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The Allocative Efficiency of Local Public
Services Considering Economies of Scale
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Under the assumption that the relative price of local public services
is fixed, Oates’ decentralization theorem has frequently been discussed.
However, since economies of scale exists in local public services and
generates changes in the relative price of services, it is necessary for
local government to do budgeting in line with the preferences of the
region in consideration of these effects. The main purpose of this paper
is to prove that decentralization might reduce the welfare of the region,
when local government makes a budget without considering economies
of scale.

Junya Suzuki

JEL : H72, H77
F—v— PN UER, BBIOREF, MRy — e R R oRhEE:
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