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A tried and true approach to redes ign is  aligning economic 
incentives  to mak e policies  more effective.  We k now that if a 
pers on has  an incentive to do s omething,  he or s he is  more lik ely 
to do it.  Similarly,  if  a pers on has  a reason not to do something,  he 
or s he is  les s  lik ely to do it.  For ex ample,  a higher s ewer hook-up 
fee can res ult in les s  development becaus e of the additional 
financial burden.  Economic incentives  may be related to paying for 
government or a government s ervice,  or they may be related to 
internal incentives  to mak e the organiz ation more productive.  T hey 
may als o be related to targeting fees  or services  to citiz ens  most in 
need.  
 
Paying for government s ervices  
Local governments  primarily us e general property tax es  and state 
aids  to fund their s ervices .  More and more frequently,  local officials  
are faced with the question of which s ervices  s hould be funded by 
thes e general revenues ,  and which s hould be funded through a 
s pecific charge or tax ? T he provis ion of water by cities  is  an 
ex ample of where general resources  are not being us ed typically to 
s upport a s ervice.  Rather,  cities  charge citiz ens  for water directly by 
the amount of us age (e. g. ,  a fraction of a cent per gallon).  In a 
s ens e,  a person can choos e how much to pay for water by 
regulating his  or her hous ehold cons umption.  During a hot 
s ummer,  a city could ban water us e for sprink ling gras s  or it could 
s imply charge more for the water.  
 

Park s  and libraries ,  on the other hand,  are paid for by general 
res ources .  But in addition to this ,  cities  and counties  have 
historically us ed more than general resources ,  in part to 
accomplis h a given goal.  For instance,  libraries  as s es s  us ers  with 
fines  for late returns .  T his  is  a cas e where the fine is  an incentive to 
return the materials  in a timely manner s o that others  have acces s  
to the materials .  Similarly,  s ome park  programs  are free while s ome 
require a fee.  
 

Innovation and service redes ign as k s  the question of whether the 
current mix  of general res ources  and s pecial charges  is  
appropriate.  Should water fees  be increas ed to help s upport 
general city s ervices ? Should trans portation to s chool be paid for 
on a s ubs cription bas is ,  rather than being paid out of general 
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res ources ? If  it were,  would the people living farthest from the 
s chool pay more?  
 
We charge some fees  becaus e certain people benefit directly from 
the s ervice provided.  Permit fees  for developers ,  s chool fees  for 
ex tracurricular activities ,  ambulance costs  and restaurant 
ins pections  are all ex amples  of this .  
  
Minnes ota has  traditionally us ed general res ources  more than 
direct charges  for s ervices .  Should this  continue? C ommon good 
vers us  s pecial interest is  the decider,  but the bias  toward com mon 
good could be s hifted if  there were a s hortage of general revenues .  
For ex ample,  s ome cities  and counties  charge for res pons e to home 
alarms  on repeated calls .  Park ing is  no longer free in some park s .  A 
new approach might have pris oners  pay for the ex pens e of their  jail 
time if they could afford it.  Should there be a greater us e or 
increas e in s hare of as s es s ments ? 
  
A local government may als o choose to target the fees  to thos e 
more capable of paying,  i. e. ,  means  testing.  T he free lunch 
program in s chools  is  one ex ample of this .  Another ex ample is  
reduced park  program fees  for low-income or s enior citiz ens .  A 
government may als o attempt to us e "value capture" methods  lik e 
tax -increment financing or as s es s ments .  Lis ted in the ex amples  is  
the C ity of Minnetonk a’ s  innovative value capture for a new 
interchange.  
 
It's  imperative that local governments  review fee dis counts  or 
s pecial s ervices  regularly.  Often,  a dis count or a s pecial s ervice is  
enacted and then never—or infrequently—reviewed.  Local 
governments  s hould periodically reex amine these decis ions .  For 
instance,  s hould a s enior dis count be retained with the number of 
s eniors  increas ing? Are s eniors  those over 5 5 ,  or 6 0 ,  or 6 5 ,  or the 
age of eligibility for s ocial s ecurity,  which is  now 6 6  years  old? 
 
