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Abstract

The paper deals with the question of whether fiscal transfers re-
ceived by cities can be justified by a higher cost of producing
publicly provided goods. In the model, increasing the population
density implies both a higher output per capita due to
agglomeration economies and a higher cost of the publicly
provided good due to congestion. It is shown that introducing
fiscal transfers to be paid by the region with the lower population
density will generally reduce welfare. This result is obtained since
the city is already beyond the level of optimum agglomeration.
Keywords: interjurisdictional transfers, congestion, publicly
provided goods.
JEL Classification: D62, H40, H73, H77.

Robert Fenge
CESifo

(University of Munich & Ifo Institute
Poschingerstrasse 5

81679 Munich
Germany

Fenge@cesifo.de

Volker Meier
CESifo

(University of Munich & Ifo Institute
Poschingerstrasse 5

81679 Munich
Germany



� W?|hL_�U|�L?

W? ti�ih@* UL�?|h�it |�hL�}�L�| |�i �Lh*_ �i �?_ t)t|i4t Lu �tU@* i^�@*�3@�

|�L? @4L?} ��h�t_�U|�L?t� Ah@?tuiht Mi|�ii? ��h�t_�U|�L?t L? |�i t@4i *i�i*

@hi �ti_ |L i^�@*�3i |�i �tU@* TL�ih Lu }L�ih?4i?| M�_}i|t� W| �t ?L| �?�t�@*

|�@| t4@** ��h�t_�U|�L?t ��|� @ ��}� �?UL4i Tih U@T�|@ hiUi��i |h@?tuiht uhL4

*itt �i@*|�)c *@h}ih ��h�t_�U|�L?t� 5�U� @ tU�i4i �t �? T*@Uic uLh i @4T*ic �?

Bih4@?)c ��ihi |�i U�|) t|@|it �ih*�?c �hi4i?c @?_ O@4M�h} hiUi��i |h@?tuih

T@)4i?|t uhL4 *@h}ih t|@|it @t �@�@h�@ Lh Oitti� A�i U�hhi?| �tU@* i^�@*�3@�

|�L? t)t|i4 @tt�4it |�@| @** |�hii U�|) t|@|it �@�i @__�|�L?@* hi^��hi4i?|t

Tih �?�@M�|@?| �? UL4T@h�tL? |L |�i *@h}ih ��?_it*�@?_ih� A��t �t |@!i? �?|L

@UUL�?| M) |�i u@U| |�@| �? |�i i^�@*�3@|�L? Lu |�i w�@?_ih |@ �h@�t�?} TL�ihc

|�i �?�@M�|@?|t Lu |�i U�|) t|@|it @hi �i�}�|i_ @| ��DI ��ihi@t |�i �?�@M�

�|@?|t Lu |�i *@h}ih w�@?_ih @hi �i�}�|i_ @| �ffI� `�|�L�| |��t �?�@M�|@?|

�i�}�|�?}c �ih*�? �L�*_ �@�i hiUi��i_ #� e�2 M�**�L? *itt �? �bbbc �hi4i?

#� f�H M�**�L? *ittc @?_ O@4M�h} �L�*_ �@�i T@�_ #� ��. M�**�L? 4Lhi��

� t�4�*@h Thiuihi?|�@* |hi@|4i?| Lu hi}�L?t ��|� @ ��}� TLT�*@|�L? _i?�

t�|) U@? Mi uL�?_ �? ��t|h�@c ��t|h@*�@ @?_ |�i �@?@_�@? ThL��?Uit� A�i

��t|h�@? 6�?@?3@�t}*i�U�t}iti|3 2ff� 4@?_@|it |�@| |�i TLT�*@|�L? Lu U�|�it

��|� 4Lhi |�@? Dfcfff �?�@M�|@?|t Ei�}� V�i??@� �t �i�}�|i_ @| 2��I MiuLhi

�?|ihhi}�L?@* |h@?tuiht @hi U@*U�*@|i_ @UULh_�?} |L |�i TLT�*@|�L? !i)� W? ��t�

|h@*�@c |�i ui_ih@* t)t|i4 i?|@�*t ULt| i^�@*�3@|�L? ���U� UL4Ti?t@|it |�Lti

t|@|i }L�ih?4i?|t |�@| u@Ui ��}� Th�Uit �? ThL��_�?} T�M*�U tih��Uit E`�**�@4tc

�bbDc T� ��b�� A�i ui_ih@* }h@?|t @hi _�t|h�M�|i_ @UULh_�?} |L |�i TLT�*@|�L?

�? |�i t|@|itc ���U� �t �i�}�|i_ M) |�i �L44L?�i@*|� Bh@?|t �L44�tt�L?�

A�i ��}� _i?t�|) TLT�*@|�L? �? |�i ��t|h@*�@? �@T�|@* Aihh�|Lh) ��|� �@?�

Mihh@ �t �i�}�|i_ @| ��fI E�L44L?�i@*|� Bh@?|t �L44�tt�L?c 2fff�� W?

|�i �@?@_�@? ThL��?Uitc �tU@* i^�@*�3@|�L? t)t|i4t @hi �ti_ |L i^�@*�3i 4��

?�U�T@* i Ti?_�|�hi� A�i i Ti?_�|�hi ?ii_t @hi 4i@t�hi_ @t @ u�?U|�L? Lu

TLT�*@|�L? _i?t�|) �? Lh_ih |L @**LU@|i �?UL?_�|�L?@* }h@?|t @4L?} 4�?�U��

T@*�|�it� A�i ui_ih@* i^�@*�3@|�L? t)t|i4 i^�@*�3it |�i Tih U@T�|@ |@ M�h_i?

