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Appendix 3G 

Further Perspectives on the Financial Benefits 
of Local Government Amalgamations 

 

 

Appendix 3G has five sections which support the section in Chapter 3 on estimates of the 

financial benefits of local government amalgamations.  The first section further examines the 

KPMG estimates that savings of up to $845 million per annum could be achieved in NSW 

through local government amalgamations.  This first section also includes a critique of the 

KPMG estimates by Judith McNeill.  The second section presents a Darwinian survival 

perspective to the debate on the preferred sizes of local governments.  The third section briefly 

discusses the self-limiting effect whereby the strength of the argument in favour of local 

government amalgamations must in some senses diminish with each successfully achieved 

amalgamation.  The fourth section, in Table 3G-3, provides a compilation of extracts from 113 

Australian and international literature sources which provide valuable insights on the local 

government amalgamation debate generally and which appear to provide important lessons for 

this current study. 

 
 
KPMG's Financial Benefit Estimates 
 
Consultants KPMG  explored four local government amalgamation options, and establishes 

estimates of cost savings possible through each of these options, in a 1998 report prepared for 

the Property Council of NSW.  Table 3G-1 below summarises the key findings in this report, 

where savings estimates are based on 1995-96 data. 

 

Table 3G-1:  KPMG (1998) Estimates of Cost Savings Possible Through 
Local Government Amalgamations in NSW 

Options 

Resultant Number 
of Councils 

(Compared with 
177 in 1998) 

Annual Savings 
Based on 1995-96 

Figures ($m) 

Savings as 
Percentage of 
$3,821 million 

(%) 

Savings if 
Extended 

Australia-wide 
($m) 

Option 1: Amalgamation Into 
ROC Areas – "The 20 Option" 20 845 22 2500 

Option 2: Merged 
Metropolitan Councils 145 or 146 255 7 800 

Option 3: The Barnett 
Approach – "The 100 Option" 100 162-486 4 to 13 500 to 1500 

Option 4: "The 50 Option" 50 600 (indicative only) 16 1800 
Source: KPMG (1998: 1, 10, 97, 113) for first three columns 
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The first three columns above are obtained directly from KPMG (1998: 1, 10, 97, 113).  The 

second column from the right expresses savings estimates as a percentage of the $3,821 million 

total expenditure of NSW local government in 1995-96 (KMPG 198: 97).  The rightmost 

column then provides an indicative estimate of cost savings possible if percentage savings 

estimated by KPMG for NSW were achieved Australia-wide.  These Australia-wide estimates 

are simply the NSW savings estimates multiplied by three and expressed to the nearest $100 

million, noting that Australia's population has remained very nearly exactly three times that of 

NSW in recent years. 

 
Option 1, "the 20 option", is based on the fact that 154 of NSW's 177 councils, at the time of the 

KPMG study, were members of 21 regional organisations of councils (ROCs), though some 

councils were members of more than one ROC (KPMG 1998: 97-98).  So this option largely 

involves the formation of single councils in each ROC area.  KPMG (1998: 98) explain the 

rationale behind their $845 million cost savings estimate for Option 1 as follows (emphasis 

KPMG's): 

We have taken each individual ROC and isolated the council with the lowest expenditure per 
capita as a potential gauge of efficiency.  Based on this we have then identified the expenditure 
savings other councils within the ROC could potentially obtain in an amalgamated council.  A 
total expenditure saving is then determined for each ROC. 
 

Based on this model for reform total savings across NSW local government could be as 
high as $845 million out of a total cost of $3,821 million.  

 

Option 2, "the Metropolitan Merger" or "Metropolitan Super Council" option, would involve the 

formation of just two or three "super councils" from 34 metropolitan councils which make up 

the bulk of the Sydney metropolitan area (excluding outer-metropolitan areas including 

Campbelltown, Liverpool, Penrith, Blue Mountains, Hawkesbury and Baulkham Hills).  The 

$255 million annual savings estimate for Option 2 is based on the same basic rationale as that 

employed for Option 1.  Ashfield and Rockdale are identified as the councils with the lowest per 

capita expenditure levels in two separate groups of metropolitan councils, and the $255 million 

figure is the sum of the savings that would be achieved if the "supercity" including Ashfield 

could achieve the Ashfield per capita expenditure level, and that including Rockdale could 

similarly match the Rockdale levels after amalgamation.  No savings are assumed for Sydney 

City and South Sydney councils, however, because the per capita expenditure levels of these 

two councils are significantly higher than those of all other councils among the 34 considered, 

because of the special infrastructure responsibilities and low resident populations in these inner 

city areas (KPMG 1998: 101, 103). 
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KPMG's Option 3 is based on the 1974 recommendation by Barnett and others to rationalise 

NSW's then 223 municipalities and shires into 97 district councils through a comprehensive 

amalgamation program (Barnett 1974: 11, 46, 67-72; KPMG 1998: 104-107).  KPMG (1998: 

104) claim that such a move to 100 or so councils could generate savings of at least $162 

million per annum if "half of general administration costs" could be saved through the 

amalgamation process, and eventually a total of three times this amount – at least $486 million 

per annum – once "savings in plant, equipment and infrastructure" are achieved "over a period 

of time". 

 
Option 4, "the 50 Option" is a "hybrid" of Options 1 and 3 which would amalgamate "non urban 

councils down to a maximum of 30-34" and "metropolitan councils ... from 43 down to 10-14" 

(KPMG 1998: 108).  KPMG claims that this option should achieve savings which "fall between" 

those estimated for Options 1 and 3, and hence "an indicative $600M p.a.".  KPMG (1998: 108) 

note that this option follows work by Stephen Soul (see, for example, 1996a: 42; 1996b: 8-9) 

which defined "areas based on natural catchment boundaries which aim to establish urban and 

commercial similarities". 

 
If KPMG's estimations, as above, are broadly accurate, then cost savings, or financial benefits, 

in the order of 4 to 20 percent, or $150 million to $850 million per annum, could be achieved 

through local government amalgamations in NSW alone, and approximately $500 million to 

$2.5 billion per annum could be saved Australia-wide if similar programs were followed 

throughout the country. 

 
KPMG (1998: 112) claim that their "econometric analysis clearly indicates that economies of 

scale are achieved where councils catered to larger populations", and that a "clear finding from 

this report is the need for larger local government to ensure economies of scale are obtained".  

But many of the assumptions their estimates rely upon remain far from proven. 

 
The savings estimates for Options 1 and 2 might well be valid if the lowest expenditure council, 

in each ROC and metropolitan council grouping employed by KPMG, was both (1) genuinely 

the most efficient council of the group, and (2) similar enough to all other councils in the group 

– in all significant respects – to constitute a valid representative and benchmark for the group.  

But KPMG does not at any point demonstrate that minimal per capita expenditure implies 

maximal efficiency, and it is fully clear that minimal expenditure benchmark councils are often 

far from representative of the council groups they represent, especially for ROC groupings 

which include both densely populated urban councils and sparsely populated rural councils.  The 
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"methods of estimation of costs savings" employed by KPMG "are particularly unfair to rural 

and regional councils", according to McNeill (2000: 12).  For the New England ROC area, for 

example, KPMG (1998: 98) estimate that $19 million per annum could be saved if the nine 

councils in the New England ROC area amalgamated into a single New England council, and 

the amalgamated council matched the Armidale per capita expenditure level, as shown in Table 

3G-2 below, noting that $73.72 million less $54.43 million equals $19.29 million. 

 

Table 3G-2:  Data Employed by KPMG (1998) to Estimate Cost Savings Possible if the 
Nine Councils in the New England ROC Area Amalgamated into a Single Council 

Council Area 
(km2) Population Expenditure 

($m) 

Population 
Density 
(persons 
per km2) 

Per Capita 
Expenditure 

($ per 
person) 

Expenditure ($) 
if Per Capita 

Level Matches 
that of 

Armidale 

Savings 
($m) 

Savings 
(%) 

Per 
Capita 

Savings
($ per 

person)
Armidale City Council 34 23,450 16.94 696.88 722 16.94 0.00 0.0 0 

Dumaresq Shire Council 4168 3,880 6.69 0.93 1,724 2.80 3.89 58.1 1002 
Glen Innes Municipal 

Council 69 6,570 7.07 95.33 1,076 4.75 2.32 32.9 354 

Guyra Shire Council 4371 4,880 4.57 1.12 936 3.53 1.04 22.9 214 
Inverell Shire Council 8623 16,420 15.71 1.90 957 11.86 3.85 24.5 234 
Severn Shire Council 5826 3,090 3.94 0.53 1,275 2.23 1.71 43.3 553 

Tenterfield Shire Council 7124 7,010 7.61 0.98 1,086 5.06 2.55 33.5 363 
Uralla Shire Council 3215 6,420 6.32 2.00 984 4.64 1.68 26.6 262 

Walcha Council 6410 3,630 4.87 0.57 1,342 2.62 2.25 46.2 619 
New England Total 39839 75,350 73.72 1.89 978 54.43 19.29 26.2 256 

Source: KPMG (1998, Appendix 4) 
 

According to McNeill (2004: 12), "it is in the presentation of the econometric analysis (Chapter 

5) and the estimation of cost savings from amalgamations (Chapter 8)", as above, "where the 

arguments of the [KPMG] report are most seriously incomplete".  "The most glaring deficiency" 

of KPMG's savings estimation method, according to McNeill (2000: 13), is the "omission of any 

investigation of factors (other than "inefficiency") which might explain why the per capita 

expenditures are higher in some councils".  McNeill (2000: 13) observes, for example, using her 

own separate data for New England councils, that: 

Dumaresq Shire is assumed to be two and a half times less efficient than Armidale, despite the 
fact that its population density is 0.92 persons per square kilometre compared to Armidale's 
635.1 persons per square kilometre and road length is 799 kilometres compared to Armidale's 
170 kilometres. 

 

Table 3G-2 shows that Armidale, the benchmark council for cost savings estimation, is quite 

unrepresentative of the full New England ROC area, especially in terms of being an urban centre 

in a predominantly rural region, and in having a relatively small land area and a population 

density that is by far the greatest of the nine councils and over 300 times that of the full area.  

McNeill's criticisms are therefore very well founded, as is her claim that "the language" of this 
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KPMG report "leaves little doubt of its strong pro-forced amalgamation".  She offers sound 

advice when asserting that (McNeill 200: 13): 

It is grossly misleading and unreasonable to assume that many New South Wales councils are 
inefficient to an order of magnitude implied by the KPMG method.  It is also unreasonable to 
create expectations within proposed amalgamation areas that, say, Armidale can continue to 
supply services at $850 per head once amalgamated with Dumaresq. 

 
 
Darwinian Survival Perspectives on the Local Government Debate 
 
It has often been claimed and counter-claimed that local governments serving larger or smaller 

populations are inherently superior, both financially and generally (see KPMG claims and 

McNeill's counter-claims as above, and the literature extracts in Table 3G-3 below).  But it has 

also been found that local governments serving smaller populations can function soundly with 

relatively lean secretariat structures, whereas those serving larger populations often require 

several layers of bureaucracy to coordinate, control, delegate and generally serve their 

communities (again see Table 3G-3 below).  Claims that larger or smaller councils are 

inherently more efficient and generally superior have thus often more or less cancelled out. 

 
In a substantive Darwinian survival sense, the fact that local governments of vastly differing 

sizes have survived within diverse human geographical environments, throughout the world and 

over many years, of itself proves that local governments can viably serve both smaller and larger 

populations (Sawyer 1988: 58; Boyne 1995: 216; Drummond 2003).  The fact that very small 

and very large local governments have coexisted within the very same metropolitan areas 

provides even stronger evidence that smaller and larger local governments alike can be viable.  

In an earlier paper (Drummond 2003, citing Altshuler et al. 1999: 23 and Benjamin and Nathan 

2001: 3-6) it was noted that: 

New York City … and its surrounding metropolitan region – known as the New York-New 
Jersey-Connecticut "tri-state" region provides a fascinating illustration of the diversity of local 
government sizes within American metropolitan areas.  New York City itself has just a single 
local government for its eight million or so people, but the tri-state metropolitan region overall 
hosts over 2100 local governments serving a total population of just over 20 million. …  Chicago 
displays a similar pattern to New York, with a single government presiding over the 3 million or 
so people in Chicago City itself, but a total of over 1400 local governments in total to serve a 
greater metropolitan area population of approximately eight million. … perhaps above all, these 
figures should open our minds to the fact that a great many vastly different styles of government 
can and do work satisfactorily, at least, in large cities around the world.  Much has been written 
about the advantages and disadvantages associated with larger numbers of smaller local 
governments, and likewise with smaller numbers of larger local governments, but many different 
forms of city governing have proven the test of time. 
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Successes and Self-Limiting Effects in the Local Government 
Amalgamation Debate in Australia 
 
The main form of government structure reform that has taken place in Australia has taken place 

within the States in the form of local government amalgamations and reorganisation generally.  

Advocates of New States and Unification could only dream of the success local government 

advocates have had in converting their visions into realities in Australia.  In the absence of the 

severe constitutional hurdles confronting those seeking reform at Commonwealth and State 

levels, advocates of local government amalgamations have certainly achieved much more 

success than those seeking New States, Unification, and other Commonwealth-State reforms 

(noting that the ACT and NT comprise a separate case again given that they have less 

constitutional protection than the States).  And such reforms have often been widely and 

sometimes nearly universally supported.  Relatively few arguments have been raised against the 

amalgamation of "donut" shire councils and their town councils within, for example.  Even 

those generally opposed to local government amalgamations have seen sense in such 

amalgamations.  The local government amalgamation argument is an inherently self-limiting 

one, however, as each success in achieving an amalgamation leaves less candidates and 

generally less meritorious candidates for further amalgamations. 

 
 
Selected Extracts on Local Government Amalgamations 
 
Literature extracts addressing claims and estimates of the financial benefits of local government 

amalgamations, and closely related subjects, are presented in Table 3G-3 below. 

 
Table 3G-3:  Extracts on the Financial Benefits of Local Government Amalgamations 

Source Selected Extracts 

Advisory 
Commission on 

Intergovernmental 
Relations (1974a), 

Governmental 
Functions and 

Processes: Local 
and Areawide, 

Advisory 
Commission on 

Intergovernmental 
Relations, 

Washington, D.C., 
February 1974. 

Advisory Commission on Intergovernmental Relations (1974a: 83): 
 
Measuring economies of scale in public goods and services is not without problems.  Unlike private goods, 
frequently public goods are difficult to measure in discrete terms.  Severe difficulties also occur in attempting 
to separate the quantity and quality components of a public good.  Evidence of rising cost, for example, may 
represent improvements in quality, while the quantity may remain unchanged, or it might represent the reverse 
situation.  Unavoidable complications stem from the lack of comparable cost and output data.  moreover, other 
"given" variables affecting the cost of production must be taken into account [these variables include such 
matters as topography, "consumer-voters' " taste, and different factor input costs].  One should not, therefore, 
use per capita expenditures and public employment as the sole measures of public service output.  These are 
service inputs and not necessarily reliable measures of output. 
 
Despite these complications, numerous studies have estimated the relationships between and among population 
and geographic size of jurisdictions, levels of output, and unit cost of production.  Table IV-1 summarizes the 
results of these studies for various public functions.  These 19 empirical studies suggest that economies and 
diseconomies of scale do exist, but they also indicate that there appears to be no single optimum size 
jurisdiction for service provision. 
 
The research on certain vertically integrated services (sewage treatment and electricity and gas production) all 
showed economies of scale.  These results are supported by classical economic theory that defines such utilities 
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as "declining cost industries" and as natural monopolies which require public regulation. 
 
Studies of horizontally integrated services yielded mixed results. 
… 
Since economies of scale for different functions occur at differing levels of population size, area, and density, 
no single jurisdiction would appear to have appropriate size to achieve scale economies in all functions – save 
for those larger units that possess an effective system of administrative and servicing decentralization.  At the 
same time, since many functions or their sub-component activities are not affected by these considerations, 
economic efficiency is not diluted by having differing sized jurisdictions providing these types of services.  
Only where the function or activity clearly benefits from scale economies should it be reassigned.  Problems of 
administrative coordination of reallocated services and service components, however, should not be 
overlooked. 
 
Advisory Commission on Intergovernmental Relations (1974a: 84): 
 

Table IV-1 
Empirical Results of Economies of Scale Studies: 1959-1970 

Researcher and Date 
of Study Service Factor Result 

Riew (1966) High School F AUCC "U" shaped trough 1,700 pupils 

Kiesling (1966) Elementary and 
Secondary Ed. F AUCC about horizontal 

Hirsch (1959) Elementary and 
Secondary Ed. F AUCC about horizontal 

ACIR (1963) Elementary and 
Secondary Ed. J AUCC "U" shaped with trough about 10,000-25,000 

pupils 
Hirsch (1959) School Administration J AUCC "U" shaped with trough about 4,400 pupils 
Schmandt-Stevens 
(1960) Police J AUCC horizontal 

Hirsch (1960) Police J AUCC horizontal 
ACIR (1970) Police J AUCC increasing with population greater than 250,000 

Will (1965) Fire Protection J AUCC declining with major economies reached at 
300,000 population 

Hirsch (1959) Fire Protection J AUCC "U" shaped with trough at about 110,000 
population 

ACIR (1970) Fire Protection J AUCC about horizontal 
Ro (1952-63) Hospitals F AUCC declining over the range of 36 to 794 beds 
Cohen (1963-64) Hospitals F AUCC about horizontal between 150 and 300 beds 
Hirsch (1965) Refuse J AUCC about horizontal 

ACIR (1970) Sanitation/Sewage J AUCC about horizontal with population greater than 
250,000 

Nerlove (1961) Electricity F AUCC declining 
Isard-Coughlin (1957) Sewage Plants F AUCC declining 
Lomax (1951) Gas F AUCC declining 
Johnson (1960) Electricity F AUCC declining 

F = facility size 
J = jurisdictional size 
AUCC = average unit cost curve 
Source: Adapted from Werner Z. Hirsch, The Economies of State and Local Government (New York: McGraw-Hill, 1970), p. 183. 

 
Advisory Commission on Intergovernmental Relations (1974a: 85): 
 
Empirical research also suggests that the theoretical conditions necessary for genuine local public sector 
competition are rarely present.  Economies of scale and externalities do exist in various functions; 
consequently they cannot always be most efficiently provided by unfettered local competition.  Contractual 
arrangements designed to promote a quasi-market method of providing public goods also have been found 
lacking in some instances [see, for example, Shoup and Rossett 1971: 241-292].  In short, local expenditure 
variation does not always reflect genuine local public sector expenditure. 

 

 



 3G-8

Table 3G-3  (Continued) 

Source Selected Extracts 
Advisory 

Commission on 
Intergovernmental 
Relations (1974b), 
The Challenge of 

Local Governmental 
Reorganization, 

Advisory 
Commission on 

Intergovernmental 
Relations, 

Washington, D.C., 
February 1974. 

Advisory Commission on Intergovernmental Relations (1974b: 10): 
 
Economies of scale are realized in a function when jurisdictional size is increased or reduced and the 
resulting unit cost of a function is lowered.  For instance, highly technical but standardized functions such 
as water supply, sewerage disposal, or highways can be performed at a lower unit cost in larger 
jurisdictions.  The same can be said for supportive services such as communications.  Such economies of 
scale result from (1) employment of technological advances, (2) greater specialization and division of 
labor, (3) more ability to adjust for public service certainties, and (4) more ability to take advantage of 
pecuniary savings involved in large-scale purchasing. 
 
On the other hand, the unit cost increases when coordination costs are high, when a service requires more 
labor than capital inputs, or when it is not susceptible to standardization.  Most often, human resource 
services fall into these categories when performed in larger jurisdictions.  They are probably best provided 
at lower tiers of government. 

Purdie, D. M. (1979), 
Local Government in 

Australia: 
Reformation or 
Regression?, 

The Law Book 
Company, Sydney. 

Purdie (1976: 55): 
 
The inability of weak councils to obtain the advantages of large-scale operation is one powerful argument 
usually advanced in support of the case for changes in the boundaries of local authorities.  We are 
indebted to economic theory for well-founded propositions which state that large-scale organizations may 
achieve the economic advantages of division of labour, may spread their fixed costs over greater output, 
and may make more efficient use of capital equipment.  There is little doubt that much of this economic 
doctrine, which has been developed for application to private business, also has application to the local 
government situation. 
 
Purdie (1976: 56-57): 
 
There is also evidence which suggests that larger units of local government tend to have lower costs of 
administration than smaller units when these costs are expressed as a percentage of total expenditure.  
This harmonizes with economic theory to the effect that fixed costs may be spread over a larger output to 
achieve lower unit costs.  No doubt, in the local government sphere some exceptions will be found to this 
general tendency for larger units to have lower costs of administration.  Nevertheless it is a strong 
economic argument in favour of larger authorities. 

Jones, M. A. (1977), 
Organisational and 
Social Planning in 
Australian Local 

Government, 
Heinemann 

Educational Australia, 
Melbourne 

Jones (1977: 83): 
 
Most of the many inquiries into local government in Australia argue that existing local government areas 
are too small to realise all possible economies of scale (Rawlinson: 1975).  Some services will have 
unnecessarily high costs in particular local authorities, especially small ones, compared with the costs if 
amalgamations take place.  This is a complex question.  But the belief that considerable economies of 
scale can be attained by amalgamations seems to be widespread.  If there was significant economies to be 
had then it would be a case for amalgamations on efficiency grounds.  It could mean that some inter-local 
cooperation is all that is needed to attain scale economies on the particular service. 

Fox, W. F., Stam, J. 
M., Godsey, W. M. 
and Brown, S. D. 

(1979), Economies of 
Size in Local 

Government: An 
Annotated 

Bibliography, United 
States Department of 

Agriculture, 
Washington, D. C. 

Fox et al. (1979: i): 
 
The U.S. Department of Agriculture has long been concerned about nonmetropolitan communities. 
… 
In discussion regarding the quantity and quality of service delivery in these smaller communities, there is 
perhaps no theme more persistent than the need to achieve greater economies of size or scale in service 
delivery.  Size economies refer to the phenomena or considerations that cause average production costs to 
decrease as the size of the governmental producing unit increases.  They may result from such factors as 
increased specialization and division of labor, increased possibilities of using advanced technological 
developments and/or larger machines (better use of capital equipment), and possible discounts resulting 
from buying inputs and supplies in larger quantities. 
 
Because of the importance of this topic, a detailed review of appropriate literature for the use of 
researchers and policymakers was undertaken/  This bibliography is the product.  It contains an annotated 
listing of 133 references whose major focus is testing for size economies. 
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Table 3G-3  (Continued) 

Source Selected Extracts 

Atkins, R. (1979), 
Albany to Zeehan: A 
New Look at Local 
Governments, The 

Law Book Company, 
Sydney 

Atkins (1979: 69): 
 
Not all resistance to amalgamation is justified, but it should be expected, and respected also.  Local 
governments are the only elected governments whose areas are so subject to change.  supposing a federal 
government had power to "rationalise" state boundaries – and some federal governments have wished for 
such power – how meekly would state governments accept higher decisions on change?  Many people 
expect from local governments a degree of selflessness that they themselves could not match, but we take 
those expectations a bit far if we think any local authority should readily agree to its own abolition.  In any 
case, amalgamation is a clumsy and inadequate tool of reform, especially if carried out piece-meal. 
 
Atkins (1979: 73): 
 
Of course there can be advantages from size.  There are things possible with a budget of $10,000,000 that 
cannot be considered with one of $1,000,000 or less.  "Small" is not always beautiful.  There can be 
greater consistency of policy (including similar treatment of similar cases), when a controlling authority is 
slightly "distanced" from those controlled.  too much of a "friends and neighbours" atmosphere can make 
it difficult to impose, or accept, the rules and procedures making for accountability and responsible 
management, and for equality-of-treatment.  But there is no absolute rule on size; there is no optimum size 
for a local authority, even if we make that term cover area, population and all resources. 
 
Atkins (1979: 76-77): 
 
If we compare our Australian arrangements with the 1,400 Governments ["1,400 governments" is the title 
of a book on local governments in New York's metropolitan region, by Robert C. Wood, Harvard 
University Press, 1961] of New York's metropolitan region, or the complexities of local government in 
most American states, or with the pre-1974 situation in England, an area less than that of New South 
Wales, with 48 counties, 285 Municipal Boroughs, 491 Urban District Councils, 415 Rural District 
Councils and 7,000 Parish Councils, the Australian pattern of local government can be seen as simple, 
without the complexity of several tiers of local authority; as uniform, with far more in common among the 
six state systems than there is among any six state systems in the U.S. (or even among any six provincial 
systems in Canada); and as relatively small in numbers, given the territorial areas that have to be covered.  
If we add to that the acknowledged and established right and practice of state governments here to 
restructure and reorganise local governments (which is not saying that state governments always act 
wisely or justly) then the result is an ordered system of local authorities, marked by relative simplicity and 
uniformity.  …  Amalgamation could not solve the problems of Robe or Broome or Burnie or Coolgardie 
or Bundaberg and many others, even though it might help Geelong or Townsville. 

Newton, K. (1982), 
'Is Small Really so 
Beautiful?  Is Big 

Really so Ugly?  Size, 
Effectiveness and 

Democracy in Local 
Government', 

Political Studies, 
Vol. 30, No. 2, 
pp. 190-206. 

Newton (1982: 190): 
 
Arguments about the optimum size for units of local government often overlook the fact that small units 
have some considerable drawbacks while large ones have some advantages.  By and large the discussion 
breaks down into two parts; those about size and functional effectiveness, and those about size and 
democracy.  On the first count, it seems that large units are no less efficient and can be a good deal more 
effective than small ones.  On the question of size and democracy, the evidence suggests that large units 
of government are no less democratic than small ones, and that in some respects they may be more so. 
 
Newton (1982: 193): 
 
We can conclude with confidence that, under certain not well understood circumstances, it may, or may 
not, be more, or less, economical to have larger, or smaller, local authorities.  In short, it is not possible to 
make out a case against large authorities on grounds of diseconomies of scale. 
 
It is easy to show that the largest cities have high per capita expenditure on some services, but this is not 
proof of the diseconomies of scale.  Big cities may spend more because they have better services, because 
they have a better tax base or greater service needs (or both), or because they have a wider range of 
specialized services.  Cities such as Birmingham, Manchester, and Liverpool pay for a whole range of 
specialized services which are less frequently found in smaller authorities – special schools, sports and 
recreation centres, museums, art galleries, parks, concert halls, theatres, and libraries, for example. 
 
Newton (1982: 205-206): 
 
… local authorities of different sizes, whether urban or rural, do not differ by more than a small amount, if 
they differ at all, on many measures of functional effectiveness and democracy. 
… 
We are driven back to the conclusion that size is largely irrelevant to many aspects of functional 
effectiveness and democracy …  Nevertheless, small is not as beautiful as commonly supposed, and big is 
not nearly so ugly. 
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Table 3G-3  (Continued) 

Source Selected Extracts 

Stanley, J. (1984), 
'The Economics of 

Council 
Amalgamation – A 
Case Study', The 

Australian Municipal 
Journal, November 
1984, pp. 150-153. 

