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Local public finace and municipal governance:
an another role of fiscal federalism
Rubens Miranda* and Hudson Amaral*

This paper aims to interpret Charles Tiebout’s model of local public
expenditures based on the theory of the so-called corporate gover-
nance. In this interpretation, communities and jurisdictions are
viewed as “municipal corporations”, whose shareholders are
owners of property and local governments are the administrators.
Beyond that, proposes itself that the rights of the local govern-
ments defined in the Fiscal Federalism can serve of guide for good
practice of governance.  

Este artículo pretende interpretar el modelo de Charles Tiebout de
gastos públicos locales a partir del referencial teórico de lo que se
acordó llamar de gobernanza corporativa. En esta interpretación,
las localidades, jurisdicciones, son vistas como “corporaciones
municipales” cuyos accionistas son los propietarios de los inmue-
bles y los administradores son los gobiernos locales. Además de eso,
se propone que las atribuciones de los gobiernos locales definidas
en el Federalismo Fiscal pueden servir de guía para buenas prácti-
cas de gobernanza.

Key words: urban economy, residential choice, corporate gover-
nance, municipal governance, fiscal federalism
JEL classification: H31, H41, H72, H73, H75, H76, H77, R2

1. Introduction
Within in the theoretical structure of the so-called New Urban Economy,
when a family moves to determined city and has to choose a residency,
a complex set of decisions has to be faced by the family. According to
Fujita (1989), the families are confronted with a trade-off between the
following factors: accessibility, space, amenity. Accessibility includes
both pecuniary costs and the time to get to work, to visit friends, to get
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groceries and other activities. In relation to space we consider the size
and quality of the property itself. Finally, the amenities include cha-
racteristics of nature, as well as characteristics of the vicinity, meaning
quality of schools, public safety, and racial composition among others. 

In such case of choosing a residency a family may consider all of the
three factors appropriately, but, furthermore, may be confronted with
both budget and time limits. For example, normally a good accessible
location comes along with high land prices. Consequently, a family
should sacrifice space for accessibility. Yet, accessibly locations typi-
cally lack environmental quality. Therefore, consider for a moment the
case of a resident thinking about moving or not moving to the suburbs.
What variables will influence the choice of location? If he has children,
good schools (high level of expenditures on schooling) may be of great
importance. Another person may simply prefer a community with parks
or a neighbourhood with more public safety. The utility and quality of
public goods and services, according to the preferences of the individual,
will influence the decision-making process.   

In one of Tiebouts (1956) seminal works he suggests a partial solu-
tion for the problem of efficient provision of public goods, raised by
Samuelson (1954)1. Knowing that production and consumption are
geographically located, he proposes a solution that involves a system of
various local governments. The idea is basically that families can deli-
berately migrate to the community that has the best bundle of goods in
relation to their preferences. That being so, Tiebout (1956, p. 418) argues
that the “consumer-voter may be viewed as picking that community which
best satisfies his preference pattern for public goods”

Tiebout suggests that it is of great importance to look at the provi-
sion of local public goods in a system with numerous jurisdictions as
they are analogous to a competitive market for private goods. The com-
petition to live in those jurisdictions causes an output variability of bund-
les of public goods. Consumer-voters will reveal their preferences through
public goods, moving to the jurisdiction that provides them. Therefore,
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1 This occurs as consumer-voters are normally aware of the fact that they are not the

only one interested in the consumption of a determined public good. Knowing that

the public good would probably be offered anyway the individuals can show less inte-

rest than they really have. In other words, the consumers are encouraged to unders-

tate their preferences, benefiting from the “hitch-hike effect” (enjoy the goods whi-

le avoiding the tax). 
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Tiebout’s argument is based on the idea that individuals “vote with
their feet”.

Despite his ground-breaking ideas Tiebout (1956) is vague about
various points. The following questions are not answered adequately: Are
the governments autarkic? What type of local governments do the indi-
viduals face? What are the motivations of such governments? Bewley
(1981) distinguishes between two types of motivations: motivations of
democratic governments and “enterprising governments”. Democratic
governments aim to maximize welfare of their inhabitants, consequently
the idea of migration between jurisdictions looses significance. Enter-
prising governments, on the other side, set their goals independently from
the welfare of its population. They can both repel and attract new inha-
bitants. 

