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Making Democracy Work More?
Exploring the Linkage between
Social Capital and Government Performance

This study considers the linkage between social capital and government performance. The latter concept is dis-
aggregated into two dimensions: policy activism and administrative efficiency. Social capital may be related to
government performance either because it increases the level of political sophistication and facilitates the
cooperation within society, helping people to voice their policy demands better, or because social capital, being
shared also by the bureaucratic elites of a polity, facilitates cooperation and helps to overcome the agency prob-
lem within the bureaucratic organization. The former argument links social capital to policy activism while the
latter links it to administrative efficiency. Empirical tests with data from the German and American subnational
governments provide support for the former but not for the latter argument.

ocial capital has become one of the most popular con-

cepts in comparative politics since Robert Putnam’s

(1993) study on Italy. However, the link between gov-
ernment performance and social capital—Putnam’s central
thesis—has remained puzzling. The logic of how social cap-
ital produces well-performing governments is under-speci-
fied: It is not clear how the ability of people to cooperate
affects which aspects of government performance. Yet unfold-
ing the nature of this relationship is crucial for understand-
ing the differences between governments’ choices as well as
for constructing a theoretical map of the “public” effects of
social capital.

Two potential explanations of how the level of social cap-
ital is linked to government performance are considered
here. The first line of argument states that social capital
increases the political sophistication of the citizenry and
helps to overcome the collective action problem within a
community. These, in turn, facilitate the articulation of citi-
zens' demands and enable monitoring to assure that the
implemented policies were in accordance to these demands
(Putnam 1993).

The second explanation states that social capital influ-
ences the level of government performance via its effects on
the behavior of bureaucratic elites. That is, assuming that
the level of social capital is shared by the community and its
elites, it fosters the ability of government bureaucrats to
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cooperate effectively. It further prevents shirking in the prin-
cipal-agent relationship within bureaucracy, which is neces-
sary for efficient management (Boix and Posner 1998).

Putnam (1993) conceptualizes government performance as
activism and innovation in service provision and efficiency of
the internal operations of government organization while con-
structing a uni-dimensional aggregate index to measure the
concept. However, notice that the two explanations above link
social capital to different aspects of government performance:
The former provides a linkage between social capital and
policy activism, while the latter is concerned with bureaucratic
efficiency. By employing a two-dimensional measure of gov-
ernment performance, this article tries to sort out which of
these arguments linking social capital and government per-
formance is potentially more valid. Without attempting to test
the causal mechanisms in full (or the direction of causality for
that matter), it is easy to see that an empirical analysis con-
firming a relationship between policy activism and social cap-
ital provides support for the former explanation, while a sig-
nificant relationship between social capital and administrative
efficiency supports the latter explanation. Alternative explana-
tions of government performance—institutional structure,
political ideology, and socio-economic modernity—are also
evaluated in order to determine their relative explanatory
power vis-a-vis the level of social capital on either dimension
of government performance. The analysis of German and
American subnational governments indicates that social capi-
tal remains a relatively powerful explanatory variable for the
level of government policy activism, while it has no statistically
significant relationship with managerial efficiency. The vari-
ance on this dimension is explained more fully by institutional
and demographic variables.

EXPLAINING THE LINKAGE BETWEEN SOCIAL CAPITAL
AND PERFORMANCE

Putnam (1993: 63) defines government performance in a
representative system as government “responsiveness to its
constituents and efficiency in conducting the publics business.”



212

PoOLITICAL RESEARCH QUARTERLY

Putnam defines and measures the policy aspect of govern-
ment performance in terms of policy activism—the extent of
government allocation of resources for various types of public
goods and services (such as day care centers, agricultural and
industrial development, public housing, family clinics, etc.)
(Putnam 1993: 67-73). Administrative efficiency, on the other
hand, is defined and measured as the extent to which a gov-
ernment possesses the means to conduct its internal opera-
tions efficiently and promptly (such as effective budget cycle
and information services) (Putnam 1993: 67-69). By aggre-
gating the components of either attribute of government per-
formance into a uni-dimensional index, it is assumed that
active and innovative government is by definition also effi-
cient. Yet, the two attributes need not necessarily capture the
same latent concept. It is possible that a government is effi-
cient administratively, but is a laggard in terms of problem
solving and service provision. Similarly, a government may be
a leader in policymaking and innovation and yet face consid-
erable management and administrative problems.

Jackman and Miller (1996: 640), who reanalyzed
Putnam’s data on the performance of Italian regions, provide
empirical evidence that challenges the assumption about
uni-dimensionality. As a result of a principal component
analysis, four latent concepts emerged from the Putnam’s 12
indicators of government performance, implying that the
indicators “cannot be used to generate a coherent, unidi-
mensional measure of institutional performance.” Regress-
ing the measure of social capital on each indicator of gov-
ernment performance revealed that indicators of
administrative efficiency such as budget promptness and
statistical services were not linked to the measure of social
capital whereas the measures of housing development,
health spending, day care centers, and reform innovation—
the indicators of policy activism—were. Similarly, Rice and
Sumberg (1997) replicate Putnam study with data from the
U.S., using three different indicators to measure govern-
ment performance: “policy liberalism,” “policy innovation,”
and “administrative effectiveness.” The bivariate correlations
show that social capital has the strongest relationship with
policy liberalism and the weakest with administrative effec-
tiveness. These pieces of evidence indicate that the relation-
ships between social capital and different aspects of govern-
ment performance are not identical. The theoretical and
empirical linkages between social capital and different
aspects of government performance are more complex than
the uni-dimensional analyses suggest.

Competing Arguments for the Linkage

Social capital has been conceptualized by three mutually
reinforcing components: trust, norms of reciprocity, and

! The specific indicators loaded as follows. Factor 1: number of day care
centers, number of family clinics, housing development, policy innova-
tion, policy reform, statistical services; Factor 2: bureaucratic respon-
siveness, budget promptness, cabinet stability; Factor 3: agricultural and
health spending, Factor 4: industrial policy.

networks of civic engagement (Putnam 1993: 170-74).
Social capital is a feature of society, a shared resource that
promotes social efficiency by way of “facilitating coordi-
nated actions” (Putnam 1993: 167). The primary claim
made by Putnam (1993) and repeated by others (Cusack
1999; Pierce, Lovrich, and Moon 2002; Rice 2001; Rice and
Sumberg 1997) is that the level of social capital strongly
shapes the performance potential of a democratic govern-
ment. In communities where the above-mentioned civic
virtues are widespread among the citizenry, democratic gov-
ernments perform well, in non-civic communities demo-
cratic governments perform poorly. This covariation, how-
ever, can occur for different reasons.

Social Capital and Policy Activism. The most common
argument linking social capital to government performance
states that trust and norms of reciprocity among individuals
facilitate their collaboration in collective activity, the purpose
of which is to express preferences and exercise demands on
government via civic engagement (Knack 2002; Pierce,
Lovrich, and Moon 2002; Putnam 1993; Skocpol and Fior-
ina 1998). According to this theoretical argument, we should
be able to observe an empirical link between the level of
social capital and the level of policy activism as the latter has
to do with the provision of public goods and services.

