crime 
laboratory analysis, for example, is likely to have average costs 
falling over an extended range of output. The initial capital 
expenditure involved in purchasing equipment is large . Highly 
trained personnel are needed to run analyses. Training can also 
involve substantial economies-of-scale. When training is con
ducted in an academy, substantial investments must be made in a 
building and a staff so that training a large number of recruits will 
be less expensive (per recruit) than training only a small number. 
Radio communications also involve the purchase of relatively 
expensive equipment and the likelihood of economies-of-scale. 

In contrast, direct services are highly labor intensive. Between 
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85 and 90 percent of the costs of direct services relate to person
nel or variable expenses, such as gasoline. Responsibility for a 
larger jurisdiction may increase average costs of production rather 
than reducing them for most direct services. In regard to the 
investigation of infrequent events, such as homicides, one might 
expect that specialized units serving a large area might process a 
sufficient number of cases to enhance skills at production . 

Predictions about Police Performance in Metropolitan Areas 

From studying the nature of producing and consuming police 
se rvices, we began to develop alternative predictions based on 
polycentric theory. Because of the labor-intensive nature of direct 
police services, the essential role of c itizen as coproducer, and the 
problem of measuring output, we predicted that small- to med i
um-sized, direct-service producers would be more effective and 
effic ient than large, direct-se rvice producers under similar service 
conditions. 

Given that intermediate se rvices tend to be capital intensive 
and are eas ier than direct se rvices to measure, large production 
agencies should be more effective and efficient than smaller agen
cies in producing intermediate serv ices. If local police depart
ments face pressures to become more efficient, they should search 
out larger police departments or other producers to supply most 
intermediate service. To the extent that institutional arrange
ments fac ilita te contracting or other intergovernmental arrange
ments, one should expect to find that ( 1) substantially fewer 
intermediate-service producers exist in metropolitan areas than 
direct-service producers, (2) most intermediate producers are 
large, and (3) small direct-service producers obtain most interme
diate services from larger producers. 

A third set of predictions is that the performance of direct-ser
vice producers of police services will be enhanced in metropoli
tan areas containing a large number of other producers. Many 
factors lead to this prediction. One important fac tor is the 
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increased capacity of citizens and public officials to learn about, 
measure, and monitor performance. In a metropolitan area with 
many different producers, citizens obtain information about com
parative performance in several ways. Simply driving through the 
metropolitan area provides regular information about patrol den
sity and the extent and style of enforcement in different jurisdic
tions. If a citizen or a member of his or her immediate family 
receives a traffic ticket in two different jurisdictions, an opportu
nity exists to compare the fairness, courtesy, and honesty of offi
cers working in different jurisdictions. Most citizens in a metro
politan area with many jurisdictions know residents living in dif
ferent jurisdictions. Informal discussions of such personal events 
as being victimized, calling the police for assistance, or getting a 
ticket often occur among friends. 

Public officials in a metropolitan area with many producers are 
apt to be better informed about comparative performance levels. 
Citizens who are unhappy with their own police, and who know 
that their friends and neighbors receive a better level of service, 
are more apt to complain to their elected officials than citizens 
living in a consolidated area who have no way to compare the 
service they receive with other jurisdictions. Further, if city man
agers and/or mayors in the metropolitan area meet regularly, they 
can exchange relevant input and output information that helps 
each of them in their bargaining with police chiefs. The relative 
monopoly over information that a single producer has is reduced 
in a metropolitan area with a large number of producers. Thus, 
police chiefs operating in metropolitan areas with many other 
police departments are more exposed to removal if they increase 
staff and other input variables beyond the level at which the 
more effective departments operate. 

Intensive empirical research has been devoted to examining 
these three sets of predictions about the performance of police 
agencies in metropolitan areas. Substantial empirical support 
exists for all three. Only a brief review of the evidence available 
in support of these propositions can be provided here. Those 
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interested in examining the evidence further are referred to the 
work cited where information about measurement instruments, 
sample design, and findings is available. 

Small, and Medium,Sized Police Agencies are More Effective 
in Producing Direct Services 

The problems of measurement discussed above are not only dif
ficult for the managers of police-production agencies and elected 
public officials but also for scholars wishing to measure perfor
mance. None of the published statistics on inputs, activities, or 
crime rates provide satisfactory measures for examining the effects 
of scale of organization on performance. In conducting studies of 
this question in the Indianapolis, Chicago, St. Louis, Nashville, 
Rochester, and Tampa-St. Petersburg metropolitan areas, this 
problem was met by collecting performance data from interviews 
at a random sample of households served by the small and large 
departments being compared. Information was obtained about 
victimization, willingness to call the police, speed of police 
response, amount of police follow-up, satisfaction levels with 
police contacts, and general evaluations of the quality of policing 
in a neighborhood. 

By studying matched neighborhoods with similar service condi
tions, one can control for many of the other factors that can be 
expected to affect performance. The consistent finding from this 
series of studies is that small- and medium-sized police depart
ments perform more effectively than large-sized police depart
ments serving similar neighborhoods and frequently at lower costs 
(E. Ostrom and Whitaker, 1974; E. Ostrom, Parks, and Whitaker, 
1973; E. Ostrom and Parks, 1973; Rogers and Lipsey, 1974). Parks 
( 1995) is currently examining the stability of these findings over 
time and has already verified that the smaller police departments 
in the Indianapolis area continue to perform more effectively 
than the large, central city departments serving similar neighbor
hoods. Victimization rates tend to be lower, police response tends 
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to be faster, citizens tend to be more willing to call on police, cit
izens tend to more positively evaluate specific contacts with the 
police, and citizens tend to rate police higher across a series of 
other evaluative questions. Further, citizens living in small com
munities tend to be more informed about how to change local 
policies, tend to know more policemen serving their neighbor
hoods, and call the police more frequently to obtain general 
information than citizens living in large cities. 

Our studies have shown that citizens being served by small 
departments are likely to be receiving better services and at lower 
costs than their neighbors living in the center city. Thus, instead 
of being an impediment to effective policing in metropolitan 
areas, small- to medium-sized police departments perform better 
than their larger counterparts in delivering direct police services 
to similar neighborhoods. 6 

Small Police Agencies Arrange for Intermediate Services 
from Large Police Agencies 

Two decades ago, colleagues at the Workshop in Political 
Theory and Policy Analysis at Indiana University and the Center 
for Urban and Regional Studies at the University of North 
Carolina conducted a major study of police organization in 80 
Standard Metropolitan Statistical Areas (SMSAs) throughout 
the United States (see E. Ostrom, Parks, and Whitaker, 1977, 
1978). A total of 1,159 direct-service producers served residents 
in these 80 SMSAs. Most of these agencies produced general area 
patrol, traffic patrol, accident investigation, and burglary investi
gation services. About 70 percent produced homicide investiga
tions while citizens served by the other 30 percent of the direct
service producers received homicide investigation services from a 
large producer in the area-usually an overlapping sheriff's office 
or a metropolitan-wide homicide unit. 

In regard to intermediate services, we found 70 percent of the 
direct-service producers_ also produced their own radio communi-
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cations, but only a small proportion of any of the direct-service 
producers produced their own entry-level training, crime labora
tory analysis, or detention. Only 12 percent of these agencies pro
duced their own detention, only 6 percent produced their own 
training, and only 1 percent produced their own crime laboratory 
analysis. In all metropolitan areas, however, intermediate services 
were made available to all direct-service producers. In most 
SMSAs, direct-service producers had a choice between at least 
two large-scale, intermediate producers. 

Since crime laboratories are the most capital intensive of 
police intermediate services, one would expect to find the small
est number of these producers of all intermediate-service produc
ers. This is our finding. Only 85 crime laboratories served the 80 
SMSAs. Some of these crime labs served more than one SMSA. 
Almost half of the crime laboratories were operated by state 
agencies. Federal, regional, county, and private labs composed 
another third of the producers. Only 16 out of the 916 municipal 
police departments operated their own crime labs. Thus, not even 
the central city police departments in most SMSAs establish 
their own crime laboratories for forensic analysis. 