Due to the existing disagreement on the relations dominating the inte-
raction between local governments and residents this paper aims to inter-
pret Tiebout’s (1956) model based on the theory of the so-called corpo-
rate governance. According to Fischel (2001), communities and
jurisdictions are viewed as “municipal corporations”, whose sharehol-
ders are owners of property and local governments are the administra-
tors. Beyond that, proposes itself that the rights of the local govern-
ments defined in the Fiscal Federalism can serve of guide for good practice
of governance.  

In the following section I will present Tiebout’s model. I will discuss
the principles that guide the structures of governance and how the con-
cept of corporative governance fits into the structures in the third sec-
tion of this paper. In the subsequent section will be the reinterpretation
of Tiebout’s model. The fifth section includes the questions related to
the idea of fiscal federalism and how they can serve as guidelines for a
good structure of municipal governance. In the end I will draw some con-
clusions.

2. Tiebout’s model
Tiebout makes the following assumptions to postulate his model:

1. Consumer-voters are fully mobile and will move to that commu-
nity where their preference patterns are best satisfied.

2. Consumer-voters have full knowledge of differences among reve-
nue and expenditure patterns and react to these differences. 

3. There are a large number of communities in which consumer-
voters may choose to live.
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4. Restrictions due to employment opportunities are not considered.
5. The public services supplied exhibit external economies or dise-

conomies between communities.
6. For every pattern of community services, set by a city manager who

follows the preferences of the older residents, there is an optimal
community size2.

7. Communities below the optimum size seek to attract new residents
to lower average cost. Populations above optimum size do just the
opposite. Communities at an optimum try to keep their popula-
tion constant. 

As a consequence of these extremely strong hypotheses Tiebout sug-
gests that the result of the process of consumer-voters choosing a juris-
diction (community) would be Pareto efficient. This optimum3 emer-
ges due to the fact that public goods are provided at the lowest average
cost and each consumer-voter lives in a community where his preferences
are best satisfied.     

The last hypothesis assumes that big cities try to get rid of their resi-
dents, which surely is hard to imagine since no mayor would ever admit
that his city is too big4. Yet, Tiebout (1956, p. 420) argues that “every
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2 The optimal community size is defined in terms of the number of residents for which

a determined basket of services can be produced to an average minimum cost. More-

over, a fixed factor is assumed as it is necessary to determine the number of com-

munities. The factor could be, for example “the limited land area of a suburban com-

munity, combined with a set of zoning laws against apartment buildings.”
3 Rubinfeld (1983) stresses the importance of differentiating between optimum and

efficiency, normally used indistinctly, that have two different meanings in the

public economy. Commonly the term applies to the provision of public services wit-

hin a jurisdiction. An optimum provision that generates intra-jurisdictional effi-

ciency is the one that maximizes the supply for all the individuals of a jurisdiction

due to costs and the intentions to pay for public goods. An optimum within a sys-

tem of jurisdictions, inter-jurisdictional efficiency, occurs in terms of provision of

public goods between jurisdictions when migration is possible. Efficiency is achie-

ved if there is a number of jurisdictions in the provision at a level of public goods

that is sufficient to satisfy the individual demands, produced at a minimum cost.

The notion of inter-jurisdictional efficiency may not really matter for the discus-

sion about the public good supply on the federal level, but it is essential for local

public economy.
4 We could think of a central administrator, who tries to develop decentralization projects.
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resident who moves to the suburbs to find better schools, more parks
and so forth, is reacting, in part, against the pattern the city has to offer”.
The case of a small community at optimum size, trying to remain so, is
not so hard to visualize. Proper zoning laws, for example, are such
attempts to keep the population stable. 

The hypothesis of mobility allows individuals that are not happy
with their community pattern to move to a community that will satisfy
their preferences. The “act” of moving is crucial as it substitutes the usual
market test of willingness to buy a good and reveals the preferences of
the consumer-voters. Consequently, each locality has its pattern of
expenditures and revenues that reflects the desires of its residents. 

Based on McGuire’s (1974) work we can formalize Tiebout’s model
in the following way. Suppose that an economy consists of N identical
individuals and only two types of goods: private good, y, and local public
good x. Each individual is characterized by a well-behaved utility func-
tion Ui(xi,yi); i =1…N; N = size of the population. Assuming that a cer-
tain function cost for a given jurisdiction, C = C(x,n) adapts to all of
the possible jurisdictions independent of its composition, where C = total
cost measured in units and x = level of the public goods, offered by each
member of the jurisdiction and n = population of the jurisdiction. 

