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ABSTRACT 

Financial pressure is increasing for local governments, exacerbated by the 2008 subprime 

mortgage crisis and Covid-19 pandemic. Given the potentially grave consequences which 

financial stress or collapse can engender on the wider community, financial sustainability has 

become paramount. To ensure local governments can continue to operate in the long term, 

various reform programs targeting financial sustainability improvements have been 

employed. In Australia amalgamation is the preferred policy instrument. 

To effectively target improvements in financial sustainability, the determinants of financial 

sustainability must first be identified. Although existing literature has analysed the effects of 

size, resident deprivation, and external operating environment, many non-conventional 

internal and external factors have received less scholarly attention.  

Following this, the success of previous reforms programs must be critically evaluated. To 

facilitate the learning process, both the processes and outcomes of reforms should be 

examined. Although a sizable corpus of literature exists on municipal reform, more needs to 

be done in Australia, particularly with respect to the 2016 New South Wales (NSW) 

amalgamations.  

Finally, alternative reform instruments should also be scrutinised. This will enable 

policymakers to identify if other alternatives exist which may represent a more efficacious, 

less expensive, or less disruptive solution.  

This thesis aims to address these gaps in the literature and satisfy the needs of various local 

government stakeholders. To do so five analyses were conducted, through three key themes 

relating to (i) the association between non-conventional factors and local government 

expenditure, (ii) the success of the 2008 Queensland amalgamations and the more recent 

2016 NSW ‘Fit For the Future’ reforms, and (iii) the efficacy of shared service arrangements 

as an alternative to amalgamations. 

Results suggest the importance of non-conventional factors – political structures and budget 

accuracy – to financial performance.  Moreover, evaluations of the large-scale forced 

amalgamations in Queensland and NSW cast doubt on the efficacy of amalgamations to 

address financial sustainability concerns. In addition, a commonly endorsed alternative to 

amalgamation (shared services) was also found to be wanting. 
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In sum, it was found that conventional reform instruments are unlikely to materially improve 

financial sustainability. Indeed, it appears that they have only further exacerbated matters. 

The results emphasise the importance of engaging with academics and the scholarly literature 

to ensure that the cost savings referred to in policy documents are actually achievable in 

practice. Moreover, future attention should carefully consider non-conventional approaches, 

given the significant associations identified. 
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CHAPTER 1- Introduction 
 

Contextual Background 
 

The Purpose and Structure of Local Government  
 

Local governments are the key public administrative bodies for a designated geographic area 

or region within a nation, providing local political representation and facilitating the 

economic, social and cultural development of the communities which they serve (Thapa, 

2020; Shah and Shah, 2006). They typically represent the lowest level of the government 

structure, and as such are often referred to as the level of government ‘closest to the people’ 

(Beer and Prance, 2012). In federal systems, such as Canada, Germany, the United States and 

Mexico, local governments are under the control of both the national and state/provincial 

governments respectively1 (Commonwealth Governance, 2022; Haschke, 2013; Swift and 

Maciel, 2010; TWH, 2022). Whereas, in unitary systems such as New Zealand and the United 

Kingdom, local government is the responsibility of the central government (New Zealand 

Department of Immigration, 2020; Commonwealth Governance, 2022).  

Australia falls into the former category, with local government representing the third tier of 

government, beneath the Federal and State governments, respectively. With the exception of 

the Australian Capital Territory (ACT) each state and territory in Australia has its own local 

government system (see Table 1.1; Drew and Dollery, 2015a). Australian local governments 

are commonly described as “creatures of statute2” (Drew, 2020). This label is applied because 

there is no recognition of local government in the Australian Constitution. Although this is 

 
1 Although the responsibility for regulating and monitoring local governments is usually assigned to the latter. 
2 Similar terminology is also used in elsewhere, such as the labelling of US municipalities being ‘creatures of 
the state’ (see Kim, 2019b)   
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not the often the case internationally (see Twomey, 2013; Senato della Repubblica, 1947; 

Salami, 2021), Australia is by no means the only nation without Constitutional recognition – 

for instance neither the United States nor Canadian Constitutions mention local government 

(Forsey, 2016).  

The result of this absence of Constitutional recognition is that the primary roles and functions 

of Australian local governments are determined by the relevant state or territory legislation in 

which the individual local government is based. For example, the responsibilities of local 

governments in New South Wales (NSW) are provided by the Local Government Act 1993 

(NSW Government, 1993) and associated regulations (for example the New South Wales 

Local Government (General) Regulation 2005) whilst local governments in Queensland are 

governed by the Local Government Act 2009 (Queensland Government, 2009). Typically, the 

local government in the state capital is recognised in a separate specific piece of legislation, 

such as the City of Sydney Act (1988) (NSW Government, 1988).  

 

Table 1.1: Number and Classification of Local Governments by State and Territory 

Local Government 
Group 

NSW VIC QLD WA SA TAS NT 

URBAN        
Metropolitan 25 23 1 22 16 1 1 
Regional Town/City 37 22 27 8 9 5 2 
Metropolitan Fringe 9 10 3 8 6 4 1 
RURAL        
Significant Growth 0 0 0 3 0 0 0 
Rural 15 1 3 65 21 6 0 
Large Rural 42 23 8 9 16 13 1 
Remote 0 0 35 23 1 0 12 
Total 128 79 77 138 69 29 17 

Note 1: NSW- New South Wales; VIC- Victoria; QLD- Queensland; WA- Western Australia; SA- South 
Australia; TAS- Tasmania; NT- Northern Territory 
Note 2: The categories listed above are adapted from the Australian Classification of Local Government 
(ACLA) developed by the Australian Bureau of Statistics (ABS, 2016) and the Office of Local Government 
(OLG, 2020)  
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Given that Australia does not operate under a multi-tier structure of local government,3 such 

as occurs in Europe and America (Leland and Turner, 2014), the structure of Australian local 

government and its organisational composition are relatively more straightforward. Local 

governments in Australia are controlled by an executive body lead by a general manager or 

CEO, elected councillors, and a mayor (Ryan and Lawrie, 2018). Although the roles and 

responsibilities of local government representatives are also largely dependent on the relevant 

state legislation, local governments generally have some discretion with regard to 

organisational structure. Examples of this include decisions relating to the executive positions 

assigned, and whether the council body is led by a directly elected mayor (elected by 

residents within the local government area) or an indirectly elected mayor (selected from 

within the ranks of the elected councillors). Exceptions include capital city local 

governments, local governments under administration, and local governments in Queensland, 

Victoria and Tasmania which are required to conduct direct elections for mayors4 (Drew, 

2020; Drew, Kortt and Dollery, 2014). Whilst the roles and powers of the executive and 

council body are largely the same regardless of election method, directly elected mayors 

serve four-year terms (similar to the elected councillors), whilst indirectly elected mayors 

typically serve one- or two-year terms (Drew, Kortt and Dollery, 2014). The local 

government structures in Australia are largely consistent with those used in other single-tier 

local government jurisdictions, although the titles used, and the timing of elections and terms 

may differ. In mutli-tier local government structures, it is common to have a president, 

prefect, executive or chairman lead the higher tier or local government, whilst a mayor 

resides over the lower tier. In addition, while a four-year term is most widely adopted 

 
3 In a multi-tier structure, the functions of local government are often split between two or more entities. The 
higher tier is often assigned functions relating to social care, emergency services, and education. The lower tier 
is often tasked with providing waste management and planning functions (DLUHC, 2016) 
4 A further exception is local governments currently under administration such as Central Darling Shire or 
Armidale Regional Council. In these cases, the council is (temporarily) led by an external Administrator. 
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internationally regardless of the structure of the local government, some countries choose to 

apply five or six-year terms for elected representatives. Indeed, nations with annual elections 

for mayoral positions, and positions extending to a ten-year period also exist (CEMR, 2016). 

Similarities and differences can also be seen in the funding and service responsibilities of 

local government. Revenue is mainly collected by local governments in Australia from three 

sources. The first (and largest) source of revenue is property taxes, which are commonly 

referred to as ‘rates’ in Australia (Drew and Dollery, 2015a). This is followed by fees and 

charges levied on the sale of specific goods and services. Examples include inter alia water 

and sewerage charges (where applicable), childcare fees, parking permits and fines, entrance 

fees for recreational areas (such as pools and stadiums) and revenue from inspections or 

applications. The final main source of revenue is intergovernmental grants from the Federal 

government to address vertical and horizontal fiscal imbalance (comprising general purpose 

grants and road grants), as well as smaller special purpose grants funded by State 

governments. This is also largely the case for local governments internationally. For a vast 

majority of urban local governments overseas, property taxation and fee revenue similarly 

represent the key source of funds, notwithstanding the relatively smaller scope for collection 

(mostly limited to residential properties and businesses). Conversely for regional or rural 

local governments, or nations with limited taxation bases, the use of general purpose, local 

tax allocation, equalisation or deficit grants represents the principal source of revenue 

(Province of New Brunswick, 2021b). 

Although these funding sources are largely similar across all Australian local government 

jurisdictions, local government revenue is not controlled by the Federal government. Each 

state and territory has its own grants commission responsible for the allocation of 
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intergovernmental grants5. In addition, the regulation of some local government revenue is

imposed at a state (or territory) level. Examples of revenue regulation include taxation 

limitation ‘rate capping’ regimes which operating in NSW, Victoria, and for pastoral leases in 

the Northern territory, as well as selected fee regulation that occurs in all jurisdictions. A 

graphic description of local government revenue sources has been provided in Figure 1.1.

Figure 1.1: Local Government Revenue Sources, 2017-18

Data sourced from the Australian Bureau of Statistics, Government Finance Statistics, Australia, 
2017-18, ABS cat. no. 5512.0.  ABS (2019).

Despite differences in the revenue collection and management between the states and 

territories, Australian local governments generally provide similar services to residents, 

although some inter-jurisdictional variation may exist. To account for this variation and 

enable comparison, the Organisation for Economic Cooperation and Development (OECD) 

has developed ten functional areas under the Classification of the Functions of Government 

5 This allocation of Federal money by State Government Grant Commissions occurs because the Constitution 
can be interpreted to suggest that the Federal government does not have the powers to pass money directly 
to local government.

39%
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2%2%2%
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(COFOG) by which all local government services can be categorised. A list of these 

functional areas and corresponding services has been provided listed in Table 1.2 : 

Table 1.2 Australian local government services by functional area  

Function Examples of Local Government Services 
General Public Services Water supply; Sewerage services, election 

costs; members’ fees and expenses; 
subscriptions to local authority associations; 
council meeting; general personnel services; 
legislative compliance; engineering works;  

Public Order & Safety Fire and emergency services levy; fire 
protection; beach control; control of 
domestic animals and livestock 

Economic Affairs Camping areas and caravan parks; mining, 
manufacturing and construction permits; 
building controls, quarries and pits; tourism 
promotion; sale yards and markets; real 
estate development; other business 
undertakings 

Environmental Protection Waste collection and management; pollution 
abatement; noxious plants and weeds; 
insect/vermin control; street cleaning; 
drainage 

Housing and Community Amenities Housing development and accommodation; 
public cemeteries; street lighting; town 
planning 

Health Immunisation; food control and inspections, 
health centres, public awareness programs 

Recreation, Culture and Religion Public libraries; museums; art galleries; 
community centres and halls, sporting 
grounds and venues, swimming pools; 
parks; gardens; playgrounds 

Education Family day care; childcare; educational 
grants and research 

Social Protection Migrant, Aboriginal and other community 
services; youth services; family day care; 
childcare 

Transport Maintenance of sealed and unsealed roads, 
bridges, footpaths, parking areas and 
aerodromes 

Sourced from OECD (2011), Classification of the Functions of Government 

 

A breakdown of total local government expenditure by functional service area has been 

provided in Figure 1.2: 
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Figure 1.2: Local Government Expenditure by Purpose, 2017-18

Data sourced from the Australian Bureau of Statistics, Government Finance Statistics, Australia, 
2017-18, ABS cat. no. 5512.0.  ABS (2019).

From these functional areas a number of core services may be identified including(i) solid 

waste collection and management (although the sorting system chosen and collection 

frequency can differ substantially); (ii) the maintenance of local roads (including footpaths 

and bridges); (iii) the provision of cultural and recreational facilities (such as playgrounds, 

local libraries and aquatic facilities); and (v) planning and development functions (DIRD, 

2005). It is important to note that, unlike many of its counterparts overseas, the majority of 

local government spending is allocated to services which are provided mainly at the 

household level (termed services to properties; Drew and Dollery 2014d) rather than to 

individuals. This mainly arises because Australian local government is not responsible for 

education or welfare functions (see below).
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Although water and sewerage service provision to properties may also be considered core 

services provided by local government in Australia, these services have increasingly been 

corporatized into regional water authorities or providers (particularly in metropolitan areas). 

Moreover, responsibilities for provision of water and wastewater does vary between states 

even for similar categories of local governments (for instance whilst regional local 

governments in NSW provide water services, the same is not true in Victoria) (Dollery and 

Drew, 2018).  

This predominant ‘services to properties’ remit differentiates Australian local government 

from local government systems in other international jurisdictions. Although these local 

governments provide many of the core services listed above, their remit encompasses a wider 

range of responsibilities. For instance, local governments in Canada, the United States and 

Japan provide police and other emergency services (Province of New Brunswick, 2021a; 

Taylor, 2015; Noda, 2017). In many European nations local government also plays a much 

more active role in the development and implementation of social welfare policies through 

the provision of public housing and welfare support (CEMR, 2016). It is also common for 

local governments to provide educational services, however jurisdictional differences may 

arise between local governments which provide schooling at the pre-school and primary 

school levels only (for instance in France) and those which also support secondary schooling 

and vocational education (for example Turkey) (CEMR, 2016).  

While these ‘services to people’ are delegated to the local government level overseas, in 

Australia they are typically the responsibility of state and federal governments. However, the 

remit of Australian local government has been expanding somewhat over recent years to also 

include a greater range of services, particularly for local governments which operate in rural 

and remote environments (where it is sometimes necessary to do so to correct market failure). 

Evidence of this may be seen in the increased numbers of local governments operating 
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childcare and aged care facilities, stockyards, golf courses, and aerodromes in rural areas 

(Drew 2020; DIRD, 2005). 

 

Challenges Facing Local Government in Australia and Internationally  
 

There are several important challenges confronting local governments and regulators alike 

which have arisen or gained momentum since the turn of the millennium. Examples include 

meeting the disparate needs of an increasingly diverse community, achieving equality in 

service provision, encouraging democratic participation by residents, and reducing corruption 

in the sector.  However, the most important challenge facing local governments in Australia, 

and indeed internationally, is financial sustainability (Drew, 2020). There are many different 

definitions of financial sustainability, and notions of what a ‘financially sustainable local 

government’ is. This can depend on the individual or organisation making the determination, 

the field of study applied to the task (the definition used by political scientists is almost 

certainly going to differ from that used by public finance specialists or economists; Andrews, 

2013) and whether a long- or short-term view is applied. The definition which will be applied 

in this thesis aligns with the intended meaning in the policy documentation which suggests 

that local government is financially sustainable if it can continue to operate over the long run 

without the need for substantive financial corrections. It is relevant to note that this definition 

is largely consistent with empirical studies of local government in the academic literature 

(see, for example, Bolívar et al., 2016). Put differently, Chapman (2008, p.115) defined a 

financially sustainable organisation (such as local government) as one that can:  

“meet the needs of the present generation without compromising the ability of future 

generations to meet their own needs”  
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An organisation which does not fulfill the above criteria is said to be experiencing fiscal 

stress. Similar to financial sustainability, the definitions and measurement of fiscal stress used 

can also vary substantially. Some studies or reports identify stress based on a local 

government’s budgetary position and debt levels (Mackay, 2017; Warner et al., 2021). 