Public provision of public goods does not just happen.
Political pressure must be mobilized to encourage the insti-
tutions of government to make this provision a matter of
public policy. However, if the provision of a public good or
service distributes some benefit widely, and if the enjoyment
of that good or service is unrelated to whether a contribu-
tion has been made toward mobilizing politicians to act,
then the immediate problem of free riding occurs. If many
public services are like public goods, then their supply
depends on individuals and groups successfully engaging in
collective action to get the government to provide them.
The least costly and probably the most effective way to
overcome collective action problem is the existence of
norms of reciprocity and trust in society that are reinforced
by ongoing social relationships (see Axelrod 1984; Taylor
1987). Thus, higher levels of social capital within a society
enable the societal mobilization necessary for the provision
of public goods and services. In polities low in social capi-
tal the collective action problem is not overcome and the
provision of public goods remains undersupplied, or sup-
plied according to the interests of special groups that are
more organized and able to pressure governments to
respond to their special interests.

Existing empirical studies have provided some support
for this linkage. Experimental research has demonstrated
that history of cooperation and communication in a group
discourage free riding while history of non-cooperation
leads to underprovision of public goods (Isaac, Walker, and
Plott 1985; Kim and Walker 1984). Further, it has been
demonstrated that productive public goods are inversely
related to the local governments ethnic fragmentation
(Alesina, Baqir, and Easterly 1999), which, in turn, is nega-
tively associated with social capital (see Costa and Kahn
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2003 for a review). Further, research has pointed out that
social capital can become a useful basis for policy initiatives
(Coleman 1988; Montgomery 2000; Sandefur and Lau-
mann 1998; Verba, Scholzman, and Brady 1995), and it
provides greater potential for the co-production of public
goods and services in areas such as public safety, public
education, and environmental protection (Schneider 1987).
Observational evidence is also present: Countries with the
most elaborate welfare systems, i.e., the Scandinavian coun-
tries, have the highest levels of social trust and associational
membership (see Rothstein 2001). In his later work,
Putnam (2000, 2002) has also recognized the existence of
the link between social capital and policy activism rather
than government performance in general; however, he has
not elaborated a separate theory for such a linkage.

Social Capital and Administrative Efficiency. The different
arguments about the problems with cooperation, collective
action, and public goods remain vague in explaining the
linkage between the level of social capital and the other
attribute of government performance: administrative effi-
ciency. For example, why is it necessary to overcome the
potential for non-cooperation in society in order to build an
efficient government information technology system or an
effective budget cycle? It takes a full set of assumptions to
create a link between overcoming the collective action prob-
lem and increasing the accuracy of revenue forecasting or
hardware and software performance in government man-
agement, that authors have used as their government per-
formance measures (Knack 2002). Indeed, if such a direct
link existed, political institutions would be redundant.

The theoretical argument linking the level of social capital
to administrative efficiency rests on different premises. The
first assumption made is that social capital is shared by
masses and bureaucratic elites. Given this, higher level of
social capital helps bureaucrats to cooperate in carrying out
their duties much the same way as it helps citizens to coop-
erate in voicing their demands (see Boix and Posner 1998).
Better bureaucratic cooperation leads to efficiency in the
internal operations of a government. Further, social capital
makes it easier to manage government organization as it
reduces the agency problem, assuming that bureaucrats are
tempted to act opportunistically in their job positions
(McCubbins, Noll, and Weingast 1987, 1989). Given the
potential for opportunistic behavior, senior managers need to
spend considerable amount of resources on monitoring
and/or creating and implementing rules to prevent such an
opportunistic behavior. Both mechanisms have an unneces-
sary burden on the level of organizational efficiency as they
increase rigidity in administrative processes. High levels of
social capital among bureaucrats reduce the monitoring costs
by affecting the expectations that the agents have about the
behavior of their supervisors and fellow bureaucrats. Oppor-
tunistic behavior is resisted, because everyone expects every-
one else to work hard for the success of their common enter-
prise. In an uncivic community, where the bureaucracy is also
suffering from the deficit of social capital, the bureaucratic
organization is trapped in a vicious circle. Because distrustful

bureaucrats breed opportunistic behavior, supervisors have
the incentive to invest in costly monitoring. In such a situa-
tion the administrative procedures will be slower and less effi-
cient than in more civic polities (Boix and Posner 1998).

Existing empirical evidence supporting this argument is
not conclusive, though. Knack (2002) finds significant rela-
tionships between the U.S. state governments’ managerial
capacity and some measures of social capital, such as trust
and volunteering, but not others, such as informal socializ-
ing and participation in club meetings. Some public admin-
istration studies have proposed that an organizational cul-
ture that manifests itself in patterns of shared values and
beliefs about appropriate behaviors increases organizational
efficiency. However, analyses have shown that strong culture
may also make government impervious to external over-
sight and control (Rainey and Steinbauer 1999), indicating
the isolation of organization’s internal procedures from soci-
etal influence.

The two theoretical arguments about the mechanisms
linking the level of social capital and government perform-
ance can both be valid when government performance is
measured in a uni-dimensional manner. Only by disaggre-
gating government performance can we determine which of
these two arguments is more valid.? In order to build more
complete explanatory models, the next section will also
consider some additional variables potentially influencing
government performance.

Additional Explanations of Government Performance

Administrative Efficiency and Institutions. A rather consis-
tent claim in the literature of public administration is that
leadership characterized by stability and ability to cope with
political and administrative constraints matters for organi-
zational efficiency (Donahue, Selden and Ingraham 2000,
Rainey and Steinbauer 1999). Institutional structures that
enable such a leadership are the ones that create a politically
neutral and powerful role for the chief administrative officer
who is able to align the different management areas into a
coherent and cohesive administrative framework (Donahue,
Selden, and Ingraham 2000; see also Cusack 1999).

More specifically, given the freedom of bureaucrats to
interpret legislation freely, politicians will prefer to restrict

2 The direction of causality between social capital and government per-
formance has remained an issue of debate in the current literature. The
theoretical arguments presented above imply the direction of causality
form the former to the latter. But it has also been argued that the causal-
ity may run just the opposite. That is, government policies may promote
trust and reciprocity in society (Levi 1996; Rothstein 2001; Stolle and
Rothstein 2003; Tarrow 1996), or even that these same government
activities may Kkill social capital (Berman 1997). Similarly, it is possible
that professionalization of government may influence the level of social
capital either positively (Stolle and Rothstein 2003) or even negatively
(consider Bellah et al. 1996; Morone 1998). Tackling these issues of
causality is beyond the scope and purpose of this article. The main focus
here is to determine to which aspects of government performance social
capital is related.
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them ex ante, that is, to include procedural restrictions
inside the legislation (McCubbins, Noll, and Weingast
1987, 1989). Procedural restrictions, however, limit the
administrators’ ability to coordinate people and other
resources to achieve legitimate public objectives. Politicians
can monitor bureaucrats also via oversight: the smaller the
number of agents, the less costly the monitoring (Miller
1992). Systems that confer institutionally strong powers to
a chief administrative officer have the effect of reducing the
number of agents to one. Moreover, from the bureaucrats’
point of view, the more principals they have, the more diffi-
cult will it be to coordinate between conflicting political
objectives leading to less cohesion in management. A polit-
ically neutral chief administrative officer would not only
reduce the pressure of compromising between conflicting
demands that bureaucrats with multiple principals neces-
sarily face, but also create a more stable administrative
system that is less vulnerable to electoral cycles. In short,
the more concentrated and the more professional the
administrative power, the more administratively efficient
the government.

