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l. I ntroduction - explaining the use of the market by Danish municipalities
Much of thelarge production of public servicesin the Danish welfare state is done by the 275 municipa-
lities. Danish municipalities are obliged by law and by the votersto provide many services, but they are
allowed unusual independence when it comes to the size (over the designated minimum), the quality
provided, and themode of production. Coreactivitiesaseducation, health care, social welfare, libraries,
etc, are the most regulated, and largely produced by public sector personnel. There have only been a
couple of small private hospitals, the 10% private schools are heavily subsidized and regulated.

However, the municipalities can - and do - choose the mode of production freely for the 12
marginal taskslisted in Table 1. They may (a) produceit themselves, (b) establish a quasmarket, or go
the whole way and (c) buy it in the market (that is, if a market exists). In a longer perspective a
movement (a) = (b) = (c) isclearly visible, though it is a low movement. The following is a study of
these 12 marginal tasks trying to explain why the market is being increasingly used.

Consider a municipal council deciding if the service x, which it has itself been doing till now,
should meet the market or not. Basic theory predicts that the decision variable is the expected cost
savings, E{ CS(x)} minus the expected political cost E{ PC(x)}.

Re.: E{CS(x)}. Many studies show that savings occur, when a production has to meet the
market. The cost savings differ from case to case. Theinternational literature showsthat on average it
isalmost 30% cheaper for the public suppliers of servicesto buy them on a competitive market than to
produce them by a public monopoly producer.? Our own Danish results covering some of theitemsin
Table 1 are similar.? At present we shall not discuss the reasons for the cost gap.

Re.: E{PC(x)}. Against the savings are four types of political costs: (c1) Sakeholders - in
particular the old producers - are likely to resent the change. The resentment is stronger the larger the
vested interests. That is, thelarger the expected savings. (c2) Theworking conditions of the old produ-
cers often deteriorates. Evenif they retain the production the entry of market forcesislikely to reduce
organizational dlack, sometimesto the point of stress. (¢3) Thefearsthat the quality of the service might
deteriorate. It appearsthat neither empirical evidence nor economic theory support thisfear.® (c4) The
municipal politicianslosesdiscretionary influence over the personnel employed and the allocation of the
service.?

Aselsawheretheincreasing use of the market has proved controversial. Some of the longest and
most violent (by Danish standards) labor disputes have taken place over such issues. In the media and
the Parliament it is often treated as a »hot« ideologic issue, where the Left isagainst increasing the MO
(Market Orientation) and the Right is for »the market«.

Themany political partiesinthe complex Danish systemlieson awell defined left/right scale (see
Nannestad 1989). One may well debate if the scale makes sense at a deeper philosophical level, but
voters and politicians agree on the classification. The Left is termed sociaist/workers parties - it is
dominated by the Social Democrats. The Right are the liberal/bourgeois parties - it isdominated by the
Liberal/Conservative codlition. The dominant parties are quite moderate, especially at the municipal
level. But neverthelessit is an issue if the mayor is Left or Right.”

Unfortunately we have no direct measures of neither CSnor PC. Basic theory isthusonly useful
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as a frame of reference as we search for proxies. Our study finds that most of the actionisin the PC-
variable, and we see most of our variables as an attempt to catch the underlying pattern of changein
the decision variable, including institutional changes and formation of the necessary markets.

As mentioned we considers 12 municipal tasks listed in Table 1 on the said »margin«, where
many municipalities use the market. From information collected about these tasks from (nearly) all
municipalities we have constructed an aggregate MO-variable (M arket Orientation), shown asaMO-
map of the country in Figure 2. The map correspondsto no pattern we know. Therefore, we made a set
of all the »promising« hypotheses we could think of, and tried to find variables operationalizing each
one. By systematically exploring these variables, we have managed to explain some of the pattern.

Section |11 presents these hypotheses and the operationa variables used. However, before we
turn to the explanations, Section Il presents the data we use as the measure of market orientation.
Section |V gives the regression results, and finally the conclusions in Section V deal with the implica-
tions of our findings.

