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The events of September 11
deeply affected all of us at

La Follette as they did every-
one. Faculty, staff, and students
gathered quickly around televi-
sions that morning, standing in
stunned silence as events un-
folded. Our collective grief and
dismay grew throughout that
day and in the ensuing weeks.

A standing-room-only im-
promptu seminar took place
soon after the tragedy, in which
students, faculty, and staff—
with a wide range of interna-
tional expertise and experi-
ence—shared their thoughts
and concerns, insights and un-
derstanding.

Our faculty were called
upon frequently by the media,
and as difficult as it was to
make any sense of the tragedy,
they rose to the occasion ad-
mirably. In this issue of the
La Follette Policy Report, Don
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Economic Development: The Role of
State and Local Government in Wisconsin

by Stephen Malpezzi

Professor Malpezzi is an associate professor and Wangard Faculty Scholar in the Department
of Real Estate and Urban Land Economics of the School of Business, as well as an associate
member of the Department of Urban and Regional Planning, of the University of Wisconsin-
Madison. The following article is based on a study the author prepared for the Governor’s
Blue-Ribbon Commission on State and Local Government Partnerships, chaired by Professor
Donald Kettl (see www.lafollette.wisc.edu/reform). References, acknowledgments, and support-
ing data are available from the author at smalpezzi@bus.wisc.edu.

he recent softening of the U.S. and

Wisconsin economies, preceding
but exacerbated by the economic fall-
out from September’s terrorist attacks,
has focused some of our attention from
events unfolding in Southwestern Asia
to the economy, both globally and close
to home. Here in Wisconsin we have
concluded a two-day Economic Sum-
mit, sponsored by the University of
Wisconsin System, wherein a thousand
business people, academics, and public
officials began to sketch out a “road
map” for the state’s future economic
growth and development.

Deeply embedded in Wisconsin’s sys-
tem of governance is a partnership be-
tween state and local units of govern-
ment. Heavy mutual reliance upon real
estate, income, and sales taxes requires
a high level of commitment to commu-
nication and coordination between the
state and its partners in local govern-
ment. At the most basic level, the citi-
zens of Wisconsin, the common con-
stituents of all units of government, are
the members of a social partnership
that aims to deliver, among other bene-

fits, economic development. Economic
development, broadly and appropriately
construed, translates into improved
standards of living and well-being for
our citizens. Economic development
also generates the resources—fiscal and
human—that state and local govern-
ments need to do their job.

Wisconsin’s Recent Economic
Performance in Perspective

Wisconsin's population grew more or
less steadily over the past thirty years,
from about 4.4 million in 1969 to about
5.3 million today. This growth is a little
over half the national average popula-
tion growth over the period. Wiscon-
sin’'s employment also grew more or
less steadily over the past thirty years,
from about 1.9 million to about 3.3 mil-
lion jobs. This growth is also just
slightly below the national perfor-
mance over the period. In 1969, Wis-
consin’s income per capita was about
$14,400, compared with $14,800 for
the United States as a whole (in today’s
dollars). Over the next thirty years,



Wisconsin's real per capita income grew at about 2.2 per-
cent per annum to about $27,300, while the United States
as a whole grew at a rate of 2.3 percent to about $29,600.
For both the nation and Wisconsin, incomes per capita
roughly doubled over the period.

computers, and so on) matters, although in the long run
it is perhaps human capital that matters the most. Lo-
cational advantages, such as a clean environment and
strong amenities, make a difference. Regions that have

well functioning cities and strong

In Wisconsin, as in the United
States as a whole, real incomes
were stagnant for households in
the bottom of the income distrib-
ution, while the fastest household
income growth was at the top of
the distribution. Broadly speak-

Despite our public ““cheesehead”
image, Wisconsin is best
characterized as a leading

manufacturing state.

economic and transport links be-
tween cities and nearby rural ar-
eas tend to prosper. All of Wis-
consin is affected by the fact that
our largest city, Milwaukee, is
somewhat smaller and less dy-
namic than nearby Chicago or

ing, over the past three decades

the gap between rich and poor has been growing.
Growth and income distribution, however, are not nec-
essarily at odds. As we will see below, it turns out that
metropolitan areas that grow fastest generally have the
fastest growth in incomes at the bottom of the income
distribution.

Why Do Regions Grow?

Many of the findings regarding the reasons for eco-
nomic growth and development are hardly surprising.
For example, physical capital (machines, real estate,
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even Minneapolis.

Nationwide, there are modest relationships between
the structure of a region’s economy and its growth pat-
terns. The most careful studies show “high tech” regions
grow only slightly faster on average than “low tech” re-
gions. But that does not deny the fact that high tech de-
velopment can be critical to regions that have a compar-
ative advantage in such activities. With a world-class
research university inside its borders, Wisconsin is in
such a situation. Furthermore, as La Follette’s Don
Nichols has demonstrated, many industries usually
thought of as low tech and “Old Economy,” like metal
bashing or trucking, have been radically transformed by
the application of technology. Certainly technology has
been and will continue to be an important driver of de-
velopment. But we should not turn our legitimate inter-
est in technology into a fetish. For example, biotechnol-
ogy will likely be an important stimulus in parts of
southeastern Wisconsin in the near future. But we
should recognize that some parts of the state might need
to focus on quite different comparative advantages, in-
cluding relatively low-tech activities such as tourism.
Agriculture continues to play a role in Wisconsin’s econ-
omy, but as in most other states, a fairly small one in the
aggregate. Despite our public “cheesehead” image, Wis-
consin is best characterized as a leading manufacturing
state.

The role of a region’s culture is important, but it also
is difficult to measure and analyze. Wisconsin benefits
from a strong work ethic and high standards of public
probity, the latter partly a consequence of our Progres-
sive tradition. Some would argue, however, that we are
less entrepreneurially minded than some other parts of
the country.

Who Benefits from Economic Growth and How?