If police agencies were denied access to interorganizational 
arrangements to assist in the provision of intermediate police ser
vices, large, fully-integrated departments would have an intrinsic 
advantage. Where agencies can work out interjurisdictional con
tracts, set up regional facilities, and exchange services with one 
another, small agencies are able to obtain highly professional, 
intermediate services at low costs without the need to become 
fully integrated departments. 

Police Performance is Enhanced in Metropolitan Areas with 
Larger Numbers of Police Agencies 

In order to examine the effect of interorganizational arrange
ments on police performance in a large number of metropolitan 
areas, we had to rely on more indirect measures of performance 
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such as: the allocation of police personnel to on,the,street assign, 
ments and the relative efficiency of agencies in producing 
response capacity and solving crimes. 

In the 80 SMSA study mentioned above, the study team gath, 
ered information on the structure of interorganizational arrange, 
ments for service delivery in each of the metropolitan areas. In 
particular, we calculated the number of producers of each type of 
service (multiplicity) and the proportion of the population being 
served by the largest producer of each type of service ( domi, 
nance). By arraying metropolitan areas using the measures of 
multiplicity and dominance, one can examine the effect of these 
institutional arrangements on personnel allocation patterns at the 
metropolitan level. Metropolitan areas with low scores in regard 
to multiplicity and high scores in regard to dominance come clos, 
est to approximating the "consolidated" model. Metropolitan 
areas with high scores in regard to multiplicity and low scores in 
regard to dominance come closest to approximating the "frag, 
mented" metropolitan area scored by these same proponents. 

My colleague, Roger Parks, dichotomized multiplicity and 
dominance scores at the median to divide the 80 SMSAs into 
three broad groupings: ( 1) fragmented-those SMSAs with below 
median scores in regard to dominance and above median scores 
in regard to multiplicity, (2) consolidated-those SMSAs with 
above median scores in regard to dominance and below median 
scores in regard to multiplicity, and (3) mixed-those SMSAs 
that represent mid,levels between the least and the most "consol, 
ida ted structures" (Parks, 1985 ). Parks found a distinct difference 
in the availability of sworn officers to conduct patrol in the met, 
ropolitan areas depending upon the structure of interorganiza, 
tional arrangements. While there are more officers per capita in 
the most consolidated areas, a lower percentage of these officers is 
assigned to patrol divisions in these SMSAs. 

Second, the ratio of full,time sworn officers employed in the 
area to actual officers on the street at 10:00 p.m. is highest in the 
most consolidated areas. For example, in the most consolidated 
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metropolitan areas, putting 100 officers on the street at 10:00 
p. m. would require, on the average, the employment of 950 offi 
cers. In the least consolidated SMSAs, putting 100 officers on the 
street would require the employment of 680 office rs. The mixed 
areas fall in between the extremes. O ne-third more officers are 
required in the most consolidated SMSAs to place the same 
number of officers on patrol as compared to the leas t consolidated 
SMSAs. C itizens liv ing in the mo.st fragmented metropolitan 
areas rece ive more police presenc~ on the street for their tax 
expenditures than do ci tizens living in the most consolidated 

~.:::: areas. ~ 

Using a more sophisticated technique for measuring the effect 
of industry structure on relative output levels, Parks and O strom 
( 198 1) estimated production possibility frontiers in metropolitan 
areas that varied in regard to multiplicity. These production pos
sibility frontiers sh ow the maximum combinations of clearances 
by arrest and cars on patrol (both standardized by the number of 
sworn officers to con trol fo r agency size ) that were obtained by 
departments in metropolitan areas with differing amounts of mul
tiplicity. The frontiers show the trade-off possib ili t ies for response 
capac ity and clearances among the most efficient departments 
with the normal concave sh ape that one would expect . They 
sh ow a significant upward shift in output poss ibilities as the num
ber of patrol producers in a metropolitan area increases. The most 
effic ient producers supply more output for given inputs in high 
multiplic ity SMSAs than do the most efficient producers in lower 
multiplic ity areas. Thus, as expected, the presence of many other 
producers in the metropo litan area enhances the efficiency of 
direct-service producers. 

Conclusions 

Scholars working in the traditional disciplines of political sci
ence and public administration h ave been stymied in efforts to 
study and understand the complex set of institutional arrange-

27 



ments existing in most American metropolitan areas. The first 
major contribution of the study of public economies is that of 
making the phenomenon comprehensible. Patterns of complex 
relationships between and among small, medium, and large juris
dictions can be understood as the results of fallible and strategic 
citizens and public officials trying to solve problems related to 
both the provision and production of a wide variety of different 
collective goods. 

A second contribution is the development of an empirically 
grounded theory about how institutional arrangements affect per
formance. Evidence from other studies about similar types of col
lective goods is consistent with the evidence presented here. 7 In 
regard to policing, small, direct- service producers are more effec
tive, and in many instances more efficient, than larger producers 
serving similar neighborhoods. Intermediate services character
ized by substantial economies-of-scale are supplied by one or two 
large, overlapping, intermediate-service producers in a metropoli
tan area who make these services available to others through 
interjurisdictional arrangements. Thus, such services are produced 
at low average cost and are available even to the smallest direct
service producer. Further, the efficiency of police agencies located 
in metropolitan areas with many other police agencies tends to 
be higher than when agencies are located in metropolitan areas 
with only a few other agencies. The effect of institutional 
arrangements on performance in regard to other types of public 
goods, however, would differ from that of police (see V. Ostrom, 
Bish, and E. Ostrom, 1988). 

The empirical findings in regard to police have significant poli
cy implications in the face of a presumption made by some schol
ars that the presence of large numbers of small agencies in most 
metropolitan areas is an automatic indicator of pathology that 
should be cured through drastic reductions in the number of gov-

. ernments. The presence of order in the world is largely dependent 
upon the theories used to understand the world. We are not lim
ited, however, to only the conceptions of order derived from the 
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work of Smith and Hobbes. A polycentric theory offers an alter
n ative that can be used to analyze and prescribe a variety of insti 
tu t ional arrangements to match the extensive variety of collec
tive goods in the world. Sometimes the problem in a metropoli
tan area is the need for a large-scale unit. That does not mean 
that one has to eliminate all the smaller units to achieve this 
goal. Using a monocentric theory that predicts a single , large
scale, hierarchical organization is the most effective and efficient 
form of government, proponents h ave tried (and sometimes suc
ceeded) to ch ange the world to make it comprehensible to them. 
C itizens living in urban areas whose governmental structures 
h ave been "modernized ' to make them comprehensible to schol
ars and public offic ials h ave had to pay a high price for the inade
quacy of earlier approaches to the study of public economies. 

I deeply appreciate the thoughtful comments of Jose Apesteguia , 
Vincent Ostrom, Margaret Polski, and Sujai Shivakumar on earlier 
drafts and the excellent editorial assistance of Patty Dalecki . The sup
port of the National Science Foundation for most of the research 
reported herein is deeply appreciated. 
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1. See Bish, 1971; Kiser and Ostrom, 1982; Oakerson , 1992; 
Thomson , 1992; E. Ostrom, G ardner, and Walker, 1994: ch . 2. 

2. The complaint about fragmentation also extends to the way 
American political institutions are organized in general (see President's 
Commission for a National Agenda for the Eighties, 1980). 

3. "Local Government is Too Complicated," ed itorial in 
Herald~ Times, Bloomington, Indiana, September 9, 1997. 

4. AC IR, 1977 ; Committee for Economic Development, 1966, 
1970; N ational League of C ities, 1966. 

5. The Advisory Commiss ion on Intergovernmental Relations 
argued, for example: 

The existence of a very small police force , then , may 
create police service problems in a metropolitan area. 
C itizens of these localities having such 'shadow' police 
forces will often have to depend on the goodwill of ne igh~ 
boring governmen ts for their basic patrol services. If gov~ 
ernmental fragmentation results in a substantial number 
of these small police forces , the metropoli tan area will 
face the problem of insuring that all localities receive ade
quate patrol services (AC IR, 1971 : 151) . 