Stanley (1984: 150): 
 
From an economic perspective much of the debate about council amalgamation has been excessively 
narrow and technically dubious.  The narrowness stems from the debate being concentrated too heavily on 
costs, which is only one of the economic issues involved.  The technical side of the debate is dubious 
since it seems to draw its conclusions about cost savings due to amalgamation from over-simplified 
comparisons of per capita service costs and population size.  A larger population seems to be associated 
with lower administration and economic services costs per capita, proponents of amalgamation then 
making a leap to conclude that the larger population causes the lower cost levels. 
... 
A simple view [based on per capita administration costs per capita] would be that amalgamation of the 
smallest councils might produce savings of about $30 per ratepayer or more for the highest cost councils. 
 
This view can be described as "simple" since it presupposes that population is the only significant 
determinant of per capita administration costs.  Yet some LGAs might be providing services for 
ratepayers from other LGAs or have large day populations – large employment levels locally – and small 
resident populations, making population a misleading and inappropriate unit for cost comparison.  Thus a 
high recurrent administration cost per resident population need not necessarily imply anything about 
diseconomies of small size or about the need for amalgamation. 

Easton, S. A. and 
Thomson, N. J. 
(1987), Scale 

Economies in the 
Administration of 

Local Government', 
Australian Journal of 

Public 
Administration, Vol. 
46, No. 3, September 
1987, pp. 293-300. 

Easton and Thomson (1987: 294-295): 
 
To test for scale economies we have taken each factor in turn and plotted the average unit cost of the 
factor against the most relevant size variable (usually population) for each of the councils considered in 
the study.  We then determine whether a meaningful "line of best fit", similar to the line in Figure 1, may 
be fitted through those points. 
… 
What we can do when plotting points to derive a line like that in Figure 1 is to provide a measure of how 
close the councils are to being on the line – in other words, how close the line comes to representing the 
actual positions of the councils.  The measure we use is the coefficient of determination (r2).  The closer 
the line is to representing the actual positions of the councils, the higher is the value of r2.  An r2 of 0.16 or 
more suggests that the line provides a meaningful analysis, while an r2 of less than 0.16 suggests that no 
meaningful relationship between unit cost and council size could be found. 
 
"Size" was always measured in terms of population, although in a number of expenditure categories we 
also tested for scale economies based on the differences in area served.  For roads expenditure, we also 
tested for scale based on the total road length of councils.  While deliberately keeping the analysis simple, 
we have, where possible, controlled for other factors which affect costs per unit.  One such factor is 
urbanisation.  This factor was controlled by categorising councils as being predominantly rural, 
metropolitan or non-metropolitan urban, and performing the analysis separately for each category.  
Results are reported here for: (1) all councils; (2) all metropolitan councils; and (3) all rural councils. 
 
Easton and Thomson (1987: 296-297): 
 
All South Australian local government authorities were examined (using 1984-85 data) with the exception 
of the Corporation of the City of Adelaide [because the City of Adelaide is atypical of other local 
government authorities in the State].  While a summary of the cost economies is shown in Table 2, Figure 
2 is presented here to illustrate the type of results obtained.  In the case of Figure 2, the per capita 
administration costs of councils are plotted against council populations. 
… 

 
… 
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The line of best fit for Figure 2 suggests that a doubling in the size of councils (as measured by 
population) decreases average per capita administration costs by thirty-seven percent.  For example, this 
line suggests that increasing council size from 5000 to 10 000 people is associated with a decrease in 
average per capita administration costs from approximately $47 to approximately $36.  The word 
"average" is emphasised to remind readers that the scatter of individual council plots will not always lie 
on the line of best fit. 
… 
The results for the other functions are shown in Table 2.  Where the line of best fit provided a close 
representation of the actual positions of the councils, the measure of that closeness, that is, the coefficient 
of determination (r2) is provided in the table.  …  Where no meaningful line of best fit could be plotted 
for any function [in cases where r2 is less than 0.16], this is indicated by a dash ' – '.  The final column of 
Table 2 provides the percentage decrease in average unit cost associated with a doubling in council size. 
... 

 
 
 
Easton and Thomson (1987: 299): 
 
Disaggregating local government expenditure to show a number of cost areas produced very strong 
evidence of economies of scale in administration, overhead and road expenditures.  Together these 
categories comprise forty-three per cent of total local government expenditure.  No significant evidence of 
scale economies was found for garbage collection, drainage, or recreation and culture expenditures.  This 
suggests that measures to reduce local government costs may be successful when those areas subject to 
economies of scale are identified.  Having done this, it may not always be necessary to adjust physical 
(that is, geographic) boundaries, or amalgamate adjoining councils.  Instead, by a demonstration of the 
cost economies achievable, councils could be encouraged to pool their costs in the provision of specific 
services.  Specifically, cost pooling in the provision of road maintenance appears to be a very desirable 
option. 
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Table 3G-3  (Continued) 

Source Selected Extracts 

Jones, M. (1990), 
'The Future of the 

Past', 
Local Government 

Management, 
May 1990, 
pp. 7-12. 

Jones (1990: 7): 
 
Local Government, like all sectors of the economy, must institute structural reforms.  The existing 
financial, functional and geographical structure of Australia's Commonwealth, State and Local 
Government is an historical accident.  The system was devised many decades ago, and its fundamental 
aspects were formed around the turn of the 20th century or earlier.  This historical 'baggage' has become 
an intolerable burden on a small isolated country struggling to compete with economic superpowers such 
as Japan, a united Germany and united Europe.  The Federal Government is realising that structural 
change, micro-economic reform and improved international competitiveness must imply the restructuring 
of governments. 
 
Jones (1990: 9): 
 
The local authority administrative structure in Australia seems vastly more honest and sensitive than the 
State level.  Perhaps the centralised State structures in public transport, health, education and prisons are 
just too big to control? 
… 
We must not forget that before the white man came to Australia and ruined the landscape, the Aborigines 
lived in around 600 tribes with an average of about 1000-1300.  We might do well to accept a basic 
tribalism as a part of human nature. 
… 
It would be much better if boundary changes and large scale amalgamations were linked with a devolution 
of functions and finance to regional areas.  In Bendigo, for example, this would mean that there would be 
amalgamations but the local community would gain more power over health, education, housing and other 
State and even Federal services delivered in the region. 
 
Jones (1990: 10): 
 
Central Government has crucified and essentially destroyed local autonomy in the United Kingdom since 
the 1974 amalgamations. 

Boyne, G. A. (1992), 
'Local Government 

Structure and 
Performance: Lessons 

from America?', 
Public 

Administration, 
Vol. 70, Autumn 

1992, 
pp. 333-357. 

Boyne (1992: 336): 
 
… if average cost curves are 'U' shaped then very large consolidated units will be subject to diseconomies 
of scale.  Higher costs may arise because of the problems of delivering services to remote areas or because 
of 'bureaucratic congestion'.  In this case both low and high fragmentation will be associated with higher 
spending and the optimum structure for efficiency may be somewhere in the middle, depending on the 
mix of services to be provided. 
 
Boyne (1992: 336): 
 
The term 'economies of scope', or economies of joint supply', refers to the advantages of providing a range 
of services in a single organization. 
… 
Vertical fragmentation may prevent the realization of economies of scope and lead to higher costs.  If 
services are divided between several tiers of authorities then problems or coordination and administrative 
duplication may exist.  Economies of scope may be maximized if closely related services are provided at 
the same tier in a local government system, and if all services share common overheads then full 
economies of scope will be attainable only in a single tier [local government] system. 
 
Boyne (1992: 354-355): 
 
The relationship between local government structure and performance is theoretically and empirically 
complex.  Local government structure itself is multi-dimensional: fragmentation and concentration may 
vary both vertically and horizontally.  A structural change on any of these dimensions has a number of 
theoretical effects and the net outcome is not precisely predictable a priori.  However, the empirical 
evidence from the USA suggests that local government systems which are fragmented and deconcentrated 
are generally associated with lower spending and greater efficiency. 

Jones, M. (1993), 
Transforming 

Australian Local 
Government: Making 

it Work, Allen & 
Unwin, Sydney 

Jones (1993: 214): 
 
Scale economies in service delivery costs are a complex issue.  Every economic activity is subject to 
falling costs per unit; then, at some scale, diminishing returns per unit set in and costs rise.  Otherwise, the 
world would be dominated by giant firms and a few governments … 
  
Jones (1993: 216): 
 
Each local-government service has a different cost curve.  The optimum size for libraries is very different 
from that for water supply, for instance.  Local geography makes a big difference; so optimum sizes vary 
according to district.   
 
Jones (1993: 217): 
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Cost curves for services are rarely straight lines, because costs are what economists call 'lumpy'.  At some 
level of service demand, for example, a local authority has to employ another engineer, who will not 
immediately be fully occupied for some time in high level work in keeping with his salary.  New 
municipal offices also usually include some surplus space that will not be fully utilised immediately.  
Economists call the points where there are expensive new additions to personnel, plant or equipment 
'threshold' costs.  Threshold costs are most severe for trunk services such as water and sewerage.  At some 
point, urban infrastructure costs decrease in costs per unit, then rise sharply because a new dam or new 
sewerage treatment works is needed, initially for a small addition to population. 
 
Australian State and Federal governments control most of the main services where important threshold 
problems apply, although local government does control water and sewerage in Queensland and New 
South Wales, especially outside the main urban areas. 
 
Jones (1993: 218): 
 
Economies of scale are now mentioned rarely as an argument for amalgamation in countries other than 
Australia. 
 
Jones (1993: 219): 
 
Those who yearn for much larger local units are comparing local governments to the very large 
bureaucracies existing in State and Federal government in Australia.  Local government is small when 
compared to these vast bureaucracies … 
 
Jones (1993: 220): 
 
In local government the question could be: what members in a particular local authority would be 
prepared to pay to preserve their own local unit, against saving a given figure through amalgamation.  
Since total average administration costs per person per week for local authority administration are only 
about $2, even a halving of administrative costs – an optimistic figure – would produce a saving of only 
about $1 per head per week.  It is no wonder that many communities resist forced amalgamation, because 
even the most extreme estimates of cost savings through amalgamation mean that it will cost them little to 
preserve their own unit. 
 
It is important to distinguish between economies of scale and economies of population distribution.  A city 
with a compact, concentrated population should be easier and cheaper to administer than the same 
population scattered over a much larger shire.  Merely amalgamating city and shire does not alter the fact 
that the scattered rural and small township population is more expensive and difficult to administer.  The 
consultants' reports on Geelong restructuring based their main arguments for amalgamation on per capita 
administrative costs. [Geelong Region Local Government Review, Consultants' Reports, December 1990, 
Geelong, pp. 9-10]  This is misleading, and favours councils with a concentrated residential population.  
Significant commercial areas or a dispersed population in a farming community means that per capita 
costs must be higher.  Administrative costs should be measured as a percentage of total expenditure.  
Available statistics on administrative costs (called general public services) published by the Australian 
Bureau of Statistics shows no systematic relationship between size and the level of administrative costs in 
local government.  Proper cost comparisons should make an allowance for quality, a key element in 
modern effectiveness studies. 
 
It is important to ensure that savings after an amalgamation are not merely the result of a decline in the 
quality of service.  If a ratepayer has to travel a much longer distance and wait longer for a building 
permit, this is not an improvement in efficiency, even if administrative costs to the authority have been 
reduced.  The aim is to obtain economies while maintaining or improving service quality. 
 
Jones (1993: 247): 
 
Table 9.2    Local government units and average population, selected years 1910-91 

State 1910 1923 1931 1946 1956 1967 1977 1980 1986 1991 

Ave 
pop. 
June 
1991 

NSW 324 320 319 289 236 224 209 176 175 176 33,320
VIC 206 192 196 197 205 210 211 211 211 210 19,815
QLD 164 170 146 144 134 131 132 134 135 134 21,888
SA 175 187 196 143 143 142 130 129 124 122 11,795
WA 147 142 147 148 147 144 138 138 140 138 11,764
TAS 51 49 49 49 49 49 49 49 47 46 10,119
Total 1067 1060 1053 970 914 900 869 837 832 826  

Ave. pop. 4,147 5,127 6,295 7,813 9,831 12,887 16,195 17,403 19,114 20,934   
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Table 3G-3  (Continued) 

Source Selected Extracts 

Moore, D. (1993), 
'Should We Do Away 

With The States', 
The Age, 

30 July 1993, 
p. 14 

THE former Prime Minister Mr Bob Hawke's suggestion that changes to the Australian Constitution 
should include abolition of the states reflects a common community view that we have too many 
politicians and unnecessary duplication, and that, if we were starting again, we would not have state 
governments, but a Federal Government and a series of regional governments. Implicit in this view, 
though not always stated, is that local governments would also be subsumed into new regional 
governments, perhaps totalling 20.  While such a development is unlikely, some facts may help us make 
judgments about the present situation.  The figures in the accompanying chart suggest that, as the 
Commonwealth spends not much more than the states, but employs far fewer people, it may be more 
efficient. However, the lower Commonwealth employment mainly reflects its responsibilities for social 
security benefits, whose payment requires fewer staff than do labor-intensive services such as health, 
education and police, which state governments deliver. Local government, however, accounts for a 
relatively small proportion of total government spending (six per cent) and its share of total government 
employment (nine per cent) is quite a bit higher.  There are marked differences  between the three levels 
of government in the proportions of total spending absorbed by general administration (which includes  
the cost of politicians and parliaments as well as bureaucrats who are not providing specific services).  
Only 4.7 per cent of state spending goes on general administration, but it makes up 8.4 per cent of 
Commonwealth spending and no less than 13.1 per cent of local government expenditure.  These figures 
are not conclusive, but they suggest that the economic case for trimming government by abolishing state 
governments is not strong.  They also suggest that, with 900 councils throughout Australia which have 
relatively limited responsibilities, we are considerably over- governed at the local government level.  A 
recent Institute of Public Affairs analysis of local government in Victoria  shows that there is the potential 
to save ratepayers about $500-$600 million a year by halving the number of councils and introducing 
other reforms. Larger councils, of course, have the potential to provide stronger local government. 

Travers, T., Jones, G. 
and Burnham, J. 

(1993), The impact of 
population size on 

local authority costs 
and effectiveness, 
Joseph Rowntree 

Foundation, 
York, UK. 

Travers, Jones and Burnham (1993: 4): 
 
Our conclusions are similar to those of the 1966-1969 Royal Commission.  Having examined evidence 
from Britain and overseas, it does not appear possible to argue a conclusive case for a strong and one-
directional link between population size and efficiency or effectiveness.  There are some services or 
functions or specialised parts of some functions or services where population size does have a measurable 
effect in determining costs or effectiveness.  But there is no one size-range which performs better than 
others across the whole range of services.  It is not possible to say larger authorities perform, on the 
whole, better than smaller, or smaller authorities perform better than larger, even in one specified service.  
The overall strength of evidence points to relatively weak correlations between size and performance, 
which vary according to the aspect of the service being considered.  The combined weight of other factors 
affects performance more than does size. 
 
Travers, Jones and Burnham (1993: 8): 
 
The following sections of this report examine evidence about the relationship between population size and 
the costs and effectiveness of provision. 
 
Travers, Jones and Burnham (1993: 14): 
 
The argument that a local authority's boundaries should be determined by the optimum size for providing 
services efficiently is now less relevant since there is a legal requirement on local authorities to put out to 
contract an increasing number of services.  In effect, the market decides the efficient scale.  Even for those 
services which are not yet or cannot be contracted out the connection between size and population and 
efficiency was not proven by these Commissions. 
 
Travers, Jones and Burnham (1993: 22): 
 
There are a number of functions – or elements of functions – where a link between population size and 
costs and/or effectiveness exists.  For example, some parts of highways provision, police and education 
appear to yield economies of scale.  On the other hand, different parts of the same services may be 
provided more efficiently by smaller authorities. 
 
The findings from local government, central departments and the Audit Commission go some way to 
confirming the evidence of earlier Royal Commission research, that is, that while it may be possible to 
show a link between population size and costs or effectiveness in some parts of some services, the 
relationship is by no means all one way, and, there are other factors which probably matter much more. 
 
Travers, Jones and Burnham (1993: 39): 
 
The evidence collected from France, Germany and the United States, like that for Britain, falls into two 
categories: statistically based and opinion.  Our own analyses of published sources for France and the US 
have allowed us to draw a number of conclusions.  The expert opinions of academics and other 
researchers are available for all three countries. 
 
Analysis of the statistics from France and the US was inevitably limited by the availability of data and by 
the ways in which the figures are published in those countries.  The radically different structures of 
government and ways of operation from one country to another also affect potential conclusions. 
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Taking such limitations into account, it is possible to draw a number of conclusions from the countries 
studied.  First, as appears to be the case in Britain, there is no clear and consistent link between population 
size and either costs or effectiveness.  A number of measures of both cost and performance (or proxies for 
performance) have been considered from France and the US.  In both countries, there are examples of 
small authorities – and in some cases very small authorities by current British standards – providing 
services more cheaply than larger ones.  In both cases there are examples of larger authorities having 
lower costs and/or apparently greater efficiency.  Tests of effectiveness are more difficult, but it is also 
clear that the quality of services varies, with larger authorities being more effective in some cases and 
smaller ones in others. 
 
Travers, Jones and Burnham (1993: 52-53): 
 
This section has searched for links between population size and local government costs or effectiveness.  
In housing there are conflicting messages: in some aspects of the service, authorities with smaller 
populations appear to require higher inputs, while in others the reverse is true.  The performance of local 
authority housing provision, on the basis of the indicators chosen, shows a tendency for smaller authorities 
to be more effective. 
 
Planning shows no statistical links between the input or performance measures analysed.  In the fire 
service, there is no correlation between costs per head and size if all authorities are examined together, 
but, if authorities are analysed taking into account of differing population densities, different patterns of 
relationship between size and performance emerge.  Population size has an impact on the fire service, 
especially in areas of low population density, where larger authorities seem to be more cost-efficient. 
 
The clearest picture is in education.  Here there appears to be a consistent, if weak, link which suggests 
that population size influences both the costs and performance of the service.  However, the radical 
reforms which have taken place in the education service since 1989, with the introduction of local 
management for local authority schools and opting out into Grant Maintained status, probably mean that 
this finding has less significance than it would have had if such changes had not taken place.  Schools 
increasingly run their own affairs.  Local authorities retain only a small range of central services, broadly 
equivalent to 15 per cent of the overall schools budget.  It is possible that authorities with larger 
populations spend less and perform better than smaller ones even within the new regime.  Unfortunately 
there are no data from which such an exercise could be undertaken. 
 
Thus the evidence from existing local authorities in England does not suggest a straightforward and 
consistent link between population size, costs and effectiveness.  But such links can point either way. 
 
Travers, Jones and Burnham (1993: 55): 
 
However, the results of our analyses suggest that, once again, there are a number of statistical 
relationships between population size and costs (or inputs) and effectiveness (or measures of process), but 
that as in the above sections, the evidence runs both ways.  For example, in housing there appears to be 
statistically significant statistical evidence to suggest that larger authorities may be more costly and less 
effective than smaller ones.  Yet in education, there are results which imply economies of scale and a 
more effective performance by larger councils. 
 
Travers, Jones and Burnham (1993: 56): 
 
The evidence presented in Chapters 3 to 6 is consistent.  Within the range of populations of authorities 
studied, there is evidence to suggest that within some parts of provision there are results which show 
larger authorities to have lower costs and/or to be more effective.  In other services and areas of provision, 
smaller authorities appear to perform better.  It would not be possible to conclude that there is a 'right size' 
of authority (from within the existing range of authorities in England) for a particular service or services.  
Reforms such as the transfer of control over education from local government to individual schools and 
the move to 'enabling' authorities further confuse the picture.  In common with earlier researchers, we 
must conclude that no overwhelming evidence exists on this subject.  This finding is as important as 
would be the discovery that such evidence did exist. 
 
Travers, Jones and Burnham (1993: back cover) 
 
They conclude that population size has no consistent impact on the cost and effectiveness of local 
authorities.  And the advent of the 'contract culture' – with authorities encouraged to 'buy in' the services 
they need – makes the issue of optimum size less relevant today than it might have been in the past. 
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Table 3G-3  (Continued) 

Source Selected Extracts 

'Welcome To The 
New Surf Coast', 

by Thomas Taylor 
The Age 

20 Nov 1993 
p. 4 

A new "Surf Coast'' council covering Torquay, Anglesea, Lorne, the start of the Great Ocean Road and 
parts of Victoria's best-known coastline is likely to be forged out of two shires next to the new Geelong 
super-council next year.  The planned municipality – tentatively titled the Surf Coast Council – would 
steal Torquay from the new super-council, and is likely to eventually annex Apollo Bay, according to an 
interim report released yesterday by the Local Government Board.  The board's chairman, Ms Leonie 
Burke, said the merger would give Geelong and the Surf Coast an important economic opportunity, 
focusing on some of Victoria's most valuable environmental and tourism assets.  The new council could 
be elected, after a commission has overseen the transition, by mid-1994, and could save the shires up to 
$2.38 million, Ms Burke said.  The conservative estimate on savings - $2.06 million - would allow a 25 
per cent cut in rates and charges.  The report urged the amalgamation of the shires of Winchelsea and 
Barrabool with the coastal areas  of greater Geelong, saying it would lead to savings and efficiencies. 
Lorne and Torquay would be the gates to the Surf Coast, and the Great Ocean Road would be the council's 
spine, Ms Burke said.  A Surf Coast council would also support growth in the area, which is expected  to 
jump from 16,500 to 30,000 people by 2010, the report said.  The Premier, Mr Kennett, who said in April 
that there would be more amalgamations and in May that Victoria's 205 councils will eventually be cut to 
about 100, yesterday welcomed the plan. 
 
Of the theft of Torquay, where much of the surfboard and clothing industry is, from the supercouncil, Ms 
Burke said: "It's a loss to Geelong, but it's also a gain because  ... everybody that goes to the Surf Coast 
goes through Geelong.'' 
 
The report urged a future review of the Apollo Bay area to consider its inclusion in the Surf Coast council. 
The report looked at the connection between the rural areas, the hinterland and the coast.  Ms Burke said 
the areas complemented each other; there were many cottage industries, such as crafts and cooking, 
supporting the coast and shops. 
 
Birregurra, half of which belonged to the shire of Colac and half to the shire of Winchelsea, will be given 
to Colac.  Barwon Heads residents identified with Ocean Grove and Geelong rather than the Surf Coast, 
and will remain with the super-council. 
 
The report will be discussed with councils and communities before the board makes its final 
recommendation on 31 December. 

Victorian Office of 
Local Government 

(1994), Structure and 
Efficiency: Improving 

Local government 
Efficiency, Victorian 

Office of Local 
Government, 
Melbourne, 

January 1994 

Victorian Office of Local Government (VOLG 1994: 66-67): 
 
This paper has examined the nature and strength of the relationship between municipal size and efficiency 
in Victoria.  It has sought to bring together and review relevant material from a variety of sources and, 
from this, provide a framework against which councils and communities can evaluate the efficiency of 
their own municipality. 
 
Section 2 reviewed three reports released during the mid 1980s debates about local government boundary 
reform.  The last and most influential of these, Principles and Programmes, published by the Local 
Government Commission in early 1986, concluded that there was a strong relationship between municipal 
size and efficiency, and that significant economies of scale could be obtained if municipal restructuring 
took place. 
… 
Section 3 summarised the findings of five studies undertaken in the late 1980s which investigated the 
possible amalgamation of various municipalities.  Each of these reports found that municipal restructuring 
would allow the establishment of more efficient administrative structures and the abolition of duplicated 
services, functions and plant, resulting in significant recurrent savings.  While conservative, these savings 
nevertheless represented between 2.5 and 5 per cent of total council expenditure in the municipalities 
concerned and up to 13 per cent of total rate revenue. 
 
Section 4 used a benchmarking approach to compare the performance of municipalities in three Victorian 
regional centres with municipalities on the fringe of the metropolitan area.  The benchmarking approach 
takes account of the different expenditure needs of councils resulting from their particular characteristics.  
By establishing benchmark unit costs for individual components of expenditure, and comparing the actual 
expenditure of councils against these benchmarks, this approach allows a clear picture of the relative 
efficiency of councils to be established.  The analysis in Section 4 concluded that total council expenditure 
in the three regional centres analysed could be reduced by between 17 and 30 per cent if the average unit 
costs of the three metropolitan councils were achieved. 
 
Section 5 provided an overview of various reports leading up to the creation of the City of Greater 
Geelong in 1993.  This amalgamation, which was the first major merger of Victorian municipalities since 
1911, has attracted considerable interest in other communities.  The final report, produced by KPMG 
Management Consulting for the Office of Local government, concluded that an amalgamated City of 
Greater Geelong would achieve operational efficiencies of between 20 and 30 per cent of total 
expenditure. 
 
Conclusion 
 
Together, the three approaches used in this paper – statistical analysis, case studies and benchmarking – 
provide clear evidence of the existence of economies of scale in local government [in Victoria].  It is 
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apparent that there is a strong relationship between municipal size and efficiency. 
 
It must be stressed that structural reform is not the only way in which the efficiency of local government 
in Victoria can be improved. 
… 
Unless accompanied by new management structures and the abolition of duplicated functions and assets, 
the redrawing of local government boundaries will not, of itself, deliver significant savings.  However, 
structural reform has the potential to act as a catalyst for these changes leading to efficiency 
improvements. 
 
Victorian Office of Local Government (VOLG 1994: 68-76): 
 
Appendix 
 
Expenditure and Employment Data 
 
Section 2 summarised the conclusions of three reports produced during the mid 1980s which used council 
expenditure and employment data to either support or attempt to disprove the existence of economies of 
scale in local government.  It then summarised the results of an examination of current expenditure and 
employment data by the Office of Local Government. 
 
This appendix provides a more detailed overview of that material. 
 
Both the earlier material and the more recent analysis used statistical techniques to analyse expenditure 
and employment data.  The Victorian Grants Commission and the Local government Commission reports 
used correlation analysis to test the strength of the relationship between municipal size and other 
variables.  This technique was also used in the Office of Local government's analysis of recent data. 
 
Correlation analysis involves testing the degree to which an independent variable (such as municipal size) 
provides an explanation of the size of a second variable (such as council expenditure or employment).  
This can be achieved by conducting a statistical analysis of a large data series to produce an equation 
which best describes the relationship between the two variables.  A graphical illustration of the 
relationship (sometimes called the 'regression line' or 'line of best fit') can be obtained by applying this 
equation to each of the independent data points.  This line was drawn on the graphs in Section 2. 
 