Despite the common perception that fast growth comes
at the expense of a more equitable distribution of in-
come, careful recent studies by the Upjohn Institute’s
Timothy Bartik and the University of Pennsylvania’s
Janice Madden have demonstrated that metropolitan
areas that grow faster also tend to see the largest gains
at the bottom of the income distribution. The best ex-
planation for the positive long-run relationship be-
tween regional income growth and an improved distri-



bution of income is the “hysteresis” model of labor mar
kets. Put simply, hysteresis models are ones in which
history matters: people aren’'t simply identical “labor
units” entering and leaving the labor force. In rapidly
growing areas, there is more opportunity for increased
labor force participation by people who may not have
been in the labor market before. Building up a work
history and learning better work habits leads to faster
growth, which increases the economic potential of low-
income households, racial minorities, and other disad-
vantaged groups even more than for citizens who enjoy
greater economic advantage. Metropolitan growth is,
therefore, generally progressive.

The progressive benefits of growth can be somewhat
offset by increases in rents and house values. Growth in
housing costs tends to benefit existing owners and in-
crease the tax base, but such growth harms renters and
newly forming young households and may slow the
growth of our labor force. Thus, on balance, increasing
housing costs reduces the gains from growth. These in-
creases in housing costs, however, are generally not high
enough to offset fully the gains from increases in income
and declines in unemployment from employment
growth. This is one reason it is important to regulate
housing and real estate appropriately. Madison and parts
of suburban Milwaukee are examples of areas where
overly stringent real estate regulation has reduced the
potential progressivity of local growth.

A number of recent studies show that net increases or
decreases in employment mask even larger job “churn-
ing,” the situation resulting from companies simultane-
ously firing and hiring employees. In a typical year in the
United States, for every hundred manufacturing jobs,
ten disappear (permanently or temporarily), and nine
new ones are created. Employment growth is a combi-
nation of increasing our gross positive flows from em-
ployment openings and business expansions while limit-
ing gross declines from closings and contractions. In
fact, about twice as much variation in employment net
growth is explained by gross increases as is explained by
gross declines. Declines do matter, of course, and the
pain and cost of any plant closing is very real to those in-
volved and not to be trivialized. But the data also show
quite clearly that the “action” is in openings and expan-
sions. One should be aware of these facts when consid-
ering policies to address plant closings. While good ar-
guments can be made for some advance notice of layoffs,
and real issues arise related to the responsibilities of
firms that have accepted large public subsidies, making
plant closings or layoffs extremely difficult probably
does nothing to retain plants in the long run and can
surely serve as a barrier to expanding and creating new
openings.

Another growth-related question, which is often mis
understood, is the extent to which growth does or does
not “pay.” At first glance, a number of studies seem to
imply that as employment and population grow and new
housing is added, the fiscal impacts on local govern-

ments may be negative. These studies often suggest that
increases in local taxes collected will be exceeded by lo-
cal expenditures on schools and other services. It is not
clear, however, that these studies are correct, because
they utilize incomplete accounting methods.

Broadly speaking, communities grow because popu-
lation grows (from natural increase and migration) and
because labor and capital productivity rises over time
and per capita incomes grow. Higher per capita incomes,
in turn, increase the demand for better housing, im-
proved infrastructure and other public services, and ad-
ditional commercial real estate, among other things.
Most “fiscal impact studies” done for local governments
fail to capture these dynamics adequately and thus are
overly pessimistic about the cost-benefit of growth. It
may well be, however, that in the short run, and for par-
ticular government entities, growth can be disadvanta-
geous. But there is no evidence that in the long run city
fiscal positions are harmed by growth. There is effec-
tively zero correlation between population growth and
city surpluses and deficits, taxes per capita, or municipal
expenditures per capita.

Is local economic development a “zero-sum game?”
Many economists believe that most local incentives for
development simply subsidize location decisions that
would be made even without a subsidy or “at best” move
jobs from one location to another. Some recent research
suggests that, at least to a limited extent, this may be
overstated. If we accept the hysteresis argument, and
further posit that the locations that give the largest tax
breaks may be those with the worst economic condi-
tions, it is possible for economic development incentives
to move production toward regions where external ben-
efits are greater. But possible doesn’'t mean that it does or
that the effect is very strong. Our quantitative knowledge
of the size of these effects is rudimentary at best. And at
least with respect to some important subsidies, hamely
those from Tax Increment Financing (TIF) programs, it
is clear that in Wisconsin, the richest counties provide
the highest levels of TIF subsidy.

Another important issue about who benefits from
growth is the relative position of central cities and sub-
urbs. Cities have been decentralizing for as long as they
have existed. American cities have decentralized particu-
larly quickly over the past century and a half, partly be-
cause of income growth and improvements in trans-
portation and partly because of localized problems in
central cities and localized benefits in some suburbs.
Standard models used by urban economists highlight
the fact that as citizens’ incomes rise, they tend to move
to larger houses on larger lots; and as transportation
costs fall, commutes cost less as one moves farther out.
Thus, urban decentralization or “sprawl” is not a new
phenomenon; it has been around as long as cities have
been studied. This does not imply, however, that subur-
ban (or rural) areas are unaffected by the economic for-
tunes of central cities. In fact, a wealth of evidence

continued on page 14
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CRITICAL CHOICES

An International Affairs Breakfast Series
Co-sponsored by the La Follette School of Public Affairs
and World Affairs and the Global Economy (WAGE)

8:00 a.m. Thursdays
Concourse Hotel = 1 W. Dayton St.

January 10 Climate Change and the Future

Clark Miller, Assistant Professor of Public Affairs

Three challenges face policymakers: (1) adapting to climatic fluctuations and dealing with severe
weather-related events; (2) finding ways to adjust the infrastructure of the modern economy to elimi-
nate greenhouse gases cost-effectively; and (3) developing worldwide efforts to make sure the costs
and benefits of responding are distributed fairly among the world’s peoples. What are some steps that
government leaders can take to address these challenges?

February 14  International Transactions and Corruption:
Leveling the Playing Field
Melanie Manion, Associate Professor of Political Science and Public Affairs

The adoption of international conventions on the subject of corruption practices is leveling the play-
ing field for American businesses and raising standards for loans and aid. How can this trend be fos-
tered and the “corruption equilibrium” be discouraged on a wider scale?