6. Recent research on crime and community organization is 
strongly supportive of the earlier research (see research summarized 
in Felson , 1994, and Sampson , Raudenbush, and Earls, 1997) . 

7. In regard to solid waste collection, see Savas (1 974, 1977a, 
1977b) . In regard to fire services, see Ahlbrandt (1 973). In regard 
to education, see Kirp and Cohen (1 972), Sher (1 977), Hanushek 
(1981, 1986), and Davis and Ostrom (1 991) . In regard to water, 
see Sproule~ Jones (1 978), Blomquist (1 992), and AC IR (1991 ). 
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PANEL DISCUSSION 

Professor Michael Nelson 

T hank you Professor Ostrom. And now, on to our pane l d iscus
sion. In a moment, I will introduce the first of the three distin
guish ed economists who will be commenting on Professor 
Ostrom's talk, but we may as well get one thing straigh t from the 
start . You see there 's a rule which I am bound to follow that the 
introduction of a speaker shou ld be briefer than the remarks of 
the speaker. By that rule , I can assure you that Professors A rrow, 
Schelling, and Sen , each of whom is a towering figure in the eco
nomics profession, will be inadequately introduced. After we've 
heard from our panel, Professor Ost rom will h ave an opportunity 
to respond and at that po int, the floor will be open to a few of 
your questions. If, when that time comes , you have a question, 
please raise your h and, and if I am able to call upon you, go to 
one of the microphones, one at the front of the center aisle and 
one toward the back of the center aisle, to ask your quest ion so 
that all may hear. 

My first inadequate introduction is of Kenneth J. A rrow. 
Professor Arrow is a New Yorker by birth and education- B.A. , 
C ity College, M.A. and Ph.D., Columbia University. But he has 
spent the greater part of his academic career at Stanford 
University with stops along the way at places like H arvard, 
C hicago, MIT, and C ambridge. H e is perhaps best known for his 
imposs ibility theorem which asks the question : Supposing all 
individuals can rank all the states of the world in order of prefer
ence, is it poss ible to find a voting rule that will always se lect one 
of these states as the most preferred ? H aving asked that question , 
Professor Arrow answered it with a clear and, despite the subse
quent efforts of many fellow scholars, irrefutable no . Political sci
entists who try to interpret elections, like me, h ave been tied in 
knots ever since. In recognition of this discovery, of his subse-
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quent work in welfare economics and of his path-breaking theory 
of risk, Professor Arrow was awarded the Nobel Memorial Prize in 
Economic Science in 1972. 

Professor Kenneth Arrow 

Professor Ostrom, Professor Nelson, Ladies and Gentlemen. 
We've been asked to talk very briefly, so I suppose I'm allowed to 
talk a small multiple of the time I've been introduced. I think the 
paper for today is an extraordinary new viewpoint. Of course, it's 
been reflected in Professor Ostrom's earlier work, but it's new to 

the rest of us. It's the idea that there is a system of public authori
ties which meet many demands on the public sector and that the 
economic and political conditions for producing them vary from 
one to the other. As a result, just as in industry, we're not sur
prised to find a great variety of production forms in which some 
industries are dominated by small firms, others by large firms. 
Large firms themselves may have different kinds of structures in 
different industries. There are industries in which small firms and 
large firms co-exist very well, others in which the tendency is 
very much toward one or the other. extreme. We don't expect to 

have a neat map of the industrial structure. Indeed, one of the 
problems with attempts at socialist organization was that, apart 
from many other defects, the planners found it easier to cope 
with uniform kinds of structures, which may have fit some sectors 
of the economy much better than they fit others. 

There are two aspects to this. One is the fact of multiplicity of 
levels where demands of the particular neighborhood for public 
goods can vary for reasons such as income. The other, you have 
questions of efficient production as such as we find in an industry. 
Professor Ostrom and her collaborators have emphasized that, 
even if one could separate production conditions from collective 
consumption decisions, in this case by having producers who are 
larger or smaller than the units which they supply to, some 
aspects are going to be done "in-house," so to speak, and it is 
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there that scale economies play a role. Another aspect that comes 
in is the fact that not only is there multiplicity, but the institu
tions and appropriate institutional sizes and scopes interact. One 
can have relationships among these, for example, the provision of 
the intermediate services in the police. I think these are extreme
ly important insights into the design of governmental structure 
and possibly have applications at even higher levels, for example, 
at the questions of the formation of international institutions, 
where again institutions of different scopes may be appropriate. 

A few questions Professor Ostrom might want to think about 
occur to me. One of the questions that you raised was the respon
siveness of institutions, and you emphasized that when there's a 
heterogeneity of tastes, there are problems in forming a consensus 
and that breaking down into smaller units, leads to greater homo
geneity. But you also emphasize the role of personal contact, that 
when officials are in face-to-face contact with individuals, then 
they can get a better sense of what the community needs and 
greater efficiency in the provision of goods. One wonders at what 
scale responsiveness ceases to become valid. One would assume 
that face-to-face contact begins to lose its possibilities at probably 
very small leve ls, fairly small in the modern world. It wouldn't 
have been small in the middle ages, but a city of a hundred thou
sand is fairly big, and there are lots of cities of a hundred thou
sand in the United States. There is already presumably a loss of 
the direct contact, except, of course, with the most influential 
members of the community. So the question is, at what point 
does the responsiveness question cease to play a role? When you 
get beyond a certain point bigger and smaller don't really have 
anything to do with responsiveness. 

The second question I have is based on your saying that the 
relevance of complexity may impose some limitations. We find, 
and I believe this is a general fact, that participation in local 
elections is almost universally lower than that of state or presi
dential elections, state elections less than presidential. This hap
pens even though you might say from a rational choice point of 
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view that your vote counts more the smaller the electoral con
text. In the national election, I'm only one vote in sixty million 
or so. I'm less likely to have an effect nationally than in the city 
of Palo Alto (I don't live there, but it's my neighboring city) 
which has maybe twenty-five or thirty thousand voters. I presume 
that there's a higher chance in Palo Alto of being a pivotal voter. 
The chance also increases that I could have an effect, through 
not only the formal act of voting, but trying to influence others 
through political discussions. And yet, as I understand it, the par
ticipation in these local elections is considerably lower. Also, for 
example, if you ask people who the president of the United States 
is, a very large number of people will know the answer. Ask who 
the mayor of your city is and you'll find a much lower fraction are 
able to answer it. 

I would suggest that the question of locality is somewhat of a 
paradox. It's possible, therefore, that the more complex the struc
ture, the harder it is to concentrate. A California ballot is a very 
formidable kind of thing. It's a huge book with something to the 
order of one hundred and fifty items to be voted on. This includes, 
of course, propositions, referenda, as well as offices, but we have 
national offices, state offices, county offices, city offices. In addi
tion, there's the water district, the transportation district, and all 
the propositions. The truth is, though I consider myself somewhat 
of an average informed citizen, I scurry around at the last minute 
to determine what do I think of x versus y for the position of 
county assessor. I have never heard of either one of them. I could
n't really name the Board of Supervisors in my county; around 
election time I could, but I don't remember it now. And so this 
raises the question of the sensitivity of local government to the 
local conditions. The fact is that individuals have scarce abilities 
of transacting information. They appear to choose more through 
the process of national information than local. 

Finally, to cite one example of decentralization, in the late six
ties or early seventies, I don't remember exactly when, New York 
City decided to decentralize its education system. The local 

42 



school districts were given very considerable powers, not, of 
course, as decisive as the central authority, but still very consider
able powers. I think the general perception is that this has 
brought the introduction of a great deal of corruption, such as 
local machines, preservation of jobs, and the like. The general 
picture I get from the newspapers is that this has been a big 
obstacle to education reform. Perhaps Professor Ostrom would 
like to comment on that example. Thank you. 

