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Notes

1. See, for example, Scherer (1970), Moore (1959), Hall and Weiss
(1967), Bain (1956), and Haldi and Whitcomb (1 967).

2.Some of the management literature stresses certain advantages—
closer contact and rapport between management and labor, par-
ticipation, communication, knowing the customer as well as the
plant, and “management by walking around”—that are more
difficult to realize as scale increases. See, for example, Peters and
Austin (1985).

3. See Bacon and Eltis (1976) and Wolf (1979a).
4. See the discussion of nonprofit organizations in chapter 4.

5. See Osborne and Gaebler (1992) and the summary provided in
appendix B.

6. See Borcherding, Pommerehne, and Schneider (1982) and the
further discussion in chapter 7.

7. The existence and importance of these sources and types of
efficiency have, of course, been well recognized in economics out-
side the realm of comparative statics. See, for exa mple, Schumpeter
(1934), Weintraub (1949, 202-203, 406-407), Leibenstein (1 966), and
Nicholson (1972, 306~307).

8. The clearest examples, of course, relate to nonmarket activities
that charge low or no prices and have low, if not zero, marginal
costs, such as education, postal services and, in a special sense,
genuine public goods such as defense and space programs.

9. See chapters 3 and 4.
10. See chapter 3.

11. Of course, the signals can be weakened and the enforcement
mechanism nullified where, as in the former Soviet economy and
that of China apart from its dynamic, marketized coastal economic
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zones, a seller’s market for consumers’ goods usually prevails, as
an intended or inadvertent result of centralized control over pro-
duction and wages.

12. Newhouse’s study of the health care industry provides an
interesting example of the power and effectiveness of this mecha-
nism, Costs and prices have risen faster and farther in those parts
of the industry for which coinsurance coverage of consumer costs
is higher (e.g., hospital services) than in those parts for which
coinsurance is lower (e.g., dental services and drugs). Insurance
insulates producers of hospital services from the signaling and
enforcement mechanism of the market because it reduces the con-
sumer’s incentive to search for efficient suppliers. See Newhouse
(1970).

13. See Ross (1984, 12-19).
14. Ibid., 554.

15. See Advisory Commission on Intergovernmental Relations
(1981).

16. See Roper Center for Public Opinion Research (1991).
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