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RAISED BILIL 5515 TESTIMONY
AN ACT CONCERNING GOVERNMENT EFFICIENCY THROUGH
REGIONALIZATION IN CONNECTICUT

Senator Slosberg, Representative Spatlone, members of the committee, thank you for
providing this opportunity to testify before you this afternoon. My name is Ralph Eno.
am First Selectman in the Town of Lyme as well as a member of the Board of Directors
of the Connecticut Council of Small Towns. I am here to comment on Raised Bill 5515-
An Act Concerning Government Efficiency Through Regionalization in Connecticut. |
am opposed and so is COST.

We perceive this as a not so subtle attempt to reinstitute county government in
Connecticut. It didn’t work before and it won’t work now. Bigger is not necessarily
better. I commend to you an article in the summer 2008 edition of the Connecticut
Lconomy by University of Connecticut economics professor Steven Lanza. Long story
short, his economic models indicate only regional school districts provide any measurable
economies of scale. Consolidation of public works, safety and other municipal services
does not. A copy of the article is attached to my testimony.

"The creation of the six so called “regional councils” would create a huge new
bureaucracy especially if the eight designated state agency functions are folded into the
mix and the weighted vote provision essentially disenfranchises smaller member towns.
The provision that these councils would essentially take over operation of local school
districts is particularly troubling as well.

Further, it is puzzling to see how these expanded services can be delivered in a cost
effective fashion when the bill mandates these council employees be covered under terms
of the contract negotiated between the State of Connecticut and the State Employees
Bargaining Agent Coalition. Those wages and benefits are extremely rich especially
when compared with what is being offered in the private sector.

Funding provisions in the bill are alarming as well, particularly the one enabling councils
to create regional property taxes. For years we have listened to our state elected officials
decry the inequities of the property tax and now apparently it’s not so bad afier all. The
only saving grace for this regressive tax is that it is raised and spent locally assuring a
considerable level of accountability. That is lost when towns do not have an equal vote in
determimng levy limits and spending oversight is removed from local town halls.

Once again the state is proposing a “top down” approach to regionalism issues.
Discussions on this topic have been on going for a couple of years now. Local officials






have been urging a collaborative model with the state providing incentives to encourage
enhanced RPO initiatives. There is none of that in this bill,

5515 does absolutely nothing to benefit the town of Lyme or for that matter any of the
cight other towns in our planning region. All it will do is cost us more, disrupt the many
regional services we have collectively worked so hard to develop, while marginalizing
the elements of accountability and control which are key to insuring taxpayers get real
value for their dollars.

Thank you again for this opportunity to testify. I would be happy to try to answer any
questions you may have.






Lconomic theory is
ambiguous about the
connection between
organizationdl size

and efficiency.

BY STEVEN P. LANZA

Hard economic times are prompting
folks in all sectors of the economy
to cinch their belts an extra notch or
iwo. Households are driving less and
shopping the bargain aisles, while
businesses are scotching expansion
plans and even parlng back exist-
ing workforces. State and local gov-
ernments are feeling the pinch, too.
They're trimming budgets, mulling
tax hikes and looking for novel ways
to economlze on service provision.
Reglonal consolidation ts one such
innovative idea, but can It actually
deliver the promised cost savings that
its proponents claim?

New Jersey’s Governor Jon Corzine
made headlines recendy with an all-
stick, no-carrot plan to reduce state
spending and prod localities inco
operating more efficiendy.  Corzine
has proposed eliminating state aid to
towns with fewer than 5,000 residents
and halving support to municipali-
ties with populations below 10,000.
Small municipalities could dodge the
revenue-cutting axe by merging with
other jurisdictions or sharing services,
under the presumption that these big-
ger service arcas could capitalize on
economies of scale and reduce the cost
of local government.

In sheer number Connecticut’s 169
towns, spreac[ out over 4,800 square
miles, pale beside the 21 counties over-
lapping 566 cities, towns, boroughs,
villages, and townships that New Jersey
has carved out for itself from just a
50% larger land area. But critics say
that Connecticut’s fractured system of
local government, however modest by
New Jersey standards, is no less waste-

ful and inefficient, Why shouldnt che

Nutmeg State follow suit and consider

alternatives—regionalism, municipal
consolidation, shared service provi-
sion—that could lower costs and boost
efficiency?

THEORY 101

The problem is, economic theory
is ambiguous about the connection
between organizational size and effi-
ciency. On the one hand, large towns
might indeed operate at a lower aver-
age cost by “spreading the overhead.”
A town of several hundred residents
might require a four-officer police ream
to provide round-the-clock protection,
but if that same force can just as eas-
ily serve the needs of several thousand
people, the larger town can provide
police protection at a lower cost per
person.

On the other hand, large govern-
ments may behave as monopolists,
with bloated burcaucracies that are
untesponsive to resident needs. These
so-called “leviathans” are motivated 1o
maximize revenue, but lack incentives
to keep expenses low if they can simply
pass higher costs on to taxpayers. An
alternative system of many compet-
ing, smaller-sized governments might
encourage towns to iminimize costs,
and also make it easier for people to
shop among jurisdictions for their pre-
ferred bundie of local public services
and other amenities.