Policy Activism and Institutions. In cross-national compar-
ative studies, institutional structure has been one of the
most powerful explanatory variables for the level of policy
activism (Lijphart 1999; Wilensky 2002). Although on the
local government level the evidence is mixed, studies have
shown, both for Germany and the U.S., that mayoral power,
associated with the direct election of mayors and their veto
power over council decisions, is a significant predictor of
municipal policy innovation, policy outputs, and citizen
satisfaction with local government performance (Cusack
1999; Svara 1990). A directly elected mayor may be per-
ceived as more accountable to the people than an appointed
one. A strong mayor may constitute a focal point for the
community providing clear lines of accountability and
making it easier to communicate the policy demands to the
government. A city governed by a collegial body blurs the
lines of accountability and remains less accessible for the
citizens. Especially so with regard to those segments of pop-
ulation that most probably prefer greater resource alloca-
tion: the less organized and the less politically sophisticated.
Mayors with more powers and more political clout may also
be in a better position to respond to the demands of the cit-
izenry than mayors with less power. Further, strong mayors
have the incentive to respond to the needs of the citizens at
large as their political fortunes depend on the public verdict
rather than the preference of the council >

3 The extent of actual influence of local officials by the citizenry has to be
considered in the context of the constitutional and economic constraints
that these officials are necessarily facing. Much of local government lit-
erature suggests that both mayors and city councils are constrained by
the economic structure of their communities and are, thus, more recep-
tive to the influence of economic elites rather than that of masses (Stone
1993; Molotch 1993). At the same time, Stone (2005) also argues that in
addition to strategic support from elites, the impact of social reform ini-
tiatives in local governments depend greatly on the contributions from
non-elites.

Socio-Economic Context. The level of economic develop-
ment and the demographic composition of the community
may account for the level of government performance on
either dimension. In a more modern society, government
can take a more activist role in society, as it will have more
resources available to do so. Similarly, in a more modern
society government would have the incentive and knowl-
edge to implement more efficient administrative systems. A
higher level of education provides a larger pool of talent
from which government agencies can recruit and enhance
their administrative efficiency. Demographic variables
would also account for the demand for more or less public
service provision: a jurisdiction with more low-income and
older people requires more public housing, jurisdictions
with higher income inequality require more public safety
measures etc. In the U.S. context, the homeowners, on the
other hand, have a strong incentive for restricting the provi-
sion of public goods and services, as they carry the burden
of paying local property taxes.

The size of the community is another variable potentially
influencing the level of government performance on both
dimensions. A larger population creates a larger tax base,
allowing governments to be more active. Larger communi-
ties also have more diverse interests creating demands for
more service provision by the government. Additionally,
larger localities may influence the level of administrative
efficiency as the governing structures become more complex
and efficiency related modernization more prominent on
the government agenda.

Party Politics. Party political and ideological preferences
may play an important role in determining policy activism
(Blais, Blake, and Dion 1996). It is reasonable to expect that
leftist parties are more favorable toward increasing the scope
of public service provision than their rightist counterparts.
With regard to the empirical cases used in the study, this
variable is potentially important in the German local gov-
ernments where the local branches of the national political
parties gain most of the seats in City Councils. Party politics
is less relevant in the case of the U.S. local governments, as
most City Councils and mayors are non-partisan (Carpenter
1996). Further, administrative efficiency is considered to be
unaffected by partisan politics as parties of all colors have
supported efficiency related modernization of local govern-
ment administration in Germany (Reichard 1997).

EMPIRICAL ANALYSES

The analyses use data from local governments in Ger-
many and the U.S. The case selection followed two objec-
tives. First, most of the existing studies linking government
performance to social capital have been conducted in the
context of a single country (see Table 1). If any generaliza-
tions are to be made and idiosyncrasies avoided, a test
involving several countries is desirable, hence the two-
country study. Second, if a measure of government per-
formance employs both indicators of policy choices and
policy processes, the governments whose performance is
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studied need to be reasonably independent in making deci-
sions about these choices and processes. Both Germany and
the U.S. are federal and decentralized countries (see Lijphart
1999) with local governments having considerable power to
decide upon their budgets and operations (see Sbragia 1996
for the U.S. and Gunlicks 1986 for Germany). The sample
sizes for Germany and the U.S. are 85 and 35 respectively.
The U.S. sample is restricted to the number of cases used in
the Government Performance Project (Barrett and Greene
2000) and contains the largest cities. The German sample
contains cities with population between 50,000 and
300,000, excluding the few largest cities to ensure compa-
rability of cases in functions and size within this country
sample. As the analyses are performed separately for both
countries, having cities with comparable size is more impor-
tant within countries than across countries. Cities with
roughly comparable size are expected to be similar in the
extent of complexity of government functions—a necessary
precondition for obtaining comparable indicators of gov-
ernment performance. At the same time, the theoretical
arguments elaborated above are not restricted to communi-
ties of specific size. Indeed, uncovering similar relationships
in the case of large cities in the U.S. on the one hand and
medium-sized cities in Germany on the other, supports the
general nature of the arguments presented. The cities in
both samples are not geographically concentrated but rep-
resent regional diversities: the German sample covers all
states (except the city-states) and although the U.S. sample
falls short of representing every state, it covers all geo-
graphic regions.*

The Dependent Variable

There is no single widely accepted definition or measure
of government performance in the literature. In order to
create a basis of comparison for the reader, Table 1 lists the
measures used by authors who claim to study democratic
government performance. All of these studies are clearly
very different in their measurement strategies ranging from
using the level of democracy (Booth and Richard 1998;
Kaufmann, Kraay, and Ziodo-Lobaton 1999; La Porta et al.
1999) to visual assessment of the quality of government
services (Rice 2001). This reflects the fact that not only
measuring but also conceptualizing government perform-
ance is not an easy and straightforward enterprise.

This study builds on Putnam’s (1993) analysis of Italian
regions, thus the measurement of the various components
of government performance follows his study adjusting the
indicators to the country contexts. As the task is to see how
social capital influences government choices and actions, it

4 Given the different national contexts and the differences in the specific
data available in either country, the estimated models are not exactly the
same across countries. However, as explained below, the attempt has
been to capture similar concepts in both countries. Thus, although the
numerical sizes of the effects are not directly comparable, the basic
results still are.

follows the Putnam’s (1993: 63-73) lead in using indicators
of government managerial capacities and policy outputs
rather than societal outcomes such as crime or infant mor-
tality rates as measures of government performance. Out-
come measures conflate government activities with factors
beyond government control; the measures employed here
try to avoid this fallacy.

Administrative performance was defined as comprising
the efficiency of the internal managerial operations of a gov-
ernment. In the context of the U.S., the Government Per-
formance Project (GPP) has evaluated the management
capacity of the 35 largest U.S. cities in the fields of financial
management, information technology management, human
resources management, capital management, and managing
for results. As the management subsystems represent the
core functions of any government, they carry considerable
face validity as measures of administrative efficiency.®

Several indicators of administrative efficiency are also
employed for the German cases. These capture the extent to
which governments have implemented measures of enhanc-
ing the efficiency of different management subsystems:
financial management, human resources management,
results oriented management, and information sharing with
the legislature. The measures are based on the survey con-
ducted by the German Association of Cities in three differ-
ent time-periods: 1996, 1998, and 2000.°

> The evaluations were based on detailed information provided by the city
governments in response to a survey questionnaire, and almost 1000 in-
person interviews with budget officers, managers, auditors, and aca-
demics in every city. A total of 23 explicit criteria were used for grading
the city governments. For example, the criteria used to assess financial
management included multiyear perspective on budgeting, timeliness of
budget adoption, adequacy of financial audits, structural balance
between revenues and expenditures. The criteria for assessing manage-
ment for results include engagement in results-oriented strategic plan-
ning, the effective use of performance data for policymaking and man-
agement, the existence of indicators and evaluative data that can measure
progress toward results. Barrett and Greene (2000) report all specific cri-
teria and the ratings of the specific cities. The letter-grades from the city
grade report of 2000 are transformed into numerical values ranging from
1 (corresponding to F) to 12 (corresponding to A) for each management
subsystem.