Professor Michael Nelson 

When you look up political economy in the dictionary it says 
something like the following: "economics in the policy making 
process." Right next to that definition is a picture of Thomas C. 
Schelling - or at least there ought to be. Born in Oakland, 
California, educated at the University of California at Berkeley 
and Harvard, Professor Schelling is a much-published Professor 
Emeritus of political economy at Harvard and a Distinguished 
University Professor at the University of Maryland. At various 
times, he has served in the White House and has been a consul
tant to the Departments of State and Defense, among others. 
Bargaining and conflict resolution have been his main theoretical 
interests and he has applied his understanding of them to matters 
as diverse as foreign aid, arms control, military strategy, crime, 
terrorism, race relations, climate change, and business ethics. In 
1977, Professor Schelling won the Seidman Award and said 
something so gracious upon receiving it that I hope you will for
give me for reading it to you. "Let's keep in mind," Professor 
Schelling said on that occasion, "the one we're honoring today. 
I'm receiving the Award because somebody loved Frank Seidman, 
respected and admired him and wanted to preserve his memory. 
And it's part of my purpose to do the best that I can to make this 
memorial occasion one that you will remember until the next 
recipient comes next year to do honor to the Seidman family." 
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Professor Thomas Schelling 

I had lunch with a colleague on Monday and told him I was 
coming to Rhodes College for this ceremony. He asked me who 
the recipient was to be this year and I said Elinor Ostrom. He 
said, "Oh, I am studying her right now." I don't know what he 
was reading; as Professor Nelson told you, it could have been one 
of a hundred things that he was studying, but I said, "You find it 
interesting, don't you?" And he said, "More than that, I need 
her." And I asked, "What do you mean you need her?" He said, 
"Well, my family owns a small property bordering a lake in Maine 
and there are about eighteen of us who own properties surround
ing the lake. We have a lot of needs and a lot of problems and no 
government and no market." I said, "How do you handle that?" 
He said, "We talk. And pretty soon we find how to meet our 
needs and how to solve our problems." 

I said, "All the problems?" He said, "Not yet. One of these 
properties is a horse farm, and when it rains severely the runoff 
from the horse farm takes pollutants into the lake. That's our 
worst problem." I asked if they were making any progress? He 
said, "Yes, we're making progress. We're talking." 

I don't know how many of you noticed, but last June was the 
fiftieth anniversary of a commencement address by Secretary of 
State George Marshall at Harvard University in which he invited 
the countries of Western Europe - actually Western and Central 
Europe, only Western Europe responded- to come up with a 
plan to receive financial help from the United States to recover 
from the damage and deterioration and neglect that the war had 
left in their economies. An interesting process developed. The 
United States in 1948-49 put up four or four-and-a-half billion 
dollars, but the European national recipients would have to 
divide it among themselves before they could have it. 

The question was, how would they ever agree on dividing that 
amount of aid among countries, some of which were as well to do 
as Denmark and some of which were as poor as Greece, with dif-
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ferent kinds of government, different standards of living, different 
degrees of wartime damage, different pre-war living levels and so 
forth? The question was, how were they to do it? 

They engaged in something for which I coined a name, namely 
multilateral reciprocal scrutiny. Each national government had to 
put together a plan. Now, this was back in the days when nation
al income accounting was brand new, right after the war, but they 
all had to fill out these newfangled things known as national 
accounts. They had to indicate what they were doing about con
sumption, what they were doing about private investment, what 
they were doing about government investment, where their 
investment was going, what they were doing by way of food 
rationing, gasoline rationing, whatever it might have been. All so 
that the bottom line would be a claim by these countries on some 
of the four billion dollars with which to finance those imports 
that had to be paid for in dollars. 

What they did was argue. They argued for several months, and 
every country had to make available to every other country all of 
its detailed plans. When they were inconsistent, such as what 
Denmark planned to import from France didn't correspond with 
what France thought it was going to export to Denmark, they had 
to find a way to reconcile the differences and so forth. The time 
became close to when they were going to have to reach a final 
decision and, in the end, I have to admit, they didn't quite make 
it. They didn't quite agree purely on the basis of talking. 

But they came close enough that they were able to agree on a 
team of two persons, trusted people, who were designated the 
arbitration team, and those two people did arrive at a decision 
with which every recipient country appeared to be reasonably 
content. 

So I call it multilateral reciprocal scrutiny. They had no mar
ket, no government; it was simply to put themselves in the posi
tion of agreeing how to divide it. If they didn't agree, they could
n't have it. They managed to find a way to divide it. 

In a couple of months, about one hundred and fifty nations 
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will be represented by thousands of representatives in the city of 
Kyoto, Japan, and they're going to talk about how they might 
divide up something that could be as valuable, as precious, as 
important in magnitude, as the Marshall Plan was. Namely, their 
emissions of carbon dioxide as a result of burning fossil fuel. They 
will probably talk about how to divide up reductions from current 
levels; but whether you're talking about reductions to some level, 
or how much is allowed, is pretty much the same thing. 

There are people, like my colleague Kenneth Arrow and two 
thousand other economists, who are hoping that a market can be 
established. I am very skeptical it will be. I have a hunch that 
about the only thing that may work will be something like the 
multilateral reciprocal scrutiny that the Marshall Plan countries 
engaged in. I think eventually it may be that countries will have 
to face criticism over what they're doing, submit their plans for 
scrutiny, answer critics, both at home and abroad, and maybe out 
of it will come, ultimately, some kind of agreement. 

But, at least, the Marshall Plan is the only historical precedent 
I've thought of for what nations are going to be trying to do for 
the next many years with respect to their carbon dioxide emis
sions. Elinor Ostrom is about the only theorist who has really 
shed light on the importance of these processes and how they 
may work. Thank you. 

Professor Michael Nelson 

Amartya Sen is an Indian both by birth and by citizenship. 
Educated at Presidency College in Calcutta- which in terms of 
excellence is Rhodes, Williams, and Amherst all rolled into one 
-and at Trinity College, Cambridge University, Professor Sen 
has taught over the years at Cambridge, Oxford, the London 
School of Economics, and Harvard, among other universities. In 
January he will leave Harvard, where he serves as both the 
Lamont University Professor and as a professor of economics and 
philosophy, to become Master of Trinity College, Cambridge. The 
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Trinity appointment came from Queen Elizabeth, one of the few 
uncontroversial decisions she has recently made. Along the way, 
Professor Sen has published twenty books as well as articles 
beyond counting. Eleven years ago he stood before you as the 
1986 recipient of the Seidman Award. Here's what the economist 
Robert Solow said about Professor Sen on that occasion: 
"Economics has a thousand ways to talk about efficiency and 
none to talk about equity. Amartya Sen's influence is a strong 
counterweight in the opposite direction." 

Professor Amartya Sen 

Professor Ostrom, Professor Nelson, and friends. I am really 
privileged and delighted to be here on this lovely occasion. I 
would first like to thank Professor Nelson for his kind remarks. 

I have been a long-time admirer of Elinor Ostrom's works, and 
it is wonderful to be able actually to hear her presenting and 
developing ideas which have fascinated us for quite a while. Her 
theories, on which she worked with her husband (Vincent 
Ostrom who is also here) and others, has had a major impact on 
thinking in the social sciences. The impact should be, I believe, 
even more in the particular field of economics, since the depar
tures she proposes can make the subject significantly more engag
ing, for reasons that my predecessors - Professor Arrow and 
Schelling -have already discussed. 

To supplement what they have said, I thought I should make a 
couple of brief comments related to her presentation, but also 
providing historical parallels. Elinor Ostrom began with contrast
ing Adam Smith's market-oriented views and the writings of 
Thomas Hobbes. I am going to take that as my point of depar
ture. My point is not so much that Elinor Ostrom has spoken 
only about one side of Smith's work (this, I think, is also true), 
but that Ostrom's work is closely related to some of the basic con
cerns that Adam Smith, the father of modern economics, had. 
Ostrom and Smith would make quite a good team. 
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It is certainly the case that Smith was a great defender of the 
market mechanism - and perhaps the most original and power
ful theorist showing how the markets worked . But it is also 
important to note, particularly in the context of Professor 
O strom's more skeptical work, that Smith too was quite a diverse 
thinker. H e was both an advocate of the market and deeply skep
tical of its reach- skeptical precise ly for some reasons that 
relate closely to Ostrom's own forceful work. 