Individuals have an income that could be allocated between public goods
and private goods. Assuming that local public goods are defrayed by local
taxes and defined by ci as the personal tax of the i individual, the final
consumption of private goods by a certain individual, his income will be
(initial endowment), , minus his taxes or rather . More-
over, we assume that all individuals have the same level of income.

Considering that the optimization of the supply of public goods is
an important question in relation to the objective of welfare, individual
utilities have all the same impact on the overall welfare. This formula-
tion is implicated in a symmetric solution for the problem of maximi-
zation, which would be level of utility and consumption of the same public
goods for everybody. This symmetry is used to simplify conditions rela-
ted to the optimization of welfare through the observation what hap-
pens when the personal charges remain the same ci = C(x,n)/n and if
the maximization of the social welfare becomes equivalent to maximi-
ze the utility of a representative individual: 

[1]
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First-order conditions:

[2]

[3]

An allocation in Pareto-efficient manner occurs when the condi-
tions are satisfied simultaneously. The third equation is a condition for
an efficient public good supply, stated by Samuelson. According to this
condition, the public goods provision should rise until it reaches the sum
of Marginal Rate of Substitution between public and private goods,
equal to the marginal cost of the public good, Marginal Rate of Trans-
formation respectively. The second equation is what we would call the
condition of society and shows that each jurisdiction may admit indi-
viduals until the cost per-capita is minimized. This happens when the
average cost per individual is equalized to the marginal cost of admit-
ting one more individual to live in the community. With decreasing ave-
rage costs for all levels of x (or rather pure public goods) the optimum
community will include the whole population, while the decreasing
average costs result in an optimal size of zero5. In case of constant ave-
rage and marginal costs the optimal size of the community is indeter-
minate. The size of the jurisdictions will be n*, therefore, the optimal
number of jurisdictions is N/n*.

Bewley (1981) shows that only enterprising governments manage to
generate an efficient equilibrium. But what exactly are the objectives of
these governments? As in the preceding formalisation we can assume
that local governments are profit maximizer. They get their revenues from
taxes and their expenditures from embedded costs in public goods. This
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5 Bewley (1981, p. 715) observes that the relationship between costs of public goods and

the size of the population of the community change the result of the model consi-

derably. He assumes two extreme cases. One in which costs are independent from

the population and one that assumes proportional cost to the population size. He

calls the first one case of pure public goods and the second case of pure public ser-

vices. A third case that appears a lot in the literature is the one in which the cost

per capita of public goods is function of the population  in form of a U- shape, which

is the case Tiebout (1956) considered as well.
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is certainly a conspiratorial hypothesis as it would be more appropria-
te for a model of a feudal society, where governments remain in the hands
of a few individuals. Nevertheless, the idea relates exactly to Tiebout’s
attempt to formulate a local goods theory that is analogous to the gene-
ral equilibrium theory. 

3. Corporate governance
Governance is a widely known term used in various disciplines; yet, its
popularization did not come along with an elaborated explanation of
its meaning. Although it is commonly used it still deserves some theo-
retical and empirical research. 

While it is a multiply interpreted term we find a predomination of
approaches suggesting discussions and political proposals to manage con-
flicts between administrators and shareholders. In this point of view,
corporate governance occurs as a system that channels and monitors
society, involving mainly the relationships between shareholders, board
of directors and managers. Thus, in the literature corporate governan-
ce aims to overcome the so-called principal agent problem, generated by
the separation of property and business control. In this case, economic
well-being of one part (shareholders) depends on the decision-making
of the other part (managers). Although the administrator should reach
decisions from which the shareholder could benefit, interest clashes fre-
quently cause an opportune behavior of the manager.