The data cover four management functions, each of which contains sev-
eral subcomponents with information about whether or not a govern-
ment is employing certain management techniques for enhancing the
efficiency in that management function. Thus, the score for financial
management captures whether a government uses cost-benefit analysis,
accrual budgeting, budgeteering, and decentralized resource responsi-
bility. The score for human resources management captures whether a
government has implemented personnel training, organization develop-
ment, and personnel development. The results-oriented management
score contains information about whether a government uses control-
ling, quality management and management for results. The information
sharing score notes whether a government employs measures of enhanc-
ing communication with citizens and measures of improving council-
management relations. Information about budgeteering, decentralized
resource responsibility (financial management), personnel development
(human resources management), management for results (results ori-
ented management) is coded 1 if the measure is employed and 0 other-
wise. All other subcomponents are coded by a scale: 1 = the measure has
been fully implemented, .75 = the measure is partially implemented,

S
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= TaBlE 1

INDICATORS OF GOVERNMENT PERFORMANCE USED IN PREVIOUS STUDIES

Author (year)

Unit of analysis

Indicators

Putnam (1993)

Rice &
Sumberg (1997)

Booth &
Richard (1998)

Cusack (1999)

Kaufmann,
Kraay, &
Ziodo-Lobaton
(1999)

La Porta,

Lopez-de-Silanes,

Shleifer, &
Vishny (1999)

20 regional
governments
(Italy)

50 state
government
(the US.)

National
governments
(Latin America)

30 local
government
(Germany)

150 countries

47-152 countries
(N varies across
estimations)

1) the number of different cabinets installed in a 10 year period

2) the promptness of budget approval (delay from the start of the fiscal year)

3) the breadth of statistical and information facilities (expert evaluation)

4) the comprehensiveness, coherence and creativeness of reform legislation over a
six year period in three policy sectors (expert evaluation)

5) the adoption of legislation in 12 different policy areas, measured by how soon
the legislation was transferred by a government after the initial adoption of a
similar legislation by another government

6) the number of regionally supported daycare centers

7) the number of family clinics per person

8) the number of industrial policy instruments employed out of six possible

9) the fraction of agricultural transfers actually spent by the regional government

10) per capita local health unit expenditures

11) the fraction of public housing transfers actually spent by the regional government

12) the promptness, clarity and comprehensiveness of responses to simulated real-
life citizen concerns

1) policy liberalism measured by ranking the states according to eight policy
measures that reflect the usual ideological divisions between liberals and
conservatives as of 1993

2) policy innovation measured by an index of state policy creativity based on
more than 60 types of policies as of 1978

3) administrative effectiveness measured by averaging two indices: the index of
the quality of state administrations and the index of the capacity of state legis-
latures and governors to make efficient and effective decisions as of 1982 and
1988

Vanhanen (1992) index of democracy

A survey of citizen satisfaction with the local bureaucracy, the city council and the
city executive.

Six broad indexes of the quality of governance are aggregated from more than 300

indicators compiled from mass surveys and expert opinions. The six indicators are:

1) voice and accountability (civil liberties, political rights, independence of media)

2) political stability and violence (perception about how stable is the government,
the extent of domestic violence and terrorism)

3) effectiveness (quality of public service provision, quality of bureaucracy, com-
petence of civil servants, independence of civil servants from political pres-
sures, credibility of government commitment to policies)

4) regulatory quality (incidents of market-unfriendly policies, excessive regulation
of trade and business)

5) rule of law (incidence of crime, effectiveness and predictability of the judiciary,
enforceability of contracts)

6) control of corruption (perception of corruption)

1) property rights index

2) business regulation index
3) top tax rate

4) perception of corruption
5) bureaucratic delays

6) tax compliance
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TaBLE 1 (continued)

Author (year) Unit of analysis Indicators

7) average government wages
8) infant mortality rate, school attendance rate, illiteracy rate
9) assessment of infrastructure quality
10) total government transfers and subsidies/GDP
11) government consumption/GDP
12) an index of state-owned enterprises as a share of the economy
13) public sector employment

14) democracy index

15) political rights index

Rice (2001)
ments (the U.S.,
state of lowa)

114 local govern- 1) mass survey asking agreement or disagreement with the following statement:
“If 1 called a city office here with a complaint, I would likely get a quick
response,” and a response to the following question: “How would you rate the

overall quality of government services in [your town]|?”
2) a visual assessment of how well the communities were maintained

20 local govern-
ments (the U.S.)

Pierce,
Lovrich, &
Moon (2002)

Knack (2002) 50 state govern-

ments (the U.S.)

Israel, national
and local level

Vigoda &
Yuval (2003)

Managerial capacity in the areas of financial, human resources, information
technology, capital, and results oriented management

Managerial capacity in the areas of financial, human resources, information
technology, capital, and results oriented management

Mass survey asking respondents to provide their perceptions and attitudes toward
public services and public officials on the national and local level.

Policy activism encompasses the extent to which govern-
ments allocate resources for public goods and services.
Putnam (1993) has measured policy activism with quanti-
ties of policy outputs, justifying this approach on the
grounds of the most similar systems design, i.e., by the fact
that all the Ttalian regions had to counter similar policy
issues. A similar justification can also be made when com-
paring the U.S. local governments: all cities are facing the
tasks of lowering poverty, providing of public housing,
increasing public safety, attracting businesses to increase the
tax base etc. The German local governments are also facing
similar challenges of deteriorating school-houses, providing
adult education, public works, and adequate day-care
(Gunlicks 1986). Additionally, given that the needs and
requirements of different societal groups are not balanced
and the urgency of certain problems is still varying from
community to community, I will control for demographic
indicators in the subsequent relational analyses.

Probably the best-established comparative measure of
policy choices is the budget, measured by the amount of
allocations to different policy areas. This measure captures
the activities of local governments, as the U.S. cities have
substantial degree of freedom in shaping their expenditures

.5 = the measure is under planning with high priority, .25 = the meas-
ure is being planned, O = the measure has neither been implemented nor
planned. For each subcomponent, the scores are averaged over the three
time-points and an additive scale is formed to create a composite meas-
ure for each management subsystem.

and financing (see Sbragia 1996). Four different indicators
were created: expenditure on community development and
housing serves the purpose of capturing redistributive poli-
cies, and expenditure on police and fire protection measures
the allocational policy activism.”