Unlike some of his contemporaries, Smith saw the need to reg
ulate the working of the market to overcome its limitations. One 
of the most interesting debates on the folly of unrestricted market 
mech anism involved Adam Smith and Jeremy Bentham - two 
stalwarts of late eighteenth century thought. The subj ect was 
usury and the case for and against anti-usury legislation that pro
hibited the charging of excessive interest rates. Smith was in 
favor of such legislation; Bentham was against it, on grounds that 
an unrestricted market mech anism could deal with this matter 
much better. In an intense "letter to Dr. Smith" (written in 
March 1787) , Bentham made a great attempt to explain to Adam 
Smith why he was wrong to be so distrusting of the market mech
anism. Bentham h ad hoped that Smith would rev ise his Wealth 
of N ations, taking note of Bentham's reasoning and , after visiting 
Smith in Scotland, expressed some confidence that he had con
vinced Smith on this. Unfortunately, for Bentham, there is no 
evidence that he h ad, and the Wealth of N ations was not rev ised 
in any way to take note of Bentham's counter-argument. 

Why did Smith distrust the market in matters related to usury? 
Smith was concerned that people who can borrow money at 
extraordinarily high rates of interest were often guided by exag
gerated expectations of a kind that would be difficult to vindicate 
and susta in. There are, Smith argued, "projectors" and "specula
tors" who are misguided themselves and "spread" misinformation 
through their behavior. They may not only create some chaos for 
themselves , in the long run, but they may influence others' 
beliefs in a misguided direction- thereby spreading not knowl-
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edge , but lack of knowledge. This particular subj ect- and the 
related phenomenon of "herd behav ior" - have remained fruitful 
fields of contemporary economic research (see , for example, 
A bhijit Banerj ee, "A Simple Model of H erd Beh avior" in the 
Quarterly Journal of Economics, 1992) . Smith's skepticism in this 
case illustrates how he was most disinclined to take the virtues of 
the market mech anism for granted, and the very economist who 
taugh t the world how the market works and why it achieves as 
much as it does, also wanted economists to view the market mech 
anism - and indeed all institutions - in a suitably critical way. 

Professor Ostrom's works bring ou t, among many other things, 
th e need fo r insti tutions other than markets. Smith 's own pos i
tion was very similar to this. H e did put great emphas is on show
ing the achievements of the market mech anism, because the 
virtues of the market were relative ly little conceded at that time. 
In practice, markets were thwarted by a whole lo t of traditional 
controls. Smith focused on the logic of the market mechanism as 
a corrective that was badly needed in the world that he saw 
around him. His oppos ition to overbearing control applied to 
other institutions as well. For example, Smith was critica l of the 
formulation of the Poor Laws in Britain, which supported the 
indigent, but not on the ground that such support was a bad thing 
(which, incidentally, was the pos ition Mal thus took), but on the 
ground that the Poor Laws imposed too much restriction on the 
choices that the poor had. In particular, since the Poor Laws were 
locally administered, Smith was concerned that the poor lost their 
protection as they moved from one region to another, and thus 
the working of the Poor Laws interfered with labor mobility in 
search of new jobs and new economic opportunities. 

This particular issue, by the way, is rather relevant to contem
porary soc ial welfare legislation in this country. N ow that there 
are general shifts in the administration of benefits from Federal to 
State leve ls, the same issue of barriers imposed by local variations 
(discussed by Smith in the context of the Poor Laws) is potential
ly a problem here too. The movements of the potential benefit 
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recipients between the States may be guided by the local nature 
of the social support (varying from State to State), and this can 
artificially influence labor mobility away from the search for jobs 
and economic opportunities. 

Smith was also very concerned, as is Elinor Ostrom, with dif
ferent motivations that influence our behavior. There is a com
mon misinterpretation of Smith in attributing to him the belief 
that self-interest was the only motive that moved people and that 
this motive was adequate enough to deal with all problems of 
economic performance. This was never Smith's view. He did 
think that self-interest gave us enough incentive to seek 
exchange; this is illustrated by the example he presented, which 
is so often quoted now, that the butcher, the baker, the brewer 
and the consumer, all have self-interested reasons to seek 
exchange. But he also discussed the need for institutions and 
behavior modes that sustain gainful exchange, with mutual trust 
and low cost of transaction. He also discussed activities other 
than exchange, such as production and distribution. He also con
sidered the need for public expenditure in producing enough pub
lic goods, including a literate and educated population with vast 
mutual benefits. He was very conscious of the fact that there are 
many things that a society and the economy need which are not 
bought and sold in the market in the standard course of events, 
and the issue as to where to go from this recognition engaged 
Smith a great deal. Adam Smith would have been very interested 
in the institutional and motivational enlightenment that Elinor 
Ostrom's works provide. 

Finally, I should also mention that Smith would have been 
very sympathetic to what Tom Schelling said on the importance 
of public discussion. Indeed, the need for public discussion is 
quite central to Smith's general social beliefs, and in this respect, 
he was very much a product of- and an important part of
eighteenth century "enlightenment" which had so engaged 
French and Scottish intellectuals at that time. This is a subject 
also on which there are clear connections between Smith's and 
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Ostrom's works. 

Professor Michael Nelson 

Professor Ostrom will now respond to these comments. 

Professor Elinor Ostrom 

I agree with most of the very complimentary things said. Some 
of these ideas I can hardly challenge. I will address some of the 
questions that Ken Arrow has asked. I think they're quite impor
tant. The first one had to do with responsiveness and whether 
one could have a responsive government at a population level of 
one hundred thousand, two hundred thousand, or five hundred 
thousand. My sense is that this is difficult. Thus, one does need 
to find ways of having institutions that represent twenty thou
sand, thirty thousand, forty thousand, even fifty thousand rather 
than one hundred thousand as base. At the same time, these 
smaller base units need to be embedded in a system that may 
eventually deal with six million or eight million people. We will 
be seeing metropolitan areas of such size. But somewhere there 
has to be a base, because voting isn't very effective and voting 
turnout is not high for local elections. When there are major 
issues, people really do feel that they can come out to public 
meetings, that they can have discussions with one another, and 
that such a meeting is a meaningful event. The base isn't going to 
be THE meaningful unit for solving all problems. If there isn't a 
smaller unit, there are many smaller problems that are very diffi
cult to solve. So a federal system in a metropolitan area is as 
important as a federal system in a very large country. 

Let's turn to the New York example because I think it is a 
problem of misunderstanding the design. That was a decentraliza
tion system and basically one had O.P.M. involved. O.P.M. = 

other people's money. It's addictive- especially when you have a 
very large district and then you have a local district that does not 
have to raise its own tQ.xes. It's dealing with other people's money 
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and there's not much rigor in such a system. 
This is what happens with a lot of tragic problems in develop

ing countries where the national budgets are forty percent or 
more from donors and local government gets ninety to ninety
five percent of its very limited money from the center. 
Corruption can be a very substantial problem. Local voters don't 
feel as though they can go down and pound on the desk and say 
"It's my taxes." Yes, it's my taxes in a very long- distanced way, 
and I want the personal services, I want the jobs, etc., in my 
neighborhood. But if it's your own taxes, you have a different set 
of relationships than when you have a decentralized system that 
is funneling money down that doesn't appear to be your own. 

The problem of complexity is very difficult. I stressed in my 
presentation that it was neither good nor bad. The problem is, 
how do we keep information sources related to the problems at 
hand? We have had an evolution of the media, which means the 
evening news is something most of us watch, but it is pretty much 
focused on national and international news. One may get five 
minutes of local news, .but that's still for the metropolitan area as 
a whole . I think this change in media coverage also leads to prob
lems of turnout because there is little T.V. news specifically relat
ed to local elections. 