Adding to the confusion, shoe-
horning a mass of autonomous munic-
ipalitics into a limited space may bring
out the worst in decision makers,
encouraging them to behave strategi-
cally—free riding on the benefits of
adjacent towns’ public services or shift-
ing the costs of their own activities to
their neighbors. A town might site
a shopping center on its border, for



instance, in part to divert traffic into
neighboring jurisdictions. Carving out
larger towns from the landscape might
force municipalities to internalize more
of the costs of their own activitics,
With strands of theory pointing in
so many different directions, whether
regional consolidation or some other
system of shared service provision
might enhance efficiency and lower
costs reduces to an empirical question.

ALL THINGS CONSIDERED

According to data from the
Connecticut  Office of Policy and
Management (OPM), 2006 per-cap-
ita spending on local public servic-
es ranged from a low of $1,534 in
Mansfield (a figure no doubt skewed
by the large UConn student popula-
tion), to a high of more than chrice
that amount—$5,526 in Westport.
University students notwithstanding,
spending tends to be lower in the
northeast cotnetr of Connecticut and
higher in the southwest part of the
state.

OPM breaks town expenditures
into two broad categories: education-
al spending {accounting for 60% of
municipal budgets) and non-educa-
tional spending (for public works, safe-
ty, and other services), which makes
up the balance. Per-pupil education-
al spending varied from $8,163 in
Watertown w0 $16,135 in Canaan (see
Centerfold map on p. 12)-—a differ-
ence of nearly $8,000—swhile non-
educational spending varied less in
an absolute sense but more in relative
terms, from $427 per capita in Sterling
to $2,657 in Woodbridge.

Why the wide divergence? One
obvious source of variation is the cost
of factor inputs. Higher rents, wages

and capital costs will make public
services more cxpensive. The quality
of public services matters, too. Better
schools and a wider variety of recre-
ational amenities do not come cheap.
Other characteristics of the population
likely play a role. Youngsters com-
ing from disadvantaged households
may need costly, remedial educational
services. And a more highly educated
adule population may insist on supe-
rior educational facilities for their own
kids.

The Corzine plan sketched above
presupposes that, once we've account-
ed for differences in input costs, setvice
quality, and other community char-
acteristics, larger towns are expected
to spend less on public services than
smaller towns because they can pro-
duce those services at a lower unit
cost. In economic terms, towns face
U-shaped average cost cutves where
per-unit costs decline over a range of
output.

THEORY MEETS REALITY

To estimate the cost of producing
local public services in Connecticut's
169 towns, | constructed two separate
least-squares regression models: one for
educational services, the other for non-
educational services,

I modeled per pupil education
expenditures as a function of student
enrollment as well as the square of that
value, in view of the hypothesized non-
linearity in average cost with respect to
output, and of class size and computers
per student, to control for educational
quality. The model also includes medi-
an home values divided by the average
number of rooms (a measure of the
price of building space) and per-capita
debt burdens as a proxy for input costs.

Percent of houscholds headed by a
female and percent of adults with a
college education capture community
characteristics, while a variable measur-
ing the average class size in ncighbor-
ing towns allows for possible spillover
effects berween municipalities.

The education regression yielded
significant coeflicients, opposite in
sign, on the two enroflment terms:
negative on the enrollment term iself,
bur positive on enrollment squared.
That combination suggests a U-shaped
cost curve that firse declines, but then
turns upward after bottoming out ar
an enrollment level of 7,700 students.
Since mean student entollment per
town was only 3,347 in 2006, the
average school system would need 1o
more than double its present size to
fully caperure scale economies. And
the payoff could be sizeable. The
difference between the least-cfficient
and the optimally-sized school districe
comes to more than $2,400 per stu-
dent (see the first graph, next page).
Thus, increasing district enrolliments
through consolidations would likely
lower costs,

Per-student education cost is also
associated with the education qual-
ity of adjoining towns. Towns whose
neighbors have large dlass sizes tend to
have lower costs of education, likely
the result not of a causal link but of
spatial dependency. Towns in close
proximity to one another often share
characteristics such as resident prefer-
ences and economic resources. So a
town with large class sizes is apt to be
located next to other towns that have
chosen to educate their kids in large
classes, too, and these large class sizes
reduce the per-pupil cost of education.
The estimated difference in expendi-



Municipal consolidation or
other service-sharing plans
offer no silver bullet for
the problem of costly local

public services.

tire berveen toeny with dhe smadlew
C12) and largest 124) own-class size i
nearly $3,900.