Additionally, Putnam (1993) measured government
sophistication in the area of economic and industrial devel-
opment by noting an array of potential tools of economic
policy a government is using. The students of policy tools
agree that instruments and their attributes reveal govern-
ment’s implicit purposes and give an idea of the accom-
plishment of these purposes (see Peters and van Nispen
1998) and that the use of different policy tools reflects and
affects the exercise of power (Hood 1986). A similar policy
tools count is used to capture the economic policy activism

7 All cities included in the analysis are responsible for these policy areas,
decreasing the usual concern when using city government expenditures
for comparative purposes about the possible bias introduced by differ-
ences in functional requirements. The expenditure measures are stan-
dardized by population. Further, several of the cities considered in the
analysis have merged municipal and county government activities. There
is the danger that the expenditures measures are effectively capturing the
consolidated form of government rather than policy choices by govern-
ments. In order to control for such a possibility, the expenditure of those
local governments that perform county functions is weighted by the dif-
ference between the average spending on an item by city governments
and the average spending on the same item by county/city governments.
The data come from U.S. Bureau of Census, Annual Survey of Govern-
ment Finances 1998-1999.
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of the U.S. local governments.8 A further component of the
policy activism attribute is the creative ability of govern-
ments to meet pressing needs in terms of innovative legisla-
tive ideas (Putnam 1993; Rice and Sumberg 1997). The
number of best practices introduced by a government from
1997 to 2003 is used as a measure of innovation.® Thus,
there are altogether four indicators of policy activism for the
U.S. city governments: community development, public
safety spending, economic development policy tools, and
the extent of policy innovation.

For the German cities I have also chosen the output
measures in those policy areas in which city governments
have responsibility of policymaking. Gunlicks (1986)
reports in his comprehensive survey of German local gov-
ernments that the most common areas of city government
activism and innovation are cultural activities, nursery and
elementary schools, sports and recreation facilities, and eco-
nomic promotion activities. Three indicators of policy
activism for German city governments were selected:
number of kindergarten places per births, subsidy for local
theater per person, and capital expenditure on schools per
person coded from German Association of Cities (1999).

The measures of policy activism only capture the extent
of government allocation of resources for public goods and
services, and are not measures of government responsive-
ness or optimal allocation of public goods. These kinds of
comparative measures are very hard to construct, and the
ones used so far are far from perfect. For example, Cogg-
burn and Schneider (2003: 209) in their paper on govern-
ment performance recognize that it is “[o]ne of the most dif-
ficult aspects of any analysis such as this is to find a variable
that captures government activity in a useful and compre-
hensive manner.” In their analysis, they measure the policy
performance, referring to the variable as “policy priorities,”

8 The tools include (1) financial assistance to businesses (loans and
grants), (2) tax incentives, (3) small and minority business assistance, (4)
job training, (5) international business assistance, (6) public/private
partnerships, and (7) downtown development. Further, local govern-
ments can also apply to the (8) empowerment zones’ program funded by
the federal government. The measure for economic development is
based on how many of the economic policy tools from the list above
were actually deployed by the city governments. The measure is not
exhaustive in terms of covering all possible areas of activity available for
municipalities. However, the multi-item scale covers a broad range of
policy instruments, increasing the confidence in its validity and reliabil-
ity. The information for the first seven items of the measure was obtained
from city documents. The information about the designated develop-
ment zones was obtained from the U.S. Department of Housing and
Urban Development at http://www.hud.gov/offices/cpd.

The U.S. Conference of Mayors has developed a database for successful
local level policy initiatives or best practices available at http:/www.
usmayors.org/uscm/best_practices/search.asp. These are policy innova-
tions practiced in a city that have had a considerable positive impact on
city development and improved citizen well-being. The projects reach
across all local government affairs. The number of best practices listed
for one city in that database is considered as a measure of city policy
innovation. It contains best practices of city governments since 1997.
The number of best practices used for each city is the number of the
innovative policies listed in the database as of January, 2003.

©

by comparing spending on highways and welfare in the U.S.
states, arguing that more spending on highways is better
than more spending on welfare. Another method often used
to capture policy performance is to measure citizen satisfac-
tion with those policies. However, recent empirical analyses
show that the link between citizen satisfaction with a spe-
cific policy and policy performance measured by more
objective criteria is far from clear (Kelly 2003; Kelly and
Swindell 2002). Thus, although using policy activism has its
limitations, it remains one of the ways of capturing the
policy aspect of government performance.

The Empirical Scaling of the Indicators. Factor analysis serves
as a useful statistical tool for the empirical scaling of multiple
indicators into latent variables (Kim and Mueller 1978). This
method also serves as a test of the empirical consistency of the
two dimensions of government performance. The expectation
here is that the various indicators of administrative efficiency
form a distinct latent concept from the indicators of policy
activism for both datasets. The test of sampling adequacy, the
KMO statistic, is .643 for the U.S. sample and .667 for the
German one. Considering the relatively small sample sizes,
these statistics are reasonably high, indicating that there are
likely to be patterns of correlations in the data and that a
factor analysis is an appropriate technique to use (Kim and
Mueller 1978). As presented in Table 2, two distinct factors
indeed emerged from both the U.S and the German datasets.
The orthogonal rotation of factors was used to obtain the final
factor loadings presented in Table 2.1°

The variables measuring various forms of administrative
efficiency and management capacity load high on the first
factor for both countries. The extracted components repro-
duce 56 percent of the variance in the original indicators for
the German analysis and 60 percent for the U.S. analysis.
The indicators that were expected to contribute to the
policy activism dimension of government performance also
perform accordingly. The logical inference from these
empirical results is that governments that score high on one
dimension do not necessarily score high on the other one.!!
That is, governments prioritizing the efficiency of their
internal operations do not necessarily prioritize the alloca-
tion of public goods and services on a high level. The theo-
retically proposed dimensionality of government perform-
ance is supported by the empirical analyses. Furthermore,
data from two rather different settings provide similar and
consistent results. The measurement frailties, differences in
local priorities, and multiple potential influences on any
single government activity within both countries, posed a
great challenge to the expectation of coherence of the
emerging dimensions even within one country. Thus, the

10" Estimates from oblique rotations were very similar, suggesting that the
two factors are reasonably treated as orthogonal.

'!' As a separate illustration of this zero relationship between dimensions
the indicators of both dimensions were standardized and added. The
bivariate correlation coefficient between such standardized measures of
efficiency and activism were .054 (p = .757) for the U.S. sample and
.042 (p = .7) for the German sample.
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= TABLE 2
PRINCIPAL COMPONENT ANALYSES OF INDICATORS OF GOVERNMENT PERFORMANCE

The U.S Sample

The German Sample

Indicator 1 2 Indicator 1 2
Financial management .852 -.020 Financial management .789  -.001
IT management .627 442 Human resources management .607 -.102
Human resources management 794 -127 Managing for results .876 -.139
Capital management .785 113 Information sharing .816 132
Managing for results 872  -.062

Community development -.025 .703 Kindergarten places -.005 671
Public safety -.351 .613 Public theaters -.005 734
Economic development 275 .698 Investment on schools .002 .652
Policy innovation .014 516

Eigenvalue 3.7 18 Eigenvalue 2.5 1.4
Variance explained (%) 60 Variance explained (%) 56

N 35 N 85

Note: Extraction Method: Principal Component Analysis; Rotation Method: Varimax with Kaiser Normalization.

demonstrated consistency in scaling both in Germany and
the U.S. increases the confidence in the viability of the two-
dimensional conceptualization of government performance
even more. Factor scores from both analyses were saved in
order to get empirical measures of the dependent variable.