1. Defining the M O-variable measuring the degree of market orientation

The MO-variable was calculated for each municipality from the answers to a questionnaire, sent to all
275 Danish municipalities. For each task the municipality was asked to indicate the proportion of the
budget which was produced under market conditions. Remarkably, 272 answered - the last three
declined to answer. Some missed out on a question; but on the whole we do have an almost full
coverage. Also, we have found only few inconsistencies in the answers.

Table 1 showsthe tasks covered, and the frequency of the different answers. Wetried to define
theinstitutional arrangements corresponding to the different answers aswell as we could, without mak-
ing our questionnaire too bulky. However, some municipalities may have understood our questionsin
their own way. In afew cases a municipality has created a semi-independent »parastatal« for the task,
and given the parastatal along run monopoly - normally with predictable results. They might call this
amarket solution, even when it is rather the reverse.®’

Our M O-variable is the unweighted average of the 12 individual MOs.” It therefore obtains values
between 0 and 1. Figure 1 shows the distribution of the MO-variable. The reader will note that the ave-
raging has given the graph a rather »normal-looking« distribution as one might have hoped. Figure 1
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shows how it looks, when depicted against the relevant normal distribution. A formal test shows that
normality cannot be rejected.?

Thetwo vertical bold brokenlineson Figure 1 are placed to givethedivisioninto three - equally
large - groups. These groups are depicted with different signatures on the MO-map of Denmark shown
on Figure 2. The pattern of gradual »lightening« due to increasing MO is not easy to explain. Consider,
ie., North Jutland. Here there is a clear pattern, where the MO increases from east to west; but on the
face of it, it does not tally with other patterns we know about the area. That is, the municipalities with
thethreelargest towns have three different colours. The maintourist areasare similarly divided, etc. So
what is going on is complex.

[11. Six hypotheses

Our datacollectiontook placeinthe Spring of 1997. We posed several questionsabout the development
in the MO over time; but we have no time series for our variable. However, we have a general
impression based on scattered evidence from many sources. Our study assumes that the MO-variable
rises ratchet-wise: Municipalities used to have low MOs. Once they shift to use market mechanismsfor
atask, they rarely shift back.® The change is ow. A municipality increasing its MO in one task, may
wait a couple of years before changing in another task. A full change of MO for al 12 tasks may easily
take a couple of decades. If the process continues, the market then reachesthe core activities, wherethe
political resistance will be much greater.

To explain the MO-variable, we have considered atotal of 6 broad hypotheses. For each hypot-
hesiswe havetried to find available variables, which may catch some aspect of thekey idea. The variab-
les are chosen to create asfine anet as possible, and many of the variables chosen are therefore correla-
ted aswill be discussed. This has have led to the choice of atotal of 23 potential explanatory variables.
Most are from the large data-bank of AKF.1? In order to explain the choice of variables, we shall first
look at the hypothesesexamined. They represent three different approaches: History/geography, politics
and economics. Aswe go along we show how the different hypotheses arerelated to basic theory. Table
2 summarize the theoretical structure reached.

[11.1  Historical and geographical explanations. Market orientation is a modernization
We here consider three hypotheses both dealing with changes in the underlying institutional structure -
they are hence factors changing both the cost savings and the political costs of using the market: H1
explainsarising MO asamodernization, H2 looks at the diffusion process, and H3 turnsto factors that
may cause inertia.

The intuition is that the old way to organize production of a typical municipal service was by
employing somebody to do it. Fifty years ago most municipalities were small and rural, and there were
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(therefore) no markets the service. Furthermore, it was easy to control the costs in societies where
everybody knew each other, and many were self employed - and hence very cost conscious.

Denmark went through a big municipal reform in 1970, where the number of municipalities
decreased from 1'300 to 275. It took a decade for the new municipalities to become truly integrated,
town halls to be built, etc. The average municipality now has about 18'000 inhabitants.*> With much
larger municipalities, the old direct control of employees became impossible, and municipal bureaucra-
ciesemerged. Cost control had previously been aprobleminthetownsonly, it now spread to all munici-
palities. Furthermore, it became possible to create markets for the said services.

