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Introduction

The weakness of Michigan’s economy, which has trans-
lated into fiscal and operational pressures on local
governments, has created a renewed interest in con-
solidation of governments and governmental services.
Consolidating governmental units and/or functions
and services' can reduce the cost of government by
capitalizing on economies of scale.

Short of full governmental consolidation, consolida-
tion of governmental functions and services through
intergovernmental collaboration allows local govern-
ment officials to avoid duplication, benefit from
economies of scale and economies of skill, and in-
crease the level of services above that which is pos-
sible if the services are provided independently. In-
tergovernmental collaboration can take the form of
governmental units contracting with other units to
provide services, two or more governmental units
working together to jointly provide services, or the
formal creation of special authorities with indepen-

dent powers to tax, bond, spend money, acquire prop-
erty, and in some cases, condemn property.

In 2005, the Citizens Research Council of Michigan cata-
logued the service delivery methods of local govern-
ments. Analysis of survey data indicates that patterns
exist among the governmental units that collaborate
for the provision of services and among the types of
functions/services provided collaboratively. Whether
those patterns exist by design or by chance, they show
that local governments cooperate heavily for the pro-
vision of some services and with the state and county
governments for the provision of others. The Catalog
identifies the services that are provided in each munici-
pality and the methods used to provide those services
(independent, collaboratively with neighboring munici-
palities, working with the state or county, via a private
provider, etc.). It does not attempt to identify motives
for employing each service delivery method or savings
that result from the delivery methods chosen.

The Size of the Government and the Attributes of Services

Initial analysis of the survey results showed that local
governments collaborate with each other most fre-
quently in fire protection, either through direct coop-
erative arrangements or through the creation of spe-
cial fire districts. Local governments also cooperate
frequently in the provision of libraries, water and sewer
services, and transit services. Other services and func-

' Here, and throughout this paper, the term “function” re-
fers to activities performed to make governments work
(support-type activities that generally occur out of the pub-
liceye). The term “service” refers to activities performed to
provide public goods.

tions, such as police protection, janitorial services, and
code enforcement, had relatively few reported in-
stances of collaborative provision.

Given the disparity in rates of cooperation from ser-
vice to service, CRC set out to understand why Llocal
governments cooperate in the provision of some ser-
vices more than of others and why they cooperate
with their peers for the provision of some services,
but with the state or county governments for other
services. To do so, CRC focused on the size of the
local governments, the services provided by those
governments, and the methods used to provide those

| services.
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As governments grow in size and
decisions are made to provide
broader arrays of services, policy
makers have to decide upon the
best methods for delivering those
services. Cost, of course, will play
an important role in those deci-
sions. Some functions and ser-
vices require greater portions of
municipal budgets than others.
When direct service provision de-
mands too much of a govern-
ment’s available resources, policy
makers must consider the relative
costs and benefits of using inter-
governmental collaboration or
private contractors.

Economic Attributes of
Government Services

CapitalIntensive Services require
major expenditures for land, build-
ings, vehicles, or equipment. The
cost of providing capital intensive
services is not directly related to
the size of the population or geo-
graphic area served. Once a local
government has invested in the
land, buildings, vehicles, or equip-
ment to provide capital intensive
services, that government oftenis
capable of serving populations
and geographic areas broader than
that single government. In eco-
nomic terms, this is known as
economies of scale. With the capi-
talitemsarein place, the marginal
cost to the local government of
providing services to additional
people or areas is relatively small.

Technically Intensive Functions
and Services require persons with
college degrees or professional
certification for their provision.
While most governmental func-
tions and services require at least a
basic level of training, some ser-

vices require persons with special-
ized academic training or that have
been recognized in their fields
through a professional certification
program. As with capital intensive
services, once local governments
have invested in the employment
of people with specialized techni-
cal expertise, they may have assets
capable of serving populations and
geographicareas broader than their
individual local government. In
economic terms, this is known as
economies of skill. With the pro-
fessional staff member is em-
ployed, the marginal cost to the
governmental unit of providing
services to additional people orar-
eas is relatively small.

Contrasted with capital intensive
and technically intensive services
are LaborIntensive Services. The
economies of labor intensive ser-
vices are different from those of
capital or technically intensive
services. The marginal cost of
serving additional residents or ar-
eas is strongly proportional to the
amount of staff needed.