Others, particularly government agencies, rely on performance indicators and ratios (Chung 

and Williams, 2021; IPART, 2015). Scholars such as Warner et al. (2020; 2021) also use 

perceptions of fiscal stress based on environmental pressures and context. 

In line with the earlier definition of financial sustainability employed, a local government 

would be considered to be suffering from fiscal stress if, even after accounting for the growth 

in revenue over time (due to an expanding tax base), it is unable to meet its present and future 

financial commitments without altering its financial performance levels. These corrections 

might be achieved through increases to revenue, reductions in expenditure, or a combination 

of the two (Boyne, 1988). Scholars have argued that the level of fiscal stress is deemed as 

‘moderate’ when a correction of up to 10 percent in the value of revenue and/or expenditures 

(referred to as nett expenditure) is required, ‘high’ if a correction of up to 30 percent is 

required, and ‘severe’ if a correction exceeding 30 percent is required (Boyne, 1988).  

Alternative measures of stress, such as the one used by the State of New York, considers a 

local government to be ‘susceptible’ to financial stress, experiencing ‘moderate’ stress or 

‘significant’ stress based on a weighted ratio score of financial performance indicators 

(Chung and Williams, 2021).  

Since the 1970s an increasing number of local governments, both in Australia and abroad, 

have been identified as suffering from fiscal stress. There are several potential factors which 

may have contributed to this undesirable situation (noting that the factors are not mutually 

exclusive). The first relates to internal operations, namely poor internal management or 

financial control. If decision-makers do not exert sufficient fiscal restraint and instead engage 
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in excessive spending, this can reduce or potentially threaten financial sustainability. 

Typically, most of this excessive spending occurs on community ‘wants’ (discretionary 

services or programs) rather than ‘needs’, suggesting that often local governments themselves 

may be able to take an active role in reducing fiscal stress (see Drew, 2020).  

However, additional factors external to the operations of the local government also exist, 

which can limit the ability of the local government to respond to these problems 

independently. A key example is the existence of revenue controls – in particular taxation 

limitations6 (see Blom-Hansen et al, 2014). Scholars such as Maher and Deller (2013) and 

more recently Wen et al. (2020) have identified the impact which the implementation of 

taxation and expenditure limitations (TELs) in the United States has made towards increased 

fiscal stress. This is because revenue controls, such as TELs act to restrict the ability of a 

local government to respond to increased expenditure requirements by raising the level of 

taxation revenue collected (Dollery and Drew, 2016). In Australia property tax limitations, 

referred to as ‘rate capping’ regimes, act to limit the amount by which property tax (rates) can 

rise between given years and hence the amount of rate revenue which can be collected. Local 

governments which require additional revenue beyond this limit (the cap) must apply to an 

independent regulatory agency (such as the Independent Pricing and Regulatory Tribunal in 

NSW; IPART, 2021) for a special rate variation.   

Similarly, cost shifting by higher tiers of government (state and national), may also contribute 

to fiscal stress. This typically occurs when local governments are forced to take on unfunded 

mandates (Dollery, Crase and Johnson, 2006). Examples include inter alia (i) withdrawal of 

funding for programs following commencement, (ii) transfer of assets (which require 

additional maintenance) without financial support, and/or (iii) granting of rate concessions to 

 
6 Although alternative forms of revenue control, such as legislating the value of fees and charges (i.e. statutory 
fees and charges) also exist. 
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particular groups of rate payers (for instance the elderly) without appropriate compensation 

(Drew, 2020). Indeed, unfunded mandates are seen to be a leading cause of the financial 

difficulties faced by local governments in the United States, and have consequently been 

referred to as a ‘devolution of fiscal stress’ or ‘scalar dumping’ in the literature (Kim, 2019a; 

Kim and Warner, 2018; TFLGCUM, 2015).  Similarly, increased demand for services by 

residents has also contributed to a deteriorating financial position, particularly in countries 

where local governments are the key provider of social welfare services. As a key leader in 

England Local Government Association stated “the expense of meeting this [adult social 

care] demand is “stretching” local authorities to the “breaking point” (HCLGC, 2021, p.5). A 

final factor which may explain the increased prevalence of fiscal stress in the local 

government sector relates to unfavourable community demographic, socioeconomic or 

environmental characteristics. Local governments which serve small population sizes, low 

density areas, or communities with a low socioeconomic status may have more limited 

revenue raising abilities. Concurrently, the unit costs of production and associated 

expenditure requirements may be higher, hindering their ability to become financially 

sustainable (see Boyne, 1988).  

Although fiscal stress is by no means an uncommon phenomenon, with local governments 

internationally suffering from varying degrees of fiscal stress, the magnitude and severity of 

stress does appear to have risen in the years following the Global Financial Crisis (Usang and 

Salim, 2016).  In particular, the number of local governments deemed to be suffering from 

‘severe’ or ‘significant’ fiscal stress has certainly increased. It should be emphasised that 

local government insolvency or bankruptcy remains an relatively rare event, albeit one that is 

high-profile when it does occur (Kim and Warner, 2018). However, the number of local 

governments which have been faced with this undesirable situation continues to expand. 

Examples include the well-documented United States City of Detroit in 2013, and more 
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recent cities of Perla and Fairfield in 2019 and 2020 respectively (Chapman et al. 2020).  

Likewise, the decisions by the UK local governments Northamptonshire in 2018, Croydon in 

2020 and Slough in 2021 to issue a section 114 notice7 were the first seen since 2000 

(HCLGC, 2021). From an Australian perspective the financial failure of the Central Darling 

Shire in 2014 represented the first case of local government financial failure in the nation 

(Drew and Campbell, 2016).  

Ensuring continued financial sustainability and avoiding fiscal stress is important given the 

potentially severe ramifications for local government residents, communities, representatives, 

and employees alike. This is because the financial corrections necessary to avoid financial 

default or collapse can result in significant reductions in the availability and level of services 

previously enjoyed by residents within the local government area. This was the case for 

residents within the Central Darling shire, which faced the possibility of the cessation of 

essential ‘non-core services’ following administration. These ‘non-core services’ included the 

provision of post offices, aged care, cemeteries, community buses, and waste management 

(Drew and Campbell, 2016). Moreover, financial collapse can result in substantial losses in 

employment, particularly for local government employees. Again, evidence of this can be 

observed through the reductions in staff numbers in Central Darling by approximately one 

fifth (Drew and Campbell, 2016). In areas where the local government is one of the largest 

(and most generous) employers, this may have significant implications for the local 

community (Drew, 2020). Finally, financial collapse can result in a loss of political 

representation. Following the collapse of Central-Darling Shire, the removal of elected 

councillors and subsequent appointment of an administrator saw residents deprived of 

political representation. Indeed, despite the appointment occurring over eight years ago, 

 
7 Section 114 notices are issued when a local government cannot achieve a balanced budget and are thus 
under severe fiscal stress (BBC, 2020). 
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elected representation has still not been reinstated (with the period of administration extended 

until at least 2024; Gooch, 2019). It is for these reasons that a high importance is placed on 

assuring the financial sustainability of local government operations and preventing local 

government default. 

 

Local Government Reforms  

The Purpose of Local Government Reform 

 

The need for intervention to prevent local government insolvency and financial collapse is 

presented in the documents tendered by policymakers to justify reform. Recent proposed 

reforms in England frequently refer to the detrimental impact of economic shocks such as 

Covid-19 (equating to an additional £6.9 billion in increased expenditure and a loss of £9.7 

billion or 17.6% of revenue; HCLGC, 2021). Earlier initiatives also mention the ongoing 

impact of the global financial crisis (Jouen, 2015; TFLGCUM, 2015; ADB, 2013; ILGRP, 

2013b). 

Although financial sustainability concerns are often a major catalyst for intervention, they are 

not the sole justification for reform. Policy documents internationally often refer to the need 

to provide better ‘value for money’ (GovUK, 2021, p.8; LGRPWA, 2020, p.11) or to improve 

local service delivery (TFLGCUM, 2015, p.18; MMAH, 2001). Other justifications include 

the need to ‘achieve an optimal size’, ‘align communities with shared experiences’, 

‘strengthen accountability’, 'improve strategic delivery’, ‘improve local representation’, and 

facilitate ‘greater collaboration between stakeholders’ (Jouen, 2015; Province of New 

Brunswick, 2021b; PSLGC, 2018; DLUHC, 2021; LGRC, 2007). However, financial 

motivations continue to dominate, with a bulk of policy documents explicitly referring to the 

potential for reform to generate savings through increased efficiency and the mitigation of 
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service and infrastructure duplication (for evidence see Welsh Government, 2017; 

TFLGCUM, 2015; Ministry of Local Government, 2009; Grone, 2019, QTC, 2009). These 

claims are often accompanied by estimates of financial savings produced by government 

agencies or external consultants. One such example is the forecast £438 million savings (over 

a 25-year period) cited in the 2014 Irish local government amalgamation documents based 

upon modelling conducted by PricewaterhouseCoopers (PWC) (Manley, 2019).  

Evidence of the motivations and objectives in an Australian context can easily be seen 

through the 2008 Queensland amalgamations and 2016 New South Wales Fit for the Future 

(FFTF) reform programs. The reform program in Queensland was developed in response to 

concerns about financial sustainability, substantiated by the ‘failure’ of a ‘significant number’ 

of Queensland local governments to comply with the QTC’s financial sustainability 

indicators (QTC, 2008, p. 30). Likewise, for the FFTF reforms, the need for intervention was 

justified based on assertions that ‘the financial sustainability of many councils – and their 

capacity to deliver services communities need – had declined, and a significant number were 

near crisis point’ (ILGRP, 2013b, p. 7). Further it was claimed that approximately one-third 

of local governments in the state were ‘at risk’ due to weak revenues, infrastructure backlogs 

and declining populations (ILGRP, 2013b, p.13). The proposed reforms were forecast to yield 

savings in excess of $2 billion over a 20-year period based on government estimates and 

modelling by Ernest & Young (see IPART, 2015, p.39).  

In order to achieve these desired improvements to financial sustainability the dominant 

reform instrument employed (at least in Australia) is structural reform through amalgamation. 

It has been argued that amalgamation allows for improvements in sustainability through the 

achievement of economies of scale and efficiency in production. For instance, the Final 

Report of the Independent Local Government Review Panel (ILGRP, 2013b, p. 71-72) 
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commented that ‘amalgamations offer the surest way to achieve efficiency and economies of 

scale’ and that ‘increased scale and capacity will enable councils to remain sustainable’. 

However, before further analysing the theorised association between reform, economies of 

scale, efficiency, and financial sustainability, it is first useful to gain a wholistic 

understanding of the concept of local government reform and the various types of reform 

instruments available to policymakers.  

 

The Definition and Categories of Local Government Reform 

 

Local government reform refers to any changes in the operation, structure, finance, 

governance, or general functioning of a local authority. Thus, the concept of reform extends 

well beyond the limited scope of amalgamations. To more accurately differentiate, Garcea 

and LeSage (2005) defined five main categories of local government reforms: (i) 

jurisdictional reforms, involving changes to the authority and autonomy of authorities 

through amendments to legislation, such as amendments to the local government Acts; (ii) 

functional reforms, through altering the number or type of functions (services) performed by 

local government, for instance the establishment of water authorities or shared service 

arrangements; (iii) financial reforms, involving changes to the financial or budgetary 

processes, for instance through taxation and expenditure limitations (TELs); (iv) internal 

governance and management reforms, modifying the management or administration 

processes within a local government, such as the changes to political structures and internal 

audits; and (v) structural reforms, involving changes to boundaries, numbers and types of 

local government, for instance through amalgamation. A summary of these reform 

instruments has been provided in Table 1.3. Given that structural reform through 
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amalgamation has been the preferred policy instrument to target financial sustainability 

improvements in Australia, this thesis will primarily focus on the impacts of recent 

amalgamation programs. Moreover, as shared service arrangements are the most commonly 

proposed alternative to amalgamation in the Australian scholarly and grey literature (Dollery 

et al. 2016), the impact of this reform instrument on financial sustainability will also be 

examined.  

Table 1.3: Categories of Local Government Reform 

Type Description Example 

Jurisdictional Altering power of local 
governments (authority and 
autonomy) 

Increasing or restricting 
ability to make by-laws 

Functional Altering functions performed by 
governments 

Establishment of water 
authorities; devolution of 
functions to local 
government 

Financial Altering financial or budgetary 
position of governments 

TELs, balanced budget 
legislation 

Internal Governance 
and Management 

Altering the management or 
administration process within local 
government 

Requiring direct election of 
leadership, internal audits 

Structural Altering the boundary, number and 
types of local governments 

Amalgamation  

 

Reform, Economies of Scale and Financial Sustainability 

 

Structural reform (through amalgamation) is implemented to take advantage of economies of 

scale and greater technical efficiency in production. Economies of scale occur when the unit 

cost of production falls as the number of units produced rises (between production level 0 and 

𝑄1 - see point A, Figure 1.3 for a graphical illustration). Economies of scale may arise due to 

the ability of larger organisations to achieve greater purchasing power, attract and retain more 
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qualified or specialised staff, and to employ more sophisticated or advanced inputs (such as 

machinery) (Andrews and Boyne, 2009).

Figure 1.3: Economies of Scale in Local Government Service Provision

However, a key source of economies of scale is the achievement of technical efficiency in 

production. Technical efficiency can be defined as the ability to produce a given level of 

outputs using minimal levels of inputs (in an input-orientation) or the ability to maximise the 

outputs produced for a given level of inputs (Coelli et al., 2005). For local governments, 

which typically have a greater discretion over the inputs employed to produce a determinant 

level of goods and services for residents, an input-orientation is more commonly used to 

measure technical efficiency (see Figure 1.4). 
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Figure 1.4: Technical Efficiency-Input Orientation8

Through the use of these two economic concepts – technical efficiency and economies of 

scale – the purported theoretical link between amalgamation and financial sustainability can 

be understood. By increasing the size of local government (amalgamating smaller local 

governments into a larger entity), public policymakers attempt to improve the technical 

efficiency of affected entities. This would reduce the ratio of volume of inputs required to 

produce the new level of outputs (under an input orientation), thus lowering unit cost 

(assuming that there are no supplementary changes in output quality (which is often not the 

case)). Thus, it is thought that through capturing economies of scale, local governments may 

be able to reduce required expenditure levels and hence become financially sustainable.

8 Whilst points B, C and D are technically efficient – as they lie on the efficiency frontier – point A is technically 
inefficient as inputs could be reduced (Figure 1.4).
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However, while the concepts of economies of scale and technical efficiency are often cited in 

the reform documents tendered by public policymakers (see Andrews and Entwistle, 2013), 

less attention is paid to the important matter of diseconomies of scale. Once the initial 

economies of scale have been exhausted, neo-classical economic theory predicts that 

production will enter a relatively lengthy domain of constant returns to scale, whereby costs 

do not change as output increases (from 𝑄1 to 𝑄2 – point B, Figure 1.3). If output is expanded 

even further then diseconomies of scale may emerge, whereby unit costs increase in response 

to output expansion (beyond 𝑄2- point C, Figure 1.3). Diseconomies of scale may arise as a 

result of increased complexity in the production process associated with greater size, reduced 

transparency, and exhaustion of existing capacity. If the amalgamation of local governments 

causes entities to enter the domain of diseconomies of scale, then increases to size will only 

have served to raise unit costs, and harm efforts to improve financial sustainability.  