The degree to which the equation explains the relationship (and the dispersal of the observed data points 
around the line of best fit) is measured by either the co-efficient of correlation ('r') of the co-efficient of 
determination ('r2').  The higher the value of these coefficients, the more accurately the value of the 
dependent variable can be predicted by applying the equation to the independent variable. 
 
A general indication of the strength of the relationship described by various values of 'r' and 'r2' is 
provided below: 
 

Value of 'r' Value of 'r2'  
.00 to .20 .00 to .04 Effectively no relationship 
.20 to .40 .04 to .16 Weak relationship 

.40 to .60 .16 to .36 Some relationship exists, but should be 
used with cation 

.60 to .80 .36 to .64 Relationship exists, useful for some 
predictions 

.80 to 1.00 .64 to 1.00 Strong to very strong relationship 
 
… 
Victorian Grants Commission 
… 
The VCG report observed that administration costs in 1982-83, including overheads, accounted for some 
29 per cent of local government total outlays or 38 per cent of total rate income.  For all groupings of 
municipalities analysed, statistical relationships were found: 
 
Victoria (excluding City of Melb. & Phillip Island):     r = 0.62 (r2 = 0.38) 
 
Metropolitan municipalities (excluding City of Melb.):  r = 0.77 (r2 = 0.59) 
 
Rural shires with a population of less than 12,000:       r = 0.53 (r2 = 0.28) 
… 
Cooper and Lybrand 
 
In its report released in August 1985, Coopers and Lybrand concluded that: 
 

Our analysis shows that most of the VGC findings are not supported by the evidence.  In 
particular, the finding that significant economies of scale are available from restructure is open 
to serious question.  The apparent economies of scale revealed by the VGC are, in the main, 
either caused by the misapplication of per capita cost factors, or by inbuilt demographic and/or 
service level factors which apply to particular communities and which would not be altered by 
restructure.  The recurring economic benefits likely to flow from wholesale restructure could be 
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relatively small.  Against this, the implementation costs could be considerable. 
     (Coopers and Lybrand p. i)  

 
The report argued that the relationship between administration costs and population found by the VGC 
was not particularly meaningful, particularly in rural areas where the bulk of expenditure is on roads and 
other infrastructure, which is required regardless of the population size, and is at least partly determined 
by topographic and other factors. 
… 
Local Government Commission 
 
As part of the analysis which culminated in the Principles and Programmes report of February 1986, the 
Local government Commission addressed the issue of whether economies of scale exist in local 
government in Victoria. 
… 
In testing for economies of scale, the Commission elected to exclude three atypical municipalities which 
serve a large non-resident population – Melbourne, Phillip Island and Flinders. 
 
The Commission found a strong relationship between administration expenses per head and the size of a 
municipality, measured by resident population.  For the State as a whole, size was found to account for 52 
per cent of the variation in administration costs per head [so r2 = 0.52].  This relationship was slightly 
more significant for metropolitan municipalities (r2 = 0.58) than for rural shires with a population less than 
16,000 (r2 = 0.44). 
 
To confirm this result (and obviate one of the major criticisms made by Coopers and Lybrand), the 
Commission also conducted correlations using groupings of municipalities according to population 
density.  The Commission found that in every category there was a statistically significant relationship 
between administration costs per capita and population size, and concluded that 'even when the effect of 
population density is neutralised, there is still a significant correlation between administration costs and 
size'. 
 
Finally, the Commission analysed the percentage of total expenditure devoted to administration costs, a 
measure advocated in the Coopers and Lybrand report.  A relatively weak relationship was found for 
Victoria as a whole and for rural shires with a population of less than 16,000 (r2 = 0.20).  The relationship 
for metropolitan municipalities was not regarded as being statistically significant. 
 
These findings led the Local government Commission to conclude: 
 

Although economies of scale are not the only reason for restructure, the Commission believes 
that they are nevertheless important.  Moreover, there is clear proof that such economies do 
exist in relation to administration expenses; and that evidence indicates that the economies are 
significant, especially at the lower end of the scale. 
     (Local Government Commission, p. 24) 

   
Current data 
 
As indicated in Section 2, the Office of Local Government has conducted a statistical analysis of recent 
council expenditure and employment data. 
… 
The results produced 'for expenditure data] are as follows: 
 
Metropolitan councils 
 

Expenditure ($m) = 0.0457 x Population ^(0.6) [where ^ denotes "to the power of"] 
 
r2 = 0.773 
 
Standard Error of Y Variable:  5.93 
Standard Error of X Coefficient: 0.0011 

 
Provincial centre councils 
 

Expenditure ($m) = 0.0018 x Population ^(0.9) 
 
r2 = 0.907 
 
Standard Error of Y Variable:  2.36 
Standard Error of X Coefficient: 0.0001 

 
Rural shires 
 

Expenditure ($m) = 0.0018 x Population ^(0.9) 
 
r2 = 0.783 
 
Standard Error of Y Variable:  1.03 
Standard Error of X Coefficient: 0.0001 
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The high values obtained for the regression statistic r2 indicate the existence of very strong statistical 
relationships between municipality size and council expenditure for each of the three categories of 
council.  This is reinforced by the small standard errors estimated for the X coefficient in each case. 
 
As noted earlier, one of the key arguments used by Coopers and Lybrand in its critique of the June 1985 
Victorian Grants Commission Report was that administrative expenditure was not solely a function of 
population.  The consultants argued that, particularly in rural areas, administrative expenditure is 
influenced by both population and area. 
 
The Office of Local government has examined the relationship between 1991-92 council expenditures and 
both municipal population and area across all rural shires.  This produced the following 'best fit' equation: 
 

Expenditure ($m) = 0.0043 x Population ^(0.8) + (0.0001 x Area) 
 
r2 = 0.793 
 
Standard Error of Y Variable:  1.01 
Standard Error of X1 Coefficient: 0.00012 
Standard Error of X2 Coefficient: 0.00005 

 
The best fit equation has an r2 (0.793) only slightly better than the previous equation which used solely 
population (r2 = 0.783).  This suggests that the physical size of a municipality is a relatively minor 
determinant of council expenditure and is certainly a far less important factor than population in 
explaining the level of a municipality's expenditure. 
 
Standard statistical tests can be used to measure the significance of any coefficient by comparing the 
coefficient and its standard error.  In this equation, the population coefficient (0.0043) is 34.5 times its 
standard error, while the area coefficient (0.0001) is only 2.29 times its standard error (0.00005).  This 
latter figure suggests that the relationship between expenditure and area is only marginally statistically 
significant. 
… 
The major relationship is therefore between expenditure and population.  For the three types of council 
above, the nature of the equations indicate that economies of scale do exist.  For metropolitan councils, 
the equation indicates that total expenditure is directly related to the municipality population to the power 
of 0.6.  This means that total expenditure per head will fall by 24.2 per cent for every doubling in 
population size. 
 
Similarly, the equation for provincial centre councils indicates that total expenditure is directly related to 
the municipality population to the power of 0.9.  This suggests that total expenditure per head will fall by 
6.7 per cent for every doubling in population size. 
 
Finally, the best fit equation for rural shires suggests that total expenditure is directly related to 
municipality population to the power of 0.8.  This means that total expenditure per head of population will 
fall by 12.9 per cent for every doubling in population size. 
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Table 3G-3  (Continued) 

Source Selected Extracts 

'Council Mergers – 
The Social and 

Democratic Costs': 
letter by  

Councillor David 
Caddy, Shire of 

Oxley, Whorouly 
East, 

The Age 
06 Apr 1994 

The State Government has put local government mergers or boundary restructures on the agenda again.   
The rhetoric seems to be that mergers will create bigger councils creating large cost savings, this leading 
to more efficient operations delivering decreases in rates. 
 
Very convenient and sounds plausible, yet is it? The phrase "cost saving'' seems merely to be a 
euphemism for staff redundancy, which, in turn, transfers more workers on to the dole queue or competing 
for jobs in our high unemployment "depressed'' economy. What is the ultimate economic benefit of cost 
savings that really mean the removal of more disposable  income from local economies? What, in rural 
Victoria, is the real social cost of this exercise? Where a merger might deliver a cost saving such as capital 
equipment being sold off and, hence, used more "efficiently'', what economic analysis can be produced by 
the Government to prove that this expediency is, in fact, going to benefit economic activity, especially in 
rural Victoria? If the Government is keen to impose mergers to deliver cost savings, and if, as it seems, 
the savings are largely through redundancies of existing usefully employed staff, to what extent is the 
Government willing to apply merger theory to its own operations? Surely, fewer politicians in fewer 
electorates will deliver efficiencies and cost savings? Imagine the efficiency of a "super'' electorate 
abolishing the seats of McNamara, Jasper, Plowman and Kilgour. How efficient would a "super'' MP have 
to be to represent all his/her constituents? Taken further, is it a real possibility that larger regional councils 
might one day argue for the abolition of state governments with their urban focus? To promote greater 
acceptance and support for the final decision, a consultative/participative style is preferred. Is a 
persuasive/authoritarian style of decision-making, now being used to force a "divide and conquer'' 
mentality on councils and ratepayers and also force a sense of the inevitable acceptance of change? As a 
consequence, will any amalgamation decision inevitably be a forced compromise, to be doomed to 
ongoing dissatisfaction? One would question the value that the State Government places on local 
democracy and representation as it intends, in the short term, to replace voluntary councillors with 
commissioners and, in the longer term, with fewer local government councillors. 
 
The Kennett Government ideology is clear, but is the case for amalgamations as clear? 

'Municipal Shake-up', 
The Age 

09 Apr 1994 
p. 23 

TODAY there are 19 municipalities in inner Melbourne, not counting Footscray, Essendon and 
Heidelberg. But soon, under the sweeping reorganisation unveiled by the Local Government Board 
yesterday, those 19 will be reduced to nine. The biggest of the new councils, to be called Darebin, will 
have a population of about 130,000. The smallest, Yarra, which incorporates Fitzroy, Collingwood and 
Richmond and a slab of Northcote, will have 64,000. No inner Melbourne council has escaped unscathed. 
Even the names have been changed; a stratagem designed to emphasise the fact that these are not 
takeovers or amalgamations but a new set of municipalities which, in theory anyway, should bring a new, 
vigorous approach to local government.  
 
That is, however, probably not how the shake-up will be viewed by all ratepayers, many of whom have 
voiced strong objections to the manner and speed with which the reorganisation has been carried out. We 
can sympathise with their  stance. While there was no doubt that reform of local government in Victoria 
was long overdue, the way the Kennett Government has gone about it has been secretive, iron-fisted and 
blundering. The gun has been held at the heads of councils. There has been little or no consultation, nor 
has the Government sought to tap into residents' and ratepayers' views. Until yesterday, no ratepayer knew 
what was being proposed for his or her municipality. All anyone had were bland assurances that the 
impending rationalisation would bring economies of scale and therefore lower rates and that during the 
changeover period, councils would be run by Government-appointed commissioners.  
 
The effect of this public relations disaster has been to squander the goodwill and experience available 
within councils and their administrations, and  to antagonise many ratepayers. Yesterday's announcement 
will, however, go some way towards mollifying these groups. For example, the board estimates that 
aggregate savings from the reforms will be at least $75 million a year, and could  well exceed $100 
million. The major savings will be in administrative costs. It is not expected that services will be reduced, 
which is encouraging. But there is a debit side as well, namely that again there is an absence of public 
consultation, despite this being the largest municipal restructuring in Victorian history. True, councils and 
individuals have a fortnight to lodge objections and to suggest improvements. But to call this fleeting 
opportunity a "consultation'' is to give a new meaning to the word. At the most, all anyone can expect are 
very minor modifications to the board's blueprint. The general framework has been set in place and, on 
past evidence, the Government is unlikely to alter it.  
 
Ultimately, the Government plans to extend the reforms to the rest of Melbourne and to rural Victoria. Let 
us hope that in the next round the views of  local residents will be sought before the new boundaries are 
drawn up. As for the new municipalities announced yesterday, much will depend on how the transition is 
managed and how sensitively the commissioners carry out their tasks. 
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Table 3G-3  (Continued) 

Source Selected Extracts 

'Local Government 
Shake-up - For Better 

Or Worse?', 
by Sue Neales 

The Age 
9 May 1994 

p. 1 

The biggest reform of local government in Victoria's history is underway. 'The Age' Victorian affairs 
editor, Sue Neales, writes that the pros and cons of  both sides of the debate often sound equally 
persuasive. 
 
WHEN Ms Leonie Burke was mayor of the Prahran council in inner-city Melbourne several years ago, it 
was not unusual to see her visiting local residents in her mayoral limousine. She was keen to personally 
discuss their concerns about drains, roads and the neighbor's extensions.  That has always been the beauty 
of local government. It is the grassroots of Australian politics. Council matters touch almost every 
individual living in a community in a way that federal and state politics never can. And because local 
councillors are elected from the community they serve, and hold voluntary, unpaid positions, the 'them' 
and 'us' division rarely exists.  Most Victorians know their local councillor or mayor, having met them in 
the shops or seen them at footy training or at the school fete with their kids. The garbage is collected each 
week by the local council.  Similarly, roads are mended, local libraries are stocked and services for elderly 
and ill residents are maintained by the municipality.  But in the next 18 months, Victoria's 203 councils 
will be the subject of the  biggest shake-up since 1902.  
 
The State Coalition government, when it was elected in October 1992, vowed to  revamp local 
government in Victoria as one of its top priorities. The minister responsible for local government, Mr 
Roger Hallam, embarked on a course of merging and joining the third tier of government to make bigger 
councils, each with more ratepayers, in the name of greater efficiency.  The State Government argued that 
the small size of councils - most with about  40,000 residents, some with as few as 7000 - was a poor way 
to run an important  part of Victoria's economy. Mr Hallam said that the combined budget of all councils 
in the State was $3 billion yet that ratepayers' funds were being wasted through duplication of resources 
and inefficient business practices. The aim was to end up with no more than 80 large councils in Victoria. 
 
Progressively, starting with the provincial cities of Geelong, Ballarat and Bendigo, the State Government 
has begun a process of radically refining the size  and shape of local councils. The approach has been to 
designate a group of councils in the one region whose future will be reviewed together by the government-
appointed Local Government Board.  Typically, after hearing submissions from residents and the councils 
involved, the board has recommended to the Government that groups of three to five councils are merged 
together to form so-called super-councils. Each new super-council is given new boundaries, a new name, 
usually has a population of between 70,000 and 130,000, and an annual income from land rates of 
between $25 and $45 million. 
 
Once the Government accepts the Local Government Board's recommendations, and allows a suitable 
period for community comments and consultation, the old small councils will cease to exist. Their locally-
elected 12 councillors and the mayor will be effectively sacked, and Mr Hallam will select an individual 
who will serve as the new region's all-powerful commissioner for an interim period.  The role of the 
commissioner is to get the new municipality running smoothly,  to take tough decisions regarding the 
staff, services and resources necessary to the new region, and to ensure that the structure is operating in an 
efficient  business-like way, reaping the benefits of the council reform for ratepayers.  Once the 
commissioner, who will probably have a strong business and community background, has achieved these 
aims, the State Government will announce new elections for each new super-council. Once again, after a 
period without a democratically-elected local representation, residents will be able to vote for their new 
councillors. Mr Hallam has said the aim is for elections to be held within 12 months of the old councils 
being dissolved.  It all sounds a relatively straightforward process, described like that. But for the Kennett 
Government it has become one of its most sensitive reform agendas. The process has aroused deep 
community anger. Many Victorians see it as  a searing loss of democracy, a reform which strikes at the 
very heart of the right of citizens to elect their own representatives.  
 
The Government has been accused of trying to break community spirit, steal local heritage and deprive 
Victorians of the services and rights they believe they are entitled to through the payment of their local 
government taxes – that is, their land rates.  Clear sides have formed during the debate, with strong 
protagonists leading each respective army of supporters.  
 
The case for reform. 
 
This side is led by the State Government in the guise of the minister for local government, Mr Hallam, 
aided and abetted by his loyal lieutenant and strategist, Ms Leonie Burke, head of the advisory Local 
Government Board. The board has the support of many economic rationalist organisations, such as the 
main employer and business group in the State, the Victorian Employers Chamber of Commerce and 
Industry, and the right-leaning think tank, the Institute of Public Affairs.  Some current councillors, such 
as the well-known Melbourne architect and St Kilda councillor, Ms Dimity Reed, are also in favor of 
council amalgamations even though the vast majority of incumbent councillors oppose the change.  
 
The main reasons the State Government and its supporters believe that the process is beneficial are 
numerous, but tend to be based on proven economic principles: 
 
1. Bigger is better: By merging three to four small councils to make  a large supercouncil with a 
population of up to 150,000 residents, the Government claims services such as rubbish collecting and road 
maintenance can be shared and made more efficient, with the costs of trained staff and expensive  
equipment spread across a larger ratepayer base. It is an argument based on economies of scale.  
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2. Lower rates: The Government maintains that many residents pay rates which are too high because of 
the inefficiencies caused by such small- sized councils.  Calculations by the Local Government Board in 
April, when it announced the merger of 19 inner Melbourne councils to form nine bigger bodies, showed 
that almost all residents would benefit from the reduction of rates by up to 43 per cent. Rate cuts across 
the state are likely to average 20 per cent.  
 
3. Savings: The greater efficiencies caused by the merger of small councils, especially allowing the cost of 
expensive equipment and resources to be defrayed, should lead to substantial savings.  For the 19 inner-
city councils mentioned above estimates show that their total expenditure of just under $300 million 
should be able to be reduced by up to 75 per cent through the proposed mergers.  
 
4. Reform is overdue: Local government in Victoria has not been reformed since 1902, when very 
different transport, communication, economic and political  conditions prevailed. Protagonists claim that 
the principle of having many small councils is now unwieldy and outmoded and perpetuates a system 
unable to operate professionally, efficiently, or to cope with change. They point to the continual 
redistribution of state and federal electoral boundaries as evidence that this reform is overdue.  
 
5. Better planning: Larger councils should be able to overcome the petty territorial disputes which have 
been the hallmark of many local council rows. This, in turn, should enable whole regions, represented by 
just one or a handful  of municipalities, to take a more co-ordinated approach to issues such as regional 
tourism and the environment.  
 
6. More business-like, more professional: The Government wants to ensure that  local councils become 
efficient businesses, using the wealth of the nation, the  State, and its ratepayers, in the most efficient way 
possible at this grassroots level. Appointing commissioners who often have a background in big business, 
is seen by the Government as a way of getting these new super-councils  off to a good start. At the same 
time, bigger councils with bigger budgets will be able offer more attractive salary packages to lure top 
chief executives from  the corporate sector and other highly-regarded council professionals to run the  new 
enlarged councils.  
 
7. Eradicates self-interest and entrenched poor practices: Many councils are also seen to have become so 
self-satisfied and indulgent that business has sunk into a morass of poor decision-making, which borders 
on small-time corruption and nepotism. Elected positions are sometimes held by people who stand to 
benefit personally from council decisions. Some councillors or senior staff have been known to find 
council jobs for their entire families.  There has been little incentive for road-making crews or council 
painters to finish jobs early. And mates have been handed well-paying road or building contracts without 
any bids or competition. Under the new council regime, there will be compulsory, competitive tendering 
and many more local government jobs will be contracted out to the private sector.  "The process is aimed 
at empowering and strengthening councils to meet the challenges of the 21st century,'' wrote Mr Hallam 
recently.  "Our reform agenda has just one simple objective: to remove those out-of-date practices which 
have constrained councils from providing the maximum  benefit for the communities they serve at the 
least possible cost.''  
 
The case against.  
 
The case against the current sweeping reform of local government being imposed on Victoria by its State 
Government is being led primarily by local councillors and mayors who will be swept out of office by the 
changes. While arguing from a position of apparent self-interest, they claim their opposition is because 
they have the best understanding of the grassroots issues involved.  
 
This side of the battle is being led by the soon-to-be-deposed mayor of St Kilda, Tim Costello, brother of 
the federal Liberal shadow minister, Peter Costello. The Municipal Association of Victoria, which 
represents all local councils as an umbrella body, has also come down more against the reforms than in 
favor of them, although it has engaged in some precarious fence-sitting. Some community groups 
concerned about the loss of local history and identity have also opposed the reforms.  The Victorian 
Council of Civil Liberties is another powerful voice in this camp, condemning the proposals for taking 
democracy away from the people for at least a year, with a date for the next elections not set down when 
the commissioners are high-handed appointments by the State Government. Opposition to council reforms 
is also multi-faceted, but tends to be based most on the way the changes will hit local communities and 
individuals, as well as on the powerful debate of a loss of democracy. 
 
Among the chief arguments: 
 
1. Loss of democracy: Most Victorians will be without elected representatives at the local government 
level for at least 12 months during this merger process. Instead, Government-appointed commissioners 
will rule the roost, having enormous power over these newly-merged super-councils with their hefty 
budgets. The decisions these unelected commissioners make will, in effect, set the blueprint which 
subsequent democratically-elected councils will have to follow.  
 
Many current councillors, civil libertarians and ordinary citizens argue that  this loss of grassroots 
democracy is absolutely unnecessary and shows a ruthless disregard of democratic principles by the 
Kennett Government. They want  council elections to be held for the new supercouncils as soon as 
possible, and  for these commissioners to be given extremely restricted powers.  
 
2. Loss of voice for the average citizen: With the new super-councils having up to 150,000 residents 
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represented by just 12 councillors, a ratio three times higher than the current situation, many citizens fear 
their voice will be lost. While councils have always given individual residents their say and have made a 
difference at a local community level, there is a fear that under the new bigger  councils regime, this 
situation will change for the worse.  
 
3. Small is beautiful: The belief that bigger councils are more efficient and  will lead to a reduction in 
rates is based on the assumption of economies of scale. But many councillors argue that their small 
councils are already operating at peak efficiency, sharing costly equipment and library resources with 
other councils where necessary, but operating on a very accessible, local level in other matters. There is a 
fear that creating super-councils will just turn councils into massive bureaucracies out of touch with their 
constituents and where nothing can happen quickly, and that money will be spent on bureaucratic, rather 
than productive, functions.  
 
4. Loss of history and local identity: Opponents to council amalgamation claim that it will destroy some of 
Melbourne's unique heritage and its cultural and social history. This argument centres on the debate that a 
rich community has been built up. For example, Collingwood has a history, football club and community 
intrinsically linked to this name. Its focal point is the historic Collingwood Town Hall. Once Collingwood 
is merged with Fitzroy and Richmond into  a new municipality called Yarra, many historians and local 
residents fear this unique part of Melbourne will be lost.  
 
5. Small councils will be engulfed: In some instances, such as in Bendigo, four suburban and semi-rural 
councils have been merged with the central city council of Bendigo to form a new Greater Bendigo super-
council. In cases such as  this, there is a fear that the smaller councils swallowed by larger, more dominant 
neighbors will lose out and that their communities will suffer as a result.  
 
6. Fewer local links: With larger councils and fewer councillors per local ward or part-suburb, councillors 
will tend to be more out of touch with local neighbourhoods.  They are likely to have more of a regional 
perspective, less of a street one.  
 
7. Cuts in services: With the emphasis being on efficiency in these new super-councils, there are fears that 
many services that are not seen as essential will be axed. In addition, local residents have expressed 
concern that  other services, such as libraries or council- run child care, that are now run by two or three 
councils that are to merge, may be rationalised, restricting the  supply of these services or moving them 
farther away from the homes of elderly or ill residents.  
 
8. Loss of town halls: Each new super-council will only have one town hall, with those that are not needed 
likely to be sold off or used for other purposes.  This could represent a significant loss of public buildings, 
usually located in  the centre of suburban shopping areas.  
 
9. Reform is too fast: The speed with which the Government is pushing local government reform has also 
caused concern, with many residents and councillors asking why the mergers have to be rushed through 
before the end of 1994. There are fears there will be insufficient time for public consultation or for the 
best result to be achieved.  "Under this new regime, local residents will effectively be locked out of key 
decisions about how their communities operate,'' says the rebel St Kilda mayor, Tim Costello. "The 
(unelected) commissioners will be empowered to make long-term decisions including the level of rates to 
be levied, how these funds will be spent, what local services are provided and what local development will 
be allowed.  "If all Victorians are to share in the prosperity the Premier promises lies ahead, we need an 
open and democratic society in which all individuals are respected. In threatening to quietly dispose of 
local democracy, the State Government will nurture a culture of fear in Victoria.'' 

 

 



 3G-24

Table 3G-3  (Continued) 

Source Selected Extracts 

'Victoria Slashes 
Council Numbers', by 

Christopher Jay, 
Australian Financial 

Review 
7 Jul 1994 

p. 37 

IN the most far reaching revision of local government areas since Federation, Victoria's Kennett 
Government will rationalise 200 separate municipalities and shires down to under 100 over the next few 
years. 
 
Local government amalgamations have been on the agenda of State Governments for decades, on the 
grounds that boundaries set in the days of horses and buggies are too small for cost-effective, responsive 
administration in the era of the motor vehicle and computer.  
 
The Kennett Government has signalled its determination to go ahead with the often-discussed but never 
achieved amalgamations by recently extinguishing 17 Melbourne inner city municipalities, all with ornate, 
Victorian-style town halls, amalgamating them into seven new administrative areas.  
 
Avoiding any suggestion that one area or administration has swallowed another, a new set of names has 
been selected for the larger units, somewhat expansively described as "super-cities".  These are Port 
Phillip, Stonnington, Boroondara, Hobson's Bay, Moreland, Darebin and Yarra.  This follows 
recommendations of the Local Government Board, formed in August, 1993 under the chairmanship of 
former Mayor of Prahran, Ms Leonie Burke. 
 
Although the names of individual suburbs have not been changed, even the creation of the seven new 
local government names, with more to come, presages the administrative and financial shakeup the 
Kennett government has in mind for the third tier of government.  
 
Behind the Victorian moves is a conviction that many councils can be merged to provide municipal 
services more economically while still providing locally responsive grass roots involvement.  Victoria, 
with 28 more councils than NSW, had one for every 21,000 persons on average, as against one for each 
33,000 in NSW.  Victorian municipal rates have been 20 per cent above national averages.  Official 
estimates are that economies of scale in inner Melbourne could save $75-109 million a year.  In 1991-92 
Victorian councils with populations under 20,000 spent an average $830 per head on providing municipal 
services, compared to $511 per head in council areas with populations exceeding 60,000. 
 
Besides being amalgamated, Councils will also be required to provide key budgetary and financial 
planning details, allow tendering for 50 per cent of services within three years and introduce fixed-term, 
performance-based contracts for senior staff. 
 
Expert opinion on the likely results of the mergers are mixed, but it is believed that they will deliver at 
least some of the hoped for benefits. 
 
Already the South Australian Government has signalled an inclination to follow the Victorian example, 
with a press release in June indicating it will seek extensive amalgamations among the State's 118 local 
government areas.  
 