Incentives  within local government 
T here are many incentives  that can be us ed in local government.  
One is  to mak e s ure a given activity is  charging for all of its  costs ,  
s o that citiz ens  don’t overus e the s ervice.  Some local governments  
don’t allocate overhead costs  lik e accounting,  human res ources ,  
elected officials ,  communications ,  payroll proces s ing,  etc.  to 
departments  when they cons ider the fees  that are needed to offs et 
the full costs  of the function.  Are overheads  allocated to the water 
department s o that the water charges  pay for the total cost of water 
production? Are overheads  allocated to special as s es s ments ? 
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Each year,  many local government departments  close the book s  
with pos itive budget balances .  T raditionally,  there is  no reward for 
the departments  producing the pos itive balances .  Should a 
department producing uns pent balances  be able to roll over a 
portion of the dollars  to the following year? T his  would be an 
incentive that would help to avoid hasty end-of-year s pending to 
s imply us e up uns pent dollars .  
 
Os borne and Gaebler (1 9 9 2 ) us ed an approach to innovation and 
redes ign to create adequate balances  at year 's  end:  "As  originally 
conceived and implemented,  [ex penditure control] budgeting 
strategy gave each department the s ame bas ic mis s ion and the 
s ame budget as  in the previous  year (with an inflation adjustment) 
but abolis hed the line-item s pecification of ex penditures ,  
permitting the department to k eep any s avings  and reinvest them 
in other mis s ion related activities . " T his  could be a powerful 
technique to get departments  think ing more creatively.  
 
Another form of incentives  is  the tools  s chools  us e to motivate 
s tudents  to learn.  T he following photo depicts  a s chool that has  
moved fully to an individualiz ed testing-progres s  approach.  Does  
this  look  different from a traditional class room?  
 

 
 

Employee incentives  
Rewarding employees  directly for performance is  another way to 
motivate them.  Os borne and Hutchins on (2 0 0 4 ) cited the following 
ex amples  of employee incentives  that improve performance:  
 

• Direct customer feedback  
• Performance awards  
• Performance cas h bonus es  
• Gain-s haring 
• "Ps ychic" pay (telling employees  

they’ re doing a great job) 
• Performance-bas ed contracts  
• Performance s corecards   
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A controvers ial idea is  to compens ate employees  partially or wholly 
on performance.  T his  would require a well-functioning performance 
apprais al s ystem in local government that s ets  s pecific and 
meas urable goals  for employees .  T oday,  local government 
employees  receive s alary increas es  mostly for "time in grade" or for 
added education.  A juris diction that wanted improved performance 
could cons ider blending performance evaluations  with longevity in 
determining s alary increas es .  
 

T o illustrate the problem to redes ign methodology for this  chapter,  
an ex ample of implementing a garbage-recycling program follows :  
 

Step 1 .  C learly define the problem 
Need to recycle home garbage to 
s ave the cost of landfills  and help 
improve the environment.  
 
Step 2 .  State the des ired meas urable 
outcome  
Separated garbage at all hous eholds  
will be recycled once every two 
week s .  
  
Step 3 .  Investigate why traditional approaches  aren't work ing  
Pas s  an ordinance requiring compliance.  Send garbage ins pectors  
out to give citations  to thos e citiz ens  violating the policy.  C itiz ens  
become angry about ins pections  and government control.  
 
Step 4 .  Identify alternative theories  or as s umptions  that addres s  
the problem 
Incentives  are effective motivators  for citiz ens  when they believe 
they can s ave money.  
 

Step 5 .  Innovate and Innovation/ redes ign 
Give a dis count on garbage collection fees  for recycling.  If the 
garbage collectors  note the abs ence of recycling,  they let the 
s anitation management k now to eliminate the dis count for the 
homeowner.  
 
T here are limitations  to us ing economic incentives  to accomplis h a 
chos en policy more effectively:  
 

• Not all people are motivated by economic incentives .  
• Incentives  can outgrow their us efulnes s .  
• T argeting those in need can reduce a s upportable majority 

for the program,  becaus e there are too few people 
receiving the benefit.  

• C harges  can become onerous  and are not tax -deductible.  
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Real ex amples  of charges ,  incentives  and targeting include:  
 

• C ity of C hanhas s en T iered Water Pricing:  T his  city 
instituted a fifth tier in its  water pricing to have the 
largest us ers  of water pay the highest rate.  It also 
promotes  water conservation.  

• Foster C hildren Placement Incentives :  In 1 9 9 8 ,  Minnes ota 
began to contract for adoption s ervices .  T he State pays  
providers  only when they complete certain activities  
des igned to ex pedite adoptions .  T hrough thes e contracts ,  
private adoption agencies  focus  on the hardest to place 
children.  Private providers  work  acros s  the state,  but 
s elect certain service areas  toward which to target their  
efforts .   