Forms of Collaboration

Many of Michigan’s laws that au-
thorize intergovernmental col-
laboration allow two or more lo-
cal governments — cities, villages,
townships, counties, school dis-
tricts, special authorities, and spe-
cial districts — to collaborate with
each other to jointly provide any
services that each is authorized to
provide individually. These forms
of relationships are referred to as
horizontal collaboration. Al-
though one partner in a collabo-
ration of this type may bring more
to the partnership than the
other(s), horizontal collaboration

exists when two or more units at
equal levels of local government
agree to work together. (For pur-
poses of this analysis, cities, vil-
lages, and townships are consid-
ered equal levels of Llocal
governments.)

Other laws allow local govern-
ments to collaborate with the
state or county governments.
Such collaboration may take the
form of municipalities sharing the
cost of functions performed by
their counties; municipalities con-
tracting with their counties or the
state to have functions performed;
or the county governments simply
assuming responsibility for the
performance of specific functions,
thus relieving the municipalities of
any function performance duties.
These forms of relationships are
referred to as vertical collabora-
tion. Unlike horizontal collabora-
tion in which two or more units at
the same level of government
work together for the provision of
services, vertical collaboration
exists when local governments
have functions performed by dif-
ferent levels of government.

In addition to intergovernmental
collaboration, local governments
oftenrely on the private sector to
provide services or perform func-
tions. When two or more govern-
ments are using the same private
provider for governmental ser-
vices or functions, their relation-
ships are referred to as indirect col-
laboration. The Catalog of Local
Government Services shows that
many of the same services are pro-
vided by local governments con-
tracting with other local govern-
ments (in horizontal and/or
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ships; (4) via indirect relationships;
or (5) not at all (See Diagram 1).

and cated whether the service in their
jurisdictions is provided: (1) indi-

collaboration)

through indirect collaboration.

vertical

vidually; (2) via horizontal rela-

tionships; (3) via vertical relation-

In the Catalog of Local Government
Services survey responders indi-



Itis evident from the survey results
that municipalities have found it
advantageous to cooperate in the
provision of some functions and
services more than others. The size
of the governmental unit and the
fiscal capacity (as measured by per
capita property wealth) within each
municipality play roles in deter-
mining which local governments
engage in joint service provision. It
also is clear that the economic at-
tributes of the functions and ser-
vices are key factors in understand-
ing which functions and services are
the best candidates for joint service
provision. These findings suggest
an approach for strategically se-
lecting functions and services for
which joint service provision may
result in savings as well as the gov-
ernmental units (or private provid-
ers) that will be best suited to col-
laborating for each function and
service.

Self Provision. Most functions/
services are performed indepen-
dently by individual governmental
units. The services with the high-
est percentages of local govern-

Patterns Found in Survey Data

ments opting for individual provi-
sion are those that are core to the
operation of local governments
and tend to be labor intensive,
such as purchasing, tax collection,
accounting, elections, payroll, and
record keeping, as well as zoning,
planning, and building code en-
forcement/inspection/permits.

Horizontal Collaboration is used
most often for the provision of
capital intensive services, such as
water treatment, libraries, sanitary
sewer treatment, fire fighting, and
mass transit. These are services
that are geographically sensitive —
communities must be adjacent to
one anotherand the capitalinten-
sive land, buildings, or vehicles
must be centrally located to ben-
efit all participating units.

Vertical collaboration is reported
most frequently on specialized po-
lice patrol, criminal justice/courts,
crime lab, roads, animal control,
environmental, and building regu-
lation services. Some of these ser-
vices, especially criminal justice/
courts and road maintenance, re-

flect legislative or constitutional
provisions that require high degrees
of county involvement and thus,
institutionalize vertical collabora-
tion.? Otherservices, such as crime
lab, emergency planning and envi-
ronmental services, require rela-
tively high levels of technical ex-
pertise or training.

Indirect Collaboration. Private
providers are heavily relied upon
for utility provision, Internet ac-
cess, solid waste collection, engi-
neering and surveying, and legal
services. The services provided
through indirect collaboration ei-
ther require significant capital in-
vestment - utilities, Internet ac-
cess, and solid waste collection -
or technical expertise — engineer-
ing, surveying, legal services, and
information technology. Private
providersalso fill roles in laborin-
tensive services, such as janitorial
or security services. The costs can
be greater for local governments
because they do not have alterna-
tive work during down periods, but
private firms can move staff across
jurisdictions to meet demand.