We encounter the principal agent problem of distinct interests of mana-
gers and owners in corporations with property structures that are pul-
verized or rather “diluted” among various small shareholders. This per-
ception of big corporations with dispersed property, first described by
Berle and Means in 1932, dominated the debate over corporate gover-
nance for many decades. Yet, recent studies have revealed (La Porta &
Lopez-De-Silanes & Shleifer, 1998) that the established paradigm of Ber-
le and Means is an exception mostly to be seen in the United States and
Great Britain. In most parts of the world the predominant society struc-
ture is one with a concentration of a few major shareholders. This par-
ticular situation can lead to a problem of one or many proprietress exer-
ting influence on the controlling of corporations for personal benefit.
That way, it causes a new agency problem that consists of a conflict bet-
ween majority shareholders and minority shareholders. 

There are cases in which controlling should solely protect interests
of the shareholders and the ones in which other group’s interests should
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be considered as well. Nevertheless, we can differentiate between two
models of corporate governance: the Anglo-Saxon model that prevails
in the United States and Great Britain and the German-Japanese model,
predominating in Germany and Japan. The first model constitutes that
shareholder participations are relatively pulverized. The second deter-
mines a more concentrated property. This, however, is not the only dif-
ference between the two models. The primary object of corporations using
the Anglo-Saxon model is value creation for shareholders, whereas cor-
porations with the German-Japanese model aim to interconnect share-
holder interests with the interests of other groups, known as stakehol-
ders, also affected by decisions of the administrators. Thus, the two
models distinguish between two extreme types of corporate controlling:
shareholder, in which administrators are obligated to act on behalf of
shareholders interests; and stakeholder, where, apart from shareholders
a vast conjunction of interests need to be contemplated through the cor-
porations actions and results. 

The understanding of controlling structures and property is indis-
pensable for corporate governance, as these variables influence the mar-
ket efficiency controlled by corporations, showing the degree of diver-
sity in relation to the shareholders risks and indicating a potential
agency problem.

The shareholder model is more attractive to us as for the purpose of
this paper we will look exclusively at the relationship between admi-
nistrators (local governments) and shareholders (property owners) and
leave out other groups representatives, such as associates of the public
administration. In the following section we will present Tiebout’s model
from the perspective of corporate governance. 

4. Municipal governance
Corporation shareholders elect a board of directors, whose members vote
for executives that will administrate the company. In municipal corpo-
rations shareholders are individuals that own a property, the assets in the
city. That way a variation of asset values would be a consequence of the
individual’s actions, administrating the municipality. And these assets are
negotiated in a competitive market, or rather in a real estate market. The
risk is, yet, the wide difference between municipal corporations and enter-
prising corporations due to the fact that shareholders of municipal cor-
porations cannot diversify their assets, decreasing the risk by transposing
their corporation to different jurisdictions. According to Fischel (2001,
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p.162), property owners “can insure the physical capital of their homes
but not its location value”. On the other hand, asset owners in corpora-
tions can alter their portfolio by participating in different companies.

Normally property practically stands for all the physical wealth of the
shareholders, which is another factor of risk in municipal corporations.
That being so, bad decisions by the city manager are dangerous for owners
as it may cause a drop in property prices, which is irreversible in most
cases. As mentioned before, it is possible to assert the physical value of
property, but normally public policies affect the location’s value. Furt-
hermore, since they hold an office elected directors of municipal cor-
porations cannot be punished immediately for bad decision-making. 

Studies show that public policies are potentially affected by the rela-
tionship between government subsidies and house price capitalization.
Consider an intergovernmental transfer by state or federal governments
for communities with low-quality schools or a great number of poor resi-
dents. Many authors have argued that such assistance, based on the loca-
tion, (in opposition to direct assistance to the poor) may have contrary
consequences, because poor residents are typically tenants that would be
forced to pay more rent, if transfers were capitalized causing higher pro-
perty prices (Hamilton, 1976; Wyckoff, 1995). Wyckoff (1995) suggests
that the dislocation of the constituents would cause an equalization of
intergovernmental assistance, capitalized by housing prices. Assuming
a fixed supply of housings, he shows that in most cases intergovern-
mental assistance has no effect on the welfare of poor citizens and in some
cases it even deteriorates the situation. At this point it is important,
however, to state that the supply of land is not completely inelastic6 and
fiscal differences are not fully capitalized into housing values. Therefo-
re, Wyckoff’s conclusions are not necessarily valid for this case.