Moreover, it is important to recognise that not all services provided by local governments 

have the potential for economies of scale. As scholars such as Fahey, Drew and Dollery 

(2016) have shown, the unit costs of many functions provided by local governments are 

independent of output size (represented by Figure 1.5 below) and thus efforts to lower costs 

by increasing local government size will be largely ineffective for such services. 
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Figure 1.5: No Economies of Scale in Local Government Service Provision

Thus, although amalgamations have been undertaken with the objective of securing ‘cost 

savings’ resulting from the realisation of economies of scale, it may indeed be the case that 

reforms have had a negligible effect on unit costs or potentially worsened matters as a result 

of increasing the unit cost of production. Moreover, even if savings from economies of scale 

are achieved, they may not be sufficiently large to outweigh the substantial costs associated 

with amalgamations (see Drew, 2020). Given this thesis is centred around Australian local 

government reform, a study is made of the two most recent amalgamation programs in 

Australia mentioned above, the Queensland amalgamations and NSW FFTF reforms9. By 

examining the outcomes for the affected local governments, the impact of the reforms on the 

9 Note that only amalgamations which actually occurred are considered. Thus, while the proposed Greater 
Perth Region amalgamations (2012) occurred more recently than the Queensland amalgamations (2008), as 
the former proposal was defeated it will not be considered
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technical efficiency levels, unit expenditure and hence financial sustainability can be 

identified. A general overview of these reform programs is provided below. 

 

Recent Amalgamation Episodes in Australia  
 

The 2008 Queensland Amalgamations  

 

The Queensland reform process began in 2005 with the Size, Shape and Sustainability (SSS) 

program conducted by the Local Government Association of Queensland (LGAQ), endorsed 

(and partly funded) by the Queensland Treasury Corporation (QTC) (LGAQ, 2005; QTC, 

2008). The SSS initiative was developed in response to concerns about the financial 

sustainability and long-term financial capacity of local governments within the state (LGRC, 

2007). These concerns were substantiated by a review undertaken by the QTC which found 

that almost half of the local governments surveyed could be classified as being in a ‘weak’, 

‘very weak’ or ‘distressed’ financial state, noting that a ‘significant number’ had failed to 

satisfy the benchmarks for many of the QTC’s financial sustainability indicators (QTC 2008). 

This was further supported by reports prepared by consultants, and the Queensland Auditor-

General which cast doubt over the continued financial viability of many Queensland local 

governments and identified financial control problems within the sector (QAO, 2008). The 

SSS program was initially created to help identify local governments which were at risk of 

financial sustainability problems based on a range of indicators derived from the QTC (De 

Souza et al. 2014). Reform would then be considered under a voluntary basis as a means of 

improving efficiency and financial sustainability (LGRC, 2007). 

However, this program was abruptly ended by the (then) Beatie government in April 2007, 

with the creation of a seven-member Local Government Reform Commission (LGRC). The 
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purpose of the Commission was noticeably changed from that of the SSS program, with an 

increased focus on the desirability of structural reform through amalgamation and a shift 

from voluntary implementation to involuntary (forced) adoption (LGRC, 2007). Moreover, in 

contrast with the SSS program, the speed of the LGRC was striking. The completion of its 

Final Report in July 2007 – a mere 3 months after the creation of the Commission – 

significantly constrained community consultation and input into the process. The 

recommendations made by the LGRC for the amalgamation of over half of the local 

governments in Queensland were adopted in August 2007 with the passing of the Local 

Government (Reform Implementation) Act 2007 (Queensland Government, 2007). The 

amalgamations were officially conducted in March 2008, with the total number of local 

governments in Queensland falling from 157 to 73 (although this number would subsequently 

rise following four de-amalgamations). 

The LGRC justified the need for reform through forced amalgamation by emphasising the 

potential benefits which could be attained. These included the achievement of economies of 

scale, the elimination of the sub-optimal use of resources, and the ability for larger local 

governments to ‘generate cost efficient and effective services’ (LGRC, 2007, 5). Moreover, 

the rapid speed of implementation was argued to be necessary in order to ensure that the 

benefits from amalgamation could be realised as quickly as possible, which the Commission 

asserted would require two to three years to materialise (LGRC, 2007).  

However, limited empirical evidence was provided to support these claims. Rather, the 

Commission instead chose to refer to the outcomes of previous isolated Queensland 

amalgamations (Cairns, Ipswich, Mackay, Warwick and Cooloola; Drew, Kortt and Dollery, 

2016). This was in stark contrast to the bulk of the scholarly literature which questioned the 

success of previous large-scale amalgamation programs (see Dollery and Crase, 2004; 
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Sancton, 2000; Allan, 2003) and challenged many of the theoretical foundations upon which 

the stated benefits were based (Drew et al., 2014; Fahey et al., 2016). 

Although it is possible (and desirable) to test whether these benefits were actually achieved, 

the key impacts arising from the reforms can also clearly be seen through the events which 

followed the actual amalgamations. It has been suggested that the lack of community 

consultation, supporting empirical evidence and rapid implementation engendered 

widespread public and academic dissatisfaction following the amalgamations. In particular 

the reforms were criticised as being too ‘sudden and drastic’ in the scholarly literature (Drew 

and Dollery, 2014a, p.214). This type of discontent was seen as a key contributing factor in 

the defeat of the incumbent Australian Labour (ALP) government at the 2012 Queensland 

state election which ushered in rule by the former opposition Liberal National party (LNP) 

who had campaigned on a de-amalgamation platform.  

Following the election of the (then) Newman (LNP) Government in 2012, a Boundaries 

Commission was established to consider the viability of de-amalgamation. Local 

governments were invited to submit proposals detailing the ability of the de-amalgamated 

entities to remain financially viable and demonstrating strong community support for de-

amalgamation. Although 19 local governments submitted proposals, only 5 were examined 

by the Commission, and just 4 (Noosa, Douglas, Livingstone and Mareeba) were allowed to 

proceed (De Souza et al. 2014). Following confirmation of community support via successful 

referenda in March 2013, the Queensland government enacted the Local Government (De-

amalgamation Implementation) Regulation 2013 (Queensland Government, 2013). The de-

amalgamations were officially executed on the 1st of January 2014, raising the number of 

local governments in Queensland to 77. The timeline of these events has been summarised in 

Figure 1.6: 
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Figure 1.6: Timeline of the 2008 Queensland Amalgamation Process 

 

The monetary costs of the reform process have been well documented. As studies such as 

Drew and Dollery (2014b) estimate, the average amalgamation cost for each individual local 

government created was approximately $8.1 million. Moreover, to a lesser extent the de-
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amalgamation costs have also been identified10, although it should be noted that the recorded 

costs of de-amalgamation have differed markedly depending on the source selected.  For 

instance, the QTC estimated that the de-amalgamations would require one-off costs of $7.3 

million on average, with the Sunshine Coast Regional Council de-amalgamation alone 

costing ratepayers in excess of $11 million. This is in contrast with the substantially lower 

costs recorded by the Queensland Audit Office (QAO) in the order of $3.73 million per de-

amalgamation, representing an almost 66% cost reduction for Sunshine Coast (Drew and 

Dollery, 2014a; QAO, 2014). However, by comparison, the outcomes of the reform process 

on the efficiency or financial sustainability of the affected local governments have not yet 

been sufficiently examined. This is particularly concerning given the inability to determine if 

the reforms were successful at achieving their intended purpose. 

 

The 2016 NSW ‘Fit For the Future’ Reforms  

 

The NSW FFTF reforms began in 2011 with the ‘Destination 2036’ workshop (Drew and 

Dollery, 2014c). From this workshop the Independent Local Government Review Panel 

(ILGRP) was created to ‘investigate and identify options for governance models, structural 

arrangements, and voluntary boundary changes’ for local governments in NSW (NSW 

Government, 2012). However, this role changed in 2013 with the release of the Future 

Directions for NSW Local Government: Twenty Essential Steps (ILGRP, 2013a) which 

proposed the use of structural change through forced amalgamations, particularly in the 

Greater Sydney region (Drew and Dollery, 2014c). As financial sustainability underpinned 

the Fit For the Future reform proposals, financial sustainability reports were developed for 

 
10 This relative difficulty is due to the hidden costs of de-amalgamation which may be hard to identify and 
quantify, such as costs associated with the division of assets, labour, and liabilities within the newly de-
amalgamated local governments, hindering measurement efforts. 



28 
 

each local government by the NSW Treasury Corporation (TCorp), primarily relying on the 

existing metrics employed by its Queensland counterpart (QTC) (Drew and Dollery, 2014c). 

In particular, the Financial Sustainability of the New South Wales Local Government Sector 

Report (TCorp, 2013) utilised 10 measures of financial sustainability (coving areas of 

financial flexibility, liquidity, debt servicing, and asset renewal and capital works), to 

construct financial sustainability ratings (FSR) for each local government ranging from 

“distressed” to “very strong” (Grant and Drew, 2017). These ratings were used extensively by 

the ILGRP in their interim and final reports, Revitalising Local Government (ILGRP, 2013a; 

ILGRP, 2013b).  

The NSW state government responded to these reports in September 2014, after a change to 

the NSW Premier and a NSW Cabinet reshuffle, with the ‘Fit For the Future’ policy package 

(Drew and Dollery, 2016a). This package required NSW local governments to prepare reports 

for the NSW Government regarding their ‘fitness’ for the future based on a subset of seven of 

the ratios previously employed by TCorp. Notably these ratios were subordinate to a new 

arbitrary ‘scale and capacity’ metric11. These submissions were then assessed by the NSW 

Independent Pricing and Regulatory Tribunal (IPART) with the assistance of Ernst & Young 

and a South Australian local government expert Mr John Comrie. Local governments deemed 

‘fit’ were rewarded with access to debt facilities and greater autonomy with respect to some 

revenue streams, whilst those deemed ‘unfit’ (or unsustainable) were made the subject of 

various Ministerial amalgamation proposals (Drew and Dollery, 2016a). Over 63 percent of 

local government self-assessments were deemed to be ‘unfit’ in NSW, with a vast majority 

failing on the arbitrary ‘scale and capacity’ criterion (Grant and Drew, 2017).  

 
11 A key component of this metric for non-metropolitan councils was the requirement to have an expected 
population about or exceeding 10,000 in 2036 as a ‘rule of thumb’, without any justification for the benchmark 
selected (see ILGRP, 2015, p.29) 



29 
 

Local governments (particularly those deemed unfit) were provided with an opportunity to 

propose ‘voluntary’ amalgamations to the Office of Local Government (OLG) by 18 

November 2015. The Minister responded to a lack of voluntary amalgamation proposals by 

developing detailed and extensive plans for amalgamation exactly one month later (Drew and 

Grant, 2017a). Of the forced amalgamations originally proposed by the Minister, nineteen 

amalgamations were executed in May 2016, with an additional amalgamation being 

conducted in September 2016 (LGNSW, 2017). However, due to a combination of various 

Court challenges by affected local governments, as well as the resignation and replacement of 

the former State Premier, five of the new local governments originally proposed escaped 

forced amalgamations. Consequently, the Fit For the Future reforms resulted in the creation 

of twenty new local governments, yielding a new total of 128 local governments for NSW. 

The events involved in the NSW FFTF reforms have been summarised in Figure 1.7: 
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Figure 1.7: Timeline of the 2016 NSW Fit For the Future Amalgamation Process 
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typically in a critical manner. Literature in this area has previously raised concerns regarding 
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problems with the metrics employed (see Drew and Dollery, 2016a; 2015b; Drew, 2019). 

Consequently, considerable scope still exists to analyse the outcomes of the reforms ex post. 

In similar vein to the Queensland work, empirical analyses are necessary to determine if the 

reforms have indeed been able to achieve their intended purpose, the improvement of 

financial sustainability. 

However, before analyses can be undertaken to address the gaps in the literature on reform 

programs and financial sustainability in the local government sector, it is important to 

conduct a thorough discussion of the relevant literature. This is important in order to gain an 

understanding of the insights which may be garnered from previous studies, the theoretical 

foundations upon which the claims of both proponents and opponents of reforms rest, and the 

methodology which is commonly employed in the empirical literature. This is the task to 

which we now turn our attention. 

 

Existing Analyses of Financial Sustainability and Municipal Reform 
 

Studies surrounding the financial sustainability of local governments, the processes involved 

in local government reform, and its impacts have been referred to extensively in this thesis. 

As such, a discussion and critique of the relevant literature is certainly warranted. The 

literature related to local government reform and financial sustainability can typically be 

divided into four categories, which can be combined to reveal a step-by-step guideline which 

should be followed to maximise the likelihood of improving financial sustainability through 

reform (see Figure 1.8 below).  



32 
 

The four categories which comprise the four-step guideline can be summarised as follows:  

(i) the determinants of financial sustainability must first be identified, so that policymakers 

and local governments alike know which areas to target in reforms; (ii) the processes of 

previous reform programs must then be critically analysed, to identify any problems relating 

to the design and implementation of previous reforms which may have potentially reduced 

efficacy (such as weakness in supporting empirical evidence or insufficient community 

consultation). Given that amalgamation has been the predominant reform instrument in 

Australia, literature surrounding the processes of amalgamation programs will be analysed in 

this thesis; (iii) the outcomes of previous reforms must be measured to determine if they have 

been efficacious in achieving their intended purpose – the improvement of efficiency and 

financial sustainability – or if further action is needed. Similar to the preceding point, studies 

examining the outcomes of the amalgamation programs will be discussed; and (iv) the 

efficacy of alternative reform instruments should be analysed (regardless of whether 

previous reforms were successful or not) to determine if they represent a more effective, less 

disruptive, or less expensive option. As the impact of previous amalgamation programs will 

be discussed in the preceding sections, alternatives to amalgamation will be considered.  

It is important to emphasise that whilst these categories can be explored in isolation, there is 

substantial overlap between them. Thus, although the bulk of academic literature can be 

assigned to a single category without difficulty, it is not uncommon to find studies addressing 

multiple categories concurrently. This is particularly relevant for two of the chapters in this 

thesis, which provide an examination of both the processes and outcomes of the reforms, in 

order to give a more holistic critique of reform success. 
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Figure 1.8: Improving Financial Sustainability through Reform  

 

 

Determinants of Financial Sustainability 

 

The first category of relevant literature involves studies identifying the internal and external 

determinants of financial sustainability. To target improvements in financial sustainability, it 

is important for policymakers and scholars alike to first identify the factors which can 

potentially aid or threaten local government efforts to become financially sustainable. 

Without this knowledge reform architects may be unaware of potential avenues through 

which sustainability may be improved or may mistakenly target factors which do not have the 
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potential to garner significant improvements in financial sustainability. If these determinants 

can be identified, it may be possible for reform architects to design targeted policy 

instruments and thus maximise the likelihood that sustainability problems can be addressed.  