The Victorian shake-up was dramatic with 177 local councillors losing office when their councils were 
abolished, to be replaced, for the time being, by 28 new commissioners who will run the areas until the 
new boundaries have been finalised and new local government elections held.  
 
Given that the politically-troubled Melbourne City Council with 21 city councillors had previously been 
replaced by former middle distance runner and Olympic official, Mr Kevan Gosper as Commissioner, the 
central and middle distance areas of Melbourne are now under the control of commissioners.  
 
Many famous municipalities have been abolished in the shake-up.  The new municipality of Port Phillip 
now incorporates the old cities of Port Melbourne, South Melbourne, St Kilda and some of Prahran - older 
settled areas grouped around Port Phillip Bay and near the city itself.  The rest of Prahran and Malvern in 
the middle distance to the south east (but not adjoining Caulfield, as originally recommended) now form 
Stonnington.  The middle-class areas of Hawthorn, Kew and Camberwell, well located middle distance 
real estate areas to the east of the CBD have become Boroondara (rather than the initial suggestion of 
Riversdale).  To the west of the city the partly industrial municipalities of Altona, Williamstown with 
parts of Werribee and Footscray have been grouped in the new Hobson's Bay.  Brunswick and part of 
Coburg, traditional inner city areas some kilometres north of the CBD along the Sydney road have 
become Moreland (a tram destination), while the adjacent new council area of Darebin takes in another 
part of Coburg, Preston and some of Northcote.  More of Northcote together with the traditional VFL 
inner city suburbs of Fitzroy, Collingwood and Richmond are grouped in Yarra.  Earlier, several other 
significant amalgamations had taken place.  Six separate councils became the Greater City of Geelong, 
eight councils in Ballarat were merged into three and five Bendigo Councils consolidated into one.  
 
The Minister for Local Government, Mr Roger Hallam, has asked the Local Government Board to 
examine the boundaries of 23 more rural councils.  Another 35 councils in the Greater Melbourne area 
will be in line for mergers.  
 
Melbourne councils, new and old, will be looking at moves to increase medium density development, set 
in train by the Victorian Planning Minister, Mr Rob Maclellan.  A specific medium density code, 
informally called VicCode 2 (formally the Victorian Code for Residential Development: Multi-Dwellings) 
was introduced on last December.  Structured around 12 design elements, and designed to facilitate 
development of well-designed urban consolidation projects, it exhibits the effects of some overlapping 
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authorship with the Commonwealth medium density guidelines AMCORD Urban, which date from 
October, 1992.  Councils were also provided with a Municipal Housing Statements Program in November, 
1993, suggesting population growth targets, with invitations to comment on the targets and how to achieve 
them. 

'Is Big Really 
Better?', 

by Mark Lawson, 
Australian Financial 

Review 
7 Jul 1994 

p. 35 

ONE example, among many, of duplication likely to be swept away in the current review of local 
government boundaries in Victoria is that of the two Swan Hill councils. 
 
When I was a reporter in Swan Hill in the early 1980s, the district of Swan Hill on the Murray in 
Victoria's north west, was represented by two quite separate councils.  There was the City of Swan Hill, 
with a new town hall and administration building within walking distance of the newspaper office (the old 
town hall was just across the road), and the Shire of Swan Hill, also housed in a comparatively new 
building and also within walking distance of the office.  Although the two bodies were undoubtedly able 
to co-ordinate their activities satisfactorily, two councils still amounted to a lot of government for a 
district with a population of perhaps 25,000 (8,000 in Swan Hill city) – a sharp contrast to the two giant 
NSW shires of Balranald and Wakool just across the river. 
 
The fate of this dual council arrangement has not yet been decided, as the Victorian Government's Local 
Government Board is still working its way across the State. All of the local governments in the State's 
north west will be reviewed between November and February.  But the people of Swan Hill district, as 
well as those of Kerang, Mildura, Stawell and others with similar arrangements in Victoria's north-west 
will have  to fight long and hard to avoid the amalgamations that have already been forced  on far more 
populous areas in Geelong, Bendigo and Ballarat, and in Melbourne itself. 
 
Amalgamation is thus the major, although by no means only, trend to affect the third tier of government 
this year.  Other trends include an increasing emphasis on efficient use of assets, especially in light of a 
new accounting standard, as well as the improved management of often very large local government 
operations through enterprise bargaining, efficiency comparisons with other councils, the introduction of 
new technology, and the increased use of letting contracts through competitive tendering.  Competitive 
Compulsory Tendering for the provision of services to local government is about to become mandatory in 
Victoria and is the subject of [trials] in other States.  Those trends have largely been imposed on local 
governments by the second tier of government, the States.  This year, there are signs that local 
government intends to fight back, and perhaps impose its collective will on the States. 
 
The first shot in this local government rebellion may well be the first general assembly of local 
government to be held in Australia, which is due to start in Canberra on November 6, and run for three 
days.  Organised at the suggestion of Councillor Peter Woods, Mayor of the City of Concord in Sydney's 
western suburbs and president of the Australian Local Government Association, one aim of the assembly 
will be to bridge the major division in Australian local government – the division between urban and rural 
councils.  Cr Woods said that "centralist" politicians, both State and Federal, were always playing urban 
and rural councils off against each other, often as an excuse for not providing funding.  As well as 
working to bridge the gap between urban and rural outlooks, the assembly would attempt to take a 
national view of various issues such as urban consolidation, regional development and waste management, 
he said. 
 
Cr Woods originally wanted to emphasise the potential political power of a national grouping of councils 
by asking for three representatives from councils in each Federal electorate.  That suggested form of 
representation did not work out - instead each council will be represented separately – but whatever the 
form of representation a unified assembly that chose to speak with one voice would certainly make State 
and Federal governments listen. 
 
As Cr Woods points out, the City of Brisbane alone has a larger government budget than the State of 
Tasmania.  He also points out that the ALGA has no objection to amalgamations provided they are not 
forced, as they have been in some cases in Victoria.  "The people should be allowed to decide," he said. 
 
Forced or not, one question that has yet to be decided about the amalgamations in Victoria (with South 
Australia likely to follow) is whether they will result in the hoped for economies of scale, or simply 
bureaucracy on a larger scale.  The Victorian amalgamations are examined elsewhere in this survey, but 
consultants and academics have recently aired mixed views on the likely result of the changes.  Dr 
Michael Jones, a senior lecturer at the faculty of management at the University of Canberra and a leading 
academic in the area of local government, said Victoria was going against a world trend for smaller, 
efficiently run councils.  He reportedly said that going on overseas experience, larger councils with bigger 
bureaucracies spent more.  In contrast, managing director of the Urban Consulting Group in Melbourne, 
Mr Brian Haratsis, said his company had worked extensively on various aspects of the amalgamations and 
believed the reforms would achieve real economies of scale. 
… 
With such contentious issues to hand, a major clean-up of the Victorian local government scene well 
under way, and councils beginning to find a national voice, the next year in local government will prove 
interesting. 
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Source Selected Extracts 

'A Natural Identity': 
Letter by 

Stephen Soul, 
Faculty of Business 

and Computing, 
Southern Cross 

University, 
Lismore, NSW, 

Australian Financial 
Review 

13 Jul 1994 
p. 22 

SIR, I refer to your article "Is Big Really Better" (Mark Lawson, AFR, July 7) which questions whether 
local government can be made more effective by amalgamating smaller councils.  Research conducted at 
this institution suggests that the answer is somewhere between the disparate remedies proposed by 
Michael Jones and Brian Haratsis.  Certainly, many councils can achieve significant economies if they 
rationalise their capital and human resource needs following amalgamation - something they have been 
unable to do in the past. 
 
Small councils are, and will always be, uneconomical and co-located councils, such as those at Swan Hill, 
Grafton, Casino etc, seem increasingly incongruous as the public sector strives to become more efficient.  
 
In fact, the article asks the wrong question because, in some instances, "big" will be better but in others it 
will not. What is required is a clear rationale for amalgamation where councils can form (or be forced to 
form) a "natural" geographic, demographic or even political identity which will maximise the potential of 
that community (New Zealand uses water catchment areas) and some of those groupings may be large 
while others may well be quite small. This rationale may also be used to reject amalgamation proposals 
where the council is able to demonstrate that it forms a natural community and that it  is effective.  
 
Amalgamation of local government is necessary and inevitable but it will not be the only, or indeed the 
major, industry trend in the future.  More fundamental issues such as benchmarking, commercialisation, 
open tendering and productive enterprise are emerging to rejuvenate the ineffective "sheltered workshops" 
in local government. 
 
Councils must recognise that amalgamation is an opportunity to create a natural and sustainable 
community. Those that continue to vacillate on the question of amalgamation and the need for 
fundamental reform in local government  will be ruthlessly swept away by governments who now sense 
that there is an overwhelming public desire for change. 

'Truth and Council 
Cutbacks': Letter by 
Martin Brennan of 
North Melbourne, 

Australian Financial 
Review 

13 Jul 1994 
p. 22 

SIR, Congratulations to Christopher Jay ("Victoria slashes council numbers") and Mark Lawson ("Is big 
really better?") for their contributions to your Local Government Survey (AFR, July 7). The question of 
whether amalgamating  Victoria's 200 municipalities into 100 will mean more efficient services was well 
canvassed by both writers, albeit in speculative terms.  
 
Writing from experience however, as a former Melbourne City Councillor(replaced by Administrators) 
who resides in an area (North Melbourne)transferred to another municipality (Essendon), I suggest the 
efficiency debate must now add practice to theory. We should question both the real intentions of the 
Victorian Government and their meaning of "efficiency".  
 
Real intentions are evident from actions, not words. Section 25(1) of the City of Melbourne Act states 
that, despite the boundary changes, council services must continue to be provided "as if the annexed area 
had not been severed". That section, Local Government Minister Roger Hallam told Parliament, made the 
Government's intentions to maintain services "abundantly clear" and "even clearer". But a few months 
later, a wide range of council services to the annexed area of North Melbourne, including child care, were 
cut back and/or made  more expensive. What action has the Minister taken?  Virtually none -although 
under s.25(10) he could have councils fined up to $10,000 for such cutbacks and up to $5,000 per day if 
he served a non-compliance notice on them. By failing to  publish the administrative order which would 
trigger his fining powers, he is conniving at an agreement made between Essendon and Melbourne to flout 
his own law. His office is, "we are told, writing to Essendon Council" - on a wet tram ticket, no doubt.  
 
By allowing that North Melbourne situation to continue, in breach of explicit legislative safeguards and 
ministerial assurances, the Victorian Government has effectively declared its real intentions for the other 
199 municipalities - for which there are no such "protections" in place -namely, to  have services slashed 
Statewide.  
 
As for "efficiency", one can only be efficient at something. What councils  must be efficient at is 
providing the optimum quality and quantity of services.  If, all other things being equal, a council merely 
reduces the quality or quantity of its services, that council becomes by definition less efficient at providing 
services. I acknowledge the heresy of asserting, in Jeff Kennett's Victoria, that a (local) government 
cutback, closure or job loss is not an efficiency gain. But that heretical truth must be so asserted and 
fought for. The earth in Victoria may be scorched, but it is not yet flat. 
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Boyne, G. A. 
(1995), 

'Population Size 
and Economies 

of Scale in 
Government', 

Policy and 
Politics, 

Vol. 23, No. 3, 
pp. 213-222. 

Boyne (1995: 213): 
 
The existence of scale economies in the production of local government services is increasingly questioned by 
policy makers and academics.  In place of the old orthodoxy that big is beautiful, a new orthodoxy is emerging 
that there are no significant scale effects.  However, the empirical evidence does not warrant this conclusion.  
There may be scale economies in local services, but these relate to the output of service plants, not the size of the 
population; and there may be population effects on local performance, but these concern effectiveness and 
responsiveness rather than efficiency.  Thus, economies of scale and population effects need to be tested 
separately but considered together in decisions on local government reorganisation. 
 
Boyne (1995: 214): 
 
Reviews of scale effects in the academic literature have also suggested that the impact of size on local authority 
performance is either insignificant or trivial.  The most widely cited survey is by Newton (1982), who draws 
conclusions from 73 studies of the relationship between population size and service costs in the pre-1974 local 
government system in England.  The statistical results are a jumble of insignificant, positive and negative 
correlations.  Newton [Newton, K. (1982), 'Is small really so beautiful?  Is big really so ugly?  Size, effectiveness 
and democracy in local government', Political Studies, Vol. 30, No. 2, pp. 190-206] states with extreme 
circumspection that "we can conclude with confidence that, under certain not well understood circumstances, it 
may, or may not, be more, or less, economical to have larger, or smaller, local authorities" (1982, p 193). 
 
Boyne (1995: 214): 
 
The basic concept of economies of scale in local government is that total service output influences the average 
cost of providing a unit of given quality (eg an hour of teaching, a room in a residential home, or a mile of new 
road).  If there are economies of scale, then areas with high levels of provision are able to produce services at 
lower costs per unit. 
 
Boyne (1995: 215): 
 
… there are two main sources of economies of scale.  The first is 'technical' economies of scale, which refers to 
aspects of the production process that increase efficiency in large plants and firms.  Plant-level economies may 
arise from long production runs and the full utilisation of specialised equipment and labour; firm-level economies 
are likely to stem from the flexible deployment of expert managers and administrative support.  …  Similarly, it 
may not be economic to install specialised equipment until a 'threshold' of scale is reached that allows such 
equipment to be fully employed.  Multi-plant firms may also benefit from 'economies of massed reserves' which 
allow staff or equipment to be switched between plants in order to prevent a breakdown in production.  …  
Finally, as scale increases, the fixed costs of manufacturing a product can be spread over more units and the 
average cost per unit declines.  Thus the higher the ratio of fixed to variable costs, the more likely that economies 
of scale will be present.  A second type of scale effect is not technical but 'pecuniary'.  This refers to the 
purchasing power of big organisations that allows discounts to be obtained for large orders of raw materials, and 
access to funds for new investment to be gained on favourable terms. 
 
After a certain level of production is increased, diseconomies of scale may begin to emerge and unit costs rise.  
This may simply be a result of the 'law of diminishing returns': each additional input to the production process 
results in less and less output.  Also, large organisations may suffer from 'bureaucratic congestion' as problems of 
communication and coordination increase with the scale of activity (see Williamson, 1967 [Williamson, O. 
(1967), 'Hierarchical control and optimum firm size', Journal of Political Economy, Vol. 75, No. 2, pp. 123-138]).
 
Boyne (1995: 216): 
 
A second technique for measuring economies of scale is 'survivor tests'.  This involves the longitudinal analysis 
of the size distribution of firms in an industry in order to identify which organisations are surviving and how 
market shares are changing.  As Sawyer (1988, p58 [Sawyer, M. (1988), The Economics of Industries and Firms, 
London: Croom Helm]) argues, "the survivor technique draws upon the notion of the survival of the fittest in a 
competitive environment". 
 
Boyne (1995: 219): 
 
Most studies use population as a measure of scale and as a proxy for service output.  This is justified only if it can 
be assumed that there is a close positive correlation between population size and output.  …  Areas with a similar 
population can have quite different needs, depending on their demographic, economic and housing conditions. 
 
Boyne (1995: 221): 
 
Although population size may have little impact on the technical efficiency of service production, it may still be 
relevant to other goals of local government reorganisation.  These include wider issues of allocative efficiency, 
effectiveness, responsiveness, financial viability, territorial justice and local autonomy (see Skaburskis, 1992 
[Skaburskis, A. (1992), 'Goals for restructuring local government boundaries: Canadian lessons', Government and 
Policy, Vol. 10, No. 2, pp. 159-172]). 
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Council of 
Europe (1995), 

The size of 
municipalities, 
efficiency and 

citizen 
participation 
(Local and 

regional 
authorities in 
Europe, No. 

56), 
Council of 

Europe Press, 
Strasbourg. 

Council of Europe (1995: 23): 
 

The idea that local government efficiency would be increased by the creation of larger authorities was largely responsible 
for the post-war series of local government boundary reforms which led to a dramatic reduction of their number in several 
European countries (see Table 2 above and section II).  Many arguments behind this idea derive, to a large extent, from 
economic theories which, using a variant of the standard efficiency criterion, attempt to define an optimal size for local 
authorities where marginal benefits equal marginal costs. 
 

From an empirical point of view, the task of defining public service costs and benefits, the latter in particular, whether in 
aggregate or service specific form, presents tremendous problems.  For example, it is extremely difficult to measure the 
output of certain services, and there is certainly no objective method to measure benefits taking into account externalities, 
etc.  furthermore, even if all these problems could be dealt with satisfactorily the perspective would still be one-sided 
(usually the household's perspective) whereas business firms may face a different set of cost and usually benefit functions 
and would ignore elements such as specialisation between different local authorities.  The empirical approaches tend, 
therefore, to adopt a simplified approach, measuring direct costs and assuming that the level of service provision is 
invariant (the so-called normal level of service provision).  It is apparent though that the adoption of this assumption 
considerably changes the scope of the analysis. 
 

Given the complexity of the problem and the difficulty in obtaining meaningful analytical results, it is hardly surprising that 
only a few countries provide detailed results of surveys or studies on this topic. 
 

The reply from the Walloon region (Belgium) makes reference to a study presented at the 8th Congress of the French-
speaking Belgian Economists which analysed the cost –effectiveness of 253 municipalities on the basis of current 
expenditure for 1986 and a number of service-related quantitative indicators, namely: population size; kilometres of 
municipal roads; percentage of the population aged over 65; number of inhabitants benefiting from income-related social 
aids; number of crimes; number of children enrolled in kindergarten and primary schools.  The results of this analysis in 
which municipalities were grouped on the basis of their expenditure capabilities suggested that the percentage of cost-
effective municipalities did not vary much according to size with the exception of the larger ones (current expenditure 
above 1 billion Belgian francs in 1986) which were all considered to be cost-effective. 
 

In Denmark, a study on efficiency of the municipal administrative services has been carried out by professor Poul Erik 
Mouritzen from the University of Odense (Der er også noget der hedder demokrati, Copenhagen 1991).  The results of this 
survey indicated that the efficiency of the municipal administrative services was higher in municipalities with a population 
of less than 15 000 than in municipalities with a population of between 30 000 and 50 000.  In municipalities with a 
population over 50 000, the efficiency seemed to increase to a level similar to that of municipalities with a population of 
less than 15 000 inhabitants.  On the other hand, an analysis made by the Danish Ministry of the Interior in 1989 suggests 
that the differences in the administrative efficiency between municipalities of different sizes are rather small. 
 
Council of Europe (1995: 24): 
 

The reply from Finland argues, on the basis of the results of various studies undertaken in that country, that the size of the 
municipality alone cannot explain the variance of costs in the municipalities and that the characteristics of organisation 
arrangements for the provision of services seems to have a greater explanatory role.  Furthermore, it is suggested that 
"optimum" size varies greatly between different types of services. 
 

In 1985 in Italy a detailed analysis was undertaken on this topic in the context of a vast research programme concerning the 
level of services provided and the definition of objective parameters for the allocation of financial resources to local and 
provincial authorities. (Report on research concerning the level of services provided, and the definition of objective 
parameters for the allocation of resources to local and provincial governmental bodies, Ministry of Interior, 1986).  The 
study was based on the expenditure incurred in 1983 by 7 223 individual municipalities (90% of the total) on some 28 
different services.  The basic parameter of the study was resident population. The municipalities were divided into 13 
demographic groups and expenditure data were adjusted to exclude redemption and interest payments (see Table 4). 
 
Council of Europe (1995: 25): 
 

In the sequence the average costs of providing a similar level of services ("normal level of services") was computed for the 
total of municipalities in each demographic group and a second degree logarithmic function of population was calculated, 
the parameters of which were estimated applying the least squares method to per capita current expenditure on different 
services by municipalities in the same demographic group and providing similar levels of service. 
 

The study made it possible to distinguish between services whose provision costs closely related to the size of their 
population – so-called services with a general dimensional variable – 28 in all (eg general administration, child welfare, 
fairs and markets, cultural events, sportsgrounds, etc) from these with "specific dimensional variables", that is where costs 
are correlated to other variables (13 in all), (eg refuse collection – kilometres of roadways; sewage – kilometres of piping 
required; primary schooling – number of children in primary schools). 
 

For the totality of services with a general dimensional variable (ie population size)., the interpolant function of the average 
per capita expenditure for demographic group showed a very good fit to data, with high per capita expenditure for very 
small municipalities, declining until the 5 000 inhabitant threshold and increasing thereafter (see fig. 1).  These results 
tended to confirm the idea that there is a non-linear type of relation (in fact a quadratic one) between population size and 
expenditure in local services of this type. 
 

As regards individual services in this category, a U-shaped pattern for per capita expenditure was also found for the 
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majority of them although the minimum cost demographic group varied according to service (eg class 6 for general 
administration; fairs and markets; group 3 for slaughterhouses, etc).  These results should, however, be interpreted with 
great caution, as the question of availability and quality of the services provided by municipalities from different 
demographic groups was not fully taken into account in this study, whose main aim was to assess "expenditure needs" of 
local authorities and not measure efficiency in the provision of local services. 
… 
Council of Europe (1995: 26): 
 

  
 
Council of Europe (1995: 29): 
 

In Norway, several studies have been carried out in the impact of size on cost efficiency in local government.  A general 
conclusion is that units with more than 5 000 inhabitants have comparatively better opportunities to take advantage of the 
economies of large-scale operations.  This conclusion refers to the following services: general administration, primary 
schools, health institutions and technical facilities.  There is for the moment no known survey which confirms lower cost 
efficiency in the largest municipalities.  There have also been studies on the impact of size on service quality and flexibility 
in the local resource adjustment process.  In general these surveys show the advantage of small units. 
 

In the United Kingdom no governmental surveys have dealt with this topic and "academic research has produced no 
conclusive evidence that larger jurisdictions are more efficient than smaller ones" (B. C. Smith, Decentralisation, George 
Allen and Unwin, London 1985, p. 68). 
 

In spite of the fact that the evidence provided in the previous paragraphs of this section seems less than clear-cut, no reply 
mentioned action taken by central authorities to tackle possible negative effects of the large size of municipalities on the 
cost efficiency of local public services. 
 

In fact replies from Finland and Switzerland argue that there are no indications that the large size of a local authority may 
have had a negative effect on efficiency of local service provision.  More strikingly the Danish reply (a country where more 
than 90% of municipalities have more than 5 000 inhabitants) states that "some people think that many municipalities are 
too small to solve the comprehensive municipal tasks of today". 
 

Thus, where legislative or other action has been taken with the aim of creating sub-municipal authorities or decentralised 
bodies of a consultative or executive type (some large Belgian municipalities; municipalities of Athens, Pireus ands 
Salonika in Greece; metropolitan towns in Italy; 21 municipalities in Sweden), this seems to correspond more to attempts 
to make local administration more flexible and responsive to citizens/users' demands than to increase their cost-efficiency 
or productivity in the provision of local services. 
 
Council of Europe (1995: 29-30): 
 

To sum up, it seems fair to say that while for some services the size of the municipality's population appears as a relevant 
element to explain cost-efficiency in service provision, for other services other variables (eg population density, altimetric 
factors, age structure of the population) appear more relevant.  Furthermore, organisational arrangements, production 
technologies used for service provision and other elements also play an important role in determining local authority 
efficiency.  As these elements change over time, the search for an optimal local authority size cannot give long-lasting 
results.  Moreover, it is clear from the evidence provided by national delegations that even if it was possible for a given 
country, and with the help of an extremely generous ceteris paribus clause, to estimate the most efficient local authority 
size for individual services, the weighting and aggregation problems related to the definition of an optimal multi-purpose 
local authority would be insuperable, as they necessarily involve political and cultural choices as regards the level of 
services to be provided, the importance attached to each service, etc. 
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Keating, M. (1995), 
'Size, Efficiency and 

Democracy: 
Consolidation, 

Fragmentation and 
Public Choice', in 

Judge, D., Stoker, G. 
and Wolman, H. 
(eds), Theories of 

Urban Politics, Sage, 
London. 

Keating (1995: 117): 
 
There is a perennial debate among students of local government about the appropriate size for 
municipalities.  Although there are many variations and nuances, the central argument pits the 
consolidationists, who wish to merge small local governments into larger units, against the defenders of 
fragmentation.  Each side has at times displayed a certainty, even self-righteousness, about its convictions 
and their universal applicability. 
 
Keating (1995: 131): 
 
The technical arguments about consolidation versus fragmentation have proved inconclusive.  This is 
partly for lack of data, partly because of difficulties in measurement, but mainly because the items which 
are to be measured are themselves politically contested or normative.  In any case, the effects of structures 
on policy outputs are mediated by local politics and intergovernmental politics. 

'State To Have Rate 
Fixing Power For 3 

Years', 
by Leon Gettler 

The Age 
23 March 1995 

p. 3 

The State Government will have the power to peg municipal rates for the next three years and force 
councils to deliver rate cuts under measures that it claims would deliver $300 million in rate reductions 
across Victoria.  The Government has also imposed a series of savings targets, aimed at saving between 
$362 million and $395 million a year across Victoria's 78 new super-councils. The targets, thrashed out 
between the Government and its commissioners, will be implemented in the next three years.  
 
Under legislation to be introduced in State Parliament, the Government will be able to impose controls 
over the amount  raised by a council in rates and charges in any one year. It will also enable the 
Government to give directions for rate levels across local government or for a particular council.  The new 
provisions will expire at the end of the 1997-98 financial year, when  the elected councils are 
implementing the corporate plans set by the commissioners.  The measures aim to lock in the changes 
implemented by the commissioners in the transition to elected councils and would prevent incoming 
councillors from dismantling them after the council elections.  
 
Announcing the legislation yesterday, the Minister for Local Government, Mr Hallam, also set new 
savings targets for individual councils. The targets vary range  from $15 million to $20 million for the 
City of Port Phillip,  to $670,000 for the Shire of Hindmarsh in north-west Victoria.  The announcement 
follows the recent threat by the Premier, Mr Kennett, to sack local government commissioners if they 
failed to deliver rate cuts.  Mr Hallam said the savings targets would reduce the cost of local government 
by up to $400 million a year. He expected $300 million of the savings would go into rate reductions.  
 
The chief executive officer of the Municipal Association of Victoria, Mr Bruce Whelan, said the measures 
would test the savings projections of the Local Government Board, which had presided over the 
amalgamations. The arrangements were acceptable as a transitional arrangement.  "Once we're out of the 
transition, then I believe accountability should be up to the community through the ballot box,'' Mr 
Whelan said. 
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'It's an Era of 
Mergers', 

by Mark Lawson 
Australian Financial 

Review 
20 Nov 1995 

p. 39 

South Australia is following Victoria's example of seeking council mergers. But, as MARK LAWSON 
explains, not everyone is convinced about the Victorian model.  
 