The estimared differential impacts
on costs between the bottom- and top-
ranked towns arising from changes in
the other independent variables were
also significant. Raising the ratio of
computers to students from a low of
0.083 1o a high of 1.0 would cost more
than $1,500 per student (a reasonable
estimate of the price of a computer).
The $98,000-plus difference in room
values across the state translates into
a difference of $5,300 in per-pupil
spending, while che town with the
highest debt burden spends an esti-
mated $2,200 less than the one least-
burdened by debt. Perhaps the high
debt loads reflect earlier investments
in efliciency-enhancing buildings and
equipment. Towns with larger shares
of female-headed households and
adults with college degrees also spend
more per student on education.

SECOND VERSE, DIFFERENT
FROM THE FIRST

A different tale emerges from the
second regression model, which relates
cost per capita for non-educational local
public services to output (measured by
population, since all residents share
these services}, and other explanatory
variables (sec second graph). Here,
the estimated coefficient on the output
term, population served, is positive
and significant, but that for population
squared (to allow for nonlinearities) is

not signiticants o noneeducaona
SCIVICES, WAL COsts appear ta rise steadi-
ly with outpur, unlike educational ser-
vices. Thus, expanding the scale of
g()\'el'[l[‘ﬂ(_’ﬂt []Oll—educﬂ.ti()ﬂ Se[\’iCCS iS
unlikely to generate any significant
cost savings, and may actually make
public services more expensive.

And unlike educational services,
which show evidence of a positive asso-
ciation between output in one town
and output (and cost) in adjacent
jurisdictions, non-educational services
exhibit signs of a negative spillover
effect. Per unit costs are inversely relat-
ed to average library books per capita
(a proxy for non-educational public
service quality) in surrounding com-
munities.  So if neighboring towns
skimp on public services, a town’s own
cost of meeting its residents’ needs may
go up by as much as $300 per resident,
based on the difference between the
highest and lowest service levels of
neighboring towns.

Home values and female heads of
houscholds, which were significant in
the education service model, exert a
similar influence on non-educational
service spending. Higher debt levels
added to rather than reduced non-cedu-
cational expenditures, perhaps because
excessive borrowing weakened cred-
itworthiness and raised the cost of

capital.  And in this model median

age, rather than educational attain-
ment, turned out to be a significanc
demographic influence (positive) on
spending, Towns with a larger shate




ot business properes on the arand v
also spent more per capita on public
services, presumably o provide the
necessary infrastructure that commer-
cial activities requiire.

READMING THE TEA LEAVES

The regression results suggest that
municipal consolidacion or other ser-
vice-sharing plans offer no silver buller
for the problem of costly local public
services.  Localities probably could
benefit from additional cooperation in
the provision of local education. And
many towns already do participate in
regional school systems—Connecticut
has eight regional districts at the high
school level and nine districts in the
lower grades. The fact that more
municipalities do not forge such pare-
nerships may reflect dimly-perceived
benefits of cooperation, an inability to
negotiate or police the terms of an alli-
ance with neighboring jurisdictions,
or a stubborn adherence to home rule
and local control of personnel and cur-
ricula. To the extent that towns sim-
ply prefer to manage their own school
programs, the resulting inefliciency
can be viewed as the price residents are
willing to pay for such autonomy.

Consolidating  public  services

doesn’t appear to offer the same econ-
omies of scale for public works, safety

wied orher services thae i does tor edue
cation,  Part of the explanation may
e that towns have already exploied
whatever economies might be gained
in these areas, and the cost savings
ate already reflected in the dara. In
the Hardord area, for example, the
Metropolitan  Districe Commission
provides water and sewer service to
eight participating municipalities.
The sizeable benefits that accompany
a large-scale undertaking such as that
were probably suflicient w overcome
the bargaining and enforcement costs
that might easily have scuctded a less
ambitious enterprise.

But such economies are probably
less characteristic of other public ser-
vices—safety, health, recreation and
the like. "Theres a good chance towns
can add or reduce staff in these areas
as needed withous affecting the unit
cost of inputs. And while there may
be some indivisibilities at the “plant”
level—eventually a town may have to
build or shutter a fire station or police
barracks—such adjustments will occur
in rough proportion with population,
and regionalism won't necessarily fore-
stall the need for them.

One way regionalism
enhance efliciency is by mitigacing
the kinds of spillover effects that were
evident in the non-educational setting,

might

Whvi Benelits amd costs can ke an
aspavial dimension, and their spheres
dont always overlap. A municipal
library may restrict borrowing privi-
leges to focal residents, for example,
but ir probably can't completely bar
(either de jure or de facto) out-of-
towner access to other conveniences
such as public reading rooms, rest-
rooms, or Wil Internet. Where free
riding occurs, however, towns have
the incentive to under-provide public
services. In Connecticuts case these
impacts appear moderate. Tor every
ten percent increase in its neighbors’
non-educational ourput, a town’s costs
decrease by about 1%.

Connecticut’s long and strong
resistance to regionalism is at least
partly justified by an apparent absence
of significant scale economies, at least
for non-educational services. But evi-
dence of significant spillover effects
suggests that more regional coopera-
tion might make good sensc.