March 14 From Counterterrorism Policy
to the War on Terrorism

David Leheny, Assistant Professor of Political Science

The terrorism exacted on September 11 suggested that the American approach to security has been
insufficient. The Bush administration now seeks to eradicate terrorist organizations with a global
reach and is reshaping the nature of U.S. security policy in the process. Drawing on his experience in
counterterrorism in the U.S. State Department, Leheny considers the question, How do we assess the
success or failure of security policies?

April 11 Genetically Engineered Food and Food Labeling:
Global Policy Differences, Local Impacts

Lydia Zepeda, Professor of Consumer Science and Director of the Center
for Integrated Agricultural Systems

This presentation explores differences in the policies that regulate genetically engineered food prod-
ucts and how various economic, social, and political forces help to explain the differences. What are
the chances for establishing consistent standards internationally?
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Wisconsin Ideas: The Continuing Role of the University

In the State and Beyond

by John F. Witte

John F. Witte is the director of the La Follette School of Public Affairs and professor of political science and public affairs at the
University of Wisconsin—-Madison. Sources on which this article was based include the Curti and Carstensen and Bogue and
Taylor volumes on the history of the University of Wisconsin as well as Robert Lampman'’s edited volume Economists at
Wisconsin. The piece below is a modification of the article “Wisconsin ldeas: The Continuing Role of the University in the State
and Beyond” published in New Directions for Higher Education, © 2001, John Wiley & Sons, Inc.

he Wisconsin Idea, which symbolically links the

University of Wisconsin with the community it
serves, has been in the lexicon of American education
and politics for over 100 years. There is no set defini-
tion for the phrase. But a definition is different from a
meaning. The meaning has been consistent. The Wis-
consin Idea has meant that the role of our university—
a state university—is to: (1) provide advanced educa-
tion to as many of its citizens as possible; (2) create,
invent, nurture, and implement new discoveries and
ideas that benefit “the commonwealth”; and (3) use the
expertise of the university for the direct benefit of our
citizens and institutions. The Wisconsin Idea, without
the name, dates to John Bascom, president of the Uni-
versity of Wisconsin from 1874 to 1887. The name post-
dated the activity. With the publication of Charles
McCarthy’'s Wisconsin lIdea in 1912, the words became
symbols for an important purpose and commitment.

The title of this essay makes the phrase plural to
signify the multiple meanings that have always been
associated with the phrase; and more important, to sig-
nify a transition in its meaning from the decades before
World War Il to its current formulation. My theme is
that, although changes have occurred in the structure
and practice of the relationship between the university
and the community, the underlying commitment of
Wisconsin ldeas still flourishes and will likely expand
in the future. To explain the evolving relationship be-
tween the university and its expanded “common-
wealth” requires considering the changing shape of the
university, the changing structure of governments, and
the current configuration of an economy and society
that is at once local, national, and international.

I begin by reciting a remarkable history of the Uni-
versity of Wisconsin’s role in defining the policy issues
that framed the twentieth century. These issues could
have been championed by Ivy League schools, where
most national leaders of the time were educated, but
they were not. Rather it was done in the Midwest,
largely at state universities, and to a significant degree
at the University of Wisconsin. This may have been
simply happenstance, for it required merging intellec-
tual, moral, civic, and political goals that defined a pro-
gressive program of social action. But it may also have

been that those universities, by the nature of their birth
and role, have always been closer to the real problems
of common people. Regardless, the result created a
lasting international image for my university. More im-
portant, it created a lasting set of institutions, laws, and
regulatory structures that affected other states of the
union as well as national legislation.

Origins: 1874-1914

The University of Wisconsin began in 1848 as a land-
grant university, whose first class was taught by John
Sterling in a room of the Madison Female Academy.
From the beginning, it was clear that the university’s
role was to provide advanced education, not only to the
elite, but also to the mass of Wisconsin citizens. There
was an additional commitment to provide educa-
tion and service extending beyond its walls to the com-
munity in which it was embedded. One of the most de-
finitive histories of the university written by Merle
Curti and Vernon Carstensen in 1949 begins by de-
scribing the concept of the “state university”:

In briefest compass, the term implied that pro-
viding for higher education was a vital function
of society; that the most suitable agency in the
United States to perform this function was the
state, independent of religious and of private
bodies; that the state university should crown
the whole system of public education with which
it was to be so closely integrated; that the recipi-
ents of higher education in a democratic civi-
lization should not be an intellectual elite, but all
citizens capable of benefiting from such train-
ing; and that the curriculum of a state-supported
institution of higher education should embody
not only the scholarly purposes of traditional in-
stitutions, but the professional and practical
needs of the citizens, individually and collectively.

The first years of the university were as a “prepara-
tory school,” primarily for schoolteachers. The first
president of the university, from 1850 to 1859, John
Lathrop, expanded the curriculum to include science,
literature, the arts, and a department for the theory and
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practice of elementary education. Although the institu-
tion grew and functioned admirably through its first
three decades, the clear connection of the university to
political and social problems of the state and nation did
not take effect until Bascom became president in 1874.

Bascom came from Williams College in Massachu-
setts, where he had developed a decidedly conservative,
laissez faire-oriented philosophy of political econ-
omy—a subject he taught with relish. His attitudes
were connected to strong Christian beliefs, and he was
actively involved in the temperance movement. Once at
Wisconsin, however, his laissez faire attitudes radically
changed. In part to justify state intervention in prohibi-
tion, but also in reaction to the problems of monopoly
trusts and the great disparities in wealth and income re-
sulting from the industrial revolu-

to use our education solely for our selfish bene-
fit, but to return some service to the state.

Van Hise was trained as a geologist and, soon after
becoming the first Ph.D. recipient from the university,
quickly made major theoretical advances in the field.
He became chair of the Geology Department and was
appointed president of the university in 1903—three
years after La Follette, his friend and classmate, won
the governorship. He soon turned from his training in
science to work on political, economic, and social is-
sues. As had Bascom, he focused his own writing,
teaching, and leadership of the university, as well as his
political activism, on the excesses of the industrial rev-
olution and its consequences for society. This led him
to support and foster many of the
pieces of social legislation that were

tion, he slowly but deliberately em-
braced strong state action and
responsibility for ensuring the pub-
lic good.