THE complete overhaul of the Victorian local councils has inspired, for better or worse, efforts by other 
State Governments to try their hand at reforming the local government sector.  The latest state to participate 
in this nation-wide trend is South Australia which last week introduced legislation paving the way for 
amalgamations among the state's 118 councils. 
 
As the present South Australian Liberal government does not have the luxury of control of the upper house, 
it cannot adopt the strong-arm tactics of Mr Jeff Kennett's Victorian Government of dictating mergers and 
temporarily replacing all elected councillors with administrators.  Instead, the SA reform bill emphasises 
voluntary amalgamations with councils only likely to be forced into mergers after long consultation, and 
after a majority of residents have voted in favour of the proposals.  Just how many councils opt to merge 
with neighbouring councils remains to be seen – those involved the process say that many councils are keen 
to merge – but whatever happens the jury is still out on the effectiveness of the Kennett amalgamations in 
Victoria.  Information produced by the Victorian Department of Treasury and Finance and Office of Local 
Government says that before the reform process, aggregate local government expenditure in Victoria was 23 
per cent above the average for all other States.  To finance that expenditure, Victorian local council rates and 
fees were an average of 12 per cent higher than other Australian councils.  After reducing the number of 
councils from 210 to 78, the Victorian Government claims the State has gone from the highest rating State in 
the country in 1993-94 to the equal lowest in 1995-96.  "Councils have identified rate cuts of $263 million to 
date ($250 million in 1995/96), which represents approximately 80 per cent of the three year target of  $300 
million in savings being achieved in the first year," its information says.  These may seem to be impressive 
savings, but academic observers of local government remain unimpressed. 
 
Dr Michael Jones, a senior lecturer at the University of Canberra's faculty of management and a leading 
academic in the area of local government, said it was difficult to tell whether the rate cuts announced by 
Victorian councils were genuinely the result of efficiencies, or due to councils dipping into reserves.  He said 
he had talked to many Victorian council officials, and he believed that at least part of the reduction was due 
to councils dipping into large reserves.  "Some of them have huge reserves – they use to have a real squirrel 
mentality," he said.  Another difficulty in making comparisons was that some councils had changed their 
rating systems.  Dr Jones is much more enthusiastic about two other Kennett Government reforms of 
replacing annual, partial council elections with three-year elections and of Compulsory Competitive 
Tendering.  Under the Victorian CCT legislation (which is being studying closely by other  States), councils 
must put a certain percentage of their expenditure on goods and services through a tendering process – 20 
per cent in 1994-95 (CCT's first year); 30 per cent in 1995-96 and 50 per cent from 1996-97 onwards.  Dr 
Jones said the legislation forced councils to do what good managers should – think about what operations 
had to be kept in-house and what operations could  simply be farmed out to the private sector, through 
competitive tendering. 
 
With Victoria and South Australia well down the reform path, local councils throughout Australia are lifting 
the lobby efforts, as well as improving their operational efficiency, in a bid to head off similar reforms in 
their own States. 

Newman, D. (1996), 
Efficiency, 

Functionality, and the 
Social Construction of 

Municipal Space: 
Reforming Rural 

Local government in 
Israel, 

Negev Center for 
Regional 

Development, 
Beer Sheva. 

Newman (1996: 22-23): 
 
Reforming the structure of local government is a politically emotive act.  Two major trade-offs are central to 
our understanding of local government reform: the efficiency-equity trade-off and the size-autonomy trade 
off.  Traditionally, arguments stressing efficiency and equity criteria are used to justify the need for 
wholesale restructuring of local government networks which no longer meet the demands of an ever 
changing functional settlement system (Scheisl, 1977; Honey, 1981; Jarman & Kouzmin, 1993).  What 
constitutes equity has been much discussed in the literature (Alonso, 1971; Bennet, 1980; Dear, 1978; Kirby, 
1983; Smith, 1977; Truelove, 1993).  The definition of equity best suited to rural areas would be one which 
differentiates between the needs of special groups and areas, rather than an across-board equalization of the 
share of public goods and/or taxation (Bennet, 1980; Smith, 1977).  Overall, however, the efficiency-equity 
considerations are not always strong enough to overcome the intervention of decision-makers who have to 
come to terms with the political expediency demanded by their constituents, both from below (residents 
desiring continued political autonomy) and above (politicians seeking to maintain the political support from 
their constituents). 
 
Within rural areas, the size-autonomy trade-off is particularly acute.  A major problem of rural communities 
and local government units concern their small size, exacerbated by peripheral location.  Rationalization of 
these communities requires the emergence of larger regional units which may, in turn, require the 
amalgamation of distinct rural and urban defined jurisdictions into integrated governmental networks.  
Freeman (1968) traces the rationalization of rural districts in Britain back to the 1927 Local Government 
Act, in which many small places (up to 7000 inhabitants) lost their separate urban status and were absorbed 
into adjacent rural authorities.  Friedman & Weaver (1979) suggest that what they term as "agropolitan" 
development should take place within areas varying in population of 10-20,000 inhabitants, providing that 
these regions were internally self-sufficient.  Such a definition would encompass many of the existing 
Regional Councils. 
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Table 3G-3  (Continued) 

Source Selected Extracts 
Kiss, R. (1996), 

'Conclusion: Moving 
Forward', in Johnstone, P. 

and Kiss, R. (eds), 
Governing Local 

Communities – the future 
begins, 

Centre for Public Policy, 
University of Melbourne, 

pp. 63-72. 

Kiss (1996: 119): 
 
The efficiency and effectiveness claimed by the advocates of amalgamations for larger units of local 
government have never been demonstrated as a general rule.  Research done for the Municipal Association of 
Victoria in 1990 showed, for example, that economies of scale were then achievable by local government units 
with populations around 10 000 provided the range of services was kept to the basics, and at populations of 
around 60 000 by units delivering the full range of services.  Larger units were not demonstrably more efficient 
(Manning, 1990 [Manning, I., An efficiency-oriented local government development program, Report prepared 
for the MAV, May 1991]). 

Moore, D. (1996), 'The 
Financial Benefits of Local 

Government Reform', 
in Johnstone, P. and Kiss, 
R. (eds), Governing Local 
Communities – the future 

begins, 
Centre for Public Policy, 
University of Melbourne, 

pp. 63-72. 

Moore (1996: 63): 
 
I intend to outline briefly here the objectives of the report I prepared for Project Victoria, titled Reforming 
Local Government in Victoria (launched by the then Minister for Local government, the Honourable Roger 
Hallam, in 1993) and to assess the extent to which these objectives have been realised. 
 
Moore (1996: 67): 
 
Although it is still early days, it is possible to make a preliminary assessment of developments against the 
proposals made in my report.  There are some encouraging indications: 
 
(1) The government decided to go further down the amalgamation track by reducing the number of councils 

to seventy-eight, almost twenty fewer than my relatively conservative proposition.  This has increased the 
average population per council to about 57,000, now significantly higher than the 35,000 average in 
NSW.   However, the average area covered – about 3000 km2 – is still significantly smaller than NSW's 
4000 km2.  In the Melbourne metropolitan area the average population per council is now just over 100 
000 but elsewhere it is still only a relatively low 26 000.  A number of councils still have fewer than 
10 000 residents. 

 
(2) The Government has estimated that local government budgets for 1995-96 offer expenditure savings of 

$323 million compared with 1993-94.  While this is less than my estimate of potential savings of $440 
million a year, further savings should emerge as competitive tendering is progressively applied to more 
expenditures, and as further workplace reforms occur.  The estimated average reduction of 17.7 per cent 
in rates is also somewhat less than my estimate of the potential for a 20 per cent reduction.  Even so, if 
achieved, such reductions should reduce the per capita current expenditure and rates levels of Victorian 
local governments to about the states' average level.  The reductions in Victorian rates have already been 
reflected in the welcome fall in the March quarter in Melbourne's consumer price index (CPI). 

 
Some have suggested that the savings made have involved some reduction in service levels and that the rate 
reductions are not sustainable.  It is important, however, to distinguish between rationalisations of services and 
reductions in service levels: the closure of a service in one area does not (now p68) necessarily mean a 
reduction in the average level of that service and may in fact result in an improvement in average quality.  
Also, some areas where rates low because of the concentration of business were bound to experience an 
increase in rates [the merging of the valuation system would also have had this effect in some cases].  Account 
also needs to be taken of the one-off impact on both spending and staff time associated with implementing new 
structures and processes. 
 
Further, it was to be expected that in some cases there would be a shift away from the provision of services on 
a free or subsidised basis to a user-pays basis.  such a shift should be regarded more as a re-assessment of 
eligibility for access to free or subsidised services rather than a reduction in service levels per se.  Finally, to 
the extent that there have been reductions in service levels these have to be weighted against the improvements 
in services: in September 1995 the Minister for Local Government issued a sixteen-page list of examples of 
extensions and upgradings of services in 1995-96. 

Sharpe, L. J. (1996), 
'The Modernization of 

Local Government in the 
Modern Democratic State', 

in Bogason, P. (ed.), 
New Modes of Political 

Organizing: Local 
government Fragmentation 

in Scandinavia, 
Nova Science Publishers, 

Inc., 
Commack, New York, 

pp. 15-33. 
(Note: this paper is also 

included on pages 63-82 of 
the 1995 Council of Europe 

publication as above) 

Sharpe (1996: 17): 
 
Returning to the rational-functional cause of local government reorganization, there are usually two basic 
changes in the context in which local government operates that prompt enlargement.  The first may be called 
the socio-geographic and it is associated with what has been called the second urban revolution that arises 
following the industrialization process, ie., suburbanization.  The effect of suburbanization is for the urban 
settlements to outgrow the boundaries of the local government system.  The local government structure thus 
becomes underbounded with consequent inefficiencies arising because of externalities. 
 
The second cause of local government boundary change arises from the steady growth of local government 
responsibilities in, for example, the SHEW group of services (social, health, education and welfare).  Such 
services often entail large items of fixed capital such as schools, residential homes, clinics and hospitals.  In 
order to justify the cost of such capital items a large throughput of consumers is necessary.  That is to say, 
larger base populations for local government may be required if the SHEW services are to be provided 
efficiently. 
 
It will be seen immediately that both sources of change in local government boundaries point to larger 
jurisdictions – the socio-geographic to larger territorial units, the functional to larger populations.  In short, 
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there has been a widespread movement throughout Western states, with some exceptions, to enlarge their local 
government units. 2  So far we have assumed urban local government, but there has also been a perception 
among Western states that rural local government needed reform as well.  Not because of underboundedness 
but, rather, because of rural depopulation, itself one of the consequences of the urban revolution mentioned 
earlier.  Thus the rural case for local government boundary change is much more closely linked to the need to 
achieve economies of scale and financial effectiveness.  The aim is often the egalitarian objective of seeking to 
ensure that rural local government can match urban government in its functional capacity so as to equalize the 
life chances of country and town dwellers. 
 
Sharpe (1996: 20): 
 
We must now return to our main theme which is, on what basis has local government reorganization been 
undertaken and we begin with the socio-geographic factor.  It will be remembered that this factor is concerned 
with reflecting the reality of the modern suburbanized community in the local government structure.  If a city 
expands by suburbanization, its government, so the case for change runs, should expand with it so as to capture 
the externalities so ensuring maximum efficiency in the operation of the territorially-determined services – 
planning, transportation, highways, and traffic management.  The new suburbanized city should be matched by 
a unified government – 'one city, one government'. 
 
Sharpe (1996: 21): 
 
We now come to the second major cause of enlargement, namely, the increase in the service responsibilities of 
local government, and in particular the acquisition by local government of the SHEW services which involve 
heavy investment in high cost institutions such as hospitals, schools and technical colleges.  It will be 
remembered that the assumption in this case is that economies of scale were being lost because the existing 
units of local government were too small.  By enlarging local government populations the 'throughput' for the 
said expensive institutions could be increased thus lowering average costs. 
 
The economies of scale case also comprises two further elements, the first is that where enlargement involves 
consolidation (two former local governments become one) duplication is overcome.  The second extra element 
in the economies of scale argument is that increasing scale may lower the cost of inputs because of bulk 
purchase discounts. 
 
At this point in the discussion it is important to note that undoubtedly one of the influences on local 
government modernization in Europe has to do not with the merits of theories but with intellectual fashion.  
Institutional enlargement in its broadest sense has formed a kind of zeitgeist in the West during the latter half of 
the twentieth century and may be seen operating just as clearly in relation to the formation of the EC as it is in 
the 'merger mania' of private industry and the emergence of international conglomerates.  It is also evident in 
general discussions about the 'shrinking' of the world in terms of communications and the expansion in 
international trade and discourse.  Even the nation state itself has come under fire from the influence of the 
enlargement zeitgeist, it is therefore hardly surprising that it has influenced discussions of the appropriateness 
of local governments.  Surveying the post-war period Marleen Brans has noted, 
 

'The notion that large scale organization was beneficial and widespread throughout non-industrialized as 
well as industrialized nations, and was applied to a wide range of organizations, national and local, 
government and private public and semi-public enterprizes.  Although the alleged relationships between 
organizational size, structure and performance, was poorly corroborated by empirical research, it emerges 
in most reorganizations as a core reason for mergers and redrafting boundaries.' [Brans 1992: 449] 

 
Sharpe (1996: 22-23): 
 
To return to our discussion of the economies of scale theory, it must be emphasized at this stage that we will 
confine our discussion to the strict definition of the theory in terms of measurable inputs and outputs.  Some 
who discuss economies of scale in local government often mean financial effectiveness which is the argument 
that, below a certain scale, local governments are unable to undertake certain activities because to do so would 
be an insupportable drain on their resources.  Scale, in short, may be essential for modern local government in 
order to ensure that the financial base is sufficient to provide services at the range that may be essential in order 
to meet modern living standards.  There can be no doubt that this could be a very real problem and we have 
already discussed the crucial importance of scale in relation to minimum population thresholds.  Yet there is a 
problem lurking in the threshold claim, for scale can sometimes become a 'tail wagging the dog' phenomenon.  
This problem seems to be derived from the influence that professional specialized bureaucrats can have in 
specifying the various attributes that an acceptable service should have.  The danger is that the ability of the 
local government to afford the cost of some marginal, but professionally determined, addition to a service 
becomes in effect the criterion for determining the scale of the whole local government. 
... 
Another popular misinterpretation of the economies of scale argument in local government reform is to argue 
that scale is essential in order to attract, by higher salaries and more extended career structures, the best 
technicians and bureaucrats.  A similar argument is sometimes made about elected members.  Only the largest 
local governments, so this claim runs, will attract elected members of the necessary high calibre.  The problem 
with accepting this claim is not that higher salaries and wider career structures do not attract better bureaucrats 
or that larger local government do not attract superior politicians.  No, both changes may occur with increased 
scale, but the problem is that larger units require better politicians and bureaucrats, since the management load 
is greater.  So the question is not simply one of increasing scale in order to improve quality, but whether the 
quality of personnel so attracted is greater than that necessary to run the enlarged local government.  If it is not, 
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then no gain has been made by increasing scale. 
 
It must be emphasized that the economies of scale theory is derived from the neo-classical economic theory of 
the firm and it is essentially a logical axiom and not an observed fact.  In other words, it is a logical 
inevitability derived from a set of fixed assumptions.  If a piece of fixed capital is used to its limit in production 
the average unit cost of that production will fall until the limit of the fixed capital is reached.  The central 
assumption to note is that of manufacturing production, so absolute uniformity of output is essential to the 
theory. 
 
The first difficulty in the application of the economies of scale theory to local government is centred on the 
character of the 'outputs' of the system.  In the first place, many of these outputs may lack any uniformity. 
 
Sharpe (1996: 25): 
 
Precise scale disiderata was not the ruling consideration so much as creating local governments that bore some 
relation to the needs – both geographical and functional – of modern living.  These needs clearly pointed to 
some sort of minimum scale and this brings us to the most important contribution that the economies of scale 
theory can make for there should obviously be some minimum scale threshold below which, for a given basket 
of services, no local government should fall.  Helping to determine what the threshold should be seems to be 
the most important contribution the theory can make to local government reorganization.  It could also play a 
part in determining the distribution of functions where there are two levels of local government – county (or 
equivalent) and municipality – as in Northern Europe.  The key point which cannot be over-emphasized is that 
the irrefutability of the economies of scale theory (derived from its axiomatic status) does not in fact seem to 
occur empirically for a very wide range of services where it clearly should.  In other words the failure of the 
theory rests not simply on a refutation of its validity of the kind we have just undertaken but is reflected in the 
fact that it does not seem to occur in practice.  Most systematic studies of economies of scale reveal this. 
[Newton 1976]   
 
Whether the economies of scale theory can, or should, play a part in determining an upper threshold is not easy 
to determine simply because the scale of modern settlement patterns create vast urban agglomerations' 
[mistaken quotation mark] in most Western states – Paris, London, Tokyo.  And in such vast agglomerations 
there is usually a good case, irrespective of economies of scale, for some area-wide collective activity to cope 
with externalities because of the underlying socio-economic unity of such agglomerations.  It is of some 
interest that in some large European urban agglomerations it has been found necessary to create sub-municipal 
councils.  In this way the negative impact of scale on popular participation can be reduced. [Kjellberg 1979] 
 
Sharpe (1996: 27-28): 
 
One final point needs to be made.  When we look at the European state as it exists today we are confronted 
with enormous variations in the scale of their local government systems.  This is clearly brought about in Table 
2.  Even if we bear in mind the differing historical conditions in each country and the variations in the 
allocation of functions between centre and locality, the economies of scale theory does not appear to have had 
much influence in practice on local government design.  Local governments throughout much of Europe 
remain relatively small.  In ten states listed in Table 2, for example, more than half the municipalities have less 
than 1,000 inhabitants and in three states the percentage under 1,000 inhabitants is in excess of 80.  The 
considerable variation in the population size of municipalities throughout Europe that Table 2 reveals also 
reminds us that despite the importance that economies of scale arguments may have played in the 
modernization process in some countries, ultimately functional capacity rarely seems to have been the primary 
consideration in local government design.  This is obviously the case for the napoleonic group for the reasons 
we have discussed, but relative smallness and a wide population range are evident in the non-napoleonic 
countries listed in Table 2 and this suggests that unit scale, or design, is likely to have been determined not by 
abstract scale arguments but, rather, by the pre-existence of self-conscious sub-national geographical 
communities.  Local government may have an undoubted functional logic in the modern state,8 as we have 
seen, but it does not follow that functional considerations will always determine local government scale or 
design.  That local government may also be a convenient service-provider is doubtless important, but it will 
always be to some extent a secondary consideration to the existence of definable sub-national communities.  In 
other words, we are forced to conclude that local government is primarily a political entity. 
 
There remains a further though rather less important problem with the economies of scale theory and that is, 
what do we mean be scale?  For the sake of convenience the economies of scale theory has usually been tested 
in terms of population.  But there are obvious deficiencies with such an assumption.  Some quite small cities in 
population terms can be very rich in terms of financial resources.  Also, the settlement pattern within a local 
government area must also have a bearing on outputs so that it may be misleading to assume that a densely 
populated city is the same in terms of its functional operation as a local government that embraces a largely 
rural tract simply because they both have the same total population. 
 
Another problem that arises when the economies of scale argument for enlargement is used indiscriminately is 
that it tends to ignore the fact (p. 28) that the cost curve in the economies of scale theory is 'U' shaped.  That is 
to say, while it is true that average costs decline as production increases on the downward slope of the curve, 
they just as inexorably increase during the upward slope of the curve.  In other words, economies are generated 
at fairly precise levels of output,  It follows that before the economies of scale claim can be made in relation to 
a given local government the shape of the curve needs to be known.  What is unacceptable si the claim that 
economies of scale are potentially exploitable for any given local government irrespective of its size, rather as 
if economies of scale was a kind of medicine for a sick patient. 
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Table 3G-3  (Continued) 

Source Selected Extracts 

Victorian Auditor-
General's Office 

Report on Ministerial 
Portfolios 
May 1996 
(online via 

www.audit.vic.gov.au) 

Part 1 Executive Summary 
... 
Recent reforms to the local government sector have been without parallel in Victoria and are designed to 
provide a solid foundation for the industry to service the future needs of the community.  
… 
Based on municipal council budgets, savings of $323 million in operating expenditure will be achieved in 
the 1995-96 financial year with rate reductions in the order of 18 per cent incorporated into rate notices for 
the 1995-96 rating period. 
... 
LOCAL GOVERNMENT REFORMS 
 
3.3.226 Local government provides significant services to the community and in Victoria outlays nearly $3 
billion in the provision of transport, communication, recreation, cultural, health, social, and other general 
and community services or amenities. 
... 
3.3.234 Based on the recommendations of the Board, council boundaries were revised by the Government. 
By 20 January 1995, council boundaries had been completely redrawn resulting in a reduction in the 
number of councils by 132 (60 per cent), from 210 to 78. 
... 
Rate reductions 
3.3.263 An immediate benefit from council restructuring has been the reduction in the cost of local 
government to the community. The Office of Local Government has estimated that, based on council 
budgets, savings of $323 million in operating expenditure will be achieved in the 199596 financial year 
compared with outlays in the 1993-94 financial year. These savings are expected to be generated from 
economies of scale, elimination of duplication and increased efficiency. However, the savings do not include 
efficiency gains expected from other reforms, particularly the CCT initiative introduced by the Government.
 
3.3.264 The majority of savings arising from council restructuring is expected by the Government to be 
returned to ratepayers in the form of rate reductions except for approximately $60 million which will be 
applied to capital works. In addition, there has been significant estimated rate reductions for the 1995-96 
financial year are shown in Table 3.3E. 
 
3.3.265 Rate reductions in the order of 18 per cent were incorporated in rate notices forwarded to 
ratepayers in the last quarter of the 1995 calendar year. To ensure that these reductions have been passed 
to, and result in permanent benefits to ratepayers, a system of ongoing monitoring of council budgets has 
been established within the Office of Local Government. 
 
TABLE 3.3E  ESTIMATED RATE REDUCTIONS 

                                             Rate revenues                  

Region                            1993-94    1995-96    Savings    Change  
                           ($m)       ($m)          ($m)         (%)  

Inner Melbourne             365         302             63            17  

Middle/Outer Melbourne   688         565            123           18  

Geelong/Ballarat/Bendigo 126         103             23            18  

South West      55           46               9             16  

North West                    51           43               8             16  

North Central                 29           25               4             14  

North East                    89           73             16             18  

Gippsland                     89           72             17             19  

Total for Victoria           1 492       1 229         263            18 

Source: Minister's Review - Local Government in 1995. 
 
3.3.266 As a result of council restructuring, rating levels for Victorian ratepayers are now the lowest of 
any Australian mainland State whereas they were previously the second highest prior to the reform 
process. Table 3.3F provides a comparison of estimated rating levels across all mainland States.  
 
TABLE 3.3F  COMPARISON OF ESTIMATED COUNCIL RATING LEVELS 
PER CAPITA ACROSS AUSTRALIAN MAINLAND STATES, AT JUNE 1995 

            Victoria         
State                Qld        NSW        SA        WA        Post-reform        Pre-reform  

Rates per capita ($)            358         317          293        271              269                    324 
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Table 3G-3  (Continued) 

Source Selected Extracts 

'AUDITOR-
GENERAL'S 

STRONG SUPPORT 
FOR MUNICIPAL 

REFORMS': 
2nd Kennett Ministry 

NEWS RELEASE 
From the Office of the 
Minister for Planning 

and Local 
Government, 

Thursday, May 30, 
1996, 

pp. 1-2. 

The Minister for Planning and Local Government, Mr Robert Maclellan, today welcomed a report of the 
States Auditor-General for its strong endorsement of the local government reforms in Victoria.  Mr 
Maclellan said the Auditor-Generals Report on Ministerial Portfolios had clearly identified the benefits of 
local government restructuring, introduced by the Kennett Government in 1993.  He said the report had 
underlined the savings to ratepayers flowing from a series of legislated rate reductions and a sharp fall in 
council debt levels. 
 
Under the Governments local government reforms, the number of councils in Victoria has been reduced 
from 210 to 78. 
 
Mr Maclellan said the Auditor-General (Mr Ches Baragwanath) had noted that as a result of council 
restructuring, rating levels for Victorian ratepayers were now the lowest of any Australian mainland state, 
after being the second-highest prior to the reform process. 
 
The report highlighted that rate reductions in the order of 18 percent were incorporated in rate notices 
forwarded to ratepayers in the last quarter of the 1995 calendar year, he said. 
 
In total, the Office of Local Government has estimated that, based on council budgets, local government 
will achieve savings of $323 million in operating expenditure in the 1995-96 financial year.  These 
savings have been achieved through the generation of economies of scale, elimination of duplication and 
increased efficiency.  However, they do not include efficiency gains from other reforms, particularly the 
competitive tendering initiatives introduced by the Government. 
 
The Minister said the Auditor-General also noted that the Governments reforms had also delivered 
improvements in financial accountability in local government, which would lift the quality of annual 
reporting by councils.  Mr Maclellan said councils had also decreased their levels of debt by $330 million 
since the 1991-92 financial year, representing a 31 percent reduction over a three year period.  This had 
been achieved through the application of funds from asset sales and reductions in financial assets and cash 
surpluses arising from reforms in the 1994-95 financial year. 
 
The Minister said the Auditor-General had noted that the reductions in debt levels and associated debt 
servicing costs will improve the financial viability of councils, thereby creating additional opportunities 
for the allocation of resources to new services of reductions in the rates payable by ratepayers. 
 
Mr Maclellan said the Governments legislation to peg rate increases below the level of inflation would 
deliver further financial benefits to ratepayers. 
 
Under legislation introduced into State Parliament today, council general income from rates and charges 
will be limited in 1996-97 to the levels, in dollar terms, that applied in the 1995-96 financial year, he said.  
When inflation is taken into account, this represents a real cut of some 3 or 4 percent. 

Soul, S. (1996a), 'The 
Politics of Size', 

Local Government 
Management, 
Vol. 29, No. 5, 

May 1996, pp. 41-43. 

Soul (1996a: 42-43): 
 
There might be good reasons to maintain small councils but on the basis of economic efficiency alone, 
councils should be larger and most considerably larger.  Research indicates that scale economies increase 
markedly up to 28,000 constituents and begin to level off at 45,000.  The Brisbane and Gold Cost 
examples demonstrate that councils can be very large and still achieve scale economies.  This suggests 
that many, if not all, of our major cities could operate more efficiently within a single council.  Still, some 
48.2% of councils have less than 50,000 constituents, a level which Dr Michael Jones from Canberra 
University proposes as a reasonable size which balances representation and efficiency.  Victorian councils 
presently average 53,000 constituents, NSW councils 33,000, Queensland 22,000 and the remaining states 
12,000. 

Dixon, I. (1996), 
'Local government 
boundary reform in 

SA', Local 
Government 

Management, 
Vol. 29, No. 5, 

May 1996, pp. 54-56. 