48

6 The idea and causes of the capitalization within models like Tiebout’s have caused a

lot of disagreement on the interpretation, yet, I will base my work on the following

interpretation. The classic model of Tiebout (1956) assumes that individuals are

fully mobile and that they will move to the jurisdiction that best satisfies their pre-

ferences. Moreover, the model assumes a large number of jurisdictions, as well as

the possibility to create them (high elasticity in terms of land supply). The reality

proves that such hypotheses cannot be realized in practice. That way the capitali-

zation is the result of rigidity in terms of mobility of the individuals, or rather, an

impossibility to move to another community, due to change in offered public ser-

vices, that has an impact on property prices. 

 



Various other works concentrate more on understanding and amplif-
ying the capitalization of property taxes within housing prices7. A few
authors suggest that in terms of public goods the level of local expen-
ditures depends, in a way, on the extension to which fiscal variables and
amenities are capitalized into property values. Wildasin (1979) and
Sosntelie & Portney (1980) suggest that property owners have an incen-
tive to vote for local public goods that will maximize the values of their
housings. They move to the community where they encounter ideal
public expenditures, hoping to “collect some proceeds”. Brueckner & Joo
(1991) prove that in a world where consumer-voters face restricted mobi-
lity and capitalization into property value, the ideal level of expenditu-
res on durable local public goods is a combination of own preferences
and the preferences of the purchaser, to whom he or she would like to
sell the property in the future. This pattern of choice may explain why
the average voter would accept additional expenditures on good scho-
ols even if he or she did not have children that go to school8.   

Although as a matter of principle, central governments can retort each
allocation made by local governments, the literature normally argues that
(taking political and informational reasons into account) the central
government is constrained to provide a uniform level of public services
for its population, independent from the residence’s location. We find
that in some countries it is unconstitutional to provide different level of
public services for different areas. The idea behind the establishment of
local governments, e.g. municipal corporations, is that they have better
information in relation to local preferences and are, consequently, able
to provide public goods based on local “needs”. Referring to the discus-
sion about the size of the governments, Oates (1999) argues that betwe-
en local governments small units adjust themselves better to the varia-
tion of preferences of big local governments. Reciprocally, due to
transaction and information costs big local governments face way more
problems providing public products for various groups within a jurisdiction. 

Despite the fact that local governments adjust themselves better to
preferences of their population, they are restricted in terms of public
goods supply due to problems of scale. The bigger a jurisdiction, the hig-
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7 Bradbury & Mayer (2001), Edel & Sclar (1974), Goodman (1983), Oates (1969, 1973),

Palmon & Smith (1998), Starret (1981), Wales & Wiens (1974), Wyckoff (1995),

Yinger (1982).
8 Further details in Hilbert & Mayer (2004)
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her are the revenues of the public goods production. Therefore, the
chances for a trade-off between adjusting preferences and scale-econo-
mies are relatively high. Tullock (1969), nevertheless, argues that small
local governments can hire private companies9 or other governments
to provide services. Consequently, small communities would not have
to be founded to explore economies of scale. Fischer (1996) cites reports,
which reveal that in 1982 almost fifty percent of the city and county10

governments in the United States stipulated provisions of goods and ser-
vices provided by other governments. 

Tullock’s argument is not fully convincing, since not all services can
be easily contracted due to the fact that it is highly difficult to elabora-
te and monitor them properly. These difficulties can lead to problems
like adverse selection, moral risk and the deterioration of services. Under
such circumstances it may be better for local governments to produce
the services instead of buying them, and the trade-off emerges again    

Due to the problems in relation to municipal governments, property
owners may be more interested in the governance of their municipal cor-
poration than corporation shareholders. Therefore, elections and local
political happenings are highly important to owners that thus need a
more strict system of institutional monitoring than companies. In this
paper we came to understand that the governance rules of municipal
corporations could be linked the fiscal attribution of municipal govern-
ments within fiscal federalism. 

5. Fiscal federalism and rules of municipal corporations
Tiebout’s model assumes mere fiscal decentralization, in which local
governments have all the fiscal competence (allocative function, stabi-
lization function and distributive function). Yet, according to Silva
(2005, p. 118):

In the analysis of the more adequate fiscal function of the government
it is not convenient to think in terms of a dichotomy between plain
centralization versus extreme decentralization, but rather in terms of
a diverse federative structure at the level of decentralization. 

In a system with various jurisdictions, where there is no regulating
central government, the mobility of producing factors may nullify the

50

9 Such companies could achieve great scales producing for various governments.
10 A county in the Unites States is a local government smaller than a state, but most

of the times bigger than a city.