Consequently, market orientation is the new way - the modernization. It beganinthetownsand
has gradually spread. Thisimmediately suggests a stock and a flow operationalization. One may ook
for »modern« and »traditional« structures characterizing the municipalities, and for »channels of diffu-
son« fromthe centreto the periphery. That is, H1 saysthat markets have to emerge, while H2 saysthat
the municipalities have to learn to use them.

H1. The change of MO is a modernization process. We measure modernity by high income
(Mtb), structure of employment (Mpr, Mpub, Mtra) andlargesize (Mpop). Traditionalismis characteri-
zed by rural (Murb, Mpr) and small size (Mpop).*?

The modernization ideas are new and must thus spread by some diffusion process. Ideas can
spread in (i) the abstract or by (ii) concrete demonstration. Ad (i): Perhaps coming from abroad or from
the largest concentrations of highly educated, etc, that is from the major cities, defined as Copenhagen
and the three largest provincial towns. They are also the four main university cities (Dkm). Note that
this does not imply that the largest town are themselves modern in our sense, but they are the places
where new ideas are first available. Ad (ii): It is also possible that the diffusion is simply from
neighbouring municipalities (Dnab). Oncethe decision makers- and people- inone municipality see how
things are doneinthe neighboring municipality, they decidethat they also can. Politically it ismuch more
easy to make areform if the neighbors already have made it.

H2. The change of MO occurs through a diffusion process.

H3. The change of MO isdelayed by inertia. In addition to the historical explanations, we have worked
with an »inertia« hypothesis. Theideaisthat changesinthe MO occur if an institution changes.
Maybe inertia is in the person - if the same person continue ruling nothing changes. Maybe
inertiaisin the party, so that, if the same party rules for along time nothing changes.

Onemay interpret theseincumbency variablesinaccordancewith Mancur Olson's»sclerosisc model (see
Olson, 1982). If they had worked, it would have opened up severa interesting lines of arguments -
however, they did not, so these ideas shall not be pursued.

[11.2  Political explanations. Party ideology and self-interest

We consider two radicaly different hypotheses - they are both purely political-cost ideas. H4 is based
upon political ideology as expressed in party choice. H5 relies on voter self-interest, coalition building
and pressure groups.* It disregards the parties. At some deeper level the two ideas may converge; but
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in the short run they differ.

H4. The choice of MO isinfluenced by political party ideology. We herelook at the party/partiesruling
the municipality, the size of the mgjority, etc. Astheleft votersare against an increased MO, left
parties can not (and will not) increase the MO. Conversely right voters will support their politi-
ciansmoreif they increase the MO. The variables tried are closely related. The binary variables
are defined as O if Left and 1 if Right.

We have included five closely related variables to make the net so fine that it can catch the ideological
factor which has proved elusive in the literature on the behaviour of (Danish) municipalities.

The second political variable is constructed from the belief that those deriving their (main)
income from the public will be against reducing the public sphere. They may not agree as regards the
party they vote for, but they have ajoint interest, making them a potential pressure group.*¥ We use
the term »welfare codlition«, even when it is only a potential or an implicit one.

H5. A large »welfare coalition« may block the change of MO. It is constructed from two parts.

Most values of the Wal-variable, as depicted on Figure 3, are amazingly high - that is they are in the
range of 50% to 80%.*® Public choice theory suggests that it matters, if the median voter is within the
welfare coalition. Thisisthe casein all but 19 of our municipalities.’® Note the difference between the
(Wal, MO)-points from the metropolitan area and the province - contrary to popular beliefs most ®-
circlesare at the lower end of the figure while most %k-starsare at the upper end. We shall return to this
pattern in Section V.3, when interpreting the results.