I think there are other mechanisms of a fragmented metropoli
tan area that increase information. I think we have the beginning 
of some new methods of communication that may open up possi
bilities that did not exist in the last thirty years and I speak here 
of the Internet. My little local town, it has only fifty thousand, 
now has a web site and that web site is quite active. It is brought 
up to date. There's a current budget and all sorts of information 
so that citizens who want to know about what's happening -
when the next city council meeting is, when the zoning commis
sion meets, agendas, etc., etc. -can check it out. Many commu
nities now have local web sites. I don't think that technology will 
solve problems, but it will provide a way of packaging relevant 
information for smaller -groups where other current media pack-
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age it for six million people rather than forty or fifty thousand. 
I think we have such distinguished panelists that we should go 

to a full panel and get questions from the audience. 

Professor Michael Nelson 

The floor is now open, and again, if any of you have a question 
and I call upon you, please come to one of these microphones so 
that all may hear. 

Audience Question 

I don't know if you're familiar with our local government situa
tion in Memphis, but we have a city government and a county 
government and Memphis dually elects representatives to the 
county government. I'm amazed that our representatives of 
Memphis vote for the benefits of the county without giving the 
people of Memphis, for example, new parks. It just seems to be 
really interesting that, if you call them on it, it's like for some 
reason they need to be going with the county. I don't think it's 
necessarily a black-white thing, but most of the population, at 
least half, is black, but I'm just appalled at the lack of, for exam
ple, the lack of downtown parks. There's no place downtown to 
play soccer, play baseball, play football, but we're building new 
parks in the county and our Memphis representatives are voting 
in favor of them. So I'd just like you to comment in terms of your 
perspective on voting and what to do about it. 

Professor Elinor Ostrom 

Not knowing the local circumstances I'd be very hesitant to 
comment. What I do find is that various local issues are indeed 
complex. I'll draw on some analytical thinking. Those of us who 
are political scientists study logrolling, and have learned that some
times you can't examine a vote on a particular issue apart from the 
other issues that may be involved. If I were to try to dig in, I would 
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try to understand how a vote might have occurred. People in a leg
islature sometimes say, "Well, if you'll vote for me in the issues I 
think are important, I'll vote for the issues that you think are 
important." And you have to understand it as a complex combina
tion and in order to answer that question you'd really have to look 
at vote trading and see if that's part of what's going on. 

Audience Question 

Can I ask a similar question in a slightly different context. In 
your study of police forces the implication was that by increasing 
the number of police forces you could increase the number of 
police officers on the street with a smaller force. That having 
multiple providers of that public service within the metropolitan 
area increased efficiency in some measure. Could you comment 
on the equity issue, the distribution of the service within a metro
politan area? Is that improved or worsened or unchanged? 

Professor Elinor Ostrom 

I can't comment for Memphis obviously, but I've written three 
or four analyses of equity issues and I happen to think they're cru
cial. We have a statistical artifact that makes those questions very 
difficult to sort out. And by that I mean all statistics for metro
politan areas give you means, and the mean for the city of 
Memphis or the city of St. Louis, which is an extremely large 
area, averages all that variation within these large areas into one 
number. For the suburban communities in a metropolitan area, 
you take all the diversity and, since those are aggregated in small
er units, each of those means has less variance. And so it always 
looks like there's more inequity because of the way the numbers 
are presented. You see that one place has more taxing and one 
place has more officials, one place has more schools, etc. But that 
has averaged out for the very large units. All of those disparities 
that exist inside a center city are averaged so it has only one 
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number. Thus, even to address equity you have to break up the 
center c ity analytically into sub-units and start looking at what is 
the service delivery at the sub-unit leve l. H ow fas t do the police 
come in to all of the different kinds of ne ighborhoods inside a 
center c ity? O ne needs to compare the variance within the center 
c ity to the variance in the suburbs. When you do that kind of 
ana lys is, I h ave not found a large center city with a lot of differ
ent kinds of ne ighborhoods that did not have as much variance 
in its services to the citizens inside that city as was represented 
among the suburban jurisdictions in the same metropo litan area. 
So, some ne ighborhoods inside large c ities get excellent service 
and some ne ighborhoods don't . If you look at the number of offi 
cers on the street in different districts, it's not even. If you look at 
o ther services , they are not distributed in an even manner across 
a very large jurisdiction . But it takes a lo t of digging to really get 
into that. O ur surface ways of aggregating many of these data 
make it look like it 's all the same when there is an immense 
amount of variation. 

Audience Question 

My question also indirectly deals with the situation here in 
Memphis. Is there a line at some po int where municipa lities 
become so small and so fragmented within a general center c ity 
where gove rnance and inter-governmental cooperation become 
unfeas ible? You've presented a very persuasive argument that 
smaller c ities are able to govern more effectively, but cannot that 
come into clash with the interests of a greater community. 

Professor Elinor Ostrom 

Yes, there are scale questions in terms of this . If you h ave a 
metropolitan council and all the jurisdictions are represented in 
it, and there are five hundred as opposed to sixty or eighty or a 
hundred, you have a scale problem there. How many different 
people h ave to be at .the table to address metropolitan issues ? I 
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don't want to hold up the St. Louis metropolitan area as having 
no problems. Obviously it has major problems, but it does have 
ninety-six jurisdictions besides the city. I'm now staying within 
the state and not crossing over to East St. Louis, because when 
you have state lines we have quite different situations. There are 
with ninety-six municipalities and a number of very effective 
metropolitan-wide institutions that have been able to evolve. 
And so, staying with something like eighty to a hundred units in 
a metropolitan area, at least, we've seen the feasibility of it. 

Now, a great deal of that depends on imagination, on the will
ingness to work together, and on the entrepreneurship. I have 
seen immense antagonism between patrol and detective bureaus 
within very large police departments. This is inside an agency. 
You would hope that doesn't happen, but I've seen it. Many of us 
who have worked in large enterprises have seen it, where one 
bureau hates another one. I've also seen cities that hate their 
neighbors and don't work with them. 

So simply creating an opportunity to be represented in a small 
unit does not guarantee that everyone will work wonderfully 
together. On the other hand, trying to cope with some of these 
multi-lateral budgeting problems is extremely tricky. We know 
from the game theory that's a particularly powerful set of incen
tives, with lots of problems with it. So you've got a complex 
trade-off. You need enough of the small units to get the face-to
face representation in the neighborhood, but if you get too many 
units for the metropolitan area you have escalated the problem of 
solving cross-jurisdictional problems. I think you have a very wise 
observation. 

Audience Question 

You've moved away from the question I was going to ask, hav
ing to do with the size of the unit. In our area we have a city 
school system and a county school system. There are about one 
hundred thousand in the city system and about forty thousand in 
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the county system. The city system has eight or nine hundred 
administration people, the county system has less than a hundred 
administration people. The county system h as a much lower cost 
per pupil than th e c ity system and an ACT score, or whatever 
they use as a college entrance score , equal to the average of the 
state or better, whereas the city system average is much lower. I 
think th e majority, at least , of the people in this room probably 
got the ir pre-college education in a very small system that was 
locally controlled and supplied with local taxes only and I think 
that, in most cases , they got a very adequate education. So it 
seems to me that if you h ave to look at the size of an institution 
in terms of effic iency, we migh t find that we defini te ly can get 
too big and perhaps not too small when it comes to school sys
tems. I guess that the thing th at t roubles me the most is when 
you look at the variation in efficiency it seems to be re lated to 
size. Is that rea lly size or is it because the larger system lends itself 
to a bureaucracy-type of organization and the loss of efficiency 
that comes with that ? . 

Professor Elinor Ostrom 

I think you h ave put your finger on some important issues. 
There is never one single factor. S ize is always a particu larly 
tricky variable because many things ch ange as soon as you scale 
something up and oth er things tend to change with a ch ange in 
scale. Your pointing to the size of the administrative staff is very 
much the foundation for the find ing regard ing the number of offi
cers out on th e street that is based on data from the e ighty metro
politan areas. The proportion of a police department that is 
devoted to administration is posit ively related to the size of the 
department. I assume that there are many more administrative 
layers in the larger school, from the data that you're giving us. 

On the other hand, we can't look at either education or polic
ing and simply look at the sch ool in terms of how do kids get 
good scores and how do you achieve equitable and efficient deliv-
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ery of services. We have to be looking at a complex of other vari
ables, but I think you've raised some very interesting questions. 