Learning from Current Practices to Create More Intergovernmental Collaboration

The Catalog of Local Government
Services does not contain explicit
cost data that would facilitate de-
termination of whether present
horizontal, vertical, and indirect

collaborative service arrange-
ments enhance economic effi-
ciency, but the fact that a great
many Michigan local governments
have chosen similar patterns of

collaboration for like services and
functions indicates that these
forms of collaboration make sense
to decision makers. By learning
from and building upon the expe-

2 The advent of the Great Depression in the 1930s left many townships unable to fund road maintenance. The role of county
road commissions was expanded to include care of township roads. Only one township has since returned to the role of
caring for its own roads. Adoption of the 1963 Michigan Constitution mandated certain changes in the structure of the state
judiciary. Specifically, Article VI, Section 26, required that the offices of circuit court commissioner and justice of the peace
be abolished and a court or courts of limited jurisdiction be created by the legislature. Public Act 154 of (968 carried out
that mandate and vested control of court districts with the legislature. These services were excluded from the analysis.
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riences of local governments
across the state, and by working to
promote similar forms of coop-
eration in other localities, state
and local policy makers stand the
greatest chances of success in pro-
moting viable cooperation.

Local Governments

The following lays out an approach
for local government officials to
identify functions and services for
which intergovernmental collabo-
ration could lead to efficiencies
and savings. It is suggested based
on the current patterns employed
by local governments throughout
the state.

Assess the Economic Attributes
of Currentand Planned Services.
Local government officials con-
sidering intergovernmental col-
laboration for the provision of ser-
vices should begin with an
examination of the characteristics
of each function and service pro-
vided. Each function and service
should be classified as primarily
capital intensive, labor intensive,
or technically intensive.

The economic attributes of some
services are clear. Legal counselis
inherently a technically intensive
function owing to the advanced
degree required to practice law.
Anairportis clearly a capital inten-
sive service. Other services may
have certain economic attributes
on a macro level, but other at-
tributes appear when specific as-
pects of that service provision are
examined. For example, police
protection tends to be a fairly la-
bor intensive service, suggesting
that there is little opportunity to
capitalize on economies of scale
to achieve savings. But specific

police functions such as detective
work and crime scene investiga-
tion are technically intensive and
detention facilities are capital in-
tensive. While joint provision of
police patrol protection might not
create significant opportunities for
savings, creation of joint crime
scene units or detention facilities
may produce savings. These op-
portunities can be identified only
by examining each function per-
formed by the governments.

Identify Potential Partners. The
second step is to identify poten-
tial partners. Joint provision of
capital intensive services is espe-
cially sensitive to geographic char-
acteristics and analysis of existing
relationships shows that fiscal ca-
pacity tends to play an important
role. Because the governments
will share land, buildings, vehicles,
or equipment, it is ideal that the
collaborating local governments
share a border. The capital inten-
sive facilities, vehicles, or equip-
ment must be centrally located to
mutually benefit the residents of
all participating governments.

Analysis of existing horizontal col-
laboration indicates that it is most
likely to occur when local govern-
ments of moderate fiscal capacity
seek to partner with one another.
Clearly, a lack of fiscal capacity is
something that can be compen-
sated for in an interlocal agree-
ment, but leaders of a local gov-
ernment usually want assurances
that their contribution to the cost
of a joint service will be approxi-
mately proportional to the ben-
efits their residents will receive.

Technically intensive functions are
not geographically sensitive and
can be provided to noncontiguous
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areas. Efforts to collaborate
should begin by investigating
whether the state or county per-
forms those functions and would
be amenable to performing those
functions on behalf of the local
government through vertical col-
laboration.

Alocal government’s fiscal capac-
ity should not be the driving fac-
tor behind the decision of local
government officials to engage in
vertical cooperation. Michigan’s
least wealthy communities rely on
vertical collaboration more than
communities of greater fiscal ca-
pacity, but evidence of vertical
collaboration is found across all
levels of fiscal capacity.

Finally, local government officials
should always be aware of the ser-
vices that can be provided by pri-
vate contractors. Private provid-
ers of governmental services can
offer the economies of scale and
economies of skill that local gov-
ernments seek through intergov-
ernmental collaboration without
regard to neighboring units or
some restrictions that apply to
governmental employees.