The Independent Variables

Recent literature has disaggregated social capital both
conceptually and empirically most commonly into measures
of generalized trust, norms of reciprocity and measures of
civic engagement (see Knack 2002; Knack and Keefer 1997;
Paxton 2002; Putnam 2000; Stolle and Rochon 1998). This
example is followed here.!? All measures of social capital for
the U.S. cases come from survey data collected by the DDN
Needham Life Style survey on a yearly basis from 1977
through 1998. The survey data for each year were available
for 33 cases.!® The level of generalized trust in a community
was measured as a percentage of survey respondents who

12 1 will be using a diverse set of indicators for social capital in order to
cover as many different measures presented in the literature as possible.
Some readers may disagree with the validity of some measures of social
capital. However, the purpose of this article is not to design the most
valid measure, but rather to show that the results are robust regardless
of the measure used.

13 Each of these annual surveys reported respondent’s Metropolitan Statis-
tical Area (MSA). The number of cases per MSA per year ranges from
about 20 to 120, depending on the size of the locality. Following previ-
ous studies (Knack 2002), the average of the 21 distinct annual meas-
ures of the same population of the MSA corresponding to the city were
used for the social capital indicators. Such aggregation provides about
500 to 3000 cases per city and makes the data more representative at
the city level. Also, previous studies have demonstrated the stability of
the level of social capital across years (Banfield 1958, Putnam 1993,
Rice and Feldman 1997) justifying the aggregation. Indeed, the aver-
ages scores on social capital measures for MSAs across different years do
not vary substantially: a significant decreasing trend appears to be

agree with the statement, “most people are honest”. Unfor-
tunately, the survey does not contain a question about
respondents’ organizational membership. However, as the
organizational membership serves the purpose of engaging
people into informal socialization and fostering collective
action, two alternative measures were used to capture this
aspect of social capital. First, an average score on respon-
dents answer to the questions of how many times he or she
had “attended a club meeting,” “entertained people at his or
her home,” and “gave or attended a dinner party” within the
past twelve months was used. This serves as the measure of
the level of informal socialization in a community (Knack
2002; Putnam 2000; Stolle and Rochon 1998). Previous
research recognizes informal social connections as having
powerful effects on cooperation and, thus, being a key com-
ponent of social capital (see especially Putnam 2000: chap.
6). Reciprocity and cooperation help to increase the level of
social mobilization necessary for the provision of pubic
goods (relationship with policy activism) as well as to lower
the transaction and monitoring costs and, hence, to increase
the efficiency among bureaucrats (relationship with admin-
istrative efficiency). Further, an average score on respon-
dent’s answer to the questions about the frequency of “doing
voluntary work” and “participating on a community proj-
ect” within the past twelve months was used to capture the
level of cooperation in a community. The three different
measures of social capital are highly correlated (.586 < r <
.751), hence their effect on the dependent variables is esti-
mated by separate equations.

present only in the case of Detroit, Houston, Los Angeles, and Min-
neapolis, but even these trends stabilize after 1985. Aggregating data
since 1985 rather than across the full time-span available does not alter
the results significantly. Further, measuring social capital prior to the
measurement of performance helps to minimize the endogeneity prob-
lems (Knack and Keefer 1997).
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For the German cases the indicators of social capital were
coded from the German General Social Survey (Zentralarhiv
fir Empirische Sozialforschung and Zentrum fiir Umfragen,
Methoden und Analysen 2001). Altogether ten surveys were
conducted from 1980 through 1996.!* Two separate indica-
tors of social capital are used for the German cases. Unfor-
tunately, a direct measure of interpersonal trust on sub-
national level is not available for the German cases. In its
stead, the General Social Survey asks the respondents to
what extent they trust their local government. This measure
is used as a proxy for generalized trust based on the findings
in the previous research that social trust and political trust
are positively and significantly related.!®> Second, an average
score of respondent’s answer to the questions of whether he
or she is a member of the following organizations: a choir, a
sports club, a hobby club, a youth or student organization,
a welfare society, or any other society, was used to measure
the organizational membership aspect of social capital. The
bivariate correlation between these indicators is .831, thus,
again the measures are used in two separate estimations.'6

14 The surveys were conducted on the following years: 1980, 1982, 1984,
1986, 1988, 1990, 1991, 1992, 1994, 1996. The survey provides infor-
mation about the administrative district (Regierungsbezirk in the case of
former West Germany and DDR-Bezirk in the case of former East Ger-
many) of the respondent. Two small states—Saarland and Schleswig
Holstein were not divided into districts, thus, for four cities in the
sample (one from Saarland and three from Schleswig Holstein) social
capital is measured on the state level. Relying on the premises of better
representativeness, the information provided by individual respondents
is aggregated over the number of surveys available for each question
and according to the administrative district corresponding to the city.
The number of respondents per district ranges from 160 to 400. The
lower numbers of respondents are from eastern Germany, as the first
survey was conducted there only in 1990. Although there seems to be
a slight decrease in the average level of trust in local government from
the beginning of the period to the end, using information only from the
latest years does not significantly alter the results of the analyses. Mem-
bership measures do not display a trend.

!> Brehm and Rahn (1997), and Lipset and Schneider (1987) show that in
the U.S. there is a strong reciprocal relationship between these two
types of trust. Kaase (1999), and Newton and Norris (2000) demon-
strate a consistently positive correlation between the two types of trust
using cross-national data. Stolle and Rochon (1998) use both political
trust and generalized trust to capture the latent concept of social capi-
tal. This having been said, trust in local government is not an ideal
proxy for measuring interpersonal trust, which is why the results of the
analysis using this measure should be interpreted with caution.

The fact that the social capital measures for both countries are aggre-

gated not on the city level, but on the level of a geographical region

stretching beyond the central city causes a potential for measurement
error. However, a city does not constitute a bordered polity and is
opened to mobility, which in turn works to minimize any drastic differ-
ences in the level of social capital between neighboring and related
communities. In the U.S. case, the DDN Needham Life Style survey
allowed to differentiate between the size of the respondent community
into one of the following: (1) rural and town < 50k; (2) central city 50k-
500k; (3) non-central city 50k-500k, central city 500k-2m; (4) non-
central city 500k-2m; (5) central city > 2m; (6) non-central city > 2m.

Comparing the mean scores on the social capital measures of the

respondents in applicable categories within one MSA did not reveal any

statistically significant differences, except for Minneapolis, where the
averages for categories (5) and (6), being almost equal, were

2

The institutional variables of the power of the chief
administrative officer and the power of the mayor for the
U.S. cases were coded from the Municipal Codes of the
cities. There are two main forms of local governments prac-
ticed in the largest cities of the U.S.: the council-manager
and the mayor-council form of government. The character-
istic of the former is that a professional city manager, not to
the mayor, is responsible for the executive and administra-
tive affairs of the government and accountable directly to
the City Council (Boynton and DeSantis 1999). Cities with
such an institutional setup were coded 1. In a mayor-coun-
cil form of government, the entire executive and adminis-
trative power is vested in the office of the mayor. Cities with
this type of government were coded 0. More recently some
cities with mayor-council form of government have intro-
duced a separate City Charter-mandated position of a chief
administrative officer who is a professional manager respon-
sible for administrative coordination within the govern-
ment. Cities with such an institutional arrangement were
coded .5. Thus, higher values indicate more power for the
managers. Since in the U.S. case more power for manager
really means less power for the mayor, the inverse of this
variable is used in order to capture the mayoral power, i.e.,
the variable is recoded so that high values indicate more
powers to the manager.