By connecting his beliefs to his
Christian faith, Bascom empha-
sized the moral responsibility of in-

Those whom Bascom taught

implemented what became

known as the Wisconsin ldea.

enacted during and shortly after La
Follette’s six-year period as gover-

and appointed created and nor. He also encouraged similar

work in the most relevant depart-
ments in the university.
Robert Ely headed one of those

stitutions and individuals. By 1887

these views were well formed. In a

famous baccalaureate address, entitled “A Christian
State,” he affirmed a clear role for individuals, includ-
ing students and faculty, to aid their fellows and com-
munity. But he also described a set of obligations for
the state to support an income tax, redistribute wealth,
and heavily regulate business, especially trusts and the
railroads. To answer those who argued that such ac
tions threatened individual liberty, a position he himself
held several decades earlier, he replied: “Liberty stands
for the use of powers, not their abuse. . . . If we allow
the individual to seek what he regards as his own liberty
without relation to that of others . . . the common-
wealth itself crumbles away and is at length dispersed
to all winds of heaven.”

Those whom Bascom taught and appointed created
and implemented what became known as the Wiscon-
sin ldea. Among those were influential leaders at the
university and in government. Students Robert M.
La Follette and Charles Van Hise, later as governor and
president of the university, respectively, forged a pro-
gram of progressive legislation and change. La Follette
wrote of Bascom’s influence on him in his autobiography
published in 1911:

His addresses to the students on Sunday after-
noons, together with his work in the classroom,
were among the most important influences in my
early life. It was his teaching, iterated and reiter-
ated, of the obligation of both the university and
the students to the mother state that may be said
to have originated the Wisconsin Idea in educa-
tion. He was forever telling us what the state was
doing for us and urging our return obligation not

6 LaFollette Policy Report

departments, Political Economy

(changed to the Department of Eco-
nomics in 1918). Bascom had been attracted by Ely’s
book, The Labor Movement, as early as 1886 when he
wrote to Ely expressing how much he agreed with its
arguments. Ely’'s arguments were in the strong tradi-
tion of European socialist support of labor unions and
the right of unions to strike. Although Ely did not hold
those beliefs for his entire career, from the time of his
appointment in 1892 to 1906 they were very pro-
nounced, and they led to a series of appointments that
formed the core of the most important department car-
rying out the progressive agenda as laid out by La Fol-
lette and his successors.

Ely was brought to the university with the support
of Bascom and was eventually appointed dean of a
combined School of History, Political Science, and Po-
litical Economy by President Thomas Chamberlain.
Because of accusations against Ely as a socialist and a
labor sympathizer, the appointment was controversial,
as was one of Ely’'s first hires—John R. Commons.
Commons was a sort of itinerant professor who held
four teaching jobs in seven years before arriving at Wis-
consin in 1904. He did not hold a Ph.D., but had two
years of graduate work at Johns Hopkins and had
taken classes from Ely. It was Commons above all oth-
ers who practiced and trained practitioners of the Wis-
consin ldea.

During the critical period from 1885 to 1914, the
Wisconsin ldea took three general forms, each of
which continues to this day. The first was in the form
of extension activities, which proactively moved the
knowledge and expertise of the university out into the
community. The extension idea emerged during Bas-
com’s presidency, and although it appeared to be an



American—and even a Midwestern—concept, it was
not. It originated in British universities and was im-
ported to the United States.

At Wisconsin, extension was first applied in the area
of agriculture, with the creation of “farmers institutes”
in Hudson, Wisconsin, in 1885. These institutes, which
consisted of day-long classes held in local communities,
were rigorously limited to technical farming issues. Dis-
cussions of politics and religion were strictly forbidden.
In the first year, 50,000 stu-

passing precedent-setting legislation for the country. At
the behest of La Follette, Commons wrote one of the
first state civil service laws in 1905. He was also in-
volved in writing the first constitutional provision for
workers’ compensation in 1911. Adams was the princi-
pal author of the first income tax law, also in 1911, a

model for the nation’s first income tax in 1913.
What made all this possible was a combination of
personal relationships and the resolve of dedicated and
committed experts who be-

dents attended. Agricultural
short courses, which still ex-
ist, began in 1886, with farm-
ers usually coming to the uni-
versity for more in-depth
classes than had been possi-
ble at the institutes. Under

During the critical period from 1885 to
1914, the Wisconsin ldea took three
general forms, all of which in one form

or another continue to this day.

lieved deeply that it was ap-
propriate to be involved in
politics in the service of
their state. The personal side
was never more exemplified
than the relationship be-
tween former classmates La

the leadership of Presidents

Chamberlain (president from 1887 to 1892) and Charles
Adams (from 1892 to 1901), these activities were
strengthened. Similar institutes were tried in the indus-
trial sector, as exemplified by the “mechanics insti-
tutes,” but were less successful.

The second and third forms of the Wisconsin Idea
directly involved activity with the state government. Es-
tablishing state-empowered commissions to regulate a
wide range of economic and political activity was at the
time considered as or more important than direct en-
actment of legislation. Commissions, established by
statute or constitutional provision, were meant to insti-
tutionalize states’ power to control and regulate eco-
nomic entities and issues that before had not been sub-
ject to state intervention. They were based on the theory
that citizen experts could adjudicate disputes between
private enterprises and citizens and recommend state
legislation in such matters as taxation, general indus-
trial activity, insurance, and rules and regulations re-
garding railroads and utilities.

Although the railroads and the trusts behind them
were considered the most important target of regula-
tion, the first state commission, established in 1899,
was the Wisconsin Tax Commission. Shortly thereafter
came the Railroad Commission (1901), the Public Util-
ities Commission (1907), the Insurance Commission
(1907), and the Industrial Commission (1911). These
commissions were created with the aid of university
professors, and many faculty members later served as
commissioners. Commons wrote the legislation creat
ing the utility and industrial commissions, and he was
a member of the latter for a number of years. Professor
Thomas Adams was integral in the creation of the tax
commission and served for many years as a commis-
sioner. Students of Commons, Edwin E. Witte and
Arthur J. Altmeyer, became members of the Industrial
Commission.