Dixon (1996: 54): 
 
South Australian local government is embarking on the most significant structural reform in its history, 
following the introduction of legislation in December 1995 to establish the Local Government Boundary 
Reform Board.  …  the government wants to halve the number of councils from its present 118. 
 
Dixon (1996: 54): 
 
Around the turn of the [20th] century, SA had about 200 councils which were reduced to about 142 
following the establishment of the Local Government Commission in the 1930s.  Since then, there has 
been limited restructuring, despite many attempts to introduce significant structural reform during the past 
20 years. 

Blacher, Y. (1996), 
'Victorian local 

government reform', 
Local Government 

Management, 
Vol. 29, No. 5, 

May 1996, pp. 47-48. 

Blacher (1996: 47-48): 
 
The 1995-96 financial year will see rate reductions of more than $250m (on a total 1994-95 take of 
$1490m), plus an additional $60m in expanded services and a reduction in net council debt of $78m or 
11.3%.  This has come almost entirely from the economies of scale resulting from council mergers, before 
the anticipated savings generated by CCT [compulsory competitive tendering]. 
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Table 3G-3  (Continued) 

Source Selected Extracts 

'Crackdown Over 
Waste: Call For 
Blitz On Local 

Councils', 
by Robert 

Wainwright 
Sydney Morning 

Herald 
4 Jun 1996 

p. 8 

A NSW academic says the State Government should amalgamate NSW's 177 local  councils into "50 or fewer", 
including melding 44 Sydney councils into 14 regional bodies.  Mr Stephen Soul, a doctoral candidate at Southern 
Cross University, said the amalgamation of councils was a key to Australia's micro-economic reform.  He said 
Australia, and NSW in particular, was lagging behind the rest of the world. In the past 50 years, most Western 
nations had reduced councils by between 50 and 80 per cent, compared with a 12 per cent cut in Australia.  Mr 
Soul has also proposed that councils, in future, be made up of equal numbers of politically elected councillors and 
government appointees, headed by a popularly elected mayor.  But the State Government is on record as saying 
amalgamations will not be forced on councils.  The issue will be the major topic of conversation at the annual 
NSW Shires Association conference, which starts today in Sydney.  The association's president, Councillor John 
Wearne of Bingara Shire, in the State's north-west, will tell delegates from 130 councils they should resist recent 
comments by the Federal Minister for Local Government, Mr Smith, that council funding may in future be linked 
to amalgamations.  Mr Smith, speaking in Canberra last month, said there were too many councils in NSW.  
 
Cr Wearne, in a prepared speech obtained by the Herald, rejects the comment: "Apart from being none of the 
Commonwealth's business, it is a totally erroneous proposition because there is simply no reliable evidence that 
larger local government units are necessarily more efficient or more effective."  But Mr Soul disagrees, criticising 
what he called "absurdities" in the structure of councils. He said there were 20 non-urban councils with fewer than 
3,000 residents, the smallest of which had fewer than 500 constituents.  "Suburban Hunters Hill has 13,000 
constituents and yet not 30 kilometres away  Blacktown has 225,000. Sydney City Council has one staff member 
for every six constituents yet Randwick has one staff member for every 239," he said.  "Few appreciate that the 
future economic development of Australia depends on the amalgamation of local councils. We need fewer, larger 
councils, but what is more critical is that local development processes need to be made more rational, efficient and 
predictable.  "Councils are responsible for a complex mix of tasks which suggests they should forgo their dated, 
hierarchical bureaucratic structure for a functional network.  "Council boards must be limited to nine or 11 
members with an equal number of  members being appointed by the State Government or elected on the basis of 
the business or executive experience they can bring to council. Mayors should be popularly elected." 
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Table 3G-3  (Continued) 

Source Selected Extracts 

'Cost-efficiency Plus 
Democracy In 

Action', 
by Rebecca Scott 
Sydney Morning 

Herald 
30 Jul 1996 

p. 55. 

LOCAL government faces pressures for reform unparalleled this century, according to Chris Aulich, a 
lecturer in administrative studies in the Faculty of Management at the University of Canberra.  Mr Aulich, 
who has a special interest in local government, says the challenge  is to provide effective services and 
facilities more efficiently while at the same time maintaining effective local democracy. 
 
Some overseas studies have shown that the minimum economic size for a local authority is about 5,000 
people, he says. However, the optimum is about 10,000 people "if communities wish to preserve the 
quality of their local democracy". In NSW, the 177 local governments range in size from fewer than 500 
people (Windouran Shire) to 233,000 people (Blacktown City). 
 
While amalgamations can effect economies of scale, there can be hidden costs which may cancel out 
apparent savings. Mr Aulich cites the theoretical case of an amalgamation of two urban councils, each of 
which used to cater for 40,000 people: if, as expected, the central authority is established in one area as a 
result of the amalgamation, the cost of travel by residents of the enlarged local government catchment to 
the town hall, the library, the senior citizens' centre and other council facilities could be expected to add 
up to $90,000 a year. These are the hidden, private costs of amalgamation.  
 
If amalgamation brought economy of scale - and that was the prime goal - the process would logically 
continue until there was just one local government body administering the whole State. Clearly, there are 
other considerations. "The argument in favour of scale economies has usually been developed from a view 
of local government solely as a provider of goods and services. A more comprehensive view of the 
purposes of local government considers other roles, such as representing the local community or providing 
an opportunity for community participation in local governance.  
 
"While you might talk about economies of scale for the delivery of services, what about the dis-economy 
of scale in terms of democracy? In smaller organisations, the ratepayers are closer to their representatives 
and can contribute more to changes in policy in their local area.  "In the larger organisations, this 
community participation and grassroots democratic involvement is less. Too often these things are not 
considered in the current political environment."  He says that enhancing grass-roots democracy was not 
part of the agenda of the recent local-government reforms in Victoria, which have seen the number of 
councils reduced from 210 to 78, a State Government directive to reduce rates by  20 per cent and the 
implementation of a progressive program of compulsory competitive tendering to expose 50 per cent of all 
council services to competition.  It would be hard to assess the net effect of the Victorian reforms, which 
included the replacement of elected councillors with appointed commissioners to oversee the transition 
period. "In the short term, a maelstrom has been created across the State and it needs time to settle before 
we can accurately assess whether there are real savings and real maintenance of the quality of services."  
 
While the stated position of the NSW Government is that amalgamations will not be forced on councils, 
Mr Aulich expects NSW will watch the Victorian experience closely.  
 
Recently, the Federal Minister for Local Government, Warwick Smith, the NSW academic Stephen Soul 
and the NSW Building Owners and the Managers' Association (BOMA) have called for amalgamation of 
the State's local governments. Mr Smith has suggested funding may in future be linked to amalgamations.  
BOMA has called for the 42 Sydney councils to be merged into 14 "super councils" with a separate 
council covering the Central Business District. According to BOMA's executive director, Mark Quinlan, 
NSW should follow the lead  of Victoria. "There is widespread community acceptance that Australia is 
over-governed," he said. "Local government is big business these days and there is a strong case for 
improved economies of scale. Amalgamations would overcome the massive duplication of services, staff, 
equipment, land and buildings, particularly for inner-city councils which are not growing," 
 
NSW has so far adopted a far more gentle approach to reform than Victoria, assisting councils to make 
economies by voluntary amalgamations and by encouraging competitive tendering rather than using a big 
stick, Mr Aulich says.  "But I wonder how the NSW Government might respond if local authorities in 
NSW don't voluntarily amalgamate, or if they don't undertake the kind of economic reformation that the 
State Government would like to see." 
 
Barrie Beattie, the executive director of the Institute of Municipal Management's federal council, says it is 
too early to judge the Victorian reforms. "There have been savings in reducing the number of councils, but 
some of that has come from asset sales," he says. "The general ratepayer would say that it is working, 
because they got a 16 or 18 per cent reduction in rates last  year. Last year ratepayers in Victoria were 
levied $264 million less than the previous year. But it is too early to say whether the service provision has 
been  maintained." 
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Soul, S. (1996b), 
'Small is beautiful, 
but big is better', 

Local Government 
Management, 
Vol. 30, No. 1, 
August 1996, 

pp. 8-10. 

Soul (1996b: 8): 
 
While it has always been difficult to compare the performance of councils, a general relationship has been 
established between efficiency and size which holds that economies of scale increase markedly to almost 
27,000 constituents and are optimised at around 50,000.  Scale diseconomies do not present until around 
295,000, which suggests that very large urban councils around the size of Blacktown are significantly 
more viable. 
... 
There are two schools of thought on the size of local government.  The 'small' school is led by Dr Michael 
Jones, a leading academic in this field from the University of Canberra, who insists that the move to larger
councils goes against a world-wide trend toward small, efficient and responsive 'community-based' 
councils.  The contrary view has been put by Brian Haratsis, the director of the Urban Consulting Group 
in Melbourne, who has worked extensively in this area and claims that bigger councils are better because 
economies of scale and specialisation is achieved by larger councils. 
 
Soul (1996b: 8-9): 
 
Professor F.A. Bland. a post-war academic and public sector researcher at the University of Sydney, who 
suggested Australia's geography, its demographic peculiarity and the unique needs of its communities lend 
themselves to organisations which are different from those in both in both the UK and the US. 
 
Soul (1996b: 9): 
 
In many instances, present council borders cut across and divide natural communities whose needs, 
interests and desires are substantially the same and they actually prevent communities from forming a 
single coherent social and economic whole.  For instance, in provincial Grafton to the north of the state, 
there are actually three councils located in one town that divide and marginalise both town and rural 
ratepayers, and effectively prevent the formation of a strong and dynamic regional community. 
 
There are a number of other communities in NSW with two councils, including Queanbeyan, Deniliquin, 
Armidale, Bathurst, Goulburn, Tamworth, Casino and Glen Innes.  Similarly, communities such as Tweed 
Heads/Coolangatta and Albury/Wodonga exhibit this 'oneness' as do many other provincial communities 
that have grown and evolved into single, identifiable communities.  Some small rural councils virtually or 
actually surround other small town councils and yet rarely do these councils see the benefits or synergies 
to be achieved by joining together, let alone by collaborating with one another. 

'Canny Councils Get 
the Taste for Profit', 

by Tony Thomas 
Business Review 

Weekly, 
19 Aug 1996, 

p. 58 

Third-level government, once perceived as inefficient and parochial, is taking on a new image as councils 
start relying on tenders and even taking on contract work themselves.  Tony Thomas reports  
 
Local government has room to improve.  On the south-western fringes of Sydney, for example, Liverpool 
City Council found it possible last year to cut routine maintenance response times from 40 days to two. 
Pothole repairs take less  than four hours from notification, compared with the 67 hours that was once the 
average. And all this was achieved with no extra resources except brainpower. Every council in Australia 
is now searching for efficiencies of the same order.  
 
An assault on third-rate council practices by the Victorian Premier, Jeff Kennett, has shown the way. By 
next June, local government councils in Victoria must by law put half their spending to tender. Other 
states prefer the softer option of voluntary tendering and grace periods stretching towards 2000. Although 
the timing differs, the cost-cutting pressures in the $8-billion local government sector are inexorable. 
Under an agreed national competition policy, local councils are subject to the pro-competitive Trade 
Practices Act and to competitive neutrality with private-sector rivals. In addition, after a century of 
lethargy towards change, councils are being nudged or forced towards amalgamations that will roughly 
halve their numbers.  
 
Kennett struck first, and Victorian ratepayers have won financially. In 1995-96 there were rate cuts of 
$263 million (18%) and $60 million extra spending on services, largely from forced council 
amalgamations (from 210 to 78 councils)  in the previous two years. This year rates are pegged, meaning 
a real  cut of 3%-4%, and next year a further real cut of 1% is being legislated. Victorian councils have 
also cut their debt by $330 million (31%) since 1991-92 through  asset sales and tighter financing. The 
assured benefits of compulsory tendering and electricity privatisation windfalls are still to emerge.  
 
The reform has driven Victorian rates per capita from being the second-highest in mainland Australia in 
1993 to the lowest. The June 1995 per capita figures are Queensland $358; NSW $317; SA $293; WA 
$271 and Victoria $269. Victoria's  pre-reform figure was $324. The state's Office of Local Government 
says there is extensive evidence that the quality of councils' services has also improved. One list in 
January of councils' enhanced facilities  ran to 15 pages. 
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Witherby, Marshall and Dollery (1997: 118-119): 
 
We are now in a position to identify some general themes about nature of local government reform in Australia.  
It is useful to summarise these findings in terms of four key dimensions of local government: economies of scale, 
jurisdictional size and representation, communities of interest, and resource sharing.  These four dimensions 
underpin the structure of the delphi study. 
 
Economies of Scale 
 
In all states except Western Australia and New South Wales the critical factor underlying amalgamation has been 
economies of scale, but empirical arguments for economies of scale are far from convincing.  Indeed, much of the 
literature is ambivalent about the benefits to be gained from mergers.  This ambivalence, however, has been 
largely ignored by South Australia, Victoria and Queensland.  Literature reviews on the issue have been limited. 
 
In general, the wider literature seems to indicate that in metropolitan districts economies of scale will be achieved 
in administrative costs up to a certain point, though there is disagreement over when the point of diminishing 
returns is reached.  If geographical size is taken into account, potential economies of scale are considerably 
reduced. 
 
Overall, there appears to be little hard evidence available on the actual benefits of economies of scale, and even 
less on the wider question of the effectiveness of amalgamations. 
 
Size and Representation 
 
There are a number of perspectives on this issue.  Several state reports have argued that the critical factor in 
ensuring that democratic principles are upheld is not size of population but the mechanisms that are put in place.  
Appropriate management strategies and technologies, it is argued, will encourage participation and access in large 
councils.  Whether this view will be borne out by future developments remains to be seen. 
 
Communities of interest 
 
This concept has been widely used by state inquiries in the course of their deliberations.  Its validity is 
questionable, since it is always possible to discover communities of interest that conform to preferred boundary 
reforms.  An alternative defining principle is the bioregion, or catchment, which can be considered to represent 
'natural' communities of interest. 
 
Resource-sharing 
 
Western Australia and, to a lesser extent, Queensland have considered resource-sharing as a viable alternative to 
amalgamation.  Both these alternatives could well deliver most of the benefits of amalgamation, but with the 
addition of a strong voluntary and communal input.  The difficulty with either is that the timeframe required to 
successfully implement them is much longer, with no guarantees about outcome. 

Vince, A. (1997), 
'Amalgamations', in 

B. Dollery & N. 
Marshall (Eds), 

Australian Local 
Government: 
Reform and 
Renewal, 

Pan Macmillan, 
Melbourne, 
pp. 151-171. 

Vince (1997: 151): 
 
Amalgamation is a thread which runs through Australian local government history.  From 1910 to 1991 the 
number of federally registered local government authorities, or councils, in Australia decreased from 1067 to 826 
(Jones, M. 1993: 236).  In New South Wales there are now 177 councils compared with 309 in 1937.  This 
diminution in the number of local councils in Australia is almost exclusively attributable to a program of 
amalgamations in every state. 
 
Vince (1997: 153): 
 
It is conventional wisdom that pecuniary economies of scale can be achieved by having fewer and larger local 
government units.  This is based on the economic notion that in a homogeneous world, by the substitution of a 
single umbrella body for several smaller organisations, 'it ought to be possible to provide a similar standard of 
physical amenity while capturing most of the economies of scale, particularly in regard to fixed overheads' 
(Thornton 1995: 1).  That these economies of scale are rarely achieved in the poorly planned and hastily executed 
amalgamation process, especially in the first years of operation of the newly amalgamated council, will be 
examined in several case studies later in this chapter. 
 
Vince (1997: 171): 
 
What may be appropriate for two neighbouring metropolitan councils covering several square kilometres may be 
disastrous for rural councils covering hundreds of square kilometres with no common link other than an arterial 
road. 
… 
To date the Australian public is, in successive state elections, giving a clear message to state governments 
throughout Australia that large scale local council amalgamations without democratic consultation with local 
residents, and with little attention paid to the participative and social role of local government, will not be easily 
accepted and will not, in the short term at least, realise the anticipated 'economies of scale'. 
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Kiss (1997: 46): 
 
Victoria's preoccupation with reforming local government boundaries has a history of nearly forty years, dating 
back to the Report of the Commission of Inquiry into Local Government  1962 (The Mohr Commission).  
Subsequent inquiries reiterated the perceived need for amalgamations, which were attempted unsuccessfully by 
both Liberal and Labor governments during the 1970's and 1980's.  It took the Kennett Liberal government to 
achieve what others had tried and failed to do before (Kiss 1996, 109-112). 
 
Kiss (1997: 49-50): 
 
From the first, the primary objective was not to strengthen local government but to make it cost less and so 
stimulate growth in the private sector. 
... 
Amalgamations 
 
The Project Victoria report compared New South Wales' and Victoria's population density and geographic area. 
It also examined the divergences of population size and area, even of municipalities of similar type, in Victoria. 
The report then argued that if the average areas of councils were increased to the largest  or second largest of 
the type, the number of councils could be reduced from 210 to 78. 
 
Furthermore, significantly lower per capita expenditures on administration in larger councils would offer 
economies of scale.  Victorian local government recurrent expenditures was 23 per cent higher than the average 
of the other states, while its charges for taxes, fees and fines were 12 per cent higher.  Moore argued that 
restructuring metropolitan councils to an average population size of about 100,000, and the rest of the state's 
councils to about 20,000, could save $440,000,000, thus remedying Victoria's higher-than-national-average 
local-authority expenditure (Moore 1996, 64-66). 
 
The report's analysis and assumptions were never questioned. 
 
Kiss (1997: 58-59): 
 
ASSESSING THE CHANGES 
 
Where is the Evidence? 
 
At a most basic level, the character and speed of Victoria's reforms has meant that there is a serious shortage of 
worthwhile detailed information in the public domain.  The government has no interest in 'the public record'.  
Data will eventually be gathered, but the reform that saw, for example, amalgamations being undertaken 
simultaneously with CCT, caused chaos in local government's finance, accounting and information systems. 
 
As a result of the lack of reliable data, the Australian Bureau of Statistics (ABS) decided to suspend its 
reporting on local government finance in Victoria for 1994-95 (ABS 1997).  ...  This shortage of accurate and 
useful data has, in effect, further strengthened the power of the state government over local government. 
   
Kiss (1997: 66): 
 
Even without considering variations in area and topography, it is clear that municipal populations continue to 
vary widely, with some very large municipalities and some quite small.  If there were diseconomies of scale in 
the past, how have they been overcome with the present size of municipalities?  The short answer is that they 
have not.  The pattern is further complicated by socio-economic conditions. 
 
Household income, as one measure of residents' relative capacity to provide the economic resources on which 
local government can draw to defray its costs, presents a very varied picture. 
... 
While the concentrations of low and high incomes do not invariably form a predictable and re-inforcing 
pattern, it is clear that some municipalities have levels of household wealth far above those of others.  Socio-
economic indicators confirm this.  The implications are made even more clear by property valuations, which 
form the rating base on which local government still primarily depends. 
 
Kiss (1997: 71): 
 
On the basis of these global figures, it is difficult to see where saving have been made. 
 
At the individual council level, this doubt is reinforced by the fact that, in 1995-96, 46 out of the 78 councils 
had expenditures exceeding revenues.  This was often by less than ten per cent, but in a number of cases by as 
high as 20, 30 and even 40 per cent (ABS 1997(b), 9-11).  If the rates cap continues, local government services 
will have to be reduced unless savings appear in 1996-97. 
 
The conclusion to be drawn from all of this is that the overall financial condition of local government in 
Victoria is not very sound.  Perhaps circumstances will change, but on present indications, Victorian local 
government does not appear to have undergone any radical financial improvement as a result of the reforms. 
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Gerritsen and Osborn (1997: 101): 
 
6.1.2 Amalgamations and Boundary Reforms 
... 
What is curious about the amalgamation fashion is that Australian local governments – at least as measured in 
population terms [and even more so in land area terms] – are already large in relation to international comparators. 
 
Gerritsen and Osborn (1997: 102-103): 
 
The data in Table 8 lead us to the prima facie conclusion that the State and Commonwealth enthusiasm for local 
government amalgamations is puzzling.  In addition, amalgamations have raised troubling issues of democratic 
representativeness and efficiency. 
 
The process of amalgamations have in most cases coincided with State governments reducing the membership of 
Councils.  They thus pose a double threat to the democratic representatives, both in narrowing the range of 
community interests represented by local government and in reducing the potential capacity of Councils' elected 
members to monitor their staffs.  So amalgamations can reduce both the democratic accountability of Councils to 
their electorates and the practical accountability of Council staffs to their elected members. 
 
Another issue is whether amalgamations achieve the results claimed.  some critics do not think so (eg Williams 
1989 ["Towards Diversity in Local Government Reform", in The Australian Local Government Handbook. 
Canberra: AGPS]).  They see the inevitable loss of local community as dysfunctional for local government's 
representative legitimacy.  They also have argued that bigger bureaucracies have impaired accountability and 
weakened responsiveness to equity issues. 
 
The case for amalgamations has been strengthened by the recent Victorian experience, where large rate reductions 
of the order of 20 to 40 per cent have been achieved.  Yet doubts remain.  The rate reductions were in part a 
consequence of a direction form the State government and may have hamstrung the likelihood of service expansion 
in the foreseeable future.  In that sense they may have inequitable impacts.  In addition, if we accept the "bureau-
shaping" model of bureaucracy (ref Section 6.4), then we can expect that Victorian local governments will soon see 
a rising cost of administration and a weakening of the power of their elected members.  Certainly Figure 3 provides 
some evidence for the persistence of the costs of administration seeming to be impervious to reduction.  Obviously 
the long-term effects of amalgamation needs to be monitored. 
 
Gerritsen and Osborn (1997: 106): 
 
The enthusiasm for contracting out has been explained by the "bureau-shaping" (Dunleavy 1986 ["Explaining the 
Privatisation Boom: Public Choice Versus Radical Approaches", Public Administration, No. 64, pp. 13-34]) model 
of bureaucrats thereby avoiding direct accountability for their performance: 
 
"The bureau-shaping model predicts that policy level staff will try and shift their agency as far as possible to an 
ideal type of a pure control agency, hiving off implementation functions ... automating routine jobs in order to 
liberate resources ... and to insulate key decision areas from public scrutiny and participation" (Dunleavy 1986: 21).
 
If the elected members are removed from interfering with service delivery by the policy-administration dichotomy, 
and the public servants removed from direct responsibility by the purchaser-provider distinction, then some of the 
concerns about accountability and democratic participation are legitimate. 

'Your 
Neighborhood, 

Your Say', 
by Enrica Longo 

The Age 
13 Mar 1997 

p. 3 

THE controversial reign of unelected commissioners in local government comes to an end this week when 
candidates once more run for office.  The final round of local elections for councils that the Kennett Government 
began amalgamating in 1993 occurs this Saturday. All but one council, Queenscliff, were amalgamated.  From 
Monday, all but one, Melton, will have elected councillors.  
 
Robert Barnes, the chief executive officer of the Municipal Association of Victoria (funded through council 
subscriptions), says the reform process has delivered lower municipal rates, job cuts and efficiencies across 
Victoria.  Across the state, residential rates have dropped by 20 per cent since the reform process started, and 
councils employ 30 per cent fewer staff. There are 60 per cent fewer councils since the amalgamations. In 1993, 
there were 210 councils, now there are 78.  "All rates have gone down and the councils are becoming more cost 
effective and efficient," says Barnes. "While these changes have upset some ratepayers, by  and large, there is a 
better local government system operating as a result."  He says the old form of local government was "cosy" but 
councils could not afford to operate in the way they used to.  "There have been cost savings and cost-effective 
achievements to be made in having larger and more powerful and influential councils in a purchasing and 
managerial sense," he says. 
 
But Pat Power, the opposition spokesman on local government, says: "There is no question that the services and 
facilities that local government has traditionally provided have been very much wound down by the political 
intervention of Premier Kennett and the politically appointed commissioners." He  says the Government's 
intervention has caused considerable damage to local councils' ability to respond to local priorities. "Local 
government is 'cheaper'  now but is certainly of a much lesser quality."  
 
In this round, 39 of the 54 councils having elections are conducting a postal vote alone, and 16 are having in-person 
ballots. There are 1,390 candidates and  394 seats.  In some areas where voting is by post – such as Cardinia – new 
councillors have already been elected.  The only council that is not returning to elections is Melton, where a 
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residents' poll found they wanted to retain the commissioners for another two years. An election will be held in 
1999.  Commissioners were first appointed by the State Government in 1993, but the process was staggered, as are 
the council elections. Those having elections this  Saturday have had commissioners for about two years.  The first 
round of council elections was held in 1995 in the City of Geelong and the Surfcoast Shire. Last March, another 20 
councils had elections and the remainder - the metropolitan councils and 32 country councils – are on Saturday.  
Voting is compulsory, either by mail by Friday (some councils allow in-person  or postal voting, others offer only 
one option) or in person on Saturday. Failure to vote attracts a $50 fine. 
 
Banyule  
Where: Northern suburbs including Greensborough, Heidelberg and surrounds, parts of Bundoora, Montmorency, 
Macleod, West Heidelberg, Ivanhoe, Eaglemont and  parts of Lower Plenty.  Population: 118,000.  The Contest: 
Twenty-six candidates vying for seven positions.  Voting in person on Saturday.  Doug Owens, CEO, says the key 
issues are financial management and service delivery. "There is a general desire to ensure that services are delivered 
at the best possible level." There is also concern about maintenance of the environment and heritage values of the 
municipality.  
 
Brimbank 
Where: Takes in St Albans, Sunshine, Keilor, Taylors Lakes, Deer Park.  Population: 147,000.  The Contest: Forty-
five candidates for nine positions.  Rob Spence, CEO, says financial accountability has emerged as the biggest issue. 
Candidates are also discussing the return to democratically elected candidates and job creation in the area.  "There 
were great problems with financial accountability under the old council - so that has emerged as a very important 
issue," he says. 
 
Cardinia 
Where: South-eastern municipality taking in the towns of Pakenham, Emerald, Koo Wee Rup, Lang Lang and 
Bunyip.  Population: 42,000.  The contest: Eighteen candidates for seven positions. Voting by mail.  Jim Stevenson, 
CEO, says the candidates identify the key issues as improving roads; supporting the Casey-Cardinia Tourism 
Association and the agricultural sector; and helping small shopping centres (through the State Government's "street 
life program"). 
 
Casey 
Where: Takes in Endeavour Hills, Doveton, Hallam, Narre Warren, Harkaway, Berwick, Clyde, Tooradin, Blind 
Bight, Warneet, Pearcedale, Cranbourne, Hampton Park.  Population: 155,000.  The contest: Forty candidates for 
nine positions. Voting by mail.  Mike Tyler, CEO, says the main issues are: upgrading roads because "we're in a 
growth area". There is concern about arterial roads and intersections. Candidates are also talking about improving 
the general appearance of the municipality.  
 