Create Working Relationships.
The third step is the formulation of
relationships with potential part-
ners. Horizontal collaboration re-
quires trust. It requires locally
elected leaders to place respon-
sibility for provision of functions or
services in others over whom they
have no direct control. Local gov-
ernments engage in horizontal
collaboration for services for long
periods of time. Without confi-
dence that the trust and invest-
ment will pay off in the long term,
joint service provision is not likely
to occur.



Proactive Role for Counties

Counties can help their cities, vil-
lages, and townships become more
efficient service providers in two
ways: ) assist local governments
to create relationships with sur-
rounding local governmentsand 2)
provide more opportunities for
partnering in vertical collaboration.

Facilitate Relationships. Coun-
ties can play a vital role in facili-
tating networking among city, vil-
lage, township, and school district
officials by hosting forums or sum-
mits for those officials. Several
counties have already initiated in-
tergovernmental forums or sum-
mits to facilitate communication
betweenand among levels of gov-
ernment. A study of best practices
among those counties would
identify models for others to emu-
late in initiating these forums.

Evaluate Technically intensive
Services. Opportunities exist for
counties to expand vertical col-
laboration to their constituent
cities, villages, and townships be-
cause many of the functions per-
formed by local governments
also are performed by county
governments. Each provides hu-
man resource and payroll func-
tions; fiscal functions that deal
with property assessment, ac-
counting, purchasing, and banking
operations; and information tech-
nology functions, geographic in-
formation system (GIS) mapping,
and website maintenance. Both
the county governments and the
cities and townships are involved
in the conduct of elections. Ver-
tical collaboration does not re-

quire the counties to begin to
perform functions they do not
presently perform, but it requires
awillingness to extend the exper-
tise they have with these func-
tions to local governments for
mutual benefit.

State Actions to Promote
Government Collaboration

State government can help local
governments operate more effi-
ciently and it can create incentive
programs that financially reward
actions that create more collabo-
ration.

Technical Assistance and Best
Practices. The state can help lo-
cal governments become more
efficient through a role of informa-
tion sharing, including technical
assistance for the process of cre-
ating collaborative agreements,
creation of a clearinghouse of best
practices, and enactment of in-
centive programs to make inter-
governmental collaboration more
attractive to local government of-
ficials and their citizens.

In 2006, Michigan’s Task Force on
Local Government Services and
Fiscal Stability recommended that
Michigan model a local govern-
ment commission after Indiana’s,
which has a strong relationship
between the universities and the
local government associations. It
was envisioned that such a com-
mission would help local govern-
ment officials by collecting re-
ports on intergovernmental
collaboration progress, sharing in-
formation through want ads and
guides, disseminating best prac-

tices, facilitating discussions on
collaboration, and communicating
the needs of local government to
state policy makers.

Opportunities for Vertical Col-
laboration. Like the counties, the
state government should reflect
on its own activities to consider
opportunities for vertical collabo-
ration to help local governments
operate more efficiently. Recent
consideration of actions to close
state crime labs illustrate the ways
in which local governments can
operate more efficiently by
partnering with the state. Those
crime labs allow local government
police departments to process
evidence to identify criminals and
prosecute cases through the
criminal justice system. Without
the state crime labs, local govern-
ments would have to construct,
outfit, and operate their own labs
at the municipal or county level.
That option would be more ex-
pensive and duplicative.

State Incentives for Intergovern-
mental Collaboration. The state
also can play a role promoting in-
tergovernmental collaboration by
creating positive incentives for
collaboration while minimizing
any side effects. One potential
side effect of state incentives is
that they could change the behav-
ior of those governmental units
that have already taken progres-
sive steps to reduce service deliv-
ery costs. Incentives for collabo-
ration should be built around the
understanding that intergovern-
mental collaboration has been
used by Michigan’s local govern-
ments for many years.



It is recommended that state
policy makers consider two types
of incentive programs: one to pro-
mote horizontal collaboration for
the provision of capital intensive
services; asecond to create incen-
tives for local governments and
counties to engage in vertical col-
laboration for the provision of
technically intensive services.