Audience Question 

This is a question relating to the provision of education. I'm 
trying to expand or continue with the New York City example. If 
I think of a situation where a big city decentralized the provision 
of education, I can also stop worrying about a situation where, 
because of the inequalities of the distribution of income, the dis
tricts, or the local areas which are in the inner city, are not able 
to buy a good quality of education while the suburbs are able. 
That leads to all sorts of social problems even though you are 
breaking up a city into local neighborhoods which have homoge
neous preferences within themselves. 

Professor Elinor Ostrom 

There is no empirical evidence that quality of education is pos
itively related to cost of education. At the time that the number 
of school districts were consolidated in our country, we started 
with about a hundred and twenty thousand in 1910. There was a 
major movement to consolidate based on the monocentric theory 
that there were economies of scale and that you needed larger 
units for financing. We reduced the number from a hundred and 
twenty thousand to about fifteen thousand between 1910 and 
1950. Part of our early interest in doing the work on policing was 
at the point when we got started, which was in the early 
1970s,the recommendation was made to go from forty thousand 
police departments to four hundred. There was no research that 
supported that, just as there was no research on the earlier educa
tional reform. It was a belief system, it was obvious that we would 
be better off. There are now a variety of other fine economists 
who have done some excellent studies. Hanushek has an article 
called 'Throwing Money at Schools" where he shows clearly that 
simple relationships between the amount spent and performance 

58 



do not exist. N ow, that doesn't mean that money doesn 't make 
any difference. But concentrating on "can people buy the best" is, 
I think, not necessarily the right way to concentrate. The ques
tion is, can people who are poor and may have family situat ions 
that need even more understanding and appropriate education, 
can they find ways of really being act ive co-producers, solving 
problems, gett ing motivated, getting organized, getting daycare, 
doing all the things that are needed that really meet the needs of 
inner c it ies. Some of these services they can pay for, but red istrib
ution needs to be from a quite large unit. There are ways of get
ting a local formula for some aspects of red istribution. Then the 
question is: does it go to the school district or does it go to the 
family as a voucher? There are huge debates about this. There is 
lots of evidence back and forth. I think people see vouchers as a 
panacea and that voucher systems are the only way. In my opin
ion, vouchers h ave to be part of a panoply of institutional 
arrangements that we think about. Vouchers are a way of solving 
redistribution that give families more voice as to where their chil
dren are going to go. I would h ate to see all education done on 
voucher systems as our only technique of solving problems, but it 
is one of the techniques that can be thought about as solving 
some of the problems of equity in the educational sector. 

Audience Question 

I'd like to return to the issue of voter participation, except that 
wisdom these days seems to work on the assumption that the 
more people that vote and the more you extend suffrage, the bet
ter outcome you're going to h ave . I don't know how we define 
that better. I know there are some states now that don't accept 
voter registration cards as proof of citizenship and there are sto
ries of voter buying. But we h ave a situation where you h ave two 
groups of people. When you h ave a large transfer government and 
part of these contribute to the revenue of the government and 
another part receive th~t revenue, there 's going to be a situation 
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where the people are going to vote differently, I think. The two 
lambs and the sheep voting on what they have for dinner, for 
instance. I wonder if Professor Arrow, especially, knows of any 
studies that are being done right now on universal suffrage, which 
is assumed to be the best. They say "Boy, not that many people 
voted." Maybe it's a good thing that not that many people voted 
sometimes, because then you get the people that really have a 
stake in that, are interested, like in off-year elections for instance. 

Professor Michael Nelson 

Let me invite all the panelists to chime in on this one. 

Professor Kenneth Arrow 

I'm afraid that I'm not acquainted with the research in this 
area or even if there is any. I don't believe in compulsory voting, 
which some countries have. If a person really doesn't want to 
vote, I agree with the general principle that it's probably a good 
idea that person not vote. If a person is either quite indifferent 
and then forced to vote rather arbitrarily or if he or she is less 
informed, why force him or her to vote on his or her lack of 
information. The point I was making about not voting was the 
symptom that this reflects. I was not trying to say that more vot
ing is better, but why would you expect people to vote less in a 
local election than in a national election? Professor Ostrom 
might know the literature on this as to why people don't vote, 
but one obvious possibility is that they're just less informed about 
it and they do not have any strong opinions because they haven't 
bothered to look into it. It's interesting why in a local election 
there is often a low turnout. Maybe it's because the stakes are less 
important to them, though you wouldn't think so because a lot of 
the local issues are extremely important to schools, roads, police 
care, and so you wonder why the local elections don't attract vot
ers. I don't have a very good answer. It's certainly not forcing peo
ple to vote, it seems rather that the lack of voting is a symptom 
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of the fact that local districts are not giving any information to 
the people. 

Professor Thomas Schelling 

I was con templat ing whether to remain silen t and to be 
thought ignorant or open my mouth and remove all doubt. I was 
go ing to say that I think one reason people vote in national elec
tions, espec ially pres idential elections, is that it's very, very easy 
to dislike at least one candidate. 

Professor Amartya Sen 

There are two distinct issues here. One is why people vote , on 
which Tom Schelling h as just commented . Given the low chance 
of affecting an e lectoral outcome (defined in terms of who is 
elected) , the disliking of one candidate may not give any more 
reason for voting than liking other candidates. But if partic ipa
tion in an activity of the community is taken to be important in 
itse lf, then outcome (more broadly defined) is not only who won, 
but whether one h ad participated in that person 's election (or in 
a disliked person's non-election). Thus participation is itse lf a 
motivation for voting. 

The questioner was concerned, however, with a different issue 
- a second issue of re levance of voting and non-voting. Why do 
we take a high turn-out to be a good thing? Isn 't it better that 
only those who fee l strongly should actually vote? The outcome 
then depends chiefly on the ch oices of "people that really have a 
stake," as the questioner puts it. That po int is we ll taken, but I 
guess the worry comes from the fact that different groups have 
systematically different voting behavior, which can override what 
they h ave in stake. For example, the very low turn-out of 
African-Americans relates not so much to any immunity that 
their interests have from public policy variations, but to a kind of 
skepticism of mainstream politics which can be changed only 
through greater participation. The systematic differences between 
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the different racial groups raise interesting social questions about 
how electoral politics is perceived, how much faith or cynicism 
the different racial groups have about governmental functions -
central and local. The perceptual issues are, thus, quite central to 
voting and non-voting, and it is not just a matter of having or 
not having an interest "in stake." 

Professor Ostrom 

This is something that, if we were just starting, we could now 
have a good hour's worth of discussion. Given the lateness of 
hour, we won't. I think one of the crucial things is to expand our 
image of citizen participation. Voting is a very important part of 
participation, but being able to call on the telephone and get a 
reasonable answer, to go to local meetings, and to do a variety of 
things beyond voting is also an important part of participation. In 
our own studies, where we looked at a wide variety of participato
ry acts in which citizens could engage, we did find a positive cor
relation between small- to medium-sized and very large size. 

Professor Michael Nelson 

On behalf of the panel, let me thank you for coming. Please 
join me in thanking Professors Ostrom, Sen, Schelling, and 
Arrow for being with us today. 
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Professor Ostrom, Chancellor Harlow, Ladies and Gentlemen. I 
quote from the Objective of the Frank E. Seidman Distinguished 
Award in Political Economy. "The Seidman Award recognizes dis
tinguished contributions to Political Economy by ... social scien
tists who ... have demonstrated their dedication to improving 
human conditions. The Award seeks to honor scholars who have 
advanced general understanding of the roles of democratic well
being and social welfare." It has been awarded since 1974, to a 
long list of those who have distinguished themselves by the origi
nality of their analyses of the process of policy choice. Today, we 
wish to honor Elinor Ostrom, by adding her name to the list of 
honorees. By so doing, we are also adding to the luster of the 
Award. 