 



governments distributing and establishing policies11. In a federative
system centralized and decentralized competences are mixed forming a
structure, in which fiscal responsibilities are distributed at different
levels of government with its federative units. That way, distributive poli-
cies “are identified as functions that the central government of a fede-
rative state has to carry out, demanding procedure on a national scale,
degree and uniformity, in order to prevent possible spatial dislocations
of producing factors”. (Silva, 2005, p. 124) 

In countries with a federal system, federal units divide responsibili-
ties by administrating allocation, stabilization and distribution functions.
Therefore, a fiscal system should precisely define the competences that
are to be distributed at every level of the government. The objective is
to create a Pareto efficient situation12. 

For Silva (2005) the best federal arrangement of welfare or property
prices in municipal corporations may be the one whose provision and
financing of public goods derive from resorting constituted jurisdictions
in number and space. This should happen proportionally to population
groups with identical fiscal preferences. “The financing may be arran-
ged according to the benefit principle which constitutes that every indi-
vidual contributes to the welfare by the bundle of offered goods (ibidem,
p. 12).

This is basically Tiebout’s (1956) argument. Oates13 argument for this
case can be taken from his theorem of decentralization which shows that
when a local public service is consumed by one part of  the population
(granted that producing costs are the same) the localized provisionU
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11 In Tiebout’s model the local public services are financed with benefit taxes, or rat-

her, residents pay taxes according to received benefits. As Musgrave (1973, p. 90-

91) observes “to rely solely on benefit cannot solve the issues of distribution and

stabilization. Yet, to deal with the division of allocations, this approach has the merit

of linking the choice-making of public services to the preferences of the consumer-

voter of a community”.  
12 In the case of Brazil, we can see that the process of decentralization consolidated by

the constitution of 1988 generated a series of disequilibrium issues. The demands

of the decentralization of the public revenues of states and municipalities were not

accompanied by a concomitant decentralization of public responsibilities, mostly

within political structures. Further details in Resende (1995 & 1998) 
13 Oates (1972) develops two important terms related to fiscal federalism, the so-called

“perfect correspondence“ and the “theorem of decentralization”.
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based on the preferences of the residents is always more efficient than
the decentralized uniformed provision.

The federal model, initially presented by Oates (1972), is based on the
idea of perfect correspondence; or rather, it assumes a perfect correla-
tion between preferences, tax base and financing capacity. Nevertheless,
such hypothesis stretches reality. Oates, aware of this issue, develops in
the same work a model of imperfect correspondence, in which he assu-
mes various imperfections within the relations between preferences, mobi-
lity factors, tax base etc. He corrects the “flaws” by adopting fiscal inter-
governmental mechanisms of transfer. 

Hillbrecht (1997) argues, if the idea of fiscal decentralization aims
to reach the highest allocative efficiency, local governments should
have budget constraints. This should be done since a harder budget
constraint for inferior units of the government prevents them from sys-
tematically receiving assistance from the central government in case of
financial difficulties. That way it assures a better allocative efficiency
of public expenditure. According to McKinnon (1995, p. 467) the follo-
wing factors guarantee a hard budget constraint:

1. Inexistence of grants to finance running expenses. The deficit of
running expenses is limited either by law, by rationing in the
equity market or by a combination of both.

2. Fiscal separation. Revenue sharing and intergovernmental trans-
fers should either not exist, or be limited.

3. Inexistence of restrictions on employment movement and capital
among the jurisdictions.   

4. Open fiscal competition between local governments to attract pro-
fitable capital. 

Tiebout’s model yields the 3rd and the 4th condition and implicitly
the 1st and the 2nd which are not to be seen in practice. Yet, condition
1 and 2 are necessary to guarantee that condition 4 increases welfare due
to a better allocation of resources. In other words, to create a benignant
instead of a destructive “fiscal war”, government budget constraints should
be severe.

The fiscal separation is highly important for the budget constraint
as revenue sharing and intergovernmental transfers may induce the
“syndrome of soft budget constraints”:

If the transfers were not linked to one another local governments could
spend the revenue as they want. The level of expenditures becomes inde-
pendent from its tax base. Local governments would not have any
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more incentives to expand it and the local political activity would pro-
ceed to aim for higher transfers, configuring a rent-seeking behaviour
(Hillbrecht, 1997, p. 59).