With regard to the external factors (factors beyond local government control), local 

government size – represented by the resident population served – was the most frequently 

examined. However, the results have been largely inconclusive (see Dollery, Grant and Kortt, 

2012). For instance, whilst Boyne (1996) observed a negative relationship between the size of 

the population and technical efficiency levels in the UK, Andrews and Boyne (2009) 

observed a positive relationship between size and administration costs for English local 

governments. Conversely, in an Australian context Drew, Kortt and Dollery (2014) were 

unable to identify a significant association between population size and total expenditure 

once the effects of population growth and economies of density were controlled for (see also 

Ladd; 1992 for US municipalities). Similarly, with regard to the optimal size for local 

government to maximise sustainability outcomes, Australian studies by Dollery et al. (2009; 

2012) were unable to obtain a conclusive result. Rather these scholars recognised that the 

optimal level will likely vary based on the service examined and the methodology applied. 

This lack of consensus is particularly concerning given that the central premise of 

amalgamation reform is to generate improvements in financial sustainability via increasing 

the size of local government authorities. 

When interpreting these results, it is important to consider the research design selected and 

the unique characteristics of the jurisdiction analysed before generalised conclusions can be 

made. For example, it may be possible that studies employing a shorter panel of data or a 

single financial year such as Andrews and Boyne (2009) may reach differing conclusions 

than those studies employing a longer time period, or those which are based around 

theoretical discussions, like Dollery et al. (2009). Likewise, studies which omit small local 
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governments (typically those which serve small or dispersed populations), such as Ladd 

(1992), may not reach conclusions which are representative of all local governments in the 

jurisdiction. It may also be the case that the conclusions and policy recommendations made 

through studies conducted in one country will not be applicable to local governments 

elsewhere. Thus, the conclusions reached by Drew et al. (2014) that suggest an absence of 

economies of scale may not be applicable for English local governments, such as those 

studied by Andrews and Boyne (2009).  

In addition to population size, several other notable factors have also been thoroughly 

examined by the extant literature. Contrary to the expectations of policymakers, the 

regulatory environment – in particular the frequency of regulatory oversight – was found to 

negatively affect financial performance in England (Boyne, 1990). Similarly, the local 

government revenue allocation system has been identified to be associated with poorer 

financial performance. Whilst Boyne (1990) concluded that increasing local government 

revenue (via the use of intergovernmental matching grants) could potentially hinder financial 

sustainability efforts as a result of increased spending, Dollery and Drew (2016) found that 

external controls aimed at limiting revenue increases (via taxation limitations) did not 

improve matters in Australia, leading to lower efficiency and sustainability. Finally, studies 

have identified the potentially detrimental effect which the local government’s operating 

environment (including the homogeneity of the resident population, economic conditions, and 

population demographics) has on financial sustainability. A seminal paper by Andrews et al. 

(2004) concluded that relative resident deprivation between local government areas may (at 

least partially) explain some of the relatively poorer financial outcomes observed for 

disadvantaged local governments. This has been widely confirmed by authors such as Kim 

and Warner (2018) and Drew and Dollery (2014b) in American and Australian analyses 
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respectively, leading to almost all analyses of local government finances including controls 

for these factors. 

Although these studies also tend to deviate based on the jurisdiction chosen and the range of 

analytical methods applied, the reliability of the conclusions obtained can easily be seen 

through the considerable volume of supporting literature. For instance, the analysis by Boyne 

(1990) was one of the forerunners of the literature on the ‘flypaper effect’ in local 

government12, which has since been confirmed by scholars internationally (see Dollery and 

Worthington, 1996; Kaddor and Richard, 2014; Langer and Korzhenevych, 2019; Rios et al. 

2021). A similar argument may be made for studies on the detrimental impact of taxation and 

expenditure limitations such as Dollery and Drew (2016) which has also been substantiated 

by scholars such as Wen et al. (2020), Blom-Hansen et al. (2014), Mullins (2004) Zhang and 

Hou (2019). Thus, it appears that, compared to the literature surrounding the effect of local 

government size, there is greater consensus on the impact of the regulation, revenue 

allocation and deprivation.  

However, whilst many of these conventional determinants of financial performance have 

been thoroughly examined, many non-conventional factors have not been sufficiently 

analysed. For the purpose of this thesis conventional factors are those which more often 

directly impact local government finances (via revenue raising ability and service provision 

costs) and thus are frequently targeted in policy intervention, whilst non-conventional factors 

are those overlooked factors which may affect financial performance through indirect means 

(such as decision making). One such non-conventional factor which holds considerable 

promise is the local government political structure. Extant American, Australian, and 

 
12 A theory whereby intergovernmental grant revenue creates a relatively larger increase in spending 
compared with an equivalent amount of own-sourced revenue. The term was first used in a seminal paper by 
Courant et al. (1979).  
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European literature has highlighted the significance of local government fragmentation 

(represented by the number of wards) and the level of unit expenditure, potentially reducing 

sustainability (see Drew and Dollery, 2017a; Bradbury and Stephenson, 2003; Baqir, 2002; 

Pettersson-Lidbom, 2012). As the majority of these studies employ advanced econometric 

techniques (such as the random effects modelling; see Drew and Dollery, 2017a), with 

appended supplementary analysis to ensure robustness of results to alternative specifications 

(such as those presented in Pettersson-Lidbom, 2012) it provides strong evidence to suggest 

that political structure might exert a significant influence on local government finances. 

Moreover, although the scholarly evidence has been mixed, the mayoral structure (city 

manager or strong mayor) has also been previously identified as a significant determinant of 

expenditure in the American literature (see Holcombe and Williams, 2009; Bradbury and 

Stephenson, 2003). Consequently, given that the effect of mayoral structures in the Australian 

local government system has not yet been identified, an analysis of mayoral election and 

financial performance may provide valuable insights for policymakers.  

In comparison, there is a relatively smaller corpus of research on internal factors (factors 

within local government control) although several important contributions were identified, 

particularly in the English literature. The first is the strategy imposed by an organisation 

(prospector, defender and reactor). Local governments which adopted a prospector strategy 

were demonstrated to have superior financial performance, whilst a reactor strategy was 

associated with significantly poorer financial outcomes (Andrews, Boyne, and Walker, 2006). 

The second is the decision-making style adopted by the local government executives. As 

prior research indicates, a logical incremental strategic decision-making style was found to 

enhance financial sustainability (Andrews, Beynon, and Genc, 2017), although this has been 

contested by Andrews et al. (2012). Conversely, a lack of decision-making style was found to 

lower financial performance outcomes (Andrews, Beynon, and Genc, 2017). Finally, studies 



38 
 

examining citizen engagement practices indicated a significant positive association between 

residents’ understanding of local government and financial performance, although increased 

resident engagement typically had the opposite effect (particularly in deprived regions) 

(Andrews, Cowell and Downe, 2008).  

Although this literature has highlighted several promising internal factors which may affect 

financial performance and hence sustainability, there are also several limitations which have 

been noted which will undoubtedly need to be addressed before conclusive statements can be 

made. In general, most of the conventional literature on internal factors has typically 

employed qualitative data (obtained from surveys or in-depth interviews). The studies listed 

above were no exception with the requisite data collected from electronic surveys of local 

government managers (Andrews, Beynon, and Genc, 2017) or obtained via proxy (Andrews, 

et al. 2008). By contrast, quantitative analyses (utilising financial data) are relatively scarce. 

This is likely due to difficulties eliciting information about internal operations within local 

governments through financial data, possibly explaining the relatively smaller number of 

studies in this area. In a similar manner, the use of small samples or individual case studies 

(such as those used in the Indonesian study by Hasibuan (2020)) may limit the ability to 

generalise results to the wider local government cohort. Given this gap in the literature, a 

quantitative analysis examining the non-conventional internal determinants of financial 

sustainability across the entire sample of local governments in a jurisdiction may provide 

valuable insights for policymakers for the improvement of financial sustainability. For this 

purpose, the association between the quality of internal budget practices (represented by the 

degree of budget accuracy) and financial performance has been selected. 

Internal and external factors which have previously been identified as significant 

determinants of financial sustainability by the extant literature has been summarised in Table 

1.4:   
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Table 1.4: Internal and External Determinants of Local Government Financial 

Sustainability 

External Factors Internal Factors 

Factor Literature Factor  Literature 

Size Boyne (1996) 

Andrews and Boyne 

(2009) 

Drew, Kortt and Dollery 

(2014) 

Ladd (1992) 

Organisational 

strategy 

Andrews, Boyne, and 

Walker (2006) 

Andrews, Beynon, and 

Genc (2017) 

Andrews et al. (2008) 

Andrews et al. (2012) 

 

Regulatory 

oversight 

Boyne (1990) 

Hasibuan (2020) 

Decision-

making style 

Andrews, Beynon, and 

Genc (2017) 

Andrews et al. (2009) 

 

Revenue 

controls- rates 

Dollery and Drew (2016) 

Wen et al. (2020) 

Blom-Hansen et al. 

(2014) 

Mullins (2004) 

Zhang and Hou (2019) 

Citizen 

engagement 

Andrews, Cowell and 

Downe, (2008) 

 

Revenue 

controls- grants 

 

Boyne (1990) 

Kaddor and Richard 

(2014) 

Langer and 

Korzhenevych (2019) 

Rios et al. (2021) 

  

Resident 

deprivation  

 

Andrews et al. (2005) 

Kim and Warner (2018) 

Drew and Dollery 

(2014b) 
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Representation- 

ward structure 

 

Drew and Dollery (2017)   

Mayoral 

structure 

Holcombe and Williams, 

(2009) 

Bradbury and 

Stephenson (2003) 

  

 

Process of Local Government Reform 

 

The second category of literature examines the processes involved in local government 

reform. This research is important to enhancing sustainability as it can provide greater 

certainty that: (i) the local governments targeted in reforms are suitable (usually as those with 

inferior performance), (ii) reforms are conducted with little disruption (to maximise its 

impact on performance and achieve success), and (iii) that the improvements or reductions in 

performance achieved following the reforms are attributable to the reforms themselves, and 

not to external influences or factors.  

In general, the bulk of extant literature relating to the reform processes is fairly critical, 

highlighting problems related to the use of empirical evidence and performance measures 

(see Table 1.5 for a summary). Examples of this include criticisms relating to a lack of 

evidence in local government reform planning. For instance, Australian studies such as Drew, 

Kortt and Dollery (2017), Kortt et al. (2016), and Drew and Dollery (2014c) have calculated 

the expected impact of the reforms ex ante, finding that the evidence does not support the 

claims made in the policy documentation. Further problems highlighted include limited 

supporting evidence (relying on individual cases of reforms, or small-scale reforms) (Bell, 

Dollery and Drew, 2016; Drew and Dollery, 2014c), errors in the data or calculations 
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employed, use of data prone to manipulation (Drew and Dollery, 2015c), or choice of 

benchmarks (Drew and Dollery, 2015b).  

Whilst evaluation of reform processes is undoubtedly useful, potential limitations may arise if 

studies such as some of those above need to base assumptions around reform designs which 

were subject to change (and which ultimately did13), employ proxies for variables such as 

local government output14, or have limited access to current financial data or qualitative 

measures before implementation such as citizen views of reform (see Ryan et al., 2016). To 

address this the analyses in this category are often underpinned by strong theoretical 

motivations (see Drew and Dollery, 2015b) and employ extensive supplementary modelling 

to ensure robustness and reliability.  

Despite these criticism of reform processes inherent within this category, studies also exist 

which provide guidance for the improvement of reform processes. Examples include English 

and Australian research outlining the desirable attributes of performance measures and 

benchmarks (Boyne and Law, 2005; Drew, 2020; Drew and Dollery, 2015b; Dollery and 

Robotti, 2008) and suggestions to enhance the reliability and accuracy of data (Drew and 

Dollery, 2015c). While these recommendations are also based on strong theoretical reasoning 

(see Drew, 2020) and lessons learned by successful policy initiatives elsewhere (Boyne and 

Law, 2005), their use by political leaders and policy implementors remains muted. 

This category is particularly important for addressing the issue of financial sustainability in 

Australia as it can shed light on limitations or weaknesses in the processes of recent reforms 

which might have potentially reduced efficacy. Although much has already been done on the 

 
13 Compare the originally proposed amalgamation partners cited in Drew et al. (2017) with those actually 
amalgamated to understand the changing dynamics of the reform design during implementation. 
14 Which is not uncommon in both the scholarly and grey literature due to the difficulty of sourcing and 
aggregating service outputs. 
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processes of the two most recent reforms from a political perspective (see, for instance, Drew 

et al., 2017; Drew and Dollery, 2016a, Dollery and Drew, 2017), a detailed examination of 

the programmatic processes of the reforms has not yet been undertaken. Moreover, the 

majority of extant literature on the Australian amalgamation programs has largely been 

undertaken ex ante (preceding the reforms). While this can be useful in identifying potential 

problems in the design of the reform, such studies can only provide limited insight into the 

implementation process. To critically analyse the implementation process, additional ex post 

analysis (conducted after the reforms) is required. Consequently, an ex post analysis of the 

processes of the Queensland and NSW amalgamation programs may provide valuable 

insights for policymakers and potentially improve the efficacy of future reform programs. 

This will be combined with an analysis of the outcomes of the reforms (a common practice in 

ex post literature) which will be outlined hereafter. 
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Table 1.5: Literature on the Reform Process 

Author Reform Fault Identified or 
Recommendation Made 

Drew, Kortt, and Dollery 
(2017) 

NSW-Fit for the Future Local governments selected 
for amalgamation would 
exceed scale 
 

Kortt, Dollery and Drew 
(2016) 

New Zealand-Hawke’s Bay No empirical evidence of 
scale economies  
 

Drew and Dollery (2014c) Greater Sydney proposed 
mergers (precursor to FFTF) 

Insufficient analysis 
completed, results indicate 
no relationship between size 
and sustainability ratios 
 

Bell, Dollery and Drew 
(2016) 

2004 NSW amalgamations Incomplete empirical 
evidence based on a limited 
number of local 
governments 
 

Drew and Dollery (2014b) Proposed Perth 
Amalgamations 

Lack of empirical evidence 
of scale economies 
 

Dollery and Drew (2017) NSW-Fit for the Future Empirical analysis 
completed by hired 
consultants may be subject 
to moral hazard and 
manipulation 
 

Drew and Dollery (2016) NSW-Fit for the Future FFTF program design 
contains errors, relies on 
unreliable data, and neglects 
important factors potentially 
as a result of excessive 
speed in completion 
 

Drew and Dollery (2015b) Utilises ratios commonly 
relied upon in amalgamation 
programs; no specific 
amalgamation program  

Flaws in benchmarking 
system, which may be 
unsuitable across all local 
governments and subject to 
unintended consequences; 
recommended empirical 
method for allocating 
benchmarks 
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Outcomes of Local Government Reform 

 

The third category of relevant literature on financial sustainability examined within the thesis 

relates to the outcomes of the reforms with respect to sustainability and financial 

performance. These can be separated based on either direct cost and revenue changes, or 

financial sustainability impacts proxied by efficiency. The majority of academic literature in 

this category attempts to determine if the stated objectives of reform programs are met. 

Notably this is largely an academic undertaking given the reluctance of policymakers and 

reform architects to conduct such analysis (Drew, 2020).  

One potential explanation may be due to the fact that, similar to the literature on the reform 

processes, studies of outcomes generally depict reforms in a negative manner, although 

exceptions exist. This is mainly due to findings that the reforms typically led to higher 

spending and thus reduced sustainability, refuting the claims made by policymakers. A key 

example includes the study undertaken by Andrews (2013, p. 136) which concluded that “the 

savings that have been made are not substantial enough to outweigh the disruptive costs of 

amalgamation” and that consequently “amalgamation appears to have weakened the financial 

sustainability of the amalgamated counties” in England and Wales. These findings were 

mirrored in American and Swedish studies by Feiock (2004), Lawrence and Schiff (2011), 

Boyne and Law (2005) Examined measures used in 
the UK Local Public Service 
Agreements (APSA) 

Provides a framework for 
measuring outcomes and 
analysed which ones used 
met the conditions 
 

Drew and Dollery (2015c) NSW-Fit for the Future Unreliability of financial 
ratios when based on 
inconsistent accounting data; 
suggestions to improve 
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Leland and Thurmaier (2010), and Jonsson (1983) that indicated that structural reforms 

through amalgamations typically led to increased expenditures, and unrealised efficiency 

gains (see Table 1.6). Moreover, even in studies which did not obtain evidence of 

significantly higher costs (see Bell et al., 2016; Reese, 2004; Blom-Hansen et al., 2016 for 

examples from the European literature) the inability to identify significant improvements in 

performance has been used to challenge the efficacy of reform through amalgamation. 

A key feature of studies in this category is the inclusion of supplementary analysis (typically 

examining the processes of the reforms) to ascertain the reasons behind the outcomes 

observed, linking it to the earlier literature on reform processes. Potential causes which have 

previously been raised include the potential for cost savings from amalgamation (such as 

administrative cost savings) to be offset by higher expenditure in other functional areas 

(Allers and Geertsema, 2016; Andrews, 2015). Similar justifications which have been raised 

include (i) the unlikely nature of labour-intensive services to generate economies of scale (see 

Blom-Hansen et al., 2016); (ii) the inability for local government managers to implement 

necessary cost saving measures following amalgamation, particularly those involving staff 

redundancies (Gaffney and Marlowe, 2014); (iii) the tendency for upwards-harmonisation of 

services and wages following reform (Drew, 2020; Bird and Vaillancourt, 2006); and (iv) 

limited evidence of a significant association between the financial measures (financial 

indicators) and local government size (Drew and Dollery, 2014c). 

To reach these conclusions, the authors often used leading econometric techniques such as 

difference-in-difference (DID) analysis (for a detailed description see below, or refer to 

Angrist and Pischke (2008)). This is generally agreed to be the most suitable method to 

measure outcomes of local government reform in the literature (see Blom-Hansen et al., 

2016; Allers and Geertsema, 2016). A potential criticism which might be raised about these 

studies relates to the decisions about the relevant control group to compare the amalgamated 
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local governments to, and the incorporation of local governments which were split and 

amalgamated into separate entities. To overcome this, scholars (such as Andrews, (2015) and 

Allers and Geertsema (2016)) have elected to present the results of the model under the 

preferred specification, and to compare with results obtained using alternative control groups. 

As the results and associated conclusions did not change materially, the results may be 

considered reasonably reliable. This reliability is further asserted through additional testing 

and corrective measures undertaken. For example, due to concerns about the potential 

interdependence of regressors, endogeneity, and omitted variable bias Blom-Hansen et al. 

(2016) and Allers and Geertsema (2016) conducted robustness testing incorporating spurious 

regression analysis, instrumental (IV) modelling and spatial interaction modelling. 

However, despite the fact that sufficient time has passed since the 2008 Queensland 

amalgamation program, it is surprising that a detailed analysis of the efficiency and financial 

sustainability outcomes of the reforms has not yet been conducted. A similar deficiency in 

studies on the financial outcomes of the 2016 NSW amalgamations also exists, however in 

this instance the need to allow sufficient time for the purported outcomes to materialise has 

hindered earlier efforts. Given the importance of such studies to enable policymakers to 

identify if sustainability improvements have indeed been achieved, and to improve future 

reform programs, and analysis of the amalgamation outcomes is crucial.  
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Table 1.6: Outcomes of Local Government Mergers 

Literature Conclusions/ Observations 
Bell, Dollery and Drew (2016) Amalgamated local governments did not have 

superior performance on financial sustainability 
ratings (FSR) 

Andrews (2013) Expenditure per capita of amalgamated local 
governments was £229 higher following 
amalgamation; costs of restructuring were not yet 
recouped 

Andrews (2015) Although administrative economies were realised 
following consolidation, the fiscal health of the 
consolidated governments has weakened 

Feiock (2004) Decentralised government results in greater efficiency 
than consolidated government  

Lawrence and Schiff (2011) Six of Eight articles analysed showed evidence of 
decreases in efficiency following amalgamation 

Reese (2004) Although there were gains from the amalgamations in 
Ottawa, these have been offset by countervailing 
forces. Cost reductions from staff savings but cost 
increases from increased demand and new service 
responsibilities. 

Leland and Thurmaier (2010) Although there are usually labour expenditure 
reductions following consolidation, expenditures can 
rapidly increase when a county council is forced to 
provide urban services following consolidation 

Allers and Geertsema (2016) No significant difference in spending or taxation 
following amalgamation. Reduced spending on 
administration activities is being offset by increased 
costs elsewhere. 

Blom-Hansen et al. (2016) Examines the impact of amalgamations in Denmark 
on different categories of spending. Findings reveal 
cost savings in some areas were offset by increased 
costs in others. 

Drew and Dollery (2015a) Examines the costs of de-amalgamation in terms of 
the division of assets and liabilities previously 
harmonised; The amalgamation of local governments 
with vastly different economic and community 
profiles will likely foster discontent, leading to de-
amalgamation 

Drew and Dollery (2014c) Only two financial sustainability ratios used in the 
FFTF amalgamations (FSRs) - own source and asset 
renewal ratios – were associated with population size 

Gaffney and Marlowe (2014) Although cost reductions were observed, expected 
savings in staff costs did not materialise due to a 
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reticence of managers to conduct necessary 
redundancies  

 

Alternative Instruments of Local Government Reform 

 

The final category of relevant literature relates to the efficacy of alternative reform 

instruments to increase financial sustainability. Given the focus on structural reform through 

amalgamation in the thesis, alternatives to amalgamation will be examined. In general, this 

category receives less attention compared to the literature on structural reform. This is 

disappointing given that alternative policy instruments may provide more effective, less 

disruptive, or cheaper alternatives to amalgamation for addressing financial sustainability 

concerns. Potential reasons include their ability to directly target local government finances 

(for instance through financial reforms), and the ability to target individual areas of 

performance or individual service responsibilities (through managerial, legislative, and 

functional reforms; see Drew et al., 2014).  

Existing literature related to this category includes the evaluation of the governance and 

management reform alternatives (including performance management) undertaken in the UK 

Comprehensive Performing Assessment (Game, 2006), and Best Value Indicators (Boyne, 

Martin and Walker, 2004). Similar studies in America and Australia focusing on financial 

reforms including reforms to the grant allocation system have also been undertaken (see 

Johansson 2003; Drew and Campbell, 2016). This relevant literature has been summarised in 

Table 1.7.  

Given that many alternatives to amalgamation have not yet been implemented on a 

jurisdictional scale or are in the development stages of policymaking it is not uncommon for 

studies in this category to be based on theoretical discussion rather than empirical analysis. 
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Studies which use available data such as Game (2006) in England and Drew and Campbell 

(2016) in Australia, do so more for illustrative purposes, to point out flaws in the existing 

system or present suggestions for improving the viability of reform alternatives.  Where 

empirical analysis is undertaken the focus appears to be on qualitative approaches or simple 

quantitative techniques. Examples include the use of hierarchical cluster analysis, qualitative 

comparative analysis, analysis of variance (ANOVA) or correlation coefficients in the 

English and Spanish studies by Taylor et al. (2021) and Brusca and Montesinos (2013) 

respectively. As there are limited cases of widespread implementation of these reforms, 

preventing some of the previous econometric methods such as DID analysis being reliably 

applied, the approaches used are understandable. One exception which, although voluntary, 

has been adopted by local governments in Australia is municipal cooperation through shared 

service arrangements. 

In the existing scholarly literature, shared service arrangements represent a commonly 

advocated alternative for targeting efficiency gains, and hence financial sustainability 

improvements (Dollery et al., 2012). They are also seen as a potential means to reduce 

service costs and address fiscal pressures arising from reductions to intergovernmental 

support and increasing mandates (Kim, 2018). This is typically in contrast with the policy 

documents which suggest that shared services offer “short to medium-term savings, but … 

can be very difficult to gain the full benefit over the long haul” (MLGRP. 2012, p.121). The 

existing empirical literature on shared services has been mixed at best. Whilst studies such as 

Silvestre et al. (2019) in Brazil found evidence of cost savings in housing and sanitation cost 

categories, Elston and Dixon (2020) failed to identify a significant impact on expenditures for 

English local governments. Given that all three studies employ multiple regression analysis, 

adjusted for national differences and data availability, it is possible that the disparity may 

arise due to the nature of the jurisdiction in question, and the particular service shared. 
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Given that sufficient empirical evidence has not yet been collected to support the statements 

made by both proponents and opponents, an opportunity exists to examine the outcomes for 

local governments which utilise shared service arrangements. Through such a study it may be 

possible to resolve the debate currently being undertaken in the academic and political 

spheres. Consequently, an empirical analysis of the association between shared service 

arrangements and local government efficiency has been conducted to uncover valuable 

evidence regarding its efficacy and thus inform future public policy decisions.  
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Table 1.7: Alternatives to Structural Reform 

Literature Reform Instrument Findings 
Game (2006) Comprehensive Performing 

Assessment 
The history of CPA is presented, and 
the challenges relating to the need 
for continual improvement of the 
benchmark to ensure all local 
governments do not easily exceed 
the target are clear  

Boyne, Martin and 
Walker (2004) 

Best Value Indicators Although the regime may create 
organisational change, the link 
between these indicators and 
organisational performance is not 
straightforward 

Johansson (2003) Discretionary Grant 
Funding  

Examines the propensity to use 
grants for political purposes, but also 
to counteract the effects of 
deprivation (which may hinder 
sustainability) 

Drew and Campbell 
(2016) 

Grant Allocations Examines how the relative 
deprivation and inequitable 
allocation of grants to Central 
Darling shire played a part in the 
financial troubles experienced. 

Taylor et al. (2021) Grant Allocation and ‘Self-
financing’ models 

Examines the detrimental impact 
which financial reform (through 
austerity measures) had on local 
governments. 

Brusa and 
Montesinos (2013) 

Performance Management Most local governments that have 
introduced performance indicators 
do not use them for decision-making 
or accountability. 

Silvestre et al. 
(2019) 

Shared service arrangements 
(intermunicipal cooperation) 

Intermunicipal cooperation led to 
reductions in expenditure associated 
with housing and sanitation services. 

Dixon and Elston 
(2019) 

Shared service arrangements 
(administration and tax 
services) 

There were no significant financial 
benefits from either kind of 
collaboration 

Elston and Ruth 
(2020) 

Shared service arrangements There was no relation between 
shared service arrangements for 
every service category and 
administrative intensity. 
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Based on an examination of the current financial situation facing local governments, the 

insights which may be gleaned from recent analyses, and the gaps which may be identified in 

the scholarly literature, a number of valuable research questions emerge which provide the 

motivation for the research contained within this thesis. These research questions and their 

relation to the extant knowledge on local government reforms and financial sustainability will 

be provided in the following section.  
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Research Questions 
 

In consideration of the challenges posed for the communities of local governments suffering 

from financial stress, and the consequent importance of ensuring financially sustainable 

operations, the central question which has guided the research within this thesis is: 

How can policymakers improve local government financial sustainability through reform? 

Although the question might, prima facie, appear simple, developing a solution which can be 

readily and easily applied to a myriad of disparate local government systems is almost 

certainly a challenging endeavour. However, with reference to the extant literature 

summarised above, this central question can be disaggregated into four smaller sub-questions, 

which can be more easily addressed through academic analysis: 

R1: What are the determinants of financial sustainability? 

R2: Has the previous reform process been implemented successfully? 

R3: Have previous reform programs been successful in achieving their stated outcomes? 

R4: Are alternative reform instruments more efficacious for addressing financial 
sustainability concerns? 

 

In order to support the extant research addressing each of these individual sub-questions, five 

analyses were conducted, which form the body of this thesis. Again, it is important to note 

that each of these research questions are not mutually exclusive, and thus, individual analyses 

have been conducted which have the potential to address multiple sub-questions concurrently. 

The positioning of each of the papers with regard to the central question and sub-questions is 

provided hereafter.  

 



54 
 

Outline of the Thesis 
 

Given that this thesis is by publication, in addition to this introductory chapter, the body of 

the thesis contains five chapters each representing a single published paper. A key benefit of 

this format is that the included chapters have already been subject to the peer review process 

as part of the manuscript submission and have thus been greatly improved compared to 

earlier drafts.  Whilst each analysis may be considered in isolation, when taken as a whole 

they form a coherent suite of published works. These analyses have been selected to address 

the aforementioned gaps in the literature and have been ordered in such a way to provide 

compelling and logical solutions to the research questions outlined above, and thus provide 

valuable information for academics and policymakers alike within the four-step framework.  

Chapter 2 of the thesis has been selected to address the first research sub-question (R1), 

through the identification of the determinants of financial sustainability. As outlined 

previously in the four-step guideline, this is the important first step for policymakers and 

other interested parties interested in improving the efficacy of reform and hence financial 

sustainability. Specifically, in this chapter the effect of an external factor – the method of 

mayoral election – on financial sustainability has been studied. The paper empirically 

estimates the association between the type of mayoral system employed (direct election, 

where the mayor is elected by the constituents within a local government area in periodic 

elections, or indirect election where the mayor is selected from within the ranks of elected 

councillors) and unit expenditure15. 

The empirical examination was supplemented with a discussion of the relevant merits 

associated with directly elected mayors which have been used by proponents to justify 

 
15 That is, the total operating expenditure divided by the total number of properties receiving local 
government services (including residential, business, farms, and mining properties). 
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implementation, as well as a discussion of the problems of direct election often cited by 

opponents. This was required to provide a more holistic understanding of the justifications for 

or against direct election beyond mere pecuniary outcomes. NSW was an ideal milieu for this 

analysis compared to other Australian local government systems because the form of mayoral 

election is largely voluntary, rather than imposed or mandated (with the exception of the City 

of Sydney and (until 2024) Central Darling).  

Building on the results obtained from the previous chapter, Chapter 3 also aims to identify the 

determinants which may significantly affect local government financial sustainability and 

thus provide an answer to the research question R1. Specifically, this chapter focuses on 

measuring the impact of an internal factor – the budgeting process and the accuracy of budget 

estimates created. A six-year panel of all NSW local governments was employed to test the 

association between budget inaccuracy (disaggregated into revenue and expenditure 

accuracy) and the changes in expenditure per assessment (controlling for past performance16). 

In contrast to previous studies from the literature, this analysis used data obtained from 

accounting records, and hence employs a quantitative approach. In a similar vein to Chapter 

2, this analysis was used to determine if deficiencies in the budgeting process (the inaccuracy 

of the budget estimates obtained) had a significant impact on local government expenditure 

levels, which might potentially threaten the long-run financial sustainability of local 

government authorities. 