[11.3  Economic explanations. The power of economic pressures

Theideaisthat municipalities turn to the market only under duress - also this explanation operates on
the political costs side. Once everybody knows that an unpopular decision is made under duress the
political costsare smaller, than when the decision appearsmorevoluntary. That is, welook for variables,
which show if the municipalities are under financial pressure.

H6. Municipalities change MO in reaction to economic pressure. It is not as easy as one might think
to find a good representation for the amount of pressure a municipality is subjected to. It depends on
the amount of fat in the budgets, as perceived by the municipality.

The Rpop-variable measures relative population increase. Large values of Rpop force munici-
palities to invest. It hence increases expenditures (much) more than incomes in the short to medium
term.
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[11.4  Structure of the hypotheses - a summing up

Table 2 shows how the six hypotheses relatesto basic theory. Two of the hypotheses predict increasing
cost savings, whilefive predict lower/increase political costs. Note that one hypothesis (H2) might ope-
rate on both sides. Further, note that two of the hypotheses are level variables, while the remaining four
builds on ingtitutions changing. Finally, the right column gives an small preview of the resultsto come.

IV. Regressions- univariate and multivariate

We want to estimate how the probability that a municipality increases its market orientation depends
upon our 23 variables- regressions are thus run using the logistic method.*” The question asked by each
regression is. If variable X goes up by one step, what happens to the probability that the MO-variable
is high (above 0.7). Table 3 systematically explore each of the 23 variables. That is, it lists the results
of running the 23 univariate regressions.

Thetableisconstructed following thelist of hypotheses and variables above. We have predicted
the signs for each variable and test if the variable obtains a significant coefficient with a sign in
accordance with the prediction. This requires one-sided tests. The program generates Wald-tests for
coefficient significance to either side: We give half the p-value of the Wald-test as our p-values.

Thetable should speak for itself, but three pointsemergeif we count the number of »right signs«
and significant coefficients (at the 5%-level):

1 Most coefficients estimated are insignificant.
2. But: The signis as expected for 19 of the 23 variables.
3. And: At the 5% significance level 7 of the 23 variables are accepted.

Thereis 50% chance of hitting the sign expected by chance, and a 5% chance of reaching a coefficient
that is above the 5%-level by chance, so thetwo counts are both very high. They would speak of ahigh
level of compound significance if all our series were independent.'® They are not, but it still show that
most of our models, must be part of the patternin the data. We hence know that even when the pattern
is complex and weak, most of our theories contribute to the explanation.

IV.1 Theunivariate results. One variable at atime
The table contains 23 regressions divided into 6 blocks - each representing one of the hypotheses. Let
usfirst look at the historical/geographical explanations.
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The first three blocks deal with the modernization complex:

H1. The change of MO is a modernization process. Most of the variables fail to work, even when the
sgnsareright, but Mtb (tax base) and M pop (population size) become significant. M pub (share
in the public sector) turns significant in another model, see Table 4.

H2. The change of MO occurs through a diffusion process. Here the results are stronger. Both Dkm
(distance to mgjor city) and Dnab (MO in neighbouring municipalities) are significant.

H3. The change of MO is delayed by inertia. Our variables both failed - there is no sign that further

work on refining the variables might produce a result.

The next two blocks of variables are the political ones:

H4. The choice of MO isinfluenced by ideology. All five variables produce the right sign, but they fail
abysmally, when it comesto significance. Thisisapuzzling result - theissue of using the market
is as mentioned a »hot« one in national politics. Therefore we tried everything, we could think
of, to find the expected ideological effect, but in vain.

H5. A large »welfare coalition« may block the change of MO. Here all three variables have the sign
expected. Both Wtra and the aggregate Wal-variable become significant.

The last block looks at variables indicating that the municipalities are under economic pressure:
H6. Municipalities change MOsin reaction to economic pressure. All the variables once more have the
signs expected; but only Rpop, showing the population change is significant.