Local governments should therefore have a tax base that is equal to
their expenditures so that the competition between the governments gene-
rates benefits. Taking this into account, Hillbrecht sees regional equa-
lization as a hindrance to economic development. Such an affirmation
should be considered with two exceptions. Firstly, in federative systems
the union carries out the function of reducing regional dissimilitude.
Secondly, interregional inequalities cause inequalities in terms of oppor-
tunity and choice as well as the manifestation of preferences between
individuals, regions and productive sectors.    

6. Conclusions
Even after fifty years of interpretation and empirical relevance of Tiebout’s
arguments, still remain controversies that leave much room for debate.
This paper tried to interpret Tiebout’s classic model in terms of corpo-
rate governance. If we understand corporate governance as rules and pro-
cedures for a good administration of conflicts between elected adminis-
trators and property owners of a certain location, the definition of rights
and responsibilities that arise from discussions concerning fiscal fede-
ralism could serve as a guideline for good governmental practices.

Within the interpretation of Tiebout’s model in the corporate envi-
ronment the difficulty of assigning administrative and fiscal competences
in relation to fiscal federalism is that the idea of imperfect correspon-
dence and the resulting adoption of transfer mechanisms are not incor-
porated in the model. In other words, there is an exogenous component,
the federal government, interfering with the model’s “market” equili-
brium.

The interpretation of Tiebout’s model as a system of municipal cor-
porations, despite all the mentioned exceptions, can be considered an
important instrument, not only for a comprehension of the relations-
hip between local governments and the residents of  its jurisdictions but
also for an understanding of the rules that should determine these rela-
tions.

U
rb

an
 P

u
bl

ic
 E

co
n

om
ic

s 
R

ev
ie

w
| 

 R
ev

is
ta

 d
e 

Ec
on

om
ía

 P
úb

li
ca

 U
rb

an
a



55

References

Berle, A.; Means, E. (1932), The modern corporation and private property. New York:

Macmillan.

Bewley, T. F. (1981), A critique of Tiebout’s Theory of local expenditures. Econometrica,

v. 49, p. 713-740.

Bradbury, K. L.; Mayer, C. J.; Case, K. E. (2001), Property tax limits, local fiscal beha-

vior, and property values: evidence from Massachusetts under Proposition 2 1/2. Jour-

nal of Public Economics, v. 80, p. 287-311.

Brueckner, J. K.; Joo, M-S. (1991), Voting with capitalization. Regional Science and

Urban Economics, v. 21, p. 453-467.

Edel, M.; Sclar, E. (1974), Taxes, spending, and property values: supply adjustment

in the Tiebout-Oates model. Journal of Political Economy, v. 82, p. 941-954.

Fischel, W. A. (2001), Homevoters, municipal corporate governance, and the benefit

view of the property tax. National Tax Journal, v. 54, p. 157-173.

Fisher, R. C. (1996), State and local public finance. Chicago: Irwin, 1996.

Fujita, M. (1989), Urban Economic Theory: land use and city size. Cambridge Univer-

sity Press.

Goodman, A. (1983), Capitalization of property tax differentials within and among

municipalities. Land Economics, v. 59, p. 211-219.

Hamilton, B. W. (1975), Zoning and property taxation in a system of local govern-

ments. Urban Studies, v. 12, p. 205-211.

Hamilton, B. W. (1976), Capitalization and intrajurisdictional differences in local

tax prices. American Economic Review, v. 66, p. 743-753.

Hilber, C. A.; Mayer, C. (2004), Why do households without children support local

public schools? NBER Working Papers Series, n.10804.  

Hillbrecht, R. (1997). Federalismo e A União Monetária Brasileira. Estudos Econômi-

cos, v. 27, n. 1.

Jensen, M. C.; Meckling, W. H. (1976), Theory of the firm, managerial behavior,

agency costs and ownership structure. Journal of Financial Economics, v. 3, n. 4,

p. 305-360.

Kester, W. C. (1992), Industrial groups as systems of contractual governance. Oxford

Review of Economic Policy, v. 8, n. 3, p. 24-44.

Kooiman, J. (1999), Social-political Governance: overview, reflections and design.