Frankston 
Where: Southern suburbs including Frankston, Seaford, Carrum Downs, Skye, Langwarrin and parts of Pearcedale 
and Baxter.  Population: 110,500.  The contest: Thirty candidates for seven positions. Voting in person.  Jon 
Edwards, CEO, says the candidates have pinpointed the key issues as: economic, social and environmental well-
being; employment and business opportunities, including tourism; and services for families, children and the aged.  
 
Glen Eira 
Where: The city includes Caulfield and 45 per cent of Moorabbin.  Population: 118,000.  The contest: Twenty-four 
candidates for six positions. Voting in person or by  post.  Margaret Douglas, CEO, says the main issues are: 
efficient delivery of services; responsible financial management; improvement in roads, footpaths and drains; 
support for local businesses; preservation of open space and recreation facilities.  
 
Greater Dandenong 
Where: Takes in Springvale, Dandenong, Noble Park and Keysborough.  Population: 134,000.  The contest: Forty-
four candidates for 11 positions. Voting in person.  Warwick Heine, CEO, says the main issues are: aged and youth 
services, community safety, hard rubbish collection, road and street maintenance, and child care. "The issues are 
broad-based community ones. There are no single issues that are dominating the campaign." 
 
Hume 
Where: Covers Tullamarine Airport, the Broadmeadows area, Greenvale, Roxburgh  Park, Craigieburn and 
Sunbury.  Population: 121,000.  The contest: Forty-four candidates for eight positions. Voting by mail.  John 
Watson, CEO, says there are no contentious issues, but the main things being discussed by candidates are the return 
to democracy and community representation on council and the leasing of the Broadmeadows Town Hall to the 
North Melbourne Football Club. Several candidates are talking about council getting involved in economic 
development.  
 
Kingston 
Where: Southern suburbs including Moorabbin, Mentone, Chelsea, Cheltenham, Dingley, Carrum and Patterson 
Lakes.  Population: 124,000.  The contest: Twenty-seven candidates for seven positions. Voting in person.  Rob 
Skinner, CEO, says most candidates are talking about the need to review levels of services. There are several local 
issues, including library services and information provision.  
 
Knox 
Where: Outer eastern suburbs including Wantirna, Bayswater, Ferntree Gully, The Basin, Scoresby, Boronia, 
Rowville and Lysterfield.  Population: 135,000.  The contest: Thirty-six candidates for nine positions. Voting by 
mail or in person.  Terry Maher, CEO, says the main issues are maintenance and enhancement of the  environment; 
improvement of open space and public transport; maintaining the level of community services; waste management, 
especially recycling; traffic and  community safety.  

 



 3G-44

 
Manningham 
Where: Eastern suburbs including Doncaster, Templestowe, Bulleen, Wonga Park, Park Orchards, Donvale, East 
Doncaster, Warrandyte.  Population: 112,000.  The contest: Twenty-six candidates for eight positions. Voting by 
mail.  Bob Seiffert, CEO, says roads and the environment remain a priority. Other key concerns are giving value for 
money and continuing with the reform of the past two years.  
 
Maribyrnong 
Where: Western suburbs covering Footscray, Maribyrnong, Yarraville, Maidstone, Braybrook, part of Brooklyn and 
Tottenham.  Population: 65,000.  The contest: Thirty-one candidates for seven positions. Voting in person.  Philip 
Shanahan, CEO, says there are no key issues. Many candidates are highlighting the return to democracy, and 
looking to continue the improvement of  the infrastructure such as roads, drains, footpaths, streets and gardens.  
 
Maroondah 
Where: Main suburbs include Ringwood and Croydon, parts of Doncaster and Templestowe and South Kilsyth.  
Population: 94,000.  The contest: Thirty-five candidates for seven positions. Voting by mail.  Michael Marasco, 
CEO, says there are no contentious issues because a recent report by chartered accountants has given the council a 
clean bill of health in terms of its financial status.  
 
Monash 
Where: South-eastern suburbs including Glen Waverley, Oakleigh, Mount Waverley, Mulgrave and Wheelers Hill.  
Population: 166,000.  The contest: Thirty-six candidates for eight positions. Voting by mail.  David Conran, CEO, 
would not discuss the issues.  
 
Moonee Valley 
Where: North-west suburbs bordered by Moonee Ponds Creek, the Maribyrnong River and the Western Ring Road.  
Population: 110,000.  The contest: Twenty-eight candidates for seven positions. Voting by mail.  Lindsay Merritt, 
CEO, says most issues are local to each ward. The candidates  have pinpointed the biggest concerns as: the City 
Link Project; the Niddrie Quarry development proposal; Essendon Airport.  
 
Mornington Peninsula 
Where: The shire takes in the peninsula south of Frankston including Rosebud, Sorrento and Portsea; the 
Westernport coast, including Flinders and Hastings.  Population: 114,000.  The contest: Thirty-nine candidates for 
nine positions. Voting in person.  Warwick Dilley, CEO, says the highest-profile issue is the Mornington shopping 
centre development (a proposal for further development). Other issues are the return to democracy; financial 
management; compulsory competitive tendering; customer service. Other local issues are waste hoppers at Sorrento 
and Flinders, swimming pools at Hastings, libraries at Mount Eliza, and car parking at Rosebud. 
 
Nillumbik 
Where: The shire takes in Greensborough and the suburbs between Kinglake National Park and Eltham.  Population: 
56,500.  The contest: Twenty-six candidates for five positions. Voting in person.  Barry Rochford, CEO, says there 
are no main issues. Candidates say they want to restore democratically elected councillors to the council. 
 
Whitehorse 
Where: Eastern suburbs including Box Hill, Mont Albert, Forest Hill, Nunawading, Vermont and Blackburn.  
Population: 143,000.  The contest: Thirty-seven candidates for 10 positions. Voting in person.  Peter Seamer, CEO, 
says the main issue is making sure that there is a responsible council that's interested in making the city a better 
place. Financial management is a big issue.  
 
Whittlesea 
Where: Takes in Bundoora to Millpark, South Morang to Whittlesea and Kinglake  West. Also Thomastown and 
Epping.  Population: 105,000.  The contest: Seventeen candidates for five positions. Voting by mail.  Graeme 
Brennan, CEO, says the key issues include the botanic gardens and large soccer stadium that had been proposed by 
the former pre-commissioner council. The commissioners scaled down the botanic gardens development in 
Thomastown and stopped the stadium development. Some candidates have also raised  the issue of providing 
residents with free tip tickets.  
 
Wyndham 
Where: Western suburbs including Werribee, Hoppers Crossing, Point Cook, Little River, Wyndham Vale and 
Laverton north.  Population: 76,000.  The contest: Twenty-three candidates for seven positions. Voting by mail.  Ian 
Robins, CEO, says the main issues are the environment and a proposed waste facility; infrastructure, especially 
transport; the future of Centenary Hall; quality of life for residents; employment and economic development; youth 
and elderly services. 
 
Yarra Ranges 
Where: Mix of urban, bushland and rural areas taking in Lilydale, Healesville, Yarra Junction and Dandenong Hills 
areas.  Population: 135,000.  The contest: Forty-two candidates for nine positions. Voting in person.  Eric Howard, 
CEO, says the key issues are the need for planning and development that is compatible with the environment. 
Another key concern is how to pay for infrastructure work, particularly roads. 
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'Why This Man 
is Our Most 

Exciting, 
Intriguing and 

Radical 
Politician', 

by Tony Wright 
Sydney Morning 

Herald 
16 Aug 1997 

p. 1 

There are so many questions. This is, after all, a man who has revolutionised  his State, who has overseen the sacking of 
50,000 public servants and the closure of 349 schools. He has turned the hospital system on its head, chopped the number 
of local councils from 211 to 78, and privatised everything from country railways to the electricity system. And reduced 
the State's debt from Labor's $31.9 billion to $14 billion.  
… 
VICTORIA had 211 local councils when the Kennett revolution hit. With one council for every 22,000 citizens (NSW has 
one for 33,000 and a much less densely populated land area), the local government system cost $3 billion a year to run and 
rates were running at 20 per cent higher than other States.  
 
Kennett, in mid-1994, simply sacked all 2,161 democratically elected councillors, appointed commissioners to force 
change, and cut the number of municipalities to 78, which now have an average constituency of more than 57,000.  
Council elections re-emerged last year (more were held this year), but the new councillors were warned not to get involved 
in petty, day-to-day issues, but act like a board of directors, setting policies, with implementation left to chief executive 
officers.  Initial savings are expected to be about $280 million a year, and should rise  greatly once $360 million of 
redundancies is washed out of the system.  The downside was that the local council office, with its staff and machinery 
depot, disappeared from many towns and suburbs.  Kennett says the rationalisation was overdue - most councils had been 
established 150 years ago, when communications and movements of people and products were very slow. Since then, 
councils had begun spending much of their time and money on administration rather than the delivery of services.  But the 
president of the Municipal Association of Victoria, Noel Bates, fears the range and quality of services to local areas will be 
impaired if elected councillors are not granted greater latitude in decision making.  Rates have already been capped at CPI 
minus 1 per cent. 

'Roads, Rates 
And Rubbish - 

How Your 
Council Spends 
Your Money', 

by Adrian 
Rollins 
The Age 

23 Sep 1997 
p. 1 

THROUGH the tumult of local government reform – name changes, boundary shifts, job losses, privatisation – the 
comforting verities of suburban life have endured.  Local Government Inc may no longer be what it once was, but the 
rubbish still gets collected, parking inspectors still ticket and street sweepers still sweep.  So what have the reforms – 
which embraced council amalgamations, tendered services, rate caps and employment contracts – achieved?  In fiscal 
terms, surprisingly little, according to Melbourne University researcher Dr Rosemary Kiss.  Kiss says that despite 
measures aimed at reducing the cost of local government, council spending has actually increased since the reform process 
began in 1993, to the point where, in 1995-96, expenditure was 6 per cent higher than income.  According to Australian 
Bureau of Statistics figures, this is the second-highest budget blowout since 1969.  Kiss argues that the rate cap and 
commissioner-inspired cutbacks have reduced council revenues, while spending has remained consistently high.  "The 
overall financial condition of local government in Victoria is not very sound. On present indications, Victorian local 
government does not appear to have undergone any radical financial improvement as a result of the reforms,'' she says.  
 
President of the Municipal Association of Victoria, Noel Bates, says it is too early for a reckoning on the success of the 
reforms but believes they will eventually deliver great benefits.  Bates says increasing the size of municipalities has 
brought with it economies of scale and has enhanced the power of councils to be a significant force in their region.  He 
says it has been a revolution not only in the size and operations of municipalities, but also in their culture. Thanks to the 
reforms, councils are now inculcated with an ethos of financial accountability.  But the revolution was already under way 
when the Kennett Government stepped in with its reforms, says the secretary of the Victorian Local Governance 
Association, Cr Mike Hill.  Hill, who applauds the council amalgamations and boundary changes mapped out by the Local 
Government Board in 1993 and 1994, says in the early 1990s there was a growing awareness among municipalities of the 
need for a review of boundaries and more stringent budgeting.  Hill admits some municipalities were moribund, but says 
that in the months before the State Government embarked upon its reform process, most councils were framing budgets 
that entailed a rate freeze or reduction.  "There were some councils that had not entered the 19th century, let alone the 20th, 
but the notion that the rest of the world was battening down the hatches at the time had caught on,'' he says.  What 
concerns Hill is what he describes as the heavy-handed and anti-democratic nature of the Government's reform process, 
with councils sacked, arbitrary rate cuts introduced and inflexible tendering targets set.  He says the measures may actually 
endanger the reform process: "Are these changes to local government sustainable? I'm not sure that some of them are.'' 
 
Kiss warns that while on the surface the reforms would appear to guarantee the ratepayer cheaper local government, there 
have been many hidden costs that undermine that.  Competition inspired by compulsory competitive tendering should have 
meant a substantial cut in staff and reduced spending on services.  But a smaller wage bill has been offset in part by the 
introduction of a new structure at each council devoted to monitoring contracts, and the fact that many former employees 
who took redundancy payouts have returned to work for councils as contractors.  She says councils' services bills have not 
dropped despite the reforms, with savings coming from other areas such as infrastructure.  Kiss argues that many of the 
financial problems facing councils have been temporarily disguised by one-off windfalls from the sale of assets, 
particularly electricity holdings.  A spokesman for Local Government Minister Rob Maclellan says "responsible" councils 
use such one-off sales to retire debt, and dismissed suggestions that competitive tendering had failed to reduce costs.  He 
also denies that the process has led to any reduction in services, a point Hill is unwilling to concede.  Hill says everything 
from parks and gardens maintenance to aged services has been cut back as councils juggle rising costs and revenue cuts.  
 
The Government's strongest selling point for its reforms is that it has delivered massive rate savings. Ratepayers are better 
off by $265 million, according to Government figures.  And the Government's decision to lift the rate cap, while easing the 
financial squeeze for councils, has also increased the political stakes. 
 
Hill argues councils are now in an invidious position, under pressure to minimise rate increases while striving to meet 
higher community expectations for  service.  It is a riddle he says can only be solved by councils going to the community 
and explaining what has happened as a result of state government reforms. That is the way the best of the reforms will be 
saved.  Bates sees a different path.  The reforms will work, he says, but only through a partnership between local and state 
government: "It won't just happen;  we both have to work at it." 
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'Amalgamation 
Talks Scheduled', 
by Scott Tucker 

Newcastle Herald 
2 Dec 1997 

p. 3 

THE possible amalgamation of Hunter Valley councils, a concept supported by Newcastle Regional Chamber of 
Commerce, will be fully discussed at the next board meeting of the Hunter Region Organisation of Councils in 
February. 
 
The Hunter's 13 councils have banded together to save thousands of dollars in joint purchasing deals under 
cooperative arrangements supported by the Local Government Association.  But the association is pursuing greater 
reforms to the 'third tier' of government, and has signalled tacit support for voluntary council amalgamations in 
NSW.  'Some of them have been successful,' the association's NSW president, Mr Peter Woods, said yesterday.  
'The most successful amalgamations, of course, are where they're done by free will.  'That's why the model that we 
are pursuing in NSW is encouraging people to talk together, sit down and pursue common things, and we 
encourage that. If that  does mean amalgamations, then so be it.' 
 
The forced amalgamations of Victorian councils by the Kennett Government, which reduced local government 
areas from 210 to 78, was vigorously opposed by the association but more conciliatory attempts at reform, such as 
those pursued in South Australia, Western Australia and Queensland, are now being considered in NSW.  'We're 
encouraging a whole lot of structural readjustments, we're encouraging  anything from joint enterprises to shared 
resources to boundary adjustments to amalgamations,' Mr Woods said.  'There is active discussion taking place all 
around the State, including some areas where they're actively pursuing amalgamation proposals.'  Mr Woods would 
not say where the amalgamations were being considered, fearing publicity would derail sensitive talks.  
 
The chairman of the Hunter Region Organisation of Councils, Singleton Mayor Cr Neil McNamara, confirmed 
yesterday that the amalgamation issue would be fully considered at the regional council's next board meeting in 
February.  'Let me put it this way, at the next board meeting of HROC there's an order of the day that the matter of 
amalgamations are on the agenda,' he said.  'The matter will be fully discussed.' 
 
The general manager of Newcastle Regional Chamber of Commerce, Mr David Simmons, said the amalgamation 
of Newcastle, Lake Macquarie, Port Stephens and possibly Maitland councils should be actively considered at the 
very least.  The chamber's enthusiasm for amalgamation was further fueled by debate on the  topic at a State 
Chamber of Commerce conference in Sydney last Friday.  'Clearly we would like local government within the 
Hunter to take a bit more of an initiative, and in doing so perhaps apply to access some of the funds provided by the 
Federal Government to the Local Government and Shires Association to look at issues of structural reform and do a 
study,' Mr Simmons said.  'Clearly there is a very compelling case for at least a greater Newcastle local government 
area.'  Mr Simmons said amalgamated councils had the potential to cut overlapping costs, centralise and improve 
managerial talent, and break down unhealthy political fiefdoms that hampered regional development.  'To be fair 
there's been some success with the regional organisation of councils with some sharing of effort, but clearly a 
whole range of things in recent times has demonstrated it would be far better to have fewer councils,' he  said.  
 
The Property Council of Australia supports amalgamations, saying Victoria achieved aggregate savings in council 
spending of $323 million in the 1995-96 financial year, reductions in council rates and a reduction in total council 
debt of $78 million. 

Boyne, G. A. 
(1998), Public 
Choice Theory 

and Local 
Government: A 
Comparative 

Analysis of the 
UK and the USA, 

Macmillan, 
Basingstoke. 

Boyne (1998: 53-54): 
 
… the broad pattern of evidence [from US local governments] suggests that lower spending is a feature of 
fragmented and deconcentrated local government systems.  By contrast, consolidated and concentrated structures 
tend to be associated with higher spending.  This implies that the technical benefits or large units with big market 
shares, such as economies of scale and scope, are outweighed by competitive and political costs, such as 
disincentive towards fiscal migration and problems of public scrutiny. 
 
Boyne (1998: 56): 
 
Another interpretation of the negative relationship between fragmentation and spending is that fragmented 
structures lead to lower service quality.  Christensen and Sachs (1980 [Christensen, J. and Sachs, C. (1980), 'The 
impact of government size and number of administrative units on the quality of public services', Administrative 
Science Quarterly, Vol. 25, pp. 89-101]) test the relationship between general fragmentation (units per capita in 
100 North Carolina counties) and local service quality (as measured by consumer surveys).  They find that public 
perceptions of service standards are higher in counties with fewer units of local government.  …  In this case, the 
evidence suggests that a more fragmented structure reduces spending and quality.  This need not imply that 
competition produces lower value for money.  In order to draw this conclusion it would be necessary for the 
quality/expenditure ratio to deteriorate as structures become more fragmented.  However, there is no evidence on 
how [local government] structure influences the cost per unit of constant quality. 
 
Boyne (1998: 183): 
 
In conclusion, substantial work remains to be done on the core public choice proposition that there is a positive 
relationship between competition and performance in the public sector.  There are many methodological problems 
to be solved, and a variety of theoretical issues still to be explored.  It is, therefore, likely to be some time before a 
clear judgement can be reached on the scientific value of public choice theory.  At present, a strong acceptance or 
rejection of the public choice perspective on local government can be derived only from faith or prejudice, not from 
the evidence. 
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Haratsis, B. (ed.), 
Australian Local 

Government 
Yearbook 1998, 

Horngren Publishing 
Company, Melbourne 

Haratsis (1998: 12): 
 
Local government structural reform embraces a number of initiatives including cooperative service 
provision, resource sharing initiatives, joint service delivery enterprises, boundary change and 
amalgamations. 
 
In general, larger councils have a more secure and adequate financial base, and are better able to plan 
economic development and address environmental issues.  They also enjoy economies of scale and can 
offer a wider range of services, attract more professional staff, deliver more consistent decisions and can 
encourage greater community participation in decision-making. 
 
Structural reform also has some perceived negatives.  They include diminished communities of interest 
and voter representation, loss of local employment, dominance of one area over another and, associated 
with this, some loss of identity. 
 
The Commonwealth is currently providing over $1 million under the LGDP [Local Government 
Development Program] to help States foster council amalgamations and facilitate other restructuring 
initiatives.  The funding provides resources to assist the reform processes so as to minimise any adverse 
transitional effects. 

Llewellyn-Smith, M. 
(1998), 'Local 

Government Reform 
in South Australia', 

Public Management, 
Vol. 80, No. 1, 
January 1998, 

pp. 20-23. 

Llewellyn-Smith (1998: 23): 
 
Since the start of the reform process in December 1995, the number of metropolitan and country councils 
has been reduced from 118 to 69 through voluntary amalgamations.  The mergers have realized major cost 
efficiencies and savings, which are being passed on to residents and ratepayers.  The amalgamations so far 
will result in total recurrent savings of $13 million among metropolitan councils and $6.3 million among 
country councils. 

KPMG (1998), 
Reinventing Local 

Government in New 
South Wales: 

Econometrics Study, 
for the NSW Division 

of the Property 
Council of Australia, 

July 1998. 

KPMG (1998: 1): 
 
Executive Summary 
 
The residents of New South Wales should not be denied the benefits of Local Government reform. 
 
Indicative annual savings to those ratepayers, indeed to the State economy generally, are in the order of: 
 

Options Annual Savings (millions) 
Option 1: Amalgamation into ROC areas $845 
Option 2: Merged metropolitan councils $255 
Option 3: The Barnett Approach $162-486 
Option 4: The 50 option $600 (indicative only) 

 
On a State average this indicates an average reduction of $350 per annum per rateable property.  Of course 
the actual reduction per assessment will be dependent on valuation and rate in the dollar and will vary 
between commercial, residential and rural properties. 
 
KPMG (1998: 96): 
 
The reform proposal 
 
Detailed in the following sections are several options for reform.  These are examples to demonstrate what 
could potentially be achieved, however, each requires indepth analysis before proceeding.  These options 
are: 
 
Option 1: Amalgamation of ROCs – the 20 option 
 
Option 2: Merged Metropolitan Councils 
 
Option 3: The Barnett Approach – the 100 option 
 
Option 4: The 50 option 
 
A case can clearly be put to recommend option 1 as the preferred reform methodology.  We would 
encourage a voluntary approach to the amalgamation process, however, we have significant reservations 
based on current observations of New South Wales Local Government in that we believe that voluntary 
amalgamations will not occur.  As a consequence the adoption of forced amalgamations as was conducted 
in Victoria may represent the line of least resistance. 
 
KPMG (1998: 97): 
 
8.2 Option 1: Amalgamation of Regional Organisations of Councils – "The 20 Option" 
 
This proposal contemplates large scale amalgamation forming "regional" rather than "local" governments 
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and very significant saving of $845M out of a total expenditure of $3,821 or 22% of the cost of Local 
Government of the State. 
 
In January 1996 there were approximately 52 regional organisations of councils (ROCs) in Australia.  
These ROC's comprised in the order of 405 Local Government Organisations. 
 

 Australia NSW [NSW] % of Total 
Total number of Councils 774 177 23% 

Councils participating in ROC's 405 154 38% 
Number of ROC's 52 21 40% 

(Source: Local Government National Report, National Office of Local Government, December 1996) 
 
As can be seen from the table 87% of New South Wales Local Government Councils are ROC members. 
 
KPMG (1998: 98): 
 
8.2.2 Cost savings from amalgamation 
 
Detailed in the table below [not included in Table 3G-3 here] are the respective expenditures associated 
with each council within the ROC's.  We have taken each individual ROC and isolated the council with 
the lowest expenditure per capita as a potential gauge of efficiency.  Based on this we have then identified 
the expenditure savings other councils within the ROC could potentially obtain in an amalgamated 
council.  A total expenditure saving is then determined for each ROC. 
 
Based on this model for reform total savings across NSW local government could be as high as $845 
million out of a total cost of $3,821 million. 
 
KPMG (1998: 101): 
 
8.3 Option 2: Merge Metropolitan Councils 
 
Dealing only with the greater Sydney Metropolitan area could result in savings of an indicative $143M. 
... 
Under this proposal 34 councils would be eliminated to create 2 or 3 "super councils". 
 
KPMG (1998: 104): 
 
8.4 Option 3: The Barnett approach – "The 100 option" 
 
The "100 option" would require detailed studies of each Council in the group to quantify the savings, 
however, an estimation to eliminating half of general administration costs (a conservative methodology) 
would indicate savings of $162M p.a.  Savings in plant, equipment and infrastructure over a period of 
time should increase this by a factor of at least 3 to $486M. 
 
This third reform option proposed for NSW local Government draws upon the Barnett reform option 
touted in the 1970's.  This called for widespread amalgamations of councils to reduce overall councils 
numbers to around 100 local government areas. 
 
The proposal was first released in 1974 but was rejected as politically sensitive at the time. 
 
KPMG (1998: 108): 
 
8.5 Option 4: "The 50 Option" 
 
The fourth reform option is taken from a hybrid of option 1 (20) and option 3 (100).  The savings should 
fall between these two items as an indicative $600M p.a.  Soul identified this option in compilation of his 
academic paper defining areas based on natural catchment boundaries which aim to establish urban and 
commercial similarities.  This proposal relies upon mergers between existing boundaries through a 
voluntary process and defines mergers between metropolitan, provincial and rural councils. 
 
This proposal has been termed the 50 option as it reduces non urban councils down to a maximum of 30 – 
34 councils and metropolitan councils are reduced from 43 down to 10 – 14. 
 
KPMG (1998: 112): 
 
A clear finding from this report is the need for larger local government to ensure economies of scale are 
obtained. 
... 
Econometric analysis clearly indicates that economies of scale are achieved where councils catered to 
larger populations. 
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'Council of the 
Month: Warwick: 
Four does go into 

one', 
Local Government 

Management, 
Vol. 32, No. 1, 
August 1998, 

pp. 18-21. 

Local Government Management (1998: 18): 
 
The prosperous Shire of Warwick on Queensland's Darling Downs was formed four years ago by the 
amalgamation of the City of Warwick with three rural shires – Allora, Glengallan and Rosenthal.  Since 
then, council has met the challenge of bringing city and country together to form a cohesive unit that is a 
major player in regional planning and development.  Rich in history – and primary production – Warwick 
Shire covers 4725 km2, including some of Queensland's most fertile farming land.  The shire has a 
population of about 20,000 and services an economic catchment area of 55,000 people in the Eastern 
Downs region.  Its main population centre is the city of Warwick … Other centres include the charming 
country towns of Allora, Yangan, Leyburn and the picturesque Killarney … 

Witherby, A., 
Dollery, B., Auster, 
M. and Marshall, N. 
(1999a), Is Bigger 
Better? towards a 
model process for 
local government 
structural reform, 

Australian Institute of 
Urban Studies, 
NSW Branch, 

Sydney. 

Witherby et al. ( 1999a: 7): 
 
When combined with the empirical evidence from overseas, the economic and public policy literature 
supports the contention that there is not a single, or standard size that is appropriate for local authorities.  
Indeed much of the evidence fails to discover the operation of scale factors in producing efficiencies.  
This has major implications for local government reform in Australia where many stakeholders are firmly 
of the view that 'bigger is better'. 
 
[the above paragraph is also included in Witherby et al. 1999b as below, on page 4] 

Witherby, A., 
Dollery, B., Auster, 
M. and Marshall, N. 

(1999b), Local 
Government: One 

Industry, Many 
Perspectives, 

Australian Institute of 
Urban Studies, 
NSW Branch, 

Sydney. 