The fact that only Rpop becomes significant is worth a few thoughts, especially asit isthe best
single variable of the 23 tried. The regression predicts the MO-outcome 20% better than one would by
thetossof acoin, ie, instead of a50-50 prediction we get a60-40 prediction. Thisisaniceimprovement
fromjust one variable. The best combined models only obtain morethan acouple of extra pointsto both
sides. The main reason why the Rpop-variable works so well is probably that it is an early indicator of
trouble. Population movements call for expensive adjustments. One possibility is to save money by
bringing in the forces of the market. Most of the other indicators available are from later stagesin the
adjustment. Here things are already planned and (largely) under control.

Finaly, it should be explained how the coefficients should be interpreted quantitatively. The
variables are very different conceptually, but their scaling of the variables as given under the variable
definitions above: If Mpop (V5) isincreased by one unit (of In(pop)), the probability that the average
municipality shiftsfromalow MO to ahigh oneincreases by 6.97%. If Dkm (V7) increases by one unit
(1 km) the probahility that the average municipality is highly market oriented decreased by 0.18% - 100
kms thus give 18%. The effect of an increase of 1% in the Wal (the welfare coalition) corresponds to
3 kms extra distance from a mgor city. It can be offset by an increase in the population of the
municipality by 0.5%.

There are probably three explanations for general low level of explanatory power reached. (i)
The dataare often weak. The data-bank of AKF contains abig effort to divide national datainto obser-
vationsfor each municipality; but the primary evidence on which thedivision isbased is sometimes scant
and dubious. So, thereisundoubtedly agreat deal of noisein many of the series, including our own MO-
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variable. (ii) The MO-process has a consderable stochastic element - information often jumps in
mysterious ways, decision makers are more or less innovative and risk averse, etc. (iii) We have surely
overlooked some explanations.

IV.2  Some multivariate results
The explanations working are unfortunately related. Model 1 in Table 4 showswhat happens when the
best variables from Table 2 are included together.

Two points are obvious when Mode 1 is considered: First, the explanatory power of the model
is only marginally better than the last - and best - univariate model in Table 3. The percentage of right
predictions only increases from 59.9% to 62.2%. Second, the level of significance drops rather sharply
for all coefficients, and only Rpop manages to remain (just) below the 5% significance level. Our
seemingly very different variables must hence contain strong multicollinearity. To reach the best model,
we thus have to exclude variables - in this process we must get theright prediction between 59.9% (for
Rpop aone) and 62.2% (for all 5 additional variables). It appearsthat various combinations of 2 and 3
variables reach that level - and are, thus very similar.

Notethat the welfare coalition (Wal) and the pressure hypothesis (Rpop) cannot work together,
but substitute each other to alarge extent. Thisis a non-trivia result. Figure 4 shows the correlation
between the two variables.

Thefigure showsasignificant negative correlation indicating that municipalitieswith decreasing
population size are characterized by a strong welfare coalition and that municipalities with a growing
population have aweak welfare coalition. From Table 3 we know that in adecomposition of the welfare
codlition it isthe proportion of the voters having their income from public transfers, V17, which works.

Municipalitieswith decreasing population sizeare characterized by large public transfer payments
partly because of low employment rate and partly because of the demographic composition of the
population. Our analysis hence point to the difference between growing and stagnant municipalities. In
the growing ones employment is high - and Wal therefore low. These are the municipalities to which
young people move. The stagnant municipalities loose people - especialy in the active age groups. The
difference is obviously dynamic.
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IV.3 Copenhagen Metropolitan Area versus the Province

The Danish municipal structure was, as mentioned, re-made in 1970. The reform did not include the
metropolitan area. Because of the especially strong lack of homogeneity in the municipal structure in
the metropolitan area, it should be expected, that it is more difficult to explain the degree of market
orientation in the metropolitan area than in the provincia Denmark.

Table 5 confirms this expectation. Only one of the variables, Wtra (fraction of population recel-
ving transfer payments) becomes significant in the capital area, and as aresult Wal (welfare coalition)
becomes almost significant. In the provinces most of the pattern expected re-emerges, often even more
significantly than in the aggregate regressions.