Chapters 4 and 5 are dedicated to addressing research questions R2 and R3 simultaneously, 

through an examination of previous local government reform programs through 

amalgamation. These chapters encompass the vital second and third steps of reform 

 
16 Controls for past performance were needed to avoid a potential endogeneity problem between the 
measures of inaccuracy and current spending. Following inclusion of a dynamic term, the Hausman test was 
insignificant (p=0.3051>0.05).  
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improvement, namely a detailed analysis of both the processes and the outcomes of reforms, 

made possible through an ex post examination. In particular, an emphasis is placed on 

determining the success (or failure) of individual interventions to achieve financial 

sustainability improvements (outcomes) and the reasons why the individual interventions 

were successful or not (processes). Through this, the efficacy of previous reforms programs 

can be identified.  

For Chapter 4 the focus is on the 2008 Queensland amalgamations. Specifically, the Chapter 

examines the effect of the reforms on the efficiency of the targeted local governments. In 

contrast to the first two analyses, this study does not use regression. Rather non-parametric 

methodologies including intertemporal data envelopment analysis (DEA) and analysis of 

variance (ANOVA) testing are employed to measure efficiency and identify significant 

differences in individual components. For this purpose, eleven years of panel data over the 

period 2003 to 2013 was collected, providing a sufficient window preceding and following 

the amalgamations. The long panel was required to provide insights into the performance 

environment of local governments prior to the reform, and to allow for sufficient time for any 

gains (or losses) from the amalgamation to be realised (which the LGRC stated would take 2 

to 3 years; LGRC, 2007).  

Chapter 5 supplements the insights gained from the preceding analysis, with an in-depth 

analysis of the outcomes arising from the 2016 NSW amalgamation programme, Fit For the 

Future. This additional analysis was important to identify if any lessons resulting from the 

2008 Queensland amalgamations had been learned, and to determine if similar insights could 

be obtained when applied to another disparate jurisdiction and reform program. Difference in 

difference (DID) analyses of the total operating expenditure of affected local governments 

were employed to measure the outcomes of the reforms. Similar DID analyses of the 

disaggregated elements of total expenditure – staff expenditure, materials and contracts 
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expenditure, and ‘other’ expenditure accounting items – were used to determine if the 

processes proposed by amalgamation architects to achieve greater financial sustainability had 

indeed been realised. This approach of also examining the process elements is valuable to the 

scholarly literature and allowed for a better understanding of the cause of any amalgamation 

shortcomings. 

Finally, Chapter 6 has been selected to provide answers to the final research question (R4). 

This is achieved through a focus on the alternatives to local government amalgamation which 

are often proposed when amalgamation plans are deemed unsatisfactory. Indeed, given the 

highly controversial and contested nature of previous amalgamation programs, it is surprising 

that a sufficient consideration of alternative reform instruments has not been conducted. This 

is particularly relevant given that alternatives may potentially represent a more effective 

means of improving financial sustainability, and thus an examination of these instruments 

(rightly) constitutes the essential fourth step needed to determine how local government 

financial sustainability might be improved through reform.  

The most prominent alternative proposed in both the scholarly and grey literatures is shared 

services (Drew, 2020). Thus, in Chapter 6 econometric analysis was employed to determine if 

shared service arrangements are indeed viable alternatives to local government amalgamation 

for enhancing financial sustainability. This was achieved through an examination of whether 

local governments which have shared service arrangements achieve higher efficiency levels 

compared to local governments without such arrangements. For this purpose, a five-year 

panel of data from South Australian local governments was employed to both diversify the 

jurisdictional focus of the thesis and also harness the greater level of financial and non-

financial information about the shared service arrangements available for South Australian 

local governments. In the first stage of the analysis Tobit regression was used to estimate the 

association between efficiency and the presence of any shared service arrangement 
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(represented by an indicator term). To better understand the potential of specific shared 

service arrangements, additional regressions were then conducted on disaggregated service 

categories (such as joint waste management, transport, or ownership of machinery). This 

allowed for a better appreciation of the viability of different shared services arrangements for 

targeting cost savings and hence financial sustainability improvements.  

In order to ensure the robustness of each of the analyses outlined above, supplementary 

analysis has been extensively conducted incorporating additional testing to ensure that model 

assumptions are not violated, alternative model specifications, additional control groups and 

varying panels of data. A collection of these supplementary analysis undertaken to address 

key potential concerns which might be raised can be found in Appendix C of this thesis. 

The positioning of each chapter of the thesis in relation to the central theme of financial 

sustainability and reform, the research sub-questions, as well as the step-by step framework 

outlined above has been summarised in Figure 1.9: 
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Figure 1.9: Scope of Thesis and Position of Articles Within Research Framework

Methodology 

To conduct these analyses, publicly available financial data was sourced from the annual 

reports and audited financial statements of individual councils. This was supplemented by 

data reported by relevant local government agencies such as the individual state grants 

commissions, the Office of Local Government, state treasury corporations and the Australian 

Bureau of Statistics (ABS). The data collected and transformations applied (such as 

aggregation of pre-amalgamation and post-amalgamation records) were largely dependent on 

the unique requirements and nature of each analysis.

In the studies where the efficiency of the local governments was the main indicator of interest

(Chapters 4 and 6), data envelopment analysis (DEA) was employed, rather than stochastic 

frontier analysis (SFA) or regression approaches. DEA is a non-parametric technique, which 
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employs linear programming in order to determine optimal production levels and construct a 

best-practice, or efficient frontier. The efficiency of individual decision-making units (in this 

instance, local governments) is then measured by solving the linear programming problem 

(below) to find the radial distance to the efficient frontier: 

𝑚𝑖𝑛𝜃,𝜆 𝜃, 

𝑠. 𝑡.  −𝑞𝑖 + 𝑄𝜆 ≥ 0 

𝜃𝑥𝑖 − 𝑋𝜆 ≥ 0 

𝐼1′𝜆 = 1 

𝜆 ≥ 0 

 

This choice of approach compared to alternatives was primarily due to the benefits associated 

with DEA. In particular, the lack of a priori functional reform (which can generate heated 

scholarly debate), the ability to incorporate multiple inputs and outputs in the estimation of 

the frontier, and the ability to provide point estimates of efficiency (rather than an average 

function) result in DEA being considered a more suitable approach to measure the efficiency 

of local government entities (Drew, Kortt, and Dollery, 2017). Where necessary 

supplementary DEA models, incorporating bootstrapped and super-efficiency scores were 

employed for the purposes of confirming the validity and robustness of the results. A more 

detailed discussion of the econometric methodology can be found in the relevant chapters. 

With the exception of Chapter 4, regression analysis was also required to identify if 

significant associations exist between variables of interest. The regression model employed in 

each analysis was selected based on the research focus and the characteristics of the 

underlying data. For instance, the use of panel data and favourable Hausman test result 

(which did not identify potential endogeneity problems) provided the impetus for the 

utilisation of a random effects model in Chapter 2 (see model 1 below), whilst the use of a 
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DID model in Chapter 5 was necessary to estimate the impact of a distinct ‘treatment’ or 

‘intervention’ (i.e. the amalgamations) (see model 2 below): 

E𝑖𝑡 = 𝛼𝑖𝑡 + 𝛽1𝑀𝑖𝑡 + 𝛽2𝑋𝑖𝑡 + 𝜇𝑖𝑡         i=1…152      t=1…5        (1) 

𝑌𝑖 = 𝛽0 + 𝛽1 ∙ 𝑝𝑒𝑟𝑖𝑜𝑑𝑖 + 𝛽2 ∙ 𝑡𝑟𝑒𝑎𝑡𝑒𝑑𝑖 + 𝛿 ∙ 𝑝𝑒𝑟𝑖𝑜𝑑𝑖 ∙ 𝑡𝑟𝑒𝑎𝑡𝑒𝑑𝑖 + 𝛾𝑋𝑖 + 𝜀𝑖    (2) 

 

In each analysis, supplementary testing was utilised to identify any potential problems with 

the data such as non-normality, heteroskedasticity, or multicollinearity which could be 

subsequently addressed, and to ensure the robustness and reliability of results.  

The choice of variables employed in each analysis was principally determined through an 

examination of the relevant literature, however adjustments were made based on theoretical 

insights, and the need to account for the unique jurisdictional and contextual requirements of 

each analysis. For example, the variables used to measure efficiency for Chapter 4 were 

chosen based on the suggestions by Da Cruz and Marques (2014) that included a measure of 

labour input and other expenditure (mainly material expenses and other expenses), whilst 

recognising that “the output varied…. in a national context”. This was extended by Drew et 

al. (2015) and Drew and Dollery (2014d) to include the inputs of staff costs, rather than full 

time equivalent staff, and outputs including the number of households, businesses, and road 

length (which has been widened over time to include a measure of other (non-household or 

business) assessments). Relevant control variables for the regression analyses were also 

identified based on the literature, theory, and context. However, common variables included 

in the analyses were: 

• measures of municipal size (population size, density, municipal area);  
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• resident diversity (the percentage of children (under 15), elderly (over 65), proportion 

of residents of Aboriginal and Torres Strait Island descent (ATSI) and from non-

English speaking backgrounds (NESB)); 

• socioeconomic status and disadvantage (measured through the median wage, the 

proportion of individuals receiving a job seeker (Newstart) allowance and proportion 

of individuals receiving disability payments);  

• service quality and/or key expenditure determinants (length of sealed and unsealed 

roads and intergovernmental grant levels); and  

• indicator variables to account for the location of the municipality and/or individual 

years under analysis (Drew and Dollery, 2014d).  

A more detailed discussion of the data utilised, econometric model employed, supplementary 

robustness testing, as well as a justification for the model selected can be obtained by 

consulting the methodology section of the relevant chapters. A summary of the key results 

arising from these econometric analyses will be discussed in the next section. 

 

 

Summary of the Research Findings 
 

As a result of the analyses contained within this thesis, a number of important lessons for 

public policymakers, scholars and local government authorities alike has been identified. 

Whilst the policy prescriptions raised will undoubtedly be useful for the improvement of the 

design and implementation of future reform programs, the analyses also raise a number of 

areas which will require additional scholarly attention. 
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However, before discussing the general contributions and policy recommendations arising 

from this research, it is first useful to summarise the key findings in each chapter. 

 

Chapter 2- The Price of Populism: The Association Between Directly Elected 

Mayors and Unit Expenditure in Local Government   

 

This Chapter examined the determinants of financial sustainability through an analysis of the 

association between the direct election of mayors and unit expenditure in local government. 

Results obtained indicate a statistically significant and materially higher level of expenditure 

for local governments with directly elected mayors, in the order of thirteen and a half percent 

across both rural and urban local governments with DEM models. The increased unit cost 

potentially results from transforming local government funds into a form of political capital 

(to please residents and increase chances of re-election) or alternatively through enhanced 

advocacy enabling the DEM to lobby higher levels of government for greater financial 

support through grant allocations. Whilst this may generate tangible benefits for the local 

government residents, it may also pose a possible threat to financial sustainability if 

expenditures are not fully funded through increased revenue.  

  

Chapter 3- The Association Between Budget Inaccuracy and Efficiency in 

Local Government   

 

Chapter 3 also explored the determinants of local government financial sustainability, 

through an examination of the relationship between internal processes (budgeting) and 

technical efficiency levels. The results suggested a positive association between expenditure 

inaccuracy and unit cost (and hence a negative association with technical efficiency). That is, 

for every 1% increase in expenditure inaccuracy, ceteris paribus, expenditure per assessment 
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was found to rise by approximately 0.61% on average (lowering technical efficiency). 

Supplementary testing revealed that unintentional errors resulting from factors largely beyond 

the control of local governments were primarily responsible for the deviations. In particular, 

both the receipt of additional (and unexpected) grants from higher tiers of government, as 

well as additional work mandated by a higher level of government reduced technical 

efficiency in a material sense. Similar to the previous chapter, while these additional grants 

and mandated work may result in benefits to local ratepayers, if sufficient remuneration is not 

received a clear threat to financial sustainability can arise. It is also possible that intentional 

manipulation (such as the creation of budget slack) may have caused deviations in some 

cases, although poor quality of budget input data and methodology might also be a valid 

explanation for observed associations. The results from this study not only highlight the 

importance of accurate budgeting, but also bring to stark relief the interaction between 

external and internal determinants of financial sustainability. 

 

Chapter 4- Do Municipal Mergers Improve Technical Efficiency? An 

Empirical Analysis of the 2008 Queensland Municipal Merger Program 

 
Chapter 4 examined the efficacy of local government reforms for improving financial 

sustainability with reference to the 2008 Queensland amalgamation program. Empirical 

results confirm the failure of the reform program to achieve technical efficiency 

improvements – indeed, efficiency deteriorated further for amalgamated entities (thus 

potentially worsening their ability to achieve financial sustainability). Although the cohort of 

local governments selected for amalgamation experienced a decline in efficiency prior to 

amalgamation, this was also the case for the non-amalgamated cohort. Moreover, at the time 

of amalgamation the two cohorts had almost identical results in terms of technical efficiency 
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(no statistically significant differences). Indeed, these results raise questions regarding why 

particular local governments were chosen for amalgamation in the first place. Whilst 

efficiency initially improved following amalgamation it quickly began to decline from 2010 

onwards. Because the non-amalgamated cohort experienced efficiency improvements during 

this time, a statistically significant difference in efficiency levels emerged in favour of non-

amalgamated local governments. Analysis of Variance (ANOVA) testing revealed declining 

performance could be attributed to a failure to realise reductions in staff and capital 

expenditure following the reforms. These results are concerning, given a preference by 

policymakers to target financial sustainability improvements through amalgamation, and may 

suggest a need for policymakers to reconsider the application of such reform programs 

(although it should be recognised that amalgamation can, and has, been undertaken to achieve 

different objectives). 

 

Chapter 5- Do Amalgamations Make a Difference? What we can Learn from 

Evaluating the Policy Success of a Large Scale Forced Amalgamation of Local 

Government  

 

Chapter 5 provided a supplement to the results obtained in Chapter 4, by examining the 

efficacy of the more recent 2016 NSW Fit For the Future reforms, also aimed at improving 

financial sustainability. The results of this analysis confirmed the failure of the forced 

amalgamation programme to achieve improvements in local government financial 

sustainability through reductions in unit cost. Indeed, as the difference-in-difference analysis 

indicated, the total operating expenditure for amalgamated entities instead rose by 11.2% 

(increasing to 17% when controls for the urbanity of the local government were included) 

following the amalgamations, hindering the ability of these local governments to become 

sustainable. A closer examination of the processes of the reforms suggests that this 
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disappointing result was primarily due to an inability to realise savings resulting from the 

rationalisation of staff numbers (and hence staff expenditure levels), although expected 

savings in materials and contracts expenses, and back-office functions (other expenditures) 

also did not materialise. Thus, according to the programmatic lens, by examining both the 

processes and outcomes involved with the amalgamations, the NSW Fit For the Future 

reforms cannot be considered successful. These results support the policy outcomes which 

were obtained in Chapter 4, and suggest a need for policymakers to consider methods to 

ensure that the desired processes can indeed be achieved if amalgamation will continue to be 

used as a preferred policy instrument. 

 

 

 

Chapter 6- Is a Problem Shared a Problem Halved? Shared Services and 

Municipal Efficiency 

 

Given the demonstrated failure of previous structural reform programs to generate 

improvements in financial sustainability, Chapter 6 examined the viability of alternatives to 

local government amalgamation. Specifically, an empirical analysis was conducted to 

identify the main rival to amalgamation – shared services.  Shared services are a much-lauded 

alternative to amalgamation prominently discussed in both the scholarly and grey literatures, 

but rarely subjected to robust empirical estimations. The regressions conducted in Chapter 6 

indicate that shared service arrangements are associated with significant reductions, rather 

than gains, in efficiency. On average, local governments which operated shared service 

arrangements had technical efficiency levels which were approximately 0.08 points lower 

(mean 0.876) compared with local governments that did not conduct shared services. 