Witherby et al. (1999b: 22): 
 
To argue that centralisation will reduce administrative costs is to argue that there are economies of scale in 
administration of government, just as there may be economies in the production of public services.  For 
instance, one might argue that a set of small councils, each with a separate manager, finance director and 
planning director, etc., is wasteful and that a single set of those officers could oversee all of the council's 
operations simultaneously with no loss of efficiency.  Those costs could therefore be reduced by 
consolidating those councils into a larger unit.  But there is no guarantee that such opportunities will 
always, or even usually, exist.  It could just as easily be argued that administrators become less effective 
the further removed they are from the people and operations they coordinate.  In that case, diseconomies 
of scale result with larger governments requiring proportionately more (and better paid) administrators 
(perhaps with more layers in the administrative hierarchy) to run as well as smaller ones.  Depending on 
the service (or set of services) provided, administrative scale economies could be a factor in favour of 
more or less centralisation. [see also Dollery 1999a: 17] 
 
Witherby et al. (1999b: 58): 
 
In all states, except for Western Australia, economies of scale have been the critical factor underlying the 
amalgamation process.  However, empirical arguments for economies of scale are far from convincing.  
Indeed, much of the literature is ambivalent about the benefits to be gained from mergers.  This 
ambivalence, however, has been largely ignored by South Australia, Victoria and Queensland.  Literature 
reviews on the issue have been limited. 
 
The only analysis available on the outcomes of recent reforms to date is the limited study by Chapman 
(1995) on the Tasmanian experience.  Chapman [now p59] found that there were clear savings in 
administrative costs following amalgamations, but he pointed out that his research did not include broader 
efficiencies or the question of effectiveness.  On these matters he was much more cautious. 
 
In general, the wider literature seems to indicate that economies of scale will be achieved in administrative 
costs up to a certain point in metropolitan districts (though there is disagreement over where the point of 
diminishing returns is reached).  If geographical size is taken into account, potential economies of scale 
are considerably reduced.  There are also a large number of additional variables involved which cloud the 
whole issue. 
 
Analysis of the various State reports indicate that economies of scale can be effectively achieved through 
resource sharing practices and that amalgamation is not necessarily essential. 
 
Overall, there appears to be little hard evidence available on the actual benefits of economies of scale, and 
even less, on the wider question of the effectiveness of amalgamations. 
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Kiss, R. (1999), 
'Local Government to 
Local Administration: 

the New Order', 
in Costar, B. and 

Economou, N. (eds), 
The Kennett 

Revolution: Victorian 
Politics in the 1990s, 

UNSW Press, 
Sydney, 

pp. 110-121. 

Kiss (1999: 110): 
 
As is increasingly acknowledged all over the developed world, local government is an arena of 
considerable and growing importance. Because of its usually manageable and comprehensible scale and 
closeness to its constituency, it has been seen to have a significant role to play in shaping, at the 
grassroots, communities which are more civil, equitable, culturally sensitive, environmentally sustainable 
and democratic [1].  Even in Australia, despite the fact that local government is neither protected by the 
Commonwealth constitution nor the subject of profound analysis, there has been general acceptance that it 
is a legitimate part of the country's democratic system of governance.  
 
This has meant that when state governments have exercised their legislative powers over local 
government, for both pragmatic and philosophical reasons, they have been inclined to tread with some 
circumspection.  By and large, local government in states other than Victoria has been able to exercise 
some choice about the extent to which it has implemented change. It has been possible, for example, to 
make decisions about amalgamations, organisational reform and opportunities for market-testing without 
losing sight of the governance role of local government. 
 
In Victoria, however, the story has been very different.  From the outset, the Kennett government has 
implemented its agenda with little regard for alternative values or points of view. In so doing, it has not 
only turned 'local government' into 'local administration' but it has also substituted bluster and rhetoric for 
accountability.  From this has come every appearance of what Barry Hindess has described as the 
'institutionalisation of arbitrary power' [2]. 
 
Kiss (1999: 111): 
 
THE KENNETT GOVERNMENT AND LOCAL GOVERNMENT IN VICTORIA 
 
Over the past six years, Victorian local government has experienced massive changes initiated by the state 
government. Sweeping amalgamations (only the Borough of Queenscliffe was left untouched) have 
reduced the number of municipalities from 210 to 78. Compulsory competitive tendering (CCT) to at least 
50% of council expenditures has led to the contracting in or out of every type of council service.  Because 
all councils created various in-house units to compete for contracts, CCT has also forced previously 
unitary organisational structures to operate along some form of purchaser-provider divide. The financial 
and planning capacities of councils have been reduced by a range of measures including continuing 
intervention and intensive direction and oversight by the state government, the operation of a rate cap and 
an enhanced role for chief executive officers (who are now solely responsible for council administration 
and cannot be sacked without the minister's approval). 
 
This saga begins with the state election in 1992, when Mr Kennett promised Victorians 'fair, open, honest 
and accountable government'.  Many believed him and swept him into office with a huge majority.  In a 
campaign focusing on the financial and management inadequacies of Labor, local government was not an 
election issue.  When the Labor government sought to bring about local government amalgamations in 
1985-86, prominent coalition members, including those who were to become the Premier, the Deputy 
Premier and the Minister for Local Government, had fought for local government's right to self-
determination.  Kennett publicly congratulated those who had resisted amalgamations and declared that 
the Liberal party would continue to defend their rights to be administered by the local government system 
of their choice [3]. 
 
The coalition's low-key policy statement on local government also contributed to the absence of public 
scrutiny.  The initiatives outlined were underpinned by two important general principles: recognition of 
'the importance of local government as the arm of representative government closest to the people' and the 
belief that 'municipalities should be given the autonomy they need to carry out their functions efficiently 
and effectively, in conjunction with measures to ensure accountability to the local community' [4]. 
 
Kiss (1999: 112-113): 
 
The process embarked on by the government was very different from that implied in the policy platform.  
The language in which the 'reforms' were explained shifted from one that gave voice to ideas of local 
worth and democracy to one which placed business and economic interests at its core.  There was no 
compunction about dismissing councils nor about installing appointees to run local administrations.  Both 
the speed and drastic character of the changes precluded any effective public participation or even 
understanding of what was happening. Disregarding the importance of local government in nurturing local 
democracy and creating active citizenship, there was no allowance for public education. This was a coup 
not a reform. 
 
The Local Government (General Amendment) Bill, which received its second reading on 29 April 1993, 
made no provisions for the Local Government Board to include representation from local government 
organisations. 
 
Kiss (1999: 113-114): 
 
Even while the Bill was being debated, and on the strength of a report from the accounting firm KPMG 
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Peat Marwick, the process of restructuring had begun, with the creation of the City of Greater Geelong. 
… 
Although the Kennett government has been vigorous in condemning what it considers interest groups, it is 
clear that its post-election local government policies were influenced strongly by one set of interests 
represented by Project Victoria, a consortium of businesses supported by the Institute of Public Affairs 
(now the [now p114] Institute for Private Enterprise) and the Tasman Institute [8].  Dazzled by the Project 
Victoria reports advocating drastic reductions in the public sector, use of contracts and privatisation, and 
making use of claims that Victoria's finances were in dire straits, the government put aside notions of the 
right of local communities to self-determination.  Past reservations about economies of scale and about the 
appropriateness of competitive tendering to the range of council services were deemed to be less 
important than the supposed needs of business and the economy.  Using arguments presented by Des 
Moore in the Project Victoria paper on local government, the minister claimed that: 
 

Municipal reform is important not only because this is a major industry – with a turnover of more 
than $3 billion in Victoria alone – but also because local government has a major impact on other 
parts of the economy. 
 
Aggregate local government expenditure in Victoria is 23 per cent above the average for all States. 
Expenditure per capita is 20% higher.  Victorian councils exact 12 per cent more rates, fees and 
fines than other councils around the nation.  Only part of this picture can be explained by the fact 
that Victorian councils provide more in the way of human services than councils interstate. 
 
Business in Victoria is hampered both by these cost structures and by the vagaries of a planning 
approvals system that might deliver a decision in one week or ten, depending on which side of some 
municipal frontier the applicant happens to be on. 
 
Previous attempts to lift the performance of Victoria's councils were stymied by legislative 
inadequacies and the willingness of vested interests to squander vast sums of public money to 
frustrate reform. 

 
Later, in the same document the minister listed and described the government's and the board's 
achievements.  He praised the board for having stressed opportunities for public input in its municipal 
restructuring review and also for having (simultaneously) engaged in extensive consultation regarding 
compulsory competitive tendering.  This was just 15 months after the Local Government Board had begun 
its review process.  In that time, not only had all of Victoria been reviewed but recommendations had been 
made to the government, which had then made its determinations, dismissed all the councils, selected and 
appointed commissioners and identified interim chief executive officers to assist them. Meanwhile, the 
board had also 'consulted' about compulsory competitive tendering and made its recommendations; as a 
result, the newly amalgamated municipalities would have to submit 20 per cent of their total expenditure 
to competitive tendering by the end of the 1994-95 financial year, followed by 30 per cent in 1995-96 and 
50 per cent by 1996-97 [10]. 
 
Kiss (1999: 119): 
 
The Kennett government continues to state that huge savings have resulted from its remaking of the 
municipal map.  Savings of up to $400 million have been mentioned.  While it is very difficult to be 
conclusive, analysis of Australian Bureau of Statistics figures suggests that this figure is inaccurate.  
Comparing Victorian local government operational expenditures of $2.452 billion in 1991-92 with those 
of $2.859 billion for 1996-97, the latest figures available, and then adjusting the 1991-92 figure to 1997 
values, gives a figure of $2,746 billion.  It would seem that the operating costs have increased [21].  Rates 
have gone down considerably, a benefit to major property-owners in particular, but so has capital 
expenditure, which means that 'savings' have only been made by failing to maintain infrastructure.  More 
research and analysis is needed of the financial and efficiency costs and benefits of the Kennett 
government's changes to local government.  Nevertheless, there are strong grounds for stating that local 
communities have not made any sustainable economic gains. 
 
On the other hand, it is quite clear that local government has been not only weakened but 
comprehensively undermined. There has been an effective transfer of authority out of the hands of 
councillors into those of senior managers but, even more clearly, into the hands of the state government 
and, particularly, the Minister for Planning and Local Government. This movement towards an 
increasingly autocratic mode has not been confined to the arena of local government. Nonetheless, 
because of the importance of local government to the achievement of democratic governance, which must 
begin at the grassroots if it is to have any capacity to survive, it is arguable that it is in this arena that the 
damage may have the most serious consequences. 
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Table 3G-3  (Continued) 

Source Selected Extracts 

Hamilton, D. K. 
(1999), Governing 

Metropolitan Areas: 
Response to Growth 

and Change, 
Garland Publishing, 

Inc., New York. 
 

Hamilton (1999: 107-109): 
 
Those who oppose or question the utility of reform are not just politicians or government administrators 
afraid of losing their authority.  Many social scientists and writers also question the advantage of major 
government restructuring in urban areas.  The major opposition in academic circles is known as the public 
choice model.  Advocates of this model maintain that urban areas are actually better served by the current 
polycentric system of government.  (The public choice model is analyzed in Chapter 5.)  Besides this 
opposition, there are a number of other criticisms that should be noted.  Political scientist Charles Adrian 
suggests the typical residents of a metropolitan area may have higher priorities than efficiency and 
economy.  They may value access to decision-making centers and representatives of local government 
above efficiency and economy.  Surveys indicate that the majority of suburbanites generally feel that their 
public services are acceptable.  Those who feel that services are inadequate do not think that metropolitan 
government will improve service delivery.  Voters also fear the tax impact of equalizing services 
throughout the region.  Those who oppose metropolitan reform suggest there are less radical ways to 
provide areawide services, such as interlocal agreements and special districts [Adrian 1961]. 
 
A further argument against structural comprehensive reform involves the concern that governments will 
become too big, remote, and bureaucratic.  This is a counterargument to those who maintain that reducing 
fragmentation of governments will lower per unit costs of delivering services.  Those opposed to 
structural reform also point out that centralization, to the extent that average cost curves are U-shaped, 
may produce diseconomies of scale.  Higher per unit costs may occur when the volume of the service 
exceeds the capacity of the equipment, when services must be geographically extended, or when the 
function becomes excessively bureaucratic.  All services and even parts of functions do not have the same 
cost curve.  Therefore, economies of scale will vary by service. [Dye and Giertz 1991: 3; Boyne 1992: 
336]  While capital-intensive services such as sewage disposal and water supply benefit from scale 
economies, labor-intensive services such as police, education and welfare services seem to be more 
efficient when provided on a more intimate, user-oriented basis. 
 
Some economists contend that a city with a population between 50,000 and 250,000 is the best size to take 
advantage of economies of scale without being too large to experience diseconomies. [Harrigan 1976: 
199; Hirsch n.d.]  These population parameters may show where economies of scale are generally best 
achieved, but there are a number of other issues involved in service delivery, such as quality and 
responsiveness.  There may also be conflicting goals.  For example, it is generally recognized that water 
supply benefits from economies of scale if the policy is for heavy capital investment and an increase in 
supply but less so if the emphasis is on conservation. [Keating 1991: 103-4]  Moreover, large bureaucratic 
organizations reduce the possibility of co-production.  Residents of many suburban communities value the 
opportunity to serve as volunteer firefighters or police.  This provides a psychological benefit to the 
individuals involved, reduces costs to the community, and solidifies the bonds between volunteers and 
their communities. 
 
A final criticism of regionwide government is its lack of identity with the public.  A metropolitan 
community, according to political scientist Norton Long, exists only in the minds of planners and 
metropolitan reformers. [Long 1958: 251-261]  People identify with their local communities, but there is 
no sense of metropolitan community.  There is no emotional attachment to a metropolitan entity, 
particularly one that would be superimposed over a municipality with which residents identify.  Even the 
county in many parts of the country has little or no emotional attachment for residents because it is either 
considered too remote or too inconsequential to engender any feelings of community identity. 
 
Hamilton (1999: 120): 
 
Intuitively, the consolidation of governments should result in expenditure savings from reduction in 
duplication of services.  At the very least, there should be some savings from the reduction in personnel 
costs.  One would suppose this should positively affect the tax rate; however, empirical analysis does not 
substantiate this supposition. 
 
Hamilton (1999: 122-123): 
 
Despite the evidence, reformers still lament the waste and duplication from government fragmentation and 
duplication, and tout the savings from consolidation.  …  In fact, according to evidence from studies 
discussed above, a more consolidated structure may have a negative impact. 
 
Hamilton (1999: 124-125): 
 
Consolidation enhances efficiency by combining smaller functions into larger functions to take advantage 
of efficiencies from economies of scale.  One area that usually benefits is purchasing.  The ability to 
purchase in greater volume usually results in lower cost per unit purchased.  Another area is the reduction 
in personnel from the merged departments.  In some instances, more than half of the personnel from old 
departments in a merger are not needed in the combined department.  The most common functions to 
benefit from a merger of departments are public works, general administration (finance, personnel, 
purchasing), parks and recreation, and police. [National Association of Counties 1973: 44]  However, 
combining departments is sometimes difficult in a consolidation of governments. 
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Hamilton (1999: 125-126): 
 
Some observers [mainly economists who identify with the so-called public choice school] of local 
government reform suggest that efficiency and effectiveness may, in fact, deteriorate because of 
consolidation.  They contend that bureaucracies may become too large to be effectively managed.  They 
argue that large bureaucracies are not as responsive to citizens or receptive to changes and new 
innovations in service delivery as smaller bureaucracies.  Furthermore, there is evidence that 
administrators seek to take advantage of the consolidation to enhance their bureaucratic structures.  The 
Athens-Clarke County consolidation is an example of administrators seeking to build larger bureaucracies. 
Professor Stephen Condrey describes what happened in the Athens-Clarke County consolidation: 
 

Unification provided a situation whereby the basic common assumption of stability and 
predictability within the two former governments' organizational units was shattered.  The result, in 
many instances, was bureaucratic turf protection.  An additional consequence was that savvy 
organizational participants utilized the entropy precipitated by unification as a prime opportunity to 
add administrative levels ... The result ... was increased hierarchy and bureaucratic structure within 
the new government.  For example, the recreation and parks and arts and environmental education 
departments both added assistant directors and division managers even though they were only 
slightly affected by consolidation.  Additionally, the finance department added an assistant director 
position ... and four division heads in a department of 25 people.  The most extreme example of 
bureaucratic empire building was the landscape management division, which proposed an 
organisational structure with 22 supervisors in an organization with fewer than 30 members. 
 
In sum, unification presented an opportunity for bureaucrats, in some instance, to protect and 
preserve their territory and to take advantage of the consolidation process to restructure their 
departments to enhance their personnel, power, and influence ... It appears that dysfunctional aspects 
of the early restructuring of the organisation may last for years to come. [Condrey 1994: 381] 

 
Distribution of Costs and Benefits 
 
A commonly accepted principle in local government finance is that those who benefit should bear, or at 
least share in, the costs.  Another commonly accepted democratic principle is that those affected by a 
decision should, either directly or through their elected representative, have a voice in that decision.  In a 
large, politically fragmented urban area, one jurisdiction often provides a service with residents in another 
jurisdiction benefiting without sharing in the cost.  In addition, spillovers from a decision made by one 
community often negatively affect neighbouring communities.  Examples include central city parks, zoos, 
stadiums, and museums enjoyed by suburbanites but supported largely by the central city.  A shopping 
mall, garbage dump, or incinerator located in one community has negative impacts on neighbouring 
communities.  It seems reasonable that functions that affect the entire region should be funded on a 
regional basis and that decisions regarding the functions be made by regional representatives. 
 
Regional government has generally had a positive impact on the distribution of costs and benefits. 
 
Hamilton (1999: 131): 
 
Evaluations of reformed areas show that not all goals of the reformers have been achieved.  The claim that 
reformed governments result in cost savings for the taxpayer has generally not been realized.  Reformed 
governments, however, tend to be more efficient and effective in providing services and positively impact 
the quality of life.  The record on equality in the distribution of costs and benefits and the increased 
representation of minorities in the reformed governments is generally spotty and varies from area to area.  
Economic viability of the entire region is enhanced when the region is more united.  
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Table 3G-3  (Continued) 

Source Selected Extracts 
Blacher, Y. (1999), 'Local 

government reform in 
Victoria', Local 

Government Management, 
Vol. 32, No. 5, April, 

1999, pp. 12-13 

Blacher (1999: 12): 
 
Victorian reforms are the most radical changes yet undertaken in any system of local government either in 
Australia or internationally.  The combination of major structural reform, the introduction of competitive 
tendering as the core mode of service provision, and the delivery of over $260 million per annum in rate cuts 
for the Victorian community were unprecedented. 

Aulich, C. (1999), 
'From Convergence to 

Divergence: Reforming 
Australian local 

government', 
Australian Journal of 

Public Administration, 
Vol. 58, No. 2, 

June 1999, pp. 12-23. 

Aulich (1999: 17): 
 
The rhetoric that accompanied these recent reforms in the 'structural efficiency' states [i.e. Victoria, South 
Australia and Tasmania; New South Wales, Queensland and Western Australia are classified as 'local 
democracy' states] were remarkably similar and related to the parlous condition of state finances.  For 
example, in Victoria, the Minister for Local Government justified the reforms on the basis that they would 
generate total savings of $500 million, lower rates, increase debt retirement, generate employment, streamline 
planning approval processes, and provide greater capacity for strategic decision-making (Hallam 1994). 

Editorial: 'Mergers that 
save millions', 

Daily Telegraph 
11 Jun 1999 

p. 10 

FOR TOO long ratepayers have been needlessly supporting the bureaucracy of 177 local government councils 
throughout the State.  With boundaries drawn at the turn of the century, council boroughs no longer reflect 
areas of common interest and unnecessarily duplicate services.  This was recognised in 1993 in Victoria when 
Premier Jeff Kennett forced amalgamations to reduce the number of councils from 210 to 78.  According to 
the 1995-96 Auditor-General's report this saved Victorian local government $320 million a year through 
economies of scale, reduction of service duplication and greater efficiency.  The bonus for the ratepayers 
across the State was a 20 per cent reduction in rate bills. 
 
In NSW, there has been a reluctance to address the issue at government level.  One of the factors had been the 
impact on the balance of power in inner-city councils most affected by mergers, largely dominated by the 
ALP.  This has changed with the appointment of Harry Woods as Local Government Minister.  Mr Woods has 
made it policy to encourage amalgamations. One of the first is the proposed merger between South Sydney 
and Botany.  It is hoped that up to 60 councils will be working towards amalgamation by the end of the year. 
 
With a total expenditure of around $5.2 billion and employing 30,000 people, local government must become 
more efficient.  In the inner west, it is a kilometre walk from the Burwood and Strathfield councils offices, 
with a complete duplication of services.  Parramatta Rd, one of the main arterial roads to Sydney's west falls 
under the control of 10 councils. 
 
In the State's south-west, there are three separate councils with offices in the township of Deniliquin - 
Windourin, Conargo and Deniliquin – as there are no towns in two of the shires. Windourin Shire Council 
administers to a population of 440, its six councillors representing a total of 73 residents each.  These 
inefficiencies cannot be allowed to continue. 
 
Even though the State Government is encouraging amalgamations, Mr Woods has set no figure as an optimum 
number of councils and maintains he will not force mergers.  
 
A study three years ago by Stephen Soul, an academic at Southern Cross, Lismore, showed that 
amalgamations to reduce the 42 councils in Sydney to 14 would save ratepayers an average of $120 a year.  
With these immense benefits, Mr Woods should implement an amalgamation program – like Victoria – if  
councils do not do so voluntarily. 

'Mergers must not be 
delayed', 

letter by Stephen Soul of 
Southern Cross University, 

Lismore, 
Daily Telegraph 

14 Jun 1999 
p. 12. 

YOUR timely and perceptive editorial (Daily Telegraph, June 11) on the need for structural reform of local 
government in NSW draws attention to the fact that councils have little taste for amalgamation, voluntary or 
otherwise.  In reality, the conservative approach to reform adopted by the Carr Government simply cannot 
work, as situations exist in both inner-city and rural areas where up to seven councils must be joined to 
achieve a basic level of service efficiency.  
 
The Casino-Richmond River debacle demonstrates that it is difficult for even the most obvious and necessary 
reform to be implemented by voluntary means and from within, and that it will be virtually impossible for 
councils to implement effective structural change without being imposed upon by the State to do so. 
 
My recently completed doctoral research finds economic and political efficiency is achieved in the NSW 
context at a minimum size of 50,000 people and, based on this criteria and natural geographic and commercial 
boundaries, the number of jurisdictions in Sydney must be reduced to 14 and to a total of 49 across the State. 
 
The present grossly inefficient situation is expensive for ratepayers, taxpayers and for the State, and yet you 
note Premier Carr and Local Government Minister Harry Woods are reluctant or unable to act.  This apparent 
indecision may be caused by the previous Minister abrogating his responsibility for implementing structural 
reform and for the public good by passing the carriage of this difficult task to the Local Government 
Association. 
 
You have challenged the Minister, Mr Woods to adopt an extensive, compulsory reform program for NSW 
local government and I believe he has the strength and, in the fact of mounting delays, the inclination to accept 
your challenge.  Mr Woods must, however, act in the early part of the new parliament, as the Victorian 
experience shows that the significant political and real capital achieved by reform takes some time to filter 
through to ratepayers and to voters. 
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Table 3G-3  (Continued) 

Source Selected Extracts 

'Is Big Better?', 
by Andrew Clennell 

Sydney Morning 
Herald 

19 Jun 1999 
p. 36 

In 1993, Jeff Kennett set about putting the blowtorch on local government in Victoria, forcing wholesale 
mergers.  Within 18 months, 210 councils were reduced to 78.  He faced strong opposition, but persisted, 
saying in 1993: "Most, or an increasing number of councils, recognise there are better ways to lead to 
greater efficiencies . . . "  But there are doubts about the success of the cost savings and of the mergers as 
a whole.  For the ratepayers, the main benefit was a legislated 20 per cent rate reduction.  There has been 
conjecture since about whether any other cost savings have been passed on or even achieved.  And a rate-
capping system which Kennett introduced was lifted in 1997.  
 
The secretary of the Victorian Local Governance Association, Mike Hill, said bigger councils now had 
more clout, but democracy had been hurt by the changes.  Dr Rosemary Kiss, of the Centre for Public 
Policy at Melbourne University, said there was no evidence there had been any cost savings from the 
amalgamations, with the new, bigger councils becoming more bureaucratic and spending on larger 
projects.  She said it was felt the bureaucrats often now had more power than part-time elected 
representatives.  The Government though, was boasting of rate savings (although the cap had now been 
removed and rates were crawling back up again). 
 
But there were some positives.  Hill said amalgamation had meant local governments have been able to 
make stronger representation. "The new local governments have been more professional."  One negative 
had been the fact democracy had been hurt, Hill said. He believed a voluntary amalgamation proposal, 
like the one being tried by the NSW Government, would be more effective. 

'Merger Rejected', 
by Scott Tucker 

Newcastle Herald 
22 Jun 1999 

p. 12 

HUNTER Valley councils have rejected calls by a Southern Cross University academic that they should 
amalgamate into a regional 'super council' to support a philosophy of co-operative independence. 
 
Stephen Soul, a doctoral candidate of the university, in Lismore, recently finished a four-year study into 
the efficiency of local councils.  He says most NSW councils are too small to provide a basic standard of 
efficiency to their ratepayers and has called on Local Government Minister Harry Woods to force 61 
councils to merge to cut costs, inefficiencies and duplication.  'Ideally there should be a single local 
government authority covering the Tweed, Richmond, Clarence and Hunter valleys, the Central Coast and 
the large provincial areas surrounding Armidale, Tamworth, Bathurst, Grafton, Port Macquarie and Coffs 
Harbour,' Mr Soul said.  He wants eight small inner-city councils surrounding Sydney's CBD to be 
combined with Sydney City Council to form a Brisbane-like 'super council'.  His plan would reduce the 
177 councils in NSW to 49 based on commercial and geographical boundaries and having a minimum 
50,000 residents each.  'Up to 85% of local government services can be provided more efficiently and 
more cheaply by the private sector and should be progressively "outsourced", as they are in Victoria,' Mr 
Soul said. 
 
The Hunter Region Organisation of Councils has dismissed the call, after conducting a Department of 
Local Government study that considered the pros and cons of a regional merger.  Organisation chairman 
Neil McNamara said the study recommended co-operation among councils would serve ratepayers better 
than amalgamation, which would restrict the focus of grassroots needs.  Instead Hunter councils have 
taken part in regional bloc purchases to cut costs. 

Sancton, A. (2000), 
Merger Mania: the 
Assault on Local 

Government, McGill-
Queen's University 

Press, Montreal 

Sancton (2000: 135): 
 
In December 1996, Al Leach [Ontario's Minister of Municipal Affairs] claimed that after three years 
Toronto's amalgamation would be saving $300 million annually.  A year later he was down to $240 
million.  A year and a half after that, the city of Toronto was claiming $150 million.  Now the evidence 
suggests that any costs savings from amalgamation are highly unlikely.  Two or three years from now it 
might well be possible to document the net costs of amalgamation. 

McