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This paper devises and applies a statistical test for efficient provision of local public education.
The test is based on the ‘Samuelson condition’ of equality between the sum of marginal rates of
substitution and marginal cost. The econometric method is a micro-based approach to the
estimation of the marginal rate of substitution function. This method accounts for possible
‘Tiebout bias’ caused by the fact that individuals may choose their school districts in accordance
with their tastes for education.

1. Introduction

The question of whether governments spend too much or to little has been
the subject of much debate but little econometric testing. This paper
conducts an empirical test of whether local governments spend more or less
than a Pareto optimal amount on local public goods. Our procedure is very
simple in principle. We check whether the ‘Samuelson first order conditions’
[Samuelson (1954)] for efficient provision of public goods are satisfied. The
Samuelson conditions require that the sum of individual marginal rates of
substitution between a public good and the private numeraire equals the
marginal cost of the public good. This condition is necessary for an interior
Pareto optimum and in a well-behaved convex economy is also sufficient.

Theoretical arguments have been made which suggest that the amount of
local public goods provided may be nearly efficient. Some of these arguments
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