The university, in concert with the progressives, led
by La Follette and later governors James O. Davidson
and Francis G. McGovern, were also instrumental in

Follette and Van Hise. This
was noted in a retrospective statement by then Univer-
sity of Wisconsin President Edward Birge (president
from 1918 to 1925) on the eve of La Follette’s unsuc
cessful run for the presidency in 1924, published in
Curti and Christensen’s history of the university. He
spoke of the relationship of La Follette to both Van Hise
and the university:

Our University in the early and formative years
of Dr. Van Hise’s presidency was in a unique and
very fortunate position. Governor La Follette
and President Van Hise were not only close per-
sonal friends but were in complete harmony re-
garding the fundamentals of public policy and
especially regarding the relation of the Univer-
sity and the State. Thus Governor La Follette
not only put the “Wisconsin lIdea” into operation
by means of administrative organizations like
the Railroad Commission, but he also enlarged
its scope by bringing the University and its fac
ulty into active cooperation with public life.
Such an enlargement of the ideals alike of pub-
lic service and of university life was greatly
needed twenty years ago and it would be ef-
fected only through the initiative of a Governor
who was persuaded of its wisdom and who
acted in cooperation with a university president
equally in sympathy with the policy.

But just as important to understand is what these
university men brought to the table. They were clearly
idealists, schooled in the combination of moral philos-
ophy espoused by Bascom and the political and eco-
nomic philosophy of Bascom, Ely, Van Hise, and Com-
mons. That philosophy promoted a very active state
role in supporting community efforts to build the com-
monwealth, to help the average person—farmer or
worker—and to combat what the university men
viewed as the evils emanating from industrialization.

They also brought something else: the knowledge
and expertise generated by a unique level of higher
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education. They were among the first Ph.D’s in the
United States, certainly in the Midwest. In addition,
their knowledge gave them special skills, such as the
ability to read, understand, and write legislation, and to
analyze and synthesize data. Thus Commons, and later
many of his students, not only understood legislation
and the legislative process, but also they participated in
all phases of its operation, including the creation of
some of the most important laws written in our coun-
try.

Going National: 1914-1956

One of Commons's Ph.D’s was my grandfather, Edwin
E. Witte. He, along with his lifelong friend and col-
league, Arthur Altmeyer, and several of his students,
Wilbur Cohen and Robert Lampman, are symbolic of
the next phase of the Wisconsin ldea—the expansion of
the mission to the national forum. Witte and Altmeyer
had considerable experience in Wisconsin before they
went to Washington to work on Social Security. Each
was Commons’s student and had been a member of the
Industrial Commission. They had also worked on a
number of related legislative acts, concerning unem-
ployment, disability, and pensions.

In 1934, one year after being appointed as a full pro-
fessor at the university, Witte was asked by Secretary of
Labor Frances Perkins to become director of the Com-
mittee on Economic Security. That committee had the
responsibility of drafting the Social Security Act, which
was signed into law on August 14, 1935. As the princi-
pal person who wrote and shepherded the legislation
through a very challenging maze of committees and leg -
islative hearings, Witte remains known by many as the
father of Social Security—a title he never used or ac-
knowledged.

Accompanying him to Washington was Wilbur Co-
hen, a recent graduate of the University of Wisconsin
and one of Witte's students. Altmeyer, another Wiscon -
sin Ph.D. who was then an assistant secretary in the De-
partment of Labor, joined them in Washington. Cohen
was Witte’'s aide and assisted the committee, but he also
remained in Washington when Witte returned to Wis-
consin. For the next three decades Cohen worked in
Washington, first at the Social Security Administration
and then at the Department of Health, Education, and
Welfare where he rose to become secretary. In his early
years he worked with Altmeyer, who became a member
of the Social Security Board. Together Cohen and Alt-
meyer worked for two decades to expand Social Secu -
rity coverage and benefits.

Witte continued his work in labor relations and the
development of social policy. In the former area, he was
director of the National War Labor Board in Detroit
from 1943 to 1944. This board was responsible for main-
taining labor rights and peace during World War I1. The
board was staffed by so many Wisconsin people that
Mark Ingraham, a dean of the university’s College of
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Letters and Science, later wrote, “Wisconsin-trained
economists were so numerous in the War Labor Board
that it was reported that you could empty its offices by
yelling down the hall, ‘To Hell with Wisconsin.”

A final example in this era of the Wisconsin lIdea was
the work of Professor Robert Lampman, who received
his Ph.D. under Witte and Selig Perlman in 1950.
Lampman’s career focused first on the distribution of
wealth and income, but later on poverty. Following Lyn-
don Johnson’s famous declaration of war on poverty in
1964, Lampman applied for and won a federal grant to
establish the Institute for Research on Poverty at the
University of Wisconsin—-Madison. He was the first di-
rector of the institute, which remains a premier re-
search organization involved in analyzing poverty in all
its related dimensions.

By the time the Poverty Institute was created, how-
ever, an era in economics and the Wisconsin Idea had
ended. | date the end, arbitrarily, back to 1956, the year
Witte unexpectedly was elected president of the Ameri-
can Economics Association. In his presidential address
on December 28, 1956, he espoused the form of institu-
tional economics dating to Ely that also characterized
his own work. He acknowledged its passing, but was
also highly critical of the abstract mathematical theo-
rizing that replaced it. He argued that this approach
had little chance of influencing public policy. When
finished he received a prolonged standing ovation,
but the economics discipline, and others, had already
moved into the modern period.

The Transition

The example of the Poverty Institute also symbolizes
one of the important transitions in the practice of the
Wisconsin Idea. A number of post-World War I
changes in both the university and the government had
a dramatic impact on the working relationship between
the university and the state. First, both state govern-
ment and the university grew to be much larger and
more sophisticated than at the turn of the twentieth
century. Thus, for example, in earlier years university
professors were often asked not only to provide ideas
and rationales for legislation, but also to draft the legis-
lation. One reason for that was that they were trained in
law and legal matters, but another was that the govern-
ment had few staff members and could not afford to
hire lawyers with drafting experience. Today there are
ten staff members in the capitol who draft legislation
for the legislature and the governor, and | know of few
professors with the requisite skills.