For the German cases, information about the allocation
of the administrative power within the city was coded from
the city constitutions (Gemeindeordnung). 1f the administra-
tive power was vested in the chief administrative officer
(Gemeinderirektor), the case was coded 1, if the administra-
tive power was vested in a collegial body consisting par-
tially or completely of professional managers (Magistrat)
the case was coded .5, and if all the administrative power
was concentrated in the office of the mayor, the case was
coded 0. The form of government is measured by the
mayor veto power index compiled by Cusack (1999) with
higher values indicating more mayoral power. The former
indicator is expected to be positively related to administra-
tive efficiency and the latter indicator to be positively
related to policy activism.

The percentage of people in poverty and the percentage
of homeowners are used in the analyses in order to capture
the socioeconomic differences between the U.S. communi-
ties. In addition, the total population is also coded for each

considerably higher than the average for category (3) (the only other cat-
egory applicable), and Philadelphia, where the averages for categories
(5) and (6) were significantly lower than the average for category (4)
(the only other category applicable). Assuming that the largest central
city category available in any case refers to the principal city, i.e., the city
under study, 1 coded alternative measures of social capital using data
only from respondents from these central cities. This reduces the
number of cases available from each MSA by about 80 percent, in some
cases only to 40 or 50 respondents. Nevertheless, the correlations
between the alternative measures were above .87 and the results of the
analyses performed with these alternative measures mirrored closely the
ones presented below. Such robustness of the results increases confi-
dence in the reliability of the measures used, at least in the U.S. case.
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city.}” Unfortunately, similar socioeconomic measures are
not available for the German cities. The only available city
level measure capturing socioeconomic conditions is the
city share of personal income tax paid by the citizens of the
community. This indicator is measured in DM per person
and coded from German Association of Cities (1999). The
variable is log-transformed before it is entered into the
equation. Additionally, 1 have also used a dummy variable
for the former East German cities. This variable is intended
to capture the important regional differences between East
and West, such as the different historical experiences, that
potentially affect the level of government policy activism
and administrative efficiency.!® The city population is also
coded from German Association of Cities (1999) and added
to the pool of control variables.

The party political variable for the German cities is meas-
ured by the share of seats in the City Council held by the
Social Democratic Party (SPD), the Greens (Biindnis 90/Die
Griinen), and the Party of Democratic Socialism (PDS)—the
leftist parties. It is not possible to include a party political
variable for the U.S. cases as only twelve out of 35 cities
hold partisan elections. In its stead, in earlier analyses I
included a dummy variable for whether municipal elections
in a given city were partisan or not. This variable did not
appear significant and was dropped from the final analyses
reported below.

The Regression Results. Ordinary least squares regression
analysis is used to determine the effect of the various inde-
pendent variables on either dimension of government per-
formance. First, the following equation will be estimated for
both countries:

Policy activism, = a + B,social capital, — B,mayor power,
+ 2B controls, + &,

where the controls include socioeconomic and demographic
variables for both samples and left party control of the
council additionally for the German sample.'® As three dif-

17" All these variables are coded from the U.S. Bureau of Census American
Community Survey Census 2000 Supplementary Survey available at
www.census.gov/acs/www/index.html.

18 The correlation coefficient between the variable measuring the revenue
from income tax and the dummy variable is —.8 posing the threat of
inflating the standard errors of the partial slope coefficients for these
variables. However, as both of these variables operate as controls and
the precise effect of neither is of particular interest, using both variables
in the same equation is not problematic (Berry and Feldman 1985).

19 In American politics, a rival concept to social capital is “political cul-
ture.” Some authors consider the latter as the manifestation of the
former (Putnam 2000). The cities in this study were coded as “individ-
ualistic,” “moralistic,” and “traditionalistic” according to the map pro-
vided in Elazar (1994: 242-243). Moralistic political culture is posi-
tively and significantly correlated with all the variables measuring
various aspects of social capital (497 <1 <.591) and the traditionalis-
tic political culture is negatively and significantly correlated with social
capital (=.590 < r <-.750). Due to this high intercorrelation and due to
the confusion about its relationship to social capital, political culture is
excluded from the analyses.

ferent measures of social capital are used for the U.S.
sample, three different equations are estimated. For Ger-
many, two measures of social capital are employed and con-
sequently two separate models are estimated. Table 3 pres-
ents the results of the estimations predicting the level of
policy activism both for the U.S. and the German sample of
local governments.

Evidence presented in Table 3 supports the hypothesis
that, ceteris paribus, communities tend to be more active
where the levels of social capital are higher. This holds for
local governments both in Germany as well as in the U.S.
Further, the relationship is insensitive to the measure of
social capital employed: in all five equations presented the
measure of social capital appears a significant predictor of
the level of policy activism. The evidence, however, also
shows that other factors influence the level of government
performance on policy activism dimension. The institutional
variables appear significant in both datasets. A powerful
mayor constitutes a one-peak leadership for a local govern-
ment. The office becomes visible, the line of accountability
becomes clearer for the people and power concentration
makes it easier to respond to societal needs. This is especially
so in the case of German local governments, where the city
councils are large and politicized creating more possibilities
for deadlock (see Cusack 1999; Gunlicks 1986). Addition-
ally, larger cities in Germany and cities from eastern Ger-
many tend to have higher levels of public service provision.
These findings are understandable, as larger cities tend to
have more theaters and schools, hence the higher spending
levels. Also, eastern cities need to spend more on renovation
and reconstruction. Controlling for this need, however,
richer communities tend to be more active than poorer ones,
which may suffer from resource constraints. In the case of
the U.S., the primary local taxpayers—the homeowners—
restrict the extent of public goods provision, as expected.?

20 Due to the small sample size, especially for the U.S. analysis, diagnos-
tics for detecting outlying observations were performed. Using the
cutoff point of 2 (Belsley, Kuh, and Welsch 1980), studentized residu-
als revealed two potential outliers, Cook’s distance measure with the
cutoff point 1 (Fox 1991) revealed none, and DFFIT measures with the
cutoff point 2V/(k + 1)/(n — k — 1) (Belsley, Kuh, and Welsch 1980)
revealed one potential outlier for equations 1 and 2. The equations were
then re-estimated without the two outliers detected by studentized
residuals. In both cases, the strengths of “social capital” and “form of
government” increased considerably while the significance of the rest of
the parameters remained similar to the ones presented in Table 3. Fur-
ther, iteratively reweighted least squares regression analyses were
undertaken with all observations included. These provided essentially
the same results as presented in Table 3. For equation 3, none of the
diagnostics for detecting outliers described above found any deviant
cases. Similar diagnostics were also performed on the German analyses.
Both equations 4 and 5 had four potential outliers. Additional regres-
sions without the outlying cases as well as robust estimations did not
change the results presented in Table 3. Further, given the contrasts
between regions both in Germany and the U.S., regional dummies, in
addition to the east-west difference in Germany were added to the equa-
tions. The significance level of social capital variables did not change on
the fixed effects models indicating the robustness of the results against
regional effects.
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= TAaBLE 3
THE DETERMINANTS OF POLICY ACTIVISM
The U.S. Sample The German Sample
Independent variables Equation 1 Equation 2 Equation 3 Independent variables ~ Equation 1 Equation 2
Trust 3.446%** Trust JT31xx*
(1.105) (.319)
Volunteering 1.547** Membership 2.402*
(.850) (1.715)
Informal socializing 946%**
(.389)
Mayor power .683** .687** .644** Mayor power T62** 1.038%**
(.365) (.403) (.373) (.446) (427)
Log population 158 110 .014 Log population 853** TJ11**
(.211) (.235) (.214) (:404) (.404)
% in poverty -.014 -.013 -017 East 2.157***  2.003***
(.028) (.032) (.030) (.462) (.533)
% homeowners —.026** —.031** -.020 Log revenue from 1.328%**  1.324**
(.015) (.016) (017) income tax (.611) (.630)
% left parties in Council 812 .868
(.921) (.942)
Constant —14.27***  -6.483 -7.386* Constant —12.250**  -9.370***
(6.103) (5.830) (5.105) (2.896) (2.530)
N 33 33 33 N 85 85
R? 499 393 441 R? 466 444

Note: Dependent variable is factor score for policy activism. Standard errors are shown in parentheses.