• Ros eville Fals e Alarm C harges :  T he C ity of Ros eville gives  
homeowners  three fals e alarms  from security s ys tems .  
After that,  the city charges  $ 1 0 0 ,  $ 1 3 5 ,  $ 1 7 0  and $ 2 0 5  
for repeated false alarms .  (Ros eville typically receives  
1 , 2 0 0  alarms  calls  a year. )   

• PaySchool Program:  MSBA,  with MASA and the Service 
C oops  as  co-s ponsors ,  have developed a no-cost program 
that allows  parents  to pay s chool fees  by credit card and 
for the s chools  to allocate these funds  appropriately to 
the correct lunch and activity accounts .  

• Q C omp:  Nearly a third of Minnes ota’ s  K -1 2  teachers  will 
have s ome form of incentive compens ation under the Q-
C ompens ation program begun in 2 0 0 6 .  T he 5 0  s chool 
districts  and 5 4  charter s chools  participating in the Q-
C omp program receive $ 2 6 0  more per student from the 
state.  

• P-C ard System:  MASA,  with MSBA and MASBO as  co-
s pons ors ,  has  developed an on-line credit card bas ed 
invoice payment s ys tem.  T his  s ys tem,  while more s ecure 
and efficient for s chool districts ,  als o provides  a rebate to 
participating districts .  T his  past year $ 3 5 5 , 0 0 0  was  
rebated to s chool districts .  

• Minnetonk a Interchange Financing:  In order for 
Minnetonk a bas ed UnitedHealth Group to proceed with an 
ex pans ion that would bring 1 , 6 0 0  more employees  to its  
Minnetonk a campus ,  a new interchange at Highway 1 6 9  
and Bren Road needed to be built.  United Health Group 
agreed to contribute $ 5  million toward completion of the 
project.  

  

http://www.startribune.com/local/west/112456814.html�
http://www.uky.edu/.../2009/Performance%20Based%20Contracts%20in%20Child%20Welfare.pdf�
http://www.startribune.com/local/east/110707629.html�
http://www.mnmsba.org/Public/PublicationShow.cfm?PublicationsID=2151�
http://education.state.mn.us/MDE/Teacher_Support/QComp/index.html�
http://www.mnasa.org/2124101014125310443/site/default.asp�
http://www.gfoa.org/downloads/GFOA_CityofMinnetonkaAFE.pdf�
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• Hennepin County Juvenile Detention Alternative Initiative:  
T he Hennepin C ounty Dept.  of Community C orrections  
and Rehabilitations  participated in the Juvenile Detention 
Alternatives  Initiative,  a collaboration of juvenile justice 
s tak eholders  who as s ign the least-restrictive,  community-
bas ed alternatives  for low-ris k  offenders .  

• Minneapolis  “s mart” park ing meters :  T he latest way 
Minnes ota’ s  largest city is  attempting to max imiz e its  
park ing revenue.  One of the k ey features  is  the inability of 
a new park er to us e the previous  park er’ s  unus ed time.  

• Opportunity New York  C ity: NYC offers  cas h incentives  to 
its  poorest citiz ens  for socially acceptable behavior.  

• Incentives  for personal res pons ibility for long-term care:  
Propos ed by the C itiz ens  League,  s imilar to programs  in 
other s tates ,  this  program encourages  families  to care for 
elderly family members  thems elves ,  s hifting the burden of 
long-term care back  to the family rather than the state.  

• It’ s  eas y to “Give a C ompliment: ” T he C ity of Saint Paul has  
created an online tool for citiz ens  to provide employees  or 
offices  with “ps ychic pay” in its  “Give a C ompliment” 
s ection of the city webs ite.  

• Res idential park ing permits : T he C ity of Saint Paul charges  
res idents  to alleviate park ing problems  in high-demand 
areas  without installing meters  or strict time rules .  

• Mahnomen County Social Services: Mahnomen County has 
partnered with a local car dealership to purchase used 
cars for qualifying MFIP (public assistance) recipients who 
do not have reliable transportation, in order to make it 
possible for them to maintain work and thus move off 
public assistance. This has resulted in 75 percent of 
participating families leaving public assistance because 
they maintained employment. 

 
Further readings  and ex amples  of C harges ,  Incentives  and 
T argeting are available at T he Humphrey School of Public 
Affairs  Local Government Innovations  Webs ite.  
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