Lin Ostrom is indeed one of the innovators in the study of the 
public economy. In one form or another, research in the field goes 
back to Thomas Hobbes' mid-17th century picture of the state in 
the book called Leviathan. Man without society, so says Hobbes, is 
doomed to poverty and conflict. Men and women therefore sur
render their freedom to an all-powerful state in order to protect 
themselves from the horrors of the state of nature. Of course, 
both the stark horror of the state of nature and the need for an 
omnipotent sovereign have been greatly modified by later 
thinkers. In particular, the role of the market in achieving a 
domain of unforced mutual benefit has been increasingly recog
nized, most notably and persuasively by Adam Smith a hundred 
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years after Hobbes. On the other hand, the state need not be the 
possessor of unlimited powers. The soc ial contract to create the 
state envisaged by Hobbes could be interpreted as demonstrating 
the primacy of the citizens over the state and therefore a basis for 
democratic control, as in eighteenth century writers like John 
Locke and Jean-Jacques Rousseau. The citizens could demand a 
sheltered area against state power. 

In much attenuated form, the Hobbesian picture has been 
adopted by a group of what is called welfare economists, a branch 
of economics which concerns itself with applying economic theo
ry to the formation of public policy. The market handles effi
ciently a great many problems of resource allocation, but it does 
not handle all. In recent years, the failures have been identified 
by such colorful figures of speech as, "prisoner's dilemma," or, 
"tragedy of the commons." These are situations in which what is 
in eve ryone's interest, or at least in most people's interest, is not 
in any one individual's interest. To take two topics which have 
been the subject of Professor Ostrom's research, police and the 
use of common property resources are both activities for which 
the market, even under the most special assumptions, does not 
h andle optimally. In both cases, there are benefits which the indi
vidual actor does not capture and therefore will not spend 
enough resources for. 

Common property resources are those to which a considerable 
number of individuals have free access. They are scarce, but the 
market imposes no charge for their use. A classic example is fish
ing. The fish are scarce; what is taken by one fisherman is not 
available to others. But the oceans are not private property; any
one with the equipment can fish in them. There will be overfish
ing and a reduction in the supply of fish. Similar is the use of 
underground water for irrigating crops. Underground water flows, 
it does not stay put, so that any one farmer can, in effect, use the 
water initially lying beneath the properties of others without 
charge. 

The biologist Garrett H ardin used the inefficient utilization of 
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common property as a simile under the title, "the tragedy of the 
commons." (Actually his spec ific targe t was population increase 
and for this purpose I think the simile is extremely misleading. So 
I don 't want to endorse the critica l usage that h as been made of 
this concept.) Specifically, h e targeted the medieval custom of 
graz ing cattle on common land. It did not occur to him to ask 
why commons lasted for many centuries. According to his view 
this would be an obvious disaster, and why the commons only dis
appeared when landlords, asserting a more modern concept of 
property, took ove r the common lands for their own use. 

The market did not function in these commons; nor did 
H obbes ' dread Sovereign intervene to set things right . Even the 
modest remedies that welfare economists talk about, taxes or 
transferable licenses, were absent. Lin Ostrom and her collabora
tors have brought new insights by careful observation combined 
with good theory. Institutions and rules will develop, not always, 
but will frequently develop, to curb obvious inefficienc ies. 
Perhaps these can be though of as small-scale soc ial con trac ts, but 
they are certainly not the surrender of authority to an all-power
ful sovere ign . Rather they are limited grants of authority for spe
c ific purposes . They appear in the control of fi shing and of water 
usage and many other examples of common property. 

What is new here, in the work of Professor O strom, is the per
ception of a whole system of interacting public agenc ies, not the 
unique control by one. Public authority is seen as a plural system, 
not a singular one . Of course , loca l governments of all sorts have 
been with us for a long time, but it was easy to think of them as 
creatures of the larger State. N ot so, in Professor O strom's system. 
They appear instead as spontaneous creations of order, which 
indeed have to be integrated with other agencies of public con
trol, at the same or at differen t levels. 

This h as led Professor Ostrom to the still broader view of the 
mutual adjustment of public authorities. Just as firms in the mar
ket, public authorities are competitors and also cooperators. 
Economic considerations, such as economies of scale, are highly 
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relevant to the allocation of responsibility. The Federal system in 
the United States has indeed remained relatively fixed in legal 
form over two centuries. But in fact the allocation between the 
responsibilities of the Federal government and of the sta tes has 
shifted rad ically and is st ill shifting under the impact of ch anged 
conditions as well as changed ideals. The structure of local gov
ernment h as been much more variable, even in form, and it is on 
this subj ect that Lin Ostrom and her collaborators h ave done so 
much creative work. 

What Professor Ostrom h as introduced to us, then, transcends 
both political sc ience and economics, while unifying them. The 
range of political solutions to market fa ilures is far greater than 
the simple ideas of neo-Hobbes ian welfare economics. There is 
not just a single level, but a whole system of more general kinds 
of property rights, adjudicated at a whole variety of leve ls and dri
ven by informational efficiency, responsiveness to needs, and 
pressures toward minimum cost. 

For these new insights, our gratitude is expressed by the Frank 
E. Seidman Award. The Award is here , but le t me read the c ita
tion: 
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The Board of Trustees and Rhodes College bestow upon 
ELINO R OSTROM this Award in recognition of your 
distinguished career as a scholar, outstanding teacher and 
leader in the soc ial sciences; for your highly acclaimed 
efforts in the study of political economy theory and policy 
analysis; for your profound study of the extent and nature 
of common-pool resources and your exploration of the 
variety of social institutions that have evolved for the ir 
control; for your achievements in the resolution of institu
tional behav ior; for your exploration and evaluation of the 
rational choice theory; and, for your erudite guidance in 
insp iring others to contribute to the broader political and 
economic knowledge of your chosen field. Granted the 
twenty-seventh day of September in the year One 
Thousand Nine Hundred & Ninety Seven, in Memphis, 
Tennessee. 
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University of Pennsylvania, Philadelph ia, Pennsy lvania 

C HARLES ORVIS Chair, Department of Economics and 
Business Administration, Rhodes College, Memphis, Tennessee 

THOMAS C. SCHELLING 1977 Award Recipient, Distinguished Professor, 
Economics and Public Affairs, University of Maryland , College Park, Maryland 

L. WILLIAM SEIDMAN C hief Commentator, CN BC 
Former Cha irman , Federal Deposi t Insurance Corporation 

Fonner Chairman, Resolution Trust Corporation, Washington, D.C. 

AMARTYA K. SEN 1986 Award Rec ipient 
Past President, American Economic Association, 

Lamont University Professor, Harvard University, Cambridge, Massachuse tts 

HERBERT STEIN 1989 Award Recipient 
Former Chairman, Pres ident's Council of Economic Advisers 

Senior Fellow, American Enterprise Institute, Washington , D.C. 

P.K. SEIDMAN Chairman Emeritus, Attorney, Memphis, Tennessee 

*LAWRENCE J. SEIDMAN Chairman Emeritus 
Retired Chairman, BDO/Seidman, Chicago, Illinois 

ROBERT M. SOLOW Consultant to the Board, 1983 Award Rec ipient 
1987 Nobel Laureate in Economics, Institute Professor of Economics Emeritus 

Massachusetts Institute of Technology, Cambridge, Massachusetts 

MEL G. GRINSPAN 

*Deceased 
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Director of Award, Distinguished Service Professor 
Emeritus, Rhodes College, Memphis, Tennessee 
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KENNETH J. ARROW 1972 N obel Laure<lte in Economics 
Professor of Economics 

St<l nford University, St<lnford, Californi <l 

MARTIN FELDSTEIN Pres ident, N <l tional Bureau of 
Economic Research 

Former Ch<lirman, Pres ident's Council of Economic Advisers, 
Professor of Economics, 

Harv<l rd University, Cambridge, Massachusetts 
MORRIS P. FIORINA, JR. Professor of Government 

Harvard University, Cambridge, M<lssachuse tts 

JEFFREY SACHS 1991 Award Rec ipient 

JAMES T O BIN 

Director, Harv<l rd Institute for International Development 
Professor of International Trade 

H <l rva rd University, Cambridge, Massachusetts 

1981 N obel Laureate in Economics 
Sterling Professor of Economics Emeritus 

Yale University, New Haven, Connecticut 
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