The private sector in the state also changed. Wis-
consin was built on agriculture and dairying, machine
tools and other heavy industries, food processing, and
beer. The university greatly aided agriculture, perhaps
more than it did the industrial and food processing sec-
tors. Currently all of those sectors have declined and

continued on page 21
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An extensive body of research has established the
importance of housing characteristics and location
in determining the market value of residential proper-
ties. Recently researchers have attempted to assess the
extent to which the package of public services available
at specific locations affect, or are “capitalized into,” the
value of residential properties. Our research focused
on the capitalization of public school quality. Specifi-
cally, we estimated the value of school quality (premi-
ums) after controlling for the characteristics of houses,
the qualities of neighborhoods, and the non-school
public services that political jurisdictions receive.

We found a strong relationship between elementary
school achievement and housing prices. Residences
served by schools with higher achievement levels had
substantially higher housing sale prices. This finding
has implications for public decisions about spending
on elementary schools and the expansion of school
choice.

The task of estimating school quality premiums is of-
ten complicated by the coincidence of school enroll-
ment boundaries with the boundaries of incorporated
political jurisdictions, such as cities, towns, and villages
that provide other important public services. Where
these boundaries perfectly coincide, there is no statisti-
cal basis for separating the housing value effects associ-
ated with public schooling from those associated with
other public services. Consequently, if researchers are to
isolate the effect of school quality, they must find locales
where at least some residences in the same political ju-
risdiction differ in terms of school access.

What aspects of school quality are capitalized into
housing prices? Previous research has paid limited at-
tention to incorporating multiple measures of school
quality in explaining differences in housing prices. Our
study allowed for the possibility of separating elemen-
tary and secondary school effects on housing values,
while previous studies have examined either elementary
outputs or middle school outputs. Among the elemen-
tary school characteristics we assessed are student body
composition, student-teacher ratios, and test scores.
The data set we assembled for Monroe County, New
York, allowed us to investigate whether housing values
reflect not only school performance, but also the so-
cioeconomic characteristics and behavior of the stu-

dents in the school, factors that for the most part have
been ignored in previous research.

The research presented here estimated the relation-
ship between single-family, owner-occupied housing val-
ues based on a sample of sales registered in 1997. With
the exception of the City of Rochester, the boundaries of
school districts and political jurisdictions (towns and
villages) do not exactly coincide. We also identified
grade school enrollment areas in school districts, in-
cluding the Rochester School District, that had multiple
grade schools. Because school district and political ju-
risdiction boundaries and grade school enrollment vari-
ation within political jurisdictions do not perfectly coin-
cide, we were able to separate the effect of public school
quality from the effect of the bundle of other publicly
provided services offered to a residence. We estimated
the impact of school quality differences on housing val-
ues with explicit controls for neighborhood quality.

We were thus able to estimate school quality impacts
on housing values for a sample of multiple school dis-
tricts, and distinguish the effects of school quality for
residential property at all locations within the same
housing market. Furthermore, we were able to identify
the implicit trade-offs made by households in a compact
metropolitan area that offers a full range of public ser-
vice packages.

Our study had the additional advantage of examin-
ing school quality capitalization by separating the sale
price of housing into a quality-adjusted quantity and a
locationally determined price of housing. This allowed
the physical characteristics of houses to be valued sub-
stantially more in some neighborhoods than in others, a
feature that fits well with common perceptions of real
estate markets.

Explaining Housing Values

Variables describing the physical attributes of residen -
tial property were available from assessment records.
They included lot size, number of rooms, number of
bathrooms, interior floor space, presence of fireplaces,
garages, porches, and the age of the structure.
Neighborhood amenities and accessibility to em-
ployment and business centers are likely to affect hous-
ing values. In addition, the values of nearby properties
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may play a role in signaling market values to prospective
buyers. Adequately measuring the quality of the neigh-
borhood, however, poses a difficult problem in housing
market research. Success in modeling neighborhood
quality has been mixed. The polycentric nature of the
modern metropolitan area makes simple access mea-
sures, such as distance to the central business district,
inappropriate. Selecting appropriate measures of neigh-
borhood quality and defining neighborhood boundaries
has also been problematic.

In this research, to account for neighborhood quality,
we used the median, single-family, residential property
value for the census tract (or block) in which the prop-
erty is located. We viewed the median house value as the
single best observable index of the market’s valuation of
the set of characteristics, both observable and unobserv-
able, that define a neighborhood. It is common practice
for Rochester area real estate agents to stress the prices
of nearby homes in advising their clients about prices
and bids. Our measure of neighborhood quality thus fits
well with the informational processes at work in the
market.

Our measurement of public services and taxes in-
volved a partitioning into school and non-school compo-
nents. Our primary interest was in isolating the effects of
school characteristics on housing values. The non-school
component was captured by effects associated with the
political jurisdictions that provide local public services
other than public schooling. These effects represent the
overall market evaluation of the bundles of these non-
school-related services and the local tax rates levied to
provide them in each jurisdiction. The school compo-
nent consisted of variables describing the public elemen-
tary school to which the property gives access, variables
based on the averages of characteristics of public sec-
ondary schools in the school district in which the prop-
erty was located, and the effective school tax millage rate
levied on the property.

Data and Measurement

We implemented our study by collecting a sample of sin-
gle-family house sales registered in Monroe County, New
York, in 1997. Each property was then located within a
political jurisdiction, school district, elementary school
enrollment area, and neighborhood. Indicator variables
for political jurisdictions captured the effect of the spe-
cific bundle of non-school public services and non-
school local taxes. Characterizing neighborhoods and
schools required the construction of measures based on
U.S. Census and school data.

We gathered a sample of single-family residential
properties. After removing properties with lot sizes
greater than 15 acres and properties with unresolvable
coding errors, we were left with a sample of 1,193 units.

