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1. Introduction

In this paper, we shed new light on the economic consequences of shocks to the size of administrative borders by
considering the consolidation of Italian municipalities during the fascist regime.

We start with a simple theoretical model that explains how population movements reflect the welfare properties of
local jurisdiction size. Path-breaking research by Alesina and other scholars (see, for instance, Alesina and Spolaore, 1997,
Alesina et al., 2004) argued that the optimal size of political jurisdictions depends on a trade-off between benefits and costs.!
We propose a spatial economy where larger jurisdictions trade-off the benefits generated by scale economies in public
goods and services provision, with the higher costs due to greater heterogeneity among residents’ preferences. Indeed, large
administrations provide services that have to mediate across a wide range of needs expressed by the communities they
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include. A crucial feature of the present framework, which neatly distinguishes it from the work of Alesina and co-authors,
is that residents are mobile. Thus, as in Tiebout (1956), they can “vote with their feet” . The model clarifies how the welfare
of residents depends on the size of the jurisdiction. When fixed costs in the provision of local public goods are sufficiently
high, consolidation brings welfare gains and inward migration. On the contrary, when the costs of increased heterogeneity
dominate, some individuals will move away, and those who stay will make pressure to restore the pre-consolidation status.

We then use the historical episode to provide some suggestive evidence on theory’s predictions and thus contribute
to the existing, but limited, evidence about the economics of jurisdictions.? In particular, we analyze the consequences
of a shock to the size distribution of Italy’s municipalities (comuni) that occurred in the 1920s when - under the fascist
dictatorship of Mussolini - 2078 small municipalities were consolidated (over a total number of 9195 comuni existent in
1921). The consolidation remained binding until the end of WWII, when municipalities were allowed to go back to the
pre-consolidation boundaries (between 1945 and 1961, 778 comuni regained their original features). We use these events to
gauge the impact of mandatory consolidations on local welfare. By using the model predictions, we look at local population
dynamics, which refers to the period after WWII, as migration was prohibited under the fascist regime. We also take care of
potential confounding sources of migration, as those related to South-to-North and rural-to-urban population movements,
which might have nothing to do with changes in jurisdiction size.

Our empirical strategy uses information on municipalities as they were both before and after consolidation, and pro-
vides three types of exercises. We start by assessing the net welfare variations (either positive or negative) of the fascist
consolidation. Next, we try to say something on the respective roles of economies of scale and heterogeneity by comparing
consolidated units with non-consolidated counterparts of the same size, so to differentiate out the role of economies of
scale. Finally, we provide a placebo exercise, intended to check for the role of unobservables that might have determined
selection into the fascist consolidation.

Our results suggest that consolidation was associated with net welfare gains for the communities involved. In particular,
the economies of scale made possible by larger jurisdictions overwhelmed the costs brought in by higher heterogeneity. We
also find evidence consistent with the argument that heterogeneity implies welfare costs.

The paper is structured as follows. Section 2 provides a simple model to inform the empirical strategy. Section 3 gives
the details of the fascist consolidation and reports some suggested interpretations about its motivations. Section 4 discusses
the empirical challenges and presents the findings. Section 5 concludes with a discussion of the results.

2. Theory: a model of political jurisdictions and mobility

Alesina and Spolaore (1997) and Alesina et al. (2004) have investigated the “optimal” size of a jurisdiction when residents
are characterized by preferences related to the distance from the administrative centre. There, larger borders reduce utility
from public goods for those who live far from the administrative centre but, at the same time, they dilute the burden of
fixed costs associated with the provision of services. A crucial assumption of this approach is that people cannot migrate:
indeed, it is borders that are endogenously determined over time, so to meet optimality in the size of jurisdiction (see,
for instance, Alesina et al., 2004).> Our approach is substantially different to this respect. We allow for mobility of people
across geographical areas, and we do not necessarily consider the size of jurisdictions as an optimal outcome of history. In
this perspective, we sketch a model where people migrate to respond optimally to changes in the size of local jurisdictions.
We do so by building on a regional model with idiosyncratic location preferences.* In the spirit of Alesina and co-authors,
we postulate that larger administrative borders imply “heterogeneity” costs, that is, less “tailoring” of local public goods to
the needs of residents (such as a primary school organization), or longer distances from public goods provision, as suggested
by Cremer et al. (1985). But, at the same time, due to fixed costs, larger administrations make it easier to provide public
goods.

To summarize, our model separates the issue of mobility of individuals, who will always have the option to leave, from
the issue of the size of the borders. Thus, differently from Alesina and Spolaore (1997), there is not a one-to-one correspon-
dence between size of jurisdictions and size of resident populations. In short, we will consider a location, say c, characterized
by a land endowment of surface L, included in a jurisdiction of size ¢.. Suppose that, initially, 7 = L: if two identical munic-
ipalities do merge, the size of the new jurisdiction will be equal to 2L.5 As in Alesina and co-authors, the jurisdiction size

2 Alesina et al. (2004) find that the tension between economies of scale and heterogeneity is an important force in the determination of the number
and size of local jurisdictions. However, heterogeneity has almost no effect where population is so small to make economies of scale the predominant
factor. Other papers make similar points: Cutler, Elmendorf and Zeckhauser (1993), Temple (1996), Poterba (1997), Goldin and Katz (1998), Alesina, Baqir
and Easterly (1999, 2000).

3 Interestingly, Alesina et al. (2004) acknowledge that ‘Readers may find it hard to envision how local jurisdictions respond to heterogeneity because they
can recall few, if any, jurisdictions being created in their area’ (p. 350) and that ‘The assumption that each individual's location is fixed is natural if location
represents tastes or ideology. It is less natural if location represents geography because individuals can move in response to changes in jurisdictional
boundaries’ (p. 352).

4 Roback (1982) postulates full mobility of residents, who arbitrage away utility gains across locations. By this respect, the Roback model is an extreme
representation of Tiebout’s (1956) idea, related to the quality of local policies, that people will vote “with their feet”. However, Moretti (2013) has intro-
duced idiosyncratic individual preference shocks for specific locations, implying that residents will face different mobility costs. Thus, when a local shock
occurs, only a fringe of people will be willing to move across locations.

5 In other words, the merger does not affect the amount of land, L, available in each location. A merger only affects the expanse where local administra-
tors run public services, which will become 2L.
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