@4L?} ThL��?Uitc M�| |�ihi �t @ _iM@|i @�4i_ @| hiuLh4�?} |�i Thiti?| t)t�

|i4 M) i T*�U�|*) hiUL}?�3�?} hi*@|��i i Ti?_�|�hi ?ii_t Lu |�i �@?@_�@?

ThL��?Uit �? |�i i^�@*�3@|�L? uLh4�*@ E5�@�c �bbS��

4Iru d forvhu ghvfulswlrq ri wkh Jhupdq wudqvihu v|vwhp wr flw| vwdwhv dqg dq hpslulfdo
hydoxdwlrq/ vhh Eduhwwl hw do1 +5334,1

�



#�gihi?| ��t|��U@|�L?t U@? Mi }��i? uLh |�i Th@U|�Ui Lu �tU@* i^�@*�3@|�L?�

� �i**�!?L�? @h}�4i?| �t |�@| T�M*�U }LL_t ThL��_i_ �? U�|) t|@|it @hi Lu�

|i? @*tL UL?t�4i_ M) U�|�3i?t Lu ?i�}�MLh�?} t|@|it�2 5i||�?} @t�_i |��t *�?i

Lu hi@tL?�?}c �i uLU�t L? @?@*)tit |�@| Thit�TTLti _�gihi?Uit �? |�i �?�|

ULt| Lu ThL_�U�?} *LU@* T�M*�U }LL_t @UhLtt hi}�L?t� 6*@||ihtc Oi?_ihtL? @?_

��it3!L�t!� E�b.e� _i4L?t|h@|i |�@| |�i uhii hit�_i?|�@* U�L�Ui Lu �?_���_�@*t

4@) *i@_ |L �tU@* i |ih?@*�|�it @?_ |�ihiuLhi )�i*_t @? �?i�U�i?| @**LU@|�L?�

Wu T�M*�U i Ti?_�|�hi 4�t| Mi �?@?Ui_ M) hit�_i?Ui�M@ti_ |@ it @?_ �u |�i

Tih U@T�|@ ULt| Lu t�TT*)�?} *LU@* T�M*�U }LL_t _�giht @UhLtt hi}�L?tc |�ihi

@hi �tU@* hi@tL?t |L hi*LU@|i� A�i @�|�Lht ThLTLti @ t)t|i4 Lu _�hiU| �?|ihhi�

}�L?@* |h@?tuiht uhL4 hi}�L?t ��|� *L� Tih U@T�|@ i Ti?_�|�hi L? *LU@* T�M*�U

}LL_t |L hi}�L?t ��|� ��}� Tih U@T�|@ i Ti?_�|�hi� A��t �L�*_ i^�@|i |�i

Tih U@T�|@ |@ M�h_i? @?_ @�L�_ |�i �tU@* i |ih?@*�|�it� �L@_�@) @?_ 6*@|�

|iht E�bH2� UL4i |L @ t�4�*@h UL?U*�t�L? i |i?_�?} |�i @?@*)t�t |L @**L� uLh

�4T�hi T�M*�U }LL_t� �i|U�i) E�bbD� _i@*t ��|� T�M*�U ThL��t�L? Lu @ Th��@|i

}LL_ ��ihi ThL_�U|�L? u�?U|�L?t @hi tTiU��U |L hi}�L?t� `��*i i�U�i?U) @*�

�@)t hi^��hit i^�@|�?} |�i 4@h}�?@* ThL_�U|t Lu *@MLhc |�i LT|�4@* |h@?tuih

4@) �L� |L |�i hi}�L? ThL_�U�?} @| @ *L�ih ULt|� +�U�|ih @?_ ì**�tU� E�bb�(
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ì t�L� |�@| U�|�it t�L�*_ ?L| hiUi��i |h@?tuiht L? |�i }hL�?_t Lu @

��}�ih ULt| Lu ThL��t�L? �u i4�}h@|�L? _Lit ?L| �?Uhi@ti |�i �i*u@hi Lu |�Lti

*iu| Mi��?_ �? hi}�L?t ��|� @ *L�ih TLT�*@|�L? _i?t�|)� W? |��t t�|�@|�L?c

|�i U�|) 4�t| @*hi@_) Mi Mi)L?_ |�i *i�i* Lu LT|�4�4 @}}*L4ih@|�L?c ��ihi

u�h|�ih �44�}h@|�L? �L�*_ hi_�Ui |�i �i*u@hi Lu |�i TiLT*i _�i |L t�@hT*)

�?Uhi@t�?} ULt|t Lu UL?}it|�L?�

A�i hi4@�?_ih Lu |�i T@Tih �t Lh}@?�3i_ @t uL**L�t� 5iU|�L? 2 �?|hL_�Uit

|�i 4L_i*� A�i UL?UiT|t Lu i^��*�Mh��4 @?_ t|@M�*�|) @hi _�tU�tti_ �? tiU|�L?

�� A�i uL**L��?} |�L tiU|�L?t e @?_ D _i@* ��|� |�i U�L�Ui Lu |@ h@|it @?_

�tU@* i^�@*�3@|�L? L? |�i hi}�L?@* @?_ ?@|�L?@* *i�i*c hitTiU|��i*)� 5iU|�L? S

_�tU�ttit |�i 4@�? �?_�?}t�

2 A�i �L_i*
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