Two puzzling findings appear in the table. Oneisthat our one and only significant »wrong sign«
appears- it isto Rct (changein municipal tax level). Thisis probably just a fluke - when the number of
regressions presented are considered, there should be one wrong sign.

The second isthat Wal (welfare coalition) works so much better inthe aggregate thanin thetwo
regions. To explain this finding, the reader should turn back to Figure 3 presenting the point scatter.
Almost half the variation in Wal disappears if one looks at the two regions separately. It is thus no
wonder that it fails to work in each region and becomes significant in the aggregate.

Finaly, it should be noted that al the ideological variables still fail; but they all continue to have
the right signs - this suggests that there might be something here; but the effect of ideology is at most
very weak.

IV.4  Disaggregation to the individual tasks

Our MO-variable is an aggregate. We have also run the analysis for all the individual tasks. This has
produced many results. Fortunately, most are as expected, and there is no reason to burden the paper
with too much detail - so we shall bring only Table 6. The main results are:

1.  Thetaskswhich are explained the best are: (1) Fire brigade, (5) household garbage collection
and (11) transport of school children. Wefail to explain (2) library book acquisition, (4) purcha-
ses of normal goods and the other transport tasks. The remaining tasks gave mixed results.

2. Especialy the neighbour-municipality effect of diffusion presents an interesting pattern.

The two sections of the table compare the diffusion of an effect as explained by (a) the specific neigh-
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bour effect asgiven by the average market orientationin that task in the neighbouring municipalitiesand
(b) ageneral neighbour effect - as given by the average M O-variablein the neighbouring municipalities.
It appearsthat the specific effect in the top half of the table is stronger than the general effect estimated
in the bottom half of the table: The results are more significant in al but 3 of the 12 cases in the top
section of the table, the number of coefficients passing the 5%-level are therefore higher as well.

Thisresult suggeststhat concrete practical matters determinethe use of the market. If the neigh-
bours have done so in a particular field with success, then one may try aswell. The general - and hence
necessarily more ideological - experiences of the neighbouring municipalities count less. Thisiswell in
line with the general thrush of our results.

V.  Conclusion: Understanding a complex pattern

The first point to note is the large cross-country variation in the MO (market orientation) of the
municipalities. The pattern proves quite complex, but we have managed to explain some of thevariation
by a set of explanations, none of which dominates.

However, within the Copenhagen metropolitan areanone of these explanations seemsto work.
There is little relation between the extent to which the market is used and local conditions in the
municipalities. Onereason might be history, asthe metropolitan areawas not included in the big munici-
pal reformof 1970, asdiscussed. Also, thereisan unusually strong interaction across municipal borders
in the metropolitan area. It isworth mentioning that the municipal structure in the metropolitan areaiis
under debate.

We have found that three types of theories help us understand the cross-country patternin our
MO-variable: (1) Market orientationisamodernization and hence subject to adiffusion process. (2) The
diffuson might be blocked by a»welfare codlition, if alarge fraction of the populationinthe municipa-
lity receive their income from the public. (3) The diffusion might be speeded up if the municipality is
under economic pressures. Finally, we have found that political ideologies do not matter significantly.

V.1  Market orientation is modernization and ideologies are irrelevant

The best variable characterizing the MO-behaviour of the municipalities proved to be the population
size, while the variables describing the production structure worked less well. A working market for a
service probably needs a community of a certain size. The MO will rise later in small and thinly
populated municipalities.

Both variables describing the process of diffusion - the distance to a major town and the MO of
the neighbouring municipalities - become very significant; but crowd each other out when they are used
together. It isnot surprising that neither variable worksin the highly integrated metropolitan area. It is
interesting to note that diffusion works better for the individual task than in the aggregate. That is, MO
in school cleaning spreads from one municipality to the next, but not from general market orientation
in one municipality to school cleaning in the next. The diffusion is concrete, not ideological.