Incentives for

Horizontal Collaboration

Several types of programs could
create incentives for horizontal
collaboration. Each could be de-
signed to capitalize on the
strengths of capital intensive ser-
vices that are best suited for this
form of collaboration.

Assistin the Acquisition of Capi-
tal ltems. Given the frequent use
of horizontal collaboration for the
provision of capital intensive ser-
vices, state policy makers can pro-
mote collaboration by reducing
the cost of capital items for those
local governments that collabo-
rate in the provision of those ser-
vices. One method for accom-
plishing this would be for the state
to create a loan fund or sinking
fund to reduce the cost of borrow-
ing for local governments that col-
laborate in acquiring, purchasing,
or constructing capital intensive
items.

Grants to Help with Start-Up
Costs. A grant program building
off of the Centers for Regional

Excellence could assist local gov-
ernments through the difficult
transition of consolidating exist-
ing services. Grants could be of-
fered to governments proposing
to consolidate service delivery.
Policy makers awarding grants
should target specific local gov-
ernment services based on the
opportunities for savings through
horizontal collaboration in capi-
tal intensive services. Grant
funds should not be tied to
implementation, since some
planning processes may conclude
that collaboration is not Likely to
achieve substantial cost savings
or enhanced services.

Change State Revenue Sharing
from Unrestricted to Restricted.
It would be possible to transform
at least a portion of the statutory
unrestricted state revenue sharing
program into arestricted state rev-
enue sharing program to fund spe-
cific capital intensive services.
Funding could be increased for
those entities providing the tar-
geted program through collabora-
tive arrangements.

Amend Existing Restricted Rev-
enue Sharing Programs. State
funds currently distributed to lo-
cal governments through existing
restricted state revenue sharing
programs also could be used to
create incentives for cooperation.
The state currently uses formulas
to distribute funding for libraries,
highways, courts, and mental

health services. These formulas
could be amended to reward posi-
tive behavior that has the net re-
sult of making state dollars go fur-
ther. It would not be necessary for
the state to add new funding to
these programs to create incen-
tives for collaboration, but to al-
ter the formulas for distributing
the funds currently available.

Incentives for

Vertical Collaboration

A second set of incentives could
be created to facilitate vertical
collaboration.

Incentives for Municipalities to
Contract with Counties. Some
states offer incentives for vertical
collaboration. In particular, New
York’s Shared Municipal Services
Incentive program recently added
priority funding for applicants de-
veloping countywide shared ser-
vices plans involving half or more
of a county’s municipalities and
school districts. Michigan could
replicate New York’s Countywide
Shared Service Plans program to
make funds available to counties
if services are provided through
vertical collaboration to a speci-
fied proportion of their cities, vil-
lages, and townships. Counties
would have the latitude to initiate
provision of functions or services
for their local governments that
they feel especially well suited to
provide or that their local govern-
ments are uniformly interested in
shedding.
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The functions and services pro-
vided by local government have
different cost attributes that play
a significant role in whether local
government officials choose to
provide those functions or ser-
vices individually or in some form
of cooperative arrangement.
Analysis of current service deliv-
ery methods suggests that capital
intensive services are most appro-
priate for horizontal cooperation,
where two or more local govern-
ments collaborate to provide ser-
vices common among them. Their
capital intensive nature creates
economies of scale in which the
marginal cost of providing services

Conclusion

to additional residents is minimal
and the benefit provided great.

It is common in the current struc-
ture of service delivery to find tech-
nically intensive services provided
through vertical cooperation in
which cities, villages or townships
contract with their county govern-
ment or the state to perform func-
tions for which advanced expertise
isneeded. The technically intensive
nature of these services creates
economies of skill in which the cost
of performing the function for ad-
ditional governmental units is be-
low what it would cost for each in-
dividual unit to hire persons with

the skills necessary perform those
functions.

Beyond the direction this ap-
proach gives local government
officials as they investigate inter-
governmental collaboration as a
tool for achieving efficiencies, this
approach should shape and define
the role that counties and the state
play in working with local govern-
ments. It should put those gov-
ernments in a position of provid-
ing services to local governments
and creating incentives to maxi-
mize the efficiencies to be gained
through economies of scale and
economies of skill.

This paper summarizes CRC Report 354, Approaches to Consolidating Local Government Services.
The full report can be accessed at: www.crcmich.org/PUBLICAT/2000s/2008/rpt354.html.