Disaggregated results reveal that unfavourable outcomes are particularly likely for functions 
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related to waste management, flood protection and procurement. The results suggest that 

shared service arrangements may not be suitable alternative reform instruments for 

policymakers to consider if financial sustainability or efficiency improvements are the main 

objective. However, similar to amalgamation, it is important to recognise that shared service 

arrangements may be established for other reasons. 

 

Contributions and Policy Implications 
 

As stated earlier in the ‘Research Questions’ section, this thesis aims to provide answers to 

one of the key challenges confronting the local government sector internationally: How can 

policymakers improve local government financial sustainability through reform?  

To do this, with reference to the existing literature, four sub-questions were identified, which 

are more easily addressed through econometric analysis: 

R1: What are the determinants of financial sustainability? 

R2: Has the previous reform process been implemented successfully? 

R3: Have previous reform programs been successful in achieving their stated outcomes? 

R4: Are alternative reform instruments more efficacious for addressing financial 
sustainability concerns? 

 

The research contained within this thesis provides valuable answers to each of these sub-

questions. With regards to R1, Chapters 2 and 3 identified the importance of political 

structures and the internal budgeting process as significant determinants of financial 

performance and hence sustainability. For questions R2 and R3, the problems/challenges 

which arose during the implementation of previous amalgamation programs (such as a 
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reticence to reduce staff numbers) which restricted their ability to achieve their stated 

outcomes was identified in Chapters 4 and 5. Finally, for R4, the association between shared 

service arrangement and significantly higher unit expenditure identified in Chapter 6 suggests 

that they do not represent a more efficacious alternative for addressing financial sustainability 

concerns. 

However, it is important to recognise that a comprehensive and definitive solution to local 

government financial sustainability problems cannot be obtained in a single thesis. Rather, 

the research undertaken has been selected to supplement the extant knowledge on local 

government financial sustainability, so that new insights may be identified. Consequently, as 

a result of this research, this thesis has made four notable contributions to the extant academic 

and political understanding of financial sustainability. These contributions may then be used 

as the basis for policy implications and recommendations which are needed to improve future 

reforms. These contributions and policy implications have been summarised below: 

Importance of Challenging Preconceived Notions  
 

The first contribution arising from this thesis is the importance of ensuring that preconceived 

notions about local government financial sustainability are subject to robust empirical 

scrutiny before being utilised as a basis for decision making. This is important because as the 

research revealed: (i) factors which had previously not been considered to have significant 

implications for financial sustainability (the method of mayoral election, and the internal 

budgeting process) are indeed associated with higher spending and lower technical 

efficiency; (ii) amalgamations which have been widely considered by policymakers as an 

effective policy instrument to address waning financial sustainability have indeed led to a 

further deterioration in financial performance (for the cases examined); and (iii) shared 
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service arrangements which had previously been lauded as a viable alternative to local 

government amalgamation are similarly unlikely to achieve successful outcomes.  

Had such analyses not been undertaken, local government reform architects may have 

continued to rely on these incorrect presumptions, leading to more ineffective policy 

interventions, and likely causing further deterioration to financial sustainability. Now that this 

evidence has been bought to light, reform architects can ensure that this evidence is taken into 

account in the design of future reform programmes.  This further highlights the importance of 

consulting with both consulting firms as well as local government experts in academia, to 

ensure that the forecasted outcomes are indeed empirically defensible and free from external 

interference (Drew and Grant, 2017; Dollery and Drew, 2017). 

Importance of Internal Factors 
 

The second contribution relates to the importance of internal determinants of financial 

sustainability, and the need for decision-makers to give greater consideration to the internal 

factors when designing policies aimed at improving sustainability. As Chapter 3 indicated 

internal factors, such as budgeting decisions, can also have a significant effect on the 

financial performance of local government entities. Somewhat surprisingly these factors have 

hitherto largely been ignored in previous studies, and in the design of previous reform 

programmes. Instead, there has been an overwhelming focus on external determinants, 

particularly local government size and associated economies of scale. This is surprising given 

the potential for internal processes to be more directly controlled by local government 

decision-makers, potentially representing relatively less disruptive avenues for targeting 

sustainability improvements (although this is not always the case).  

Thus, a higher reliance on reforms targeting these factors, in collaboration with local 

government authorities, may prove more efficacious as a remedy to existing financial 
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sustainability problems. However, similar to the preceding point, robust empirical analysis 

should be conducted prior to implementation. 

Importance of the Reform Process for Achieving Successful Outcomes  
 

The third major contribution to the extant knowledge relates to the importance of the reform 

process for achieving successful outcomes. In particular the results from the analyses suggest 

a need for greater financial discipline in the implementation of local government reform. This 

is because evidence from Queensland and NSW Fit For the Future reforms revealed a 

tendency for spending to accelerate immediately preceding and following the reforms.  

Moreover, the necessary processes needed to reduce local government spending following 

reform were largely not undertaken. These actions may be seen as key contributing factors 

for the failure of the reforms to achieve their intended improvements to financial 

sustainability.  

Future reform programs aimed at improving financial sustainability should involve greater 

collaboration between reform administrators, local government decision-makers, reform 

architects and the affected communities to help ensure that the intended outcomes of reform 

(final causes; see Drew, 2021). This should help ensure that decision makers act in a manner 

consistent with the assumptions of reform architects and that the assumptions are reasonable 

and achievable (Drew, 2021). Without this discipline it is difficult to see how local 

government reform – regardless of the level of planning, expert advice and empirical 

evidence involved – can hope to achieve optimal financial sustainability outcomes. This 

recommendation is not restricted to amalgamation programs but should also apply to any 

reform instrument considered by policymakers. 

Importance of non-conventional methods of reform 
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The final major contribution from this research relates to the importance of non-conventional 

methods of local government reform to target sustainability improvements. As Chapters 4, 

and 5 reveal, existing amalgamation programs have been largely unsuccessful in achieving 

this objective. Given the prominence of structural reform as the dominant policy instrument 

in Australia, this is particularly concerning. However, as stated earlier in this thesis, 

amalgamation is not the only reform instrument available to policymakers. Alternatives such 

as jurisdictional reforms, functional reforms, financial reforms, and internal governance and 

management reforms can all be further developed and employed. Given that political 

structures and budgetary processes were identified as a significant determinant of 

expenditure, a further exploration of non-conventional internal governance and management 

reforms may be warranted. 

Through the use of alternative methods of local government reform, it may be possible to 

achieve improvements to financial sustainability and hence greater policy success. However, 

as Chapter 6 reveals, caution should be given to the use of shared service arrangements as an 

alternative for improving financial sustainability, given the evidence that it can also 

potentially lead to increased, rather than reduced, costs.  

 

 

 

Avenues for Future Research 
 

Although the analyses contained within this thesis have shed light on some previously 

unexplored facets of local government financial sustainability, they have also raised a number 

of areas which require further exploration before definitive conclusions can be obtained.  
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The first avenue relates to the need for greater scholarly attention to be given to examining 

the internal determinants of financial sustainability. This thesis has highlighted just one 

factor, in the form of the internal budgeting processes (budget inaccuracy), identifying a 

significant association with financial performance. Other analyses may prove useful in 

shedding light on previously unconsidered internal factors, supplementing the extant 

scholarly literature which is primarily directed towards an identification of external 

determinants. Through the discovery of additional internal and external determinants of 

financial sustainability, it may be possible to implement alternative policy interventions 

which more effectively target internal factors and hence increase the likelihood of successful 

outcomes being realised. 

The second avenue for future research relates to the need to consider and measure the 

efficacy of any alternative policy interventions identified for improving financial 

sustainability. As suggested in the previous section such instruments may provide more 

viable alternatives to amalgamation, however before being used in future reforms it is 

important to ensure that robust empirical analysis is undertaken. This should ensure that 

policymakers are aware of the efficacy of individual policy instruments, and any potential 

problems which may be encountered in the planning and implementation stages so that they 

may be addressed. Given that shared service arrangements do not appear to be a viable 

alternative, future research might instead focus on the desirability of internal governance and 

management reforms, such as the use of bi-cameral sortition arrangements (for more 

information see Drew, 2020). 

Finally, to supplement the empirical analyses contained above, some consideration might be 

given to the use of qualitative analysis of reform outcomes. This may be useful in uncovering 

the reasons behind the unsuccessful outcomes observed above which cannot be sufficiently 

identified through quantitative methods. Examples may include potential problems related to 
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community resistance to reforms, political opposition, and resistance to change which may 

have reduced the efficacy of individual reform programmes, but which can be difficult to 

elicit through the use of quantitative research. Through the completion of supplementary 

qualitative analysis, it may be possible to identify these problems and ensure that they can be 

addressed in future reform programs.  Analyses of this kind may also be important to ensure 

that the pursuit of financial sustainability does not lead to any negative consequences for 

other areas of local government performance such as representativeness, equity and 

autonomy. 

 

Conclusion 
 

Concerns regarding the declining financial sustainability of local governments internationally 

has led to a greater reliance on reform programmes to improve financial sustainability. As 

this thesis has illustrated, in order to ensure that local government reform is indeed 

efficacious, it is important to have an understanding of the factors which can aid or hinder 

sustainability, the processes and outcomes of previous reform programs (and any problems 

encountered), and the potential of alternative reform instruments. Through the five analyses 

contained within this thesis several factors which are significantly associated with local 

government expenditure and efficiency – including the mode of mayoral election and the 

internal budgeting process – have been identified. Moreover, the inability of recent Australian 

amalgamation programmes to target sustainability improvements, and similar inability of 

shared service arrangements to improve financial performance are now evident. The next 

challenge for academics and policymakers alike will be to build on this knowledge base, to 

identify more comprehensive and efficacious methods by which financial sustainability 

improvements may be achieved through reform. 
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If this extension to the reform ‘toolkit’ is achieved, then it may be possible for policymakers 

to be able to select more suitable policy instruments tailored to the specific financial 

problems identified and the unique nature of individual local governments. Moreover, if 

implemented in conjunction with sufficient and robust empirical analysis, detailed planning, 

and consultation with a range of industry experts and community representatives, it might be 

possible to achieve important improvements to financial position without jeopardising the 

capacity of local governments to provide the services communities currently require and will 

also need in the future.  
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Appendix B: Glossary of Terms

ABS: Australian Bureau of Statistics

ACT: Australian Capital Territory.

ALP: Australian Labour Party

ANOVA: Analysis of Variance (econometric test)

ATSI: Aboriginal and Torres Strait Islander, Australia’s indigenous people

COFOG: Classification of the Functions of Government

CPA: Comprehensive Performing Assessment

DEA: Data Envelopment Analysis (econometric model)

DEM: Directly elected mayors

DID: Difference-in-difference (econometric model)

FFTF: Fit for the Future reform program 

FSR: Financial Sustainability Ratios

IPART: Independent Pricing and Regulatory Tribunal

IV: Instrumental Variables (econometric model)

LGAQ: Local Government Association of Queensland

LGNSW: Local Government New South Wales

LGRC: Local Government Reform Commission

LNP: Liberal National Party

NESB: Non-English Speaking Background

Newstart Allowance: Australian unemployment payments

NSW: New South Wales

NT: Northern Territory

OECD: Organisation for Economic Cooperation and Development

OLG: Office of Local Government

QLD: Queensland, state of Australia
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QTC: Queensland Treasury Corporation

SA: South Australia

SFA: Stochastic Frontier Analysis

SSS: Size, shape and sustainability program

SUR: Seemingly unrelated regression (econometric model)

TAS: Tasmania, state of Australia

TCorp: NSW Treasury Corporation

TELs: Taxation and expenditure limitations

VIC: Victoria, state of Australia

WA: Western Australia
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Appendix C: Supplementary Analysis for the Studies Undertaken

Given the constraints typically imposed to the word limits or depth of analysis in the 

publication process it is very common for supplementary modelling to be excluded from the 

finished manuscript or included as an appendix item. In order to demonstrate the robustness 

of the econometric models and to build on the original results presented, these additional

models will be presented here. A short description of each model, and its relation to the 

original results will be presented hereafter.

Supplementary models for Chapter 2: The Price of Populism: The 

Association between Directly Elected Mayors and Unit Expenditure in Local 

Government

The results given in Chapter 2, employing random effects modelling, suggest that directly 

elected mayors (DEMs) were associated with significantly higher spending, in the order of 

13% for urban and rural local governments. While these results were confirmed to be 

unbiased, one potential concern may arise about whether the same of local governments with 

DEMs and indirectly elected mayors are sufficiently similar to enable a fair comparison. If 

the two groups are dissimilar in terms of external characteristics it may lead to unreliable 

results for the variable of interest. One prominent method which is used to address this, and 

ensure the robustness of the results obtained, is the use of propensity score matching 

estimators. Developed in a seminal paper by Rosenbaum and Rubin (1983), and refined by 

Imbens and Rubin (2015) and Abadie and Imbens (2015) the method uses the select 

characteristics of the local governments in the sample to measure the probability of a local 

government having a DEM or not (the propensity score). The regression is then conducted by 

matching each local government with a DEM to its counterpart(s) with indirect election 

which have the most similar propensity scores. In essence, this restricts the sample to ensure 
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that the local governments compared are those with relatively similar characteristics. The 

results from this model for the variable of interest can be seen in Table A1.

Table A1: Robustness Analysis of the Effect of DEMs on Operating Expenditure; 
Propensity Score Matching Estimators

Entire State Urban Rural Regional
1 Match

Mayor 0.1164**
(0.0280)

0.1275**
(0.0356)

0.0922*
(0.0367)

-0.1083+
(0.0626)

2 Matches
Mayor 0.1335**

(0.0237)
0.1397**
(0.0345)

0.0873*
(0.0338)

-0.1358*
(0.0569)

+ p<0.1 *p<0.05 **p<0.01 
(Abadie-Imbens robust standard errors provided in parentheses)

Although the magnitude of the coefficients attunes slightly, the results are largely comparable 

with those obtained in the original model. That is, directly elected mayors are associated with 

significantly higher spending, ceteris paribus. In this model, when a single match is used the 

spending is approximately 11% higher overall, 13% higher for urban local governments and 

9% higher for rural local governments on average. The model with two matches used 

produces similar results. Of note is the increase in the significance of the DEM indicator 

variable at the 1% and 5% level (from 5% and 10% respectively in the random effects 

model). This serves to further strengthen and validate the arguments made in the original 

analysis (Chapter 2), and demonstrate the robustness of the results against alternative 

specifications.

It must also be noted that the coefficient for the regional local government cohort is now 

significant (at the 10% level- one match, and 5% level- 2 matches). Although this deviates 

from the original model, it further supports the idea that the heterogeneity between regional 

local governments may be a driving cause of the different effects of DEMs on spending. 
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Given that this model suggests the potential for savings, further analysis may provide useful 

information for public policymakers.