Our last hypothesis - dealing with modernization and diffusion - was the inertia of persons and
parties. Did it dow down the process if the same lord mayor or the same party continued ruling? We
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were somewhat puzzled that the effects of inertia proved very weak and insignificant. One reason may
be that inertia was dominated by economic pressures.

The political parties have expressed strong preferences regarding market orientation at the
national level, so weare studying a»hot« political issue. However, ideological factorsrarely obtain signi-
ficance in models explaining municipal behaviour in Denmark.'® We spent considerable efforts trying
to find the ideological variable in our MO-variable; but nothing we tried worked - aresult well in line
with the strongly pragmatic tradition in Danish local-government for solving local problems locally.

V.2  The»welfare coalition« and economic pressures
The two last ideas are factors slowing down or speeding up the process of increasing the MO.

The welfare coalition hypothesis looks at the share of the municipal population receiving the
major part of their income from public sources. About 25% of the Danish voters are employed in the
public sector and 14% are old age pensioners, where most receive tax-financed public pensions. 25%
are unemployed at sometime during the year, and finally 10-12% rely on various other social payments.
There are some doble counting - but the aggregate number is still well above 60% at any given moment.
Thus the median voter is well within this group in nearly al municipalities. It is characteristic for the
Danish transfer payments that they are directly tax-financed - no pretense is made that pension or
insurance funds are involved.

Our idea” isthat this »publicly paid« group constitutes a potential »welfare coalition« blocking
the entry of market forces, whichis seen asathreat to »their system«. Thelarger thisgroup isrelatively,
the eadier it must be to form a blocking coalition. Note that this is a political mechanism, but not a
ideological one. This effect is clearly significant; but not so large that any increase in the market
orientation isimpossible. However, an offsetting mechanism is clearly called for.

Our offsetting hypothesis takes off from casual observations at the macro-level. We have seen
severa cases within the last 2-3 decades where magjor macro-economic crises have had strong effects
onthestructure of the otherwise very stable Scandinavian welfare states (Denmark in 1982 and Sweden
and Finland in 1991). It thus appears that economic pressures can play an important role as a catalyst
for change (cf, Olson, 1982).

We have therefore found a set of variables indicating if the municipalities are under economic
pressure. It turns out that the strongest single explanatory variable is the most direct measure we have
found for the underlying real pressure on the municipal budget. Economic pressures even turn out to
dominate a strong welfare coalition and force municipalities to try the market as a cost cutting device.
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Notes:

10.

11.

See the surveys by Borcherding, Pommerehne & Schneider (1982) summarizing 50 studies from 5 countries,
whileDomberger & Jensen (1997) covering 207 studies. Theaverage ¢ (savingsratio) isfound to bea most 30%.
It appearsthat the distribution of ¢ is skew to the right. Public services are often well organized and only small
savings can be found by the market. However, sometimes such servicesdiverge into high inefficiency, and large
savings are possible. It may happen when the producing entity is sheltered from the funding agency and the
taxpayers. In Denmark the divergence of the »postterminal « (the central letter sorting facility) from 1970 to app
85 isalmost proverbial and documented in great detail (see Justitsministeriet, 1985).

See Chrigtoffersen, Paldam & Wrtz (2000) analyzing the costs of school cleaning, and Christoffersen & Paldam
(2000) dealing with public sector purchases of »normal« goods. The first of these studies covers other Danish
studies aswell.

The theoretical argument supporting the »fear« is: (1) that the profit motive may cause the producers to cut
corners. The counter argumentsare: (2) The reputation argument. (2) When the public sector isboth the supplier
and the producer it means that it come to control itself, while a separation of the supply and production allow
control to be different from production.

Theincreased efficiency of the serviceitself is surely an advantage. However, the previous decision makersare
likely to feel theloss of power. Further, there are many exampleswhere one serviceis used to solve the problems
of another (the upkeep of parks are used for employing »social « cases). The result isacompromise - sometimes
appearing a bit like »whedling and dealing, but it might be better on the aggregate.