Properties in the sample fell in 30 political jurisdic-
tions, each offering a specific bundle of public services
other than education. In all, 23 school districts were rep-
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resented. Sixteen of the 30 political jurisdictions in the
county had properties in more than one school district.
Of the 14 jurisdictions serviced by only one school dis
trict, only five, accounting for 6.1 percent of the sample,
did not have more than one elementary school within the
school district. Each of the school districts serving these
five jurisdictions provided education to at least one other
jurisdiction as well. The only political jurisdiction for
which there was an exact congruence between it and a
single school district was the City of Rochester. There
was considerable variation, however, in grade school at-
tributes for those properties sharing the Rochester non-
school public services bundle. Overall, this mixing of
school and non-school public service bundles was sub-
stantial, offering good prospects for statistically separat-
ing the effects of school attributes from other public ser-
vices on housing values.

The median sale price in the sample was $97,250 for
all jurisdictions (mean $119,435), $59,000 for the City of
Rochester (mean $63,905), and $106,000 for suburban
jurisdictions (mean $128,473). The median price, based
on all sales in Monroe County for 1997, was $102,500,
somewhat higher than in the sample. The median price
for all City of Rochester house sales was $54,000, some-
what lower than in the sample. City properties com-
prised 14 percent of the sample, as compared to 24 per-
cent of all sales, a consequence of our deliberate
over-sampling of non-city sales. As there was a total of
5,179 sales in 1997, the sample comprised nearly one-
quarter of all sales in that year.

Like many metropolitan areas, important differences
were evident between the school district of the central
city and those of the surrounding towns. There was also
considerable variation in school characteristics across
suburban school districts. The variation provided oppor-
tunities to measure capitalization effects. Even the
choice of location within a district offered households
the opportunity to experience different schooling levels.
Two-thirds of the school districts had multiple elemen-
tary schools. Per-pupil spending by school districts
ranged from just under $8,000 per enrolled student to
nearly $11,700, although whether all such funds came
from local resources varied greatly depending on how
the specific district was treated under the state school fi-
nance formula. Class size also varied across school dis
tricts, but the variance in class size was small relative to
the other school-level variables. The clearest differentia-
tion was seen in the characteristics of the pupils attend-
ing elementary school. Children in the Rochester School
District were appreciably poorer than those in the sur-
rounding suburban districts. The percentage of students
on free or reduced-price lunch varied from just under 50
percent to 100 percent across the City of Rochester ele-
mentary schools. Only three suburban schools in the
sample had 25 percent of their students taking free
lunches.

Academic performance also varied across and within
elementary school districts. To measure differences in



performance we made use of the English Language Arts
(ELA) test, a newly constructed New York State Educa-
tion Department instrument for gauging student lan-
guage arts skills. The fourth-grade ELA exam, first ad-
ministered in the 1998-99 academic year, presented New
York State students with a much more challenging test
of their language arts capabilities than any measure
available in earlier years. Publicly available data in-
cluded school-level average and distributional raw
scores, which exhibited much greater variation across
schools than the distribution of pass rates realized on the
much less sophisticated state exams that were available
prior to the introduction of the ELA exam.

Was it reasonable to assume that home buyers in
Monroe County were well informed about school qual-
ity? Each year the Rochester Democrat and Chronicle
publishes a report card that presents a variety of infor-
mation, including test score results, for individual public
and private schools and public school districts, which it
distributes with the morning newspaper the day the re-
port card appears. New York State also publishes each
school district’'s report card on its State Education De-
partment Web site. The annual release of this data is fea-
tured prominently in newspapers in Monroe County as
well as in the rest of the state. Furthermore, education is
sues are of particular salience in the Rochester area be-
cause of the publicity surrounding the implementation
of an extremely generous teachers’ contract approxi-
mately a decade ago.

Measuring Neighborhood Quality. Other things
equal, potential home buyers prefer higher-quality
neighborhoods. The perceived quality of a neighborhood
is likely to depend on physical features (such as street
condition), locational factors (such as nearness to parks
and major transportation routes), and the wealth of cur-
rent residents. We assumed that the values of nearby
houses provide a measure of neighborhood quality.

The properties in our sample were widely distributed
across neighborhoods with considerable variation in the
median house value. We used the median house value
from 148 tracks in the 1990 U.S. Census. We assumed
that the median housing value captured all local neigh-
borhood effects: the higher the median house value, the
more desirable the neighborhood. This assumption obvi-
ated the need to specify the great variety of factors that
may be relevant to neighborhood quality.

Using median house value in our estimation, how-
ever, raised the concern that the median house value of
the tract is simultaneously determined with the value of
the sampled house in the tract. Almost certainly our
specification of the housing value model left out some
variables that actually have an impact on price. For ex-
ample, a house may have a higher sale price than pre-
dicted by the systematic part of the model because it is
near a new playground that is valued by potential buy-
ers. Our measure of neighborhood quality may have also
been affected by these excluded variables. For example,
a playground may have been created since the 1990 U.S.

Census and therefore would not have been reflected in
our measure of neighborhood quality.

To increase the reliability of the measure, we used a
set of ten instruments: (1) median household income; (2)
the educational attainment of the median household; (3)
percentage of children going to private schools; (4) per-
centage of households in poverty; (5) percentage of
households on public assistance; (6) percentage of
households that are Hispanic; or (7) that are non-white;
(8) the percentage of dwellings that are owner-occupied;
or (9) vacant; or (10) function as a group home. Our pro-
cedure was to use these instruments as the measure of
neighborhood quality in the housing value model. From
a statistical standpoint the instruments perform well.

Measuring School Outcomes. We conducted our
analysis using the 1998-99 ELA exam. Our use of the
1998-99 ELA school average score required us to as-
sume that potential home buyers in 1997 could antici-
pate the results measured by the ELA, which was ad-
ministered a year later. Thus, in using the ELA, we
traded off its higher quality as a measure of performance
with the added necessity of assuming that quality re-
mained stable in schools from year to year and that the
qualities of schools that the ELA measures are generally
known to prospective home buyers. The ELA score cor-
related highly (.86) with the Pupil Evaluation Program
(PEP) reading test scores reported in prior years, adding
to our confidence that the report cards provide a reliable
measure of school quality.