Public Management, v. 1, n.1, p. 67-92.

La Porta, R.; Lopez-de-Silanes, F; Sheleifer, A. (1998), Corporate ownership around

the world. Journal of Finance, v. 54, p. 717-738.

Lethbridge, E. (1997), Governança corporativa. Revista do BNDES, v. 4, n. 8, p. 209-

231.

54



Mayer, C. (1997), Corporate finance, competition, and performance. Journal of Law

and Society, v. 24, n. 1, p. 152-176.

McKinnon, R. (1995), Intergovernmental competition in Europe with and without a

common currency. Journal of Policy Modeling, v. 17, n. 5, p. 463-478.

Musgrave, R. A. (1973), Teoria das Finanças Públicas: um estudo da economia gover-

namental. São Paulo: Editora Atlas.

Oates, W. E. (1968), The theory of public finance in a federal system. Canadian Jour-

nal of Economics, v. 1, p. 37-54.

Oates, W. E. (1969), The effects of property taxes and local public spending on pro-

perty values: an empirical study of tax capitalization and the Tiebout hypothesis.

Journal of Political Economy, v. 77, p. 957-971.

Oates, W. E. (1972), Fiscal Federalism. New York: Harcourt Brace Janovich.

Oates, W. E. (1973), The effects of property taxes and local public spending on pro-

perty values: a reply and yet further results. Journal of Political Economy, v. 81,

n. 4, p. 1004-1008.

Oates, W. E. (1999), An essay on fiscal federalism. Journal of Economic Literature, v.

37, p. 1120-1149.

Oates, W. E.; Schwab, R. (1988), Economic competition among jurisdictions: effi-

ciency enhancing or distortion inducing? Journal of Public Economics, v. 35, 

p. 333-354.

Palmon, O.; Smith, B. A. (1998), New evidence on property tax capitalization. Jour-

nal of Political Economy, v. 106, p. 1099-1111.

Resende, F. (1995), Federalismo fiscal no Brasil. Revista de Economia Política, v. 15, 

n. 3, p. 5-17.

Resende, F. (1998), Fiscal descentralization and big cities financing in Brazil. IPEA:

Textos para discussão, n. 612.

Rubinfeld, D. L. (1987), The economics of the local public sector. In: Auerbach, A. J.;

Feldstein, M. S., Handbooks of Public Economics, v. 2, p. 571-645.

Samuelson, P. A. (1954), The pure theory of public expenditures. Review of Econo-

mics and Statistics, v. 46, n. 4, p. 387-389.

Segal, D. (1977), Urban Economics. Illinois: Richard D. Irwin.

Shleifer, A.; Vishny, R. (1997), A survey of corporate governance. Journal of Finance,

v. 52, p. 737-783.

Silva, M. S. (2005), Teoria do federalismo fiscal: notas sobre as contribuições de

Oates, Musgrave, Shah e Ter-Minassian. Nova Economia, v. 15, n. 1, p. 117-137.

Sonstelie, J. C.; Portney, P. R. (1980), Take the money and run: a theory of voting in

local referenda. Journal of Urban Economics, v. 8, p. 187-195.

Starret, D. A. (1981), Land value capitalization in local public finance. Journal of

Political Economy, v. 89, p. 306-327.

U
rb

an
 P

u
bl

ic
 E

co
n

om
ic

s 
R

ev
ie

w
| 

 R
ev

is
ta

 d
e 

Ec
on

om
ía

 P
úb

li
ca

 U
rb

an
a



57

Tiebout, C. M. (1956), A pure theory of local expenditures. Journal of Political Eco-

nomy, v. 64, p. 416-424.

Tullock, G. (1969), Federalism: problems of scale. Public Choice, v. 6, p. 19-29.

Wales, T. J.; Wiens, E. G. (1974), Capitalization of residential property taxes: an

empirical study. The review of economics and statistics, v. 56, p. 329-333.

Wildasin, D. E. (1979), Local Public goods, property values, and local public choice.

Journal of Urban Economics, v. 6, p. 521-534.

Wyckoff, P. G. (1995), Capitalization, equalization, and intergovernmental aid.

Public Finance Quarterly, v. 23, p. 484-508.

Yinger, J. (1982), Capitalization and the theory of local public finance. Journal of

Political Economy, v. 90, p. 917-943. 

56