Supplementary models for Chapter 4: Do Municipal Mergers Improve 

Technical Efficiency? An Empirical Analysis of the 2008 Queensland 

Municipal Merger Program

As Chapters 3 and 4 demonstrated is important to measure the short-term outcomes of 

reform, and ensure that the processes necessary to achieve intended savings are being 

implemented. However, it is equally important to measure the outcomes of reform over a 

longer period of time, given that some of the intended sources of savings such as employee 

savings and benefits from economies of scale will take time to materialise. Given that 

sufficient time has now passed since the 2008 Queensland reforms, the long-term impacts of 

the policy on the efficiency of the affected local governments can now be examined.

To do this the original 4-year post-reform analysis has extended to incorporate a longer panel 

of data. To avoid conflating the result with the impact of the Covid-19 pandemic, the sample 

has been restricted to 2020. Using the same specification as the model presented in Chapter 3, 

the extended model is presented in Table A2 and Figure A1 below:

Table A2: Summary statistics for the DEA Analysis of Queensland local governments 
2004–2020

Mean
(standard deviation)

Median
(interquartile range)

ANOVA results
(Mann-Whitney)

Year Amalgamated Non-
Amalgamated

Amalgamated Non-
Amalgamated

p-value

2004 0.876
(0.124)

0.834
(0.159)

0.893
(0.151)

0.884
(0.305)

0.278
(0.596)

2005 0.848
(0.136)

0.834
(0.153)

0.886
(0.201)

0.878
(0.274)

0.719
(0.976)

2006 0.816
(0.147)

0.825
(0.165)

0.828
(0.253)

0.869
(0.278)

0.847
(0.728)

2007 0.760
(0.189)

0.755
(0.182)

0.786
(0.303)

0.737
(0.286)

0.929
(0.920)
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2008 0.742
(0.213)

0.740
(0.194)

0.748
(0.408)

0.720
(0.235)

0.968
(0.984)

2009 0.773
(0.151)

0.761
(0.172)

0.743
(0.210)

0.781
(0.216)

0.790
(0.992)

2010 0.785
(0.134)

0.786
(0.155)

0.799
(0.177)

0.794
(0.265)

0.968
(0.984)

2011 0.763
(0.153)

0.819
(0.133)

0.750
(0.147)

0.849
(0.208)

0.159
(0.180)

2012 0.747
(0.168)

0.821
(0.132)

0.740
(0.178)

0.818
(0.202)

0.082+
(0.080+)

2013 0.745
(0.154)

0.800
(0.158)

0.731
(0.282)

0.779
(0.193)

0.190
(0.210)

2014 0.738
(0.139)

0.815
(0.177)

0.733
(0.192)

0.812
(0.240)

0.076+
(0.077+)

2015 0.759
(0.169)

0.826
(0.184)

0.734
(0.285)

0.871
(0.218)

0.157
(0.289)

2016 0.766
(0.143)

0.855
(0.180)

0.757
(0.216)

0.883
(0.315)

0.045*
(0.419*)

2017 0.732
(0.164)

0.830
(0.186)

0.695
(0.235)

0.853
(0.313)

0.040*
(0.045*)

2018 0.733
(0.166)

0.812
(0.191)

0.696
(0.314)

0.863
(0.321)

0.101
(0.130)

2019 0.724
(0.171)

0.774
(0.193)

0.671
(0.270)

0.744
(0.311)

0.315
(0.222)

2020 0.708
(0.165)

0.730
(0.195)

0.671
(0.239)

0.738
(0.300)

0.657
(0.587)

Figure A1: Median Efficiency of Queensland Local Governments 2004–2020

0.6

0.65

0.7

0.75

0.8

0.85

0.9

0.95

2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

Amalgamated Non-Amalgamated



201

We can see from this table and figure that the gap between the non-amalgamated and 

amalgamated local governments further widened until 2017, becoming statistically significant 

at the 5% level. As the non-amalgamated local governments performed better during this 

period, it seems that there is evidence to question the effectiveness of the amalgamations for 

improving performance. Notably, the worsening performance also occurred beyond the 

expiration of the moratorium on employee terminations, where large reductions in employee 

expenses were predicted. This suggests that reform architects may need to consider the 

practicality of staff reductions, or to take measures in collaboration with the amalgamated 

local governments to ensure that the planned processes actually occur. However, before this 

can be conclusively stated, it is important to look closer at the reforms, most likely using 

survey data or interviews, to identify exactly why the improvements in efficiency did not 

materialise. Although the gap has narrowed in the last three years of the sample, the 

amalgamated local governments have continued to follow a downward trend in efficiency.

In addition, one concern which may be raised with the original model relates to the effect of 

external influences beyond the control of the amalgamated local governments. The most 

notable include the effect of the business cycle on local government performance, and 

external market conditions, including total factor productivity. To ensure that the results 

obtained in Chapter 4 are not biased as a result of these external market conditions, additional 

data was collected and analysed against the calculated efficiency scores. The correlations 

levels between efficiency, economic growth (a key indicator of the business cycle) and total 

factor productivity is given in Table A3, whilst a graphic description is presented in Figures 

A2 and A3.



202

Table A3: Correlation Between Efficiency and External Factors 

Average 
Efficiency

Median 
Efficiency

GDP 
Growth (%)

TFP

Average 
Efficiency

1.0000

Median 
Efficiency

0.9695**
(0.000)

1.0000

GDP Growth 
(%)

0.2318
(0.5484)

0.3329
(0.3814)

1.0000

TFP 0.1928
(0.6193)

0.1404
(0.7187)

0.3830
(0.3089)

1.0000

(p-values in parentheses)

Figure A2: Changes in Efficiency Relative to Economic (GDP) Growth, 2004-12
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Figure A3: Changes in Efficiency Relative to Total Factor Productivity, 2004-12

From these supplementary tests we can see that there is no significant association between 

either the average or median efficiency scores and these external market factors. As a result 

we can be reasonably assured in the validity of the results obtained in Chapter 4.

Supplementary models for Chapter 5: Do Amalgamations Make a 
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The results obtained in Chapter 5 use leading econometric analytical techniques, through the 

use of difference-in-difference (DID) estimators. It is notable that this approach has been 
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amalgamation through legal action were selected as they were expected to have similar pre-

reform attributes (thus justifying their initial section for reform). 

A popular alternative control group which has been applied in the literature on public policy 

outcomes is the synthetic control method (SCM) which may be attributed to the efforts of 

authors such as Abadie and Gardeazabal (2003) and Abadie et al. (2010). This approach 

combines attributes of the propensity score matching and DID model to estimate the effect of 

reform. It does this by using a weighted combination of potential controls (in this case all 

local governments in the state) to create a synthetic local government which is similar in 

characteristics to the amalgamated local government. Following this, the DID estimator is 

then applied to the amalgamated local governments and the synthetic control group.

By applying this method to the same data and model specification used in Chapter 5, it will 

be possible to see if the results are biased as a result of the particular control group selected, 

and thus provide an excellent opportunity to verify the robustness of the results obtained. The 

weights used to generate the synthetic controls, and the results obtained from the SCM model 

are presented in Tables A4 and A5:

Table A4: Local Governments Used to Make Synthetic Controls

Amalgamated local government Non-Amalgamated 
reference group

Weights

Armidale Regional Council Byron
Carrathool
Central Darling
Coonamble
Kempsey
Singleton
Sydney
Tamworth
Wagga Wagga

0.159
0.081
0.122
0.005
0.028
0.052
0.006
0.336
0.210

Bayside Council Burwood
Canada Bay
Fairfield
Lake Macquarie
Randwick

0.035
0.310
0.274
0.207
0.167
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Shellharbour 0.008
Canterbury-Bankstown Council Blacktown

Fairfield
Ku-ring-gai
Sutherland

0.066
0.707
0.012
0.215

Central Coast Council Blacktown
Lake Macquarie
Shoalhaven

0.043
0.894
0.063

Cootamundra-Gundagai Regional 
Council

Berrigan
Cobar
Cowra
Greater Hume
Gwydir
Lake Macquarie
Shoalhaven 
Temora
Weddin
Yass Valley

0.144
0.035
0.309
0.016
0.102
0.090
0.025
0.177
0.070
0.033

Dubbo Regional Council Blacktown
Brewarrina
Moree Plains
Narromine
Tamworth

0.066
0.051
0.078
0.115
0.691

Edward River Council Clarence
Forbes
Glenn Innes
Hay
Lockhart
Muswellbrook
Tenterfield
Upper Lachlan

0.033
0.092
0.058
0.087
0.078
0.126
0.086
0.439

Federation Council Berrigan
Fairfield
Port Macquarie
Upper Lachlan

0.455
0.073
0.044
0.428

Georges River Council Burwood
Canada Bay
Fairfield
Ku-ring-gai
Sutherland
Sydney

0.186
0.117
0.029
0.100
0.280
0.026

Hilltops Council Berrigan
Bland
Greater Hume
Inverell
Lake Macquarie
Shoalhaven 
Upper Lachlan 
Wollongong

0.023
0.412
0.211
0.009
0.034
0.235
0.074
0.002

Inner West Council Blacktown 0.224
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Fairfield
Newcastle
North Sydney
Randwick
Sydney

0.073
0.220
0.244
0.219
0.020

MidCoast Council Clarence
Shoalhaven

0.425
0.575

Murray River Council Berrigan
Bland
Lachlan
Port Macquarie
Upper Lachlan

0.324
0.475
0.007
0.152
0.042

Murrumbidgee Council Carrathool
Coonamble
Junee
Narromine
Weddin

0.391
0.076
0.227
0.160
0.147

Northern Beaches Council Ku-ring-gai
Sutherland
Sydney

0.356
0.591
0.053

Queanbeyan-Palerang Regional 
Council

Cobar
North Sydney
Singleton
Sutherland
Wagga Wagga

0.199
0.280
0.133
0.020
0.368

Snowy Monaro Regional Council Bega
Bland
Carrathool
Ku-ring-gai
Tamworth

0.312
0.241
0.117
0.189
0.141

Snowy Valleys Council Berrigan
Cobar
Greater Hume
Hay
Muswellbrook
Shoalhaven 
Temora
Upper Lachlan 
Weddin

0.229
0.145
0.129
0.075
0.148
0.221
0.028
0.011
0.014
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Table A5: Hypothesis Testing of Difference Between Actual Unit Expenditure and 
Synthetic Counterfactual

Mean
(standard error)

Difference
(standard 

error)
Period Actual Results Synthetic Control
Before amalgamation 1.372

(0.044)
1.335

(0.041)
0.037

(0.024)
After amalgamation 1.504

(0.052)
1.423

(0.043)
0.081**
(0.023)

Although the value of the DID estimator in the synthetic control model is slightly lower 

compared to the original DID model (8% compared to 11% respectively), the high statistical 

significance is maintained. Moreover, the magnitude is not much different from the 

coefficients obtained in the nearest neighbour (9%) and propensity score (10%) matching 

methods also presented in Chapter 5. Consequently, it can be inferred that the choice of 

control group in this analysis does not exert a sufficiently large undue influence on the results 

obtained, and hence the results obtained in Chapter 5, and associated conclusion can be 

considered reliable.

Supplementary Models for Chapter 6: Is a Problem Shared a Problem 

Halved? Shared Services and Municipal Efficiency

The fixed effects Tobit modelling in Chapter 6 provides evidence that shared services are 

associated with lower efficiency levels, ceteris paribus. However, whilst this model can 

provide point estimates of the effect on efficiency, it does not provide much information 

about the effect of shared service arrangements over time. While it may be possible that 

shared services have a detrimental impact on local government performance at first, this may 

be reversed in subsequent years. In order to identify whether this is the case, supplementary 

analysis using the local projection method, applied by scholars such as Jordà (2005) and later 
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Jordà and Taylor (2016), was conducted. This technique uses the lags of the explanatory 

variable in order to forecast the expected impact of a policy (or other variable of interest) in 

future periods. When applied to the data used in Chapter 6, the expected impact of shared 

services can easily be seen. The results from the local projection method are provided in 

Table A6 and Figure A4 and A5 (the analyses for the disaggregated service categories 

yielded similar graphs).

Table A6: Supplementary Regression Using Local Projection Modelling

(1)
Year 1

(2)
Year 2

(3)
Year 3

(4)
Year 4

Original 
Results

Linear Model
Shared 
Services

-0.089
(0.079)

-0.094
(0.060)

-0.072+
(0.047)

-0.062*
(0.039)

-0.068*
(0.033)

Quadratic Model
Shared 
Services

-0.110
(0.077)

-0.114
(0.059)

-0.094*
(0.046)

-0.083*
(0.038)

-0.085**
(0.032)

Disaggregated Model
Shared Waste -0.104

(0.103)
-0.106
(0.078)

-0.094+
(0.061)

-0.079+
(0.051)

-0.082*
(0.043)

Shared Water -0.194
(0.199)

-0.147
(0.142)

-0.136
(0.110)

-0.132
(0.091)

-0.073
(0.067)

Shared Health 0.063
(0.162)

0.070
(0.126)

0.079
(0.098)

0.084
(0.082)

0.103
(0.071)

Shared Flood -0.101
(0.109)

-0.100
(0.083)

-0.087+
(0.065)

-0.089+
(0.055)

-0.093*
(0.047)

Shared 
Transport

-0.221
(0.142)

-0.041
(0.109)

0.005
(0.084)

0.019
(0.071)

0.049
(0.061)

Shared 
Cemetery

-0.078
(0.185)

-0.086
(0.144)

-0.095
(0.114)

-0.088
(0.095)

-0.086
(0.083)

Shared 
Equipment

0.103
(0.121)

0.079
(0.093)

0.087
(0.073)

0.109
(0.061)

0.074
(0.054)

Shared 
Procurement

-0.077
(0.279)

-0.117
(0.122)

-0.104
(0.092)

-0.094+
(0.077)

-0.120+
(0.066)

Bootstrapped Model
Shared Waste -0.084

(0.051)
-0.083*
(0.036)

-0.068*
(0.030)

-0.058*
(0.026)

-0.053*
(0.023)

Shared Water -0.100
(0.098)

-0.071
(0.065)

-0.072
(0.054)

-0.069
(0.047)

-0.043
(0.036)

Shared Health 0.053
(0.080)

0.047
(0.058)

0.036
(0.049)

0.036
(0.042)

0.039
(0.038)
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Shared Flood -0.088
(0.054)

-0.095*
(0.038)

-0.078*
(0.032)

-0.075**
(0.028)

-0.076**
(0.025)

Shared 
Transport

-0.003
(0.070)

-0.008
(0.050)

-0.003
(0.041)

-0.030
(0.036)

-0.026
(0.032)

Shared 
Cemetery

0.002
(0.091)

-0.012
(0.066)

-0.028
(0.056)

-0.024
(0.049)

-0.026
(0.044)

Shared 
Equipment

0.022
(0.060)

0.010
(0.042)

0.018
(0.035)

0.030
(0.031)

0.014
(0.029)

Shared 
Procurement

-0.040
(0.138)

-0.074
(0.056)

-0.067+
(0.045)

-0.067*
(0.039)

-0.083*
(0.035)

Figure A4: Evolution of Impacts from Shared Service Arrangements
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Figure A5: Evolution of Impacts from Shared Service Arrangements_ Quadratic 
Model

The sign of the estimated impact of shared service arrangements in the local projection 

method remains consistent with the original model in Chapter 6, and the significance of the 

association strengthens over time. As such this supports the robustness of the model and the 

conclusions which were obtained from it in Chapter 6. Although it appears that the higher 

costs do appear to be reducing over time, this will need to be verified through additional 

analysis over a much longer panel of data.
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