*p<.10, **p < .05, ***p < .0l

Five separate equations were also estimated for adminis-
trative efficiency. The following equation summarizes the
information included in the estimations:

Administrative efficiency, = a + B,social capital,
+ B,CAO power, + 2B, controls, + g,

where the controls include socioeconomic and demographic
variables for both samples and left party control of the
council for the German sample.

The results of these estimations presented in Table 4 do
not allow rejecting the null hypothesis that there is no sig-
nificant relationship between the level of social capital and
administrative efficiency in any of the estimations per-
formed: neither for the U.S. nor for the German analyses.?!

21 Regression diagnostics for detecting outlying observations described
above were also performed on the models presented in Table 4. Again,
by the most conservative criteria two potential outliers were detected
for equations 1 and 2. Re-estimating these equations without the outly-
ing observations produced a better goodness-of-fit and increased the
coefficient for the “percentage of people in the poverty” variable, leav-
ing other results similar to those presented in Table 4. Very little change
in the parameters estimated with the German cases occurred as a result
of excluding outliers or performing iteratively reweighted least squares
regression analyses. Also, the fixed effects models for regional differ-
ences performed similarly to the ones presented in Table 4.

The hypothesis about the positive effect of a professional
manager is also supported by the data for both the U.S. and
German local governments. Overall the results confirm the
theoretical argument made above. Other variables in the
U.S. equations do not exhibit consistent results. In Ger-
many, larger cities tend to be more managerially oriented,
possessing probably more resources, such as manpower and
know-how in order to implement efficient administrative
procedures. Interestingly also, cities with higher concentra-
tion of left party seats in the Council are more managerially
oriented, contrary to what was expected as in their rhetoric
parties of all color in Germany have endorsed the idea of
administrative reform on the local level.

CONCLUSION

Many countries in the world are trying to make their new
or old democratic governments work more effectively.
Recent studies of social capital have drawn our attention to
a potentially powerful explanatory variable accounting for
government performance. These studies argue that social
capital is equally positively related to both government
policy activism and administrative efficiency without empir-
ically testing this assumption. This study distinguished
between the two different attributes of performance and
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= TABLE 4
THE DETERMINANTS OF ADMINISTRATIVE EFFICIENCY

The U.S. Sample

The German Sample

Independent variables

Equation 1 Equation 2 Equation 3

Independent variables

Equation 1 Equation 2

Trust 643
(1.267)
Volunteering .898
(.874)
Informal socializing .529
(442)
CAO power T55%* T19** .701%**
(.369) (.383) (.373)
Log population 159 .203 154
(.233) (.233) (217)
% in poverty —.047* -.038 ~.041
(.032) (.033) (.031)
% homeowners .018 019 027
(.016) (.016) (.016)
Constant —4.780 -6.625 -7.659
(6.810) (5.761) (5.225)
N 33 33 33
R? .360 .378 .399

Trust 133
(.337)
Membership =271
(1.994)
CAO power 375%* .346*
(.221) (.224)
Log population 1.768***1.713**
(.434) (.422)
East -.527 -.713
(.478) (.632)
Log revenue from -.059 —-.047
income tax (.174) (.174)
% left parties in Council ~ 1.756** 1.769**
(.965) (1.023)
Constant -8.318*** _7.326***
(2.968) (2.465)
N 85 85
R? 351 .350

Note: Dependent variable is factor score for administrative efficiency. Standard errors are shown in parentheses.

*p< .10, **p < .05, ***p < .0L.

tested the link of social capital to bureaucratic efficiency and
policy activism separately.

The results of the analyses of the disaggregated dependent
variable show that social capital is a useful concept for
explaining different levels of policy activism between gov-
ernments. The evidence presented and verified across two
different national settings indicates that more civic commu-
nities tend to be more effective in pressuring their govern-
ments to provide more public goods and services. Certainly,
these results fall short of demonstrating that higher social
capital makes the policies more effective, or even that it facil-
itates the provision of optimal amount and mix of policies.
For these kinds of far-reaching conclusions, much better
measures about government policies need to be created.

This study also shows that social capital is less useful a
concept for explaining the efficiency within the bureaucratic
organization of government. The variance on this dimen-
sion of government performance is better explained by
institutional and demographic variables. The results pose
interesting questions for further research about why there is
no relationship between social capital and bureaucratic effi-
ciency. For example, it is possible that there is no relation-
ship between the level of trust and norms of reciprocity in
public administration and the public at large. Organization

itself may constitute a separate community where different
norms of reciprocity are developed or sometimes fostered to
develop. Yet it is also possible that compared to the power
of the chief administrative officer, social capital may be a rel-
atively unimportant part of organizational culture for
increasing efficiency. That is, within an organization the
institutional structure and rules may be sufficient to gener-
ate efficient transactions and any social norms of reciprocity
are unnecessary. Comparing the levels of social capital in an
organization with that of the community in which the
organization is located would serve as a useful starting point
for tackling this puzzle.

The results of the study also have some important impli-
cations. First, the findings support the theoretical linkages
between social capital and policy activism. The danger that
government activity may kill private initiative and lower the
level of social capital (Berman 1997) is not confirmed in this
study; rather on the contrary. Students of comparative poli-
tics may not consider this finding too counter-intuitive:
Social capital appears to be the highest in countries where
government is actively involved in service provision, con-
sider Scandinavian welfare states (Rothstein 2001). In civic
communities government is a partner not an outside actor
interfering in the life of the community. In sum, the function
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of social capital may be to make democracies not just work
but work more, and this does not occur because of ideolog-
ical reasons, but because of a high degree of integration
between formal and informal institutions.

Second, studies so far have left a rather bleak prospect in
terms of the possibility of improving government perform-
ance, as increasing the level of social capital is a complicated
enterprise (Knack 2002; Putnam 1993). Although a work-
able agenda for building social capital has been proposed, it
is acknowledged that it takes a widespread effort to boost
civic engagement (Putnam 2000; Putnam and Feldstein
with Cohen 2003). The results of this study, on the other
hand, suggest that bureaucratic efficiency can and should be
designed regardless of the level of social capital. The efforts
of administrative modernization are not necessarily doomed
to failure in less civic communities, as it does not directly
depend on the social resources of trust and mutual reci-
procity. Administrative efficiency might be increased by
favorable institutional arrangements: By creating an incen-
tive structure for developing a functional and efficient
organization. This policy implication is very important as it
turns our attention away from cultural determinism—
enduring cultural syndromes—as the only means for
advancing the performance of governments, and brings
more attention to a flexible variable—the design of govern-
ments—as a factor influencing government capacities.
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