Our data contains one lord mayor, whois|eft of the Social Democrats, but heis elected on a cross-over majority
particular to this municipality. Thereisalso one lord mayor to the right of the Liberal/Conservative union, but
once again a story can betold. The word »bourgeois« in English is used for »borgerlig« in Danish though the
connotations are somewhat different. Theterm »liberal«isused in its European sense. In the municipalitiesthe
Right (or most of it) often appears as a »joint-bourgeois-list« at the municipal elections.

Some of the bus and garbage collection compani es are such »parastatal s«, who have managed to obtain a semi-
independent status, and a very secure monopoly position.

We could haveimproved our fit by throwing out some of the 12 tasks and be aweighting of the remaining ones-
however the qualitative result would have been the same, so to preserve as much transparency as possible we
show only results are based upon a »straight« average.

The Shapiro-Wilkstest is used to check if the MO-variable follows anormal distribution. Pr<W= 0.42. We are
thus far from rgecting normality at the 0.05 level.

Wedo not need strong assumptionshere. All we need isto assumethat shiftstoward the market dominates shifts
the other way.

The AKF-data-bank is built from data originally provided by Danmarks Statistik, the Ministry of Interior, and
other sources.

The median municipality has about 10'000 inh, so the distribution is quite skew, with Copenhagen Municipality
having 460'000 - that i s30% of the population of the (greater) »metropolitan area«. Thereare 265'000in Aarhus,
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12.

13.

14.

15.

16.

17.

18.

19.

20.

the second largest municipality - here nearly all suburbs are included. There are just a couple of municipalities
with lessthan 5'000inh. We usethe concept of a»town« loosely in accordance with local tradition; by assuming
that a »town« has more than 10'000 inh.

Note the paradox: On theonehand, theagricultural sector in Denmark istechnological advanced, with a capital
output ratewell in excess of the one of theindustrial sector. On the other hand agricultureisdominated by small
firms, with few employees. The farmers having the typical political attitudes of other small businessmen.

Thetwoideasarerelated to the difference between sociotropic and egotropi c behaviour discussed in Nannestad
& Paldam (1997a & b).

Variables related our welfare coalition variable have appeared in other studies. Many studies - starting with
Courant, Gramlich & Rubinfeld (1979) deal with the »market power of public employees«. The closest to our
term isprobably the concept of »personsin non-market activities« used by Assar Lindbeck in his studies of the
welfare state since1990.

Remember that Wtra (for transfer payments) cover everybody receiving transfers at a period during the year.
The average value of Wal is67%. It consequently fallsif calculated it at any one point intime. One calculation
for 1997 gave a national average at 62%. Note finally that the incredibly high values for afew municipalities -
they are small and known for very volatile labor markets.

For anormal linear regression the importance of 50% should turn up inthe constant. However, werun non-linear
regression - seesection |V - soit might be awkward that the variableisnot defined relatively to the pivotal 50%-
point. We have experimented with a variable centred around 50%, but the result did not change.

We estimate thevalue of thefollowing non-linear estimator: log[ Pr(M O=high)/(1-Pr(MO=high))]. It meansthat
the effect on the probability of being very market oriented differs with the value of the variable. An inter-
pretation of the effect, assumes an »average municipality«, wherethe variableshave the value of their arithmetic
average in our survey. The logistic method is not optimal when the explaining variableis polytomous and non-
numerical. In these cases we have also run a probit regression, but the results did not change.

The probability that 19 (or more) out of n = 23 signs are right by chance is 0.13%. That is, if the data are
independent. If wetaketheteststo be somewhat dependent, thenumber n falls. Isthetrue n = 15, the probability
i51.39%. Isn = 10, the probability is4.39%. The probability that 7 (or more) are significant at the 95% level by
chance is 0,0010%, but due to dependencies both 7 and 23 should be reduced proportionally.

See Mouritzen (1991; Chpt 10), for a survey of resultsin the field including a few significant ones.

Deveoped in Christoffersen (1997).