Our estimation also attempted to take account of
high school outputs. As far as we know, no study had at-
tempted to take account of both elementary and high
school performance in estimating housing values. Doing
so, however, posed the difficulty that few high schools in
Monroe County had enrollment areas. Consequently, we
based our estimation on school district averages rather
than measures for specific high schools.

We considered three specific high school output mea-
sures in our analysis. One measure was the average per-
centage of students graduating with Regents diplomas
over three years. A Regents diploma is more prestigious
than a regular high-school diploma. It is awarded to stu-
dents who take a more intense curriculum and who pass
a series of Regents examinations. The second measure of
high school performance was the percentage of students
earning 65 or higher on the twelfth-grade English Re-
gents examination in the 1996-97 school year. The third
measure was the percentage of students earning a score
of three or higher on Advanced Placement exams at the
high-school level for the 1996-97 or 1997-98 school year,
depending on data availability.

Non-Outcome-Based School Characteristics. It is
possible that parents consider other factors along with
outputs in valuing schools. Parents may care about the
environment in which their children are learning. One
aspect of environment is the socioeconomic status of the
students attending schools. We therefore included
among school characteristics the percentage of an ele-
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mentary school’s student body that qualifies for reduced-
price lunches in the 1995-96 school year. We included a
comparable measure for the high schools. To allow for
the possibility that readily observable resources directly
available to students were important, we included the
pupil to teacher ratio for elementary schools. Finally, to
capture the disciplinary environment in high schools, we
included the high-school suspension rate for the 1995-96
school year.

Estimation of Housing Value Models

With only three exceptions, all of the housing charac
teristic variables were statistically significant (at the 5
percent level) and in the predicted direction. These vari-
ables included the amount of living space in the house,
the lot size, the age of the

to provide more resources to schools. But higher taxes
would be capitalized into lower housing values. We in-
vestigated these offsetting capitalization effects by ana-
lyzing what size tax increase could be accommodated to
generate a 1 percent change in ELA scores without
changing the size of the tax base. The multiplicative
model indicated that a 48 percent increase in the effec-
tive tax rate would be neutral with respect to the resi-
dential tax base. Because the City of Rochester is re-
sponsible, under current state law, for approximately 37
percent of the costs of running public schools, these re-
sults imply that school spending increases in the range of
17 percent to 34 percent per pupil would be fiscally neu-
tral. However, because of the imprecision of the coeffi-
cient estimates of the effective tax rate, these estimates
should be taken as merely suggestive that the market re-

veals a high willingness to pay

house, the number of bath-
rooms and bedrooms, and the
type of garage (attached, de-
tached, or non-existent).

The effects of living space, lot

It appears that if school quality were
equal, house buyers would pay a

premium to live in the central city.

for improvements in educa-
tional outcomes.

Table 1 summarizes predic-
tions of the impact of changes
in average ELA scores on

size, and age of structure had
the following interpretations in
terms of a multiplicative model with full school effects
and the neighborhood effects. As living space increased
up to 8,130 square feet, which is well above the largest
square footage in the sample, housing value increased
but at a decreasing rate. As lot size increased up to 6.25
acres, housing value increased but at a decreasing rate;
beyond this lot size, housing value declined with further
increases. As the age of the structure increased up to 113
years, housing value decreased; beyond this age housing
value rose with greater age.

All the school district and town effects were mea-
sured relative to Rochester. The uniformly positive coef-
ficients for school districts indicated, other things equal,
that sale prices were higher in the suburban school dis
tricts than in the Rochester School District. In contrast,
the uniformly negative coefficients for towns indicated
that, other than schools, the public services provided by
towns were negatively capitalized into sale prices. It thus
appears that if school quality were equal, house buyers
would pay a premium to live in the central city.

Effects of Elementary School Quality on the
City Tax Base

Overall, the average ELA score had a large substantive
significance. Even relatively small changes in ELA
scores seemed to have noticeable effects on city housing
values. These results have obvious implications for the
fiscal capacity of the city: improvements in the quality
of city elementary schools appear to have potential for
inducing large increases in the city’s tax base.

One way that average ELA scores could be improved
would be for city schools to make more effective use of
available resources. Another way would be to raise taxes
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Rochester housing values, as-
suming suburban scores do not
change. The base case predictions range from $59,102 to
$60,802 depending on how school and neighborhood
variables were statistically analyzed.

The lower panel of Table 1 shows the percentage in-
crease in the average value of city housing that results
from various increases in average ELA scores. The first
row of this panel shows the impact of increasing the av-
erage ELA score for each city school by 1 percent. The
resulting percentage increases in housing values are
quite large. Rows two and three of the panel show the
impacts of raising average ELA scores in the lowest scor-
ing schools. Row two shows the impact of moving each
school below the city school mean of 629.6 up to 629.6,
leaving average scores in schools above the city mean
unchanged. This change increases average housing val-
ues from between 0.9 and 2.8 percent. Moving all city
schools up to the county mean of 650.7 raises the aver-
age housing values by between 4.9 and 14.4 percent.
Rows four and five of the panel raise average ELA scores
in all city schools by one (11.1 points) and two (22.2
points) standard deviations, respectively. The one stan-
dard deviation increase raises average city housing val-
ues by between 2.7 and 7.8 percent; the two standard de-
viation increase raises average city housing values by
between 5.3 and 15.7 percent.

The strong elementary school effect has implications
for predicting the impact of greater educational choice
on the city tax base. Imagine a fully implemented
voucher plan that effectively separated the choice of pub-
licly funded schooling from residential choice. If it had
the effect of giving all city residences convenient access
to schools with the mean ELA score for the county, then
the results suggest an increase in the city’s residential tax
base of between 4.9 percent and 14.4 percent. This po-



tentially large fiscal effect on central cities is rarely
noted in analyses of the impact of educational vouchers.

Conclusion

Our analysis of housing values

studies. Although our research design gave us the po-
tential to identify the capitalization of high school as
well as elementary school characteristics, the pattern of
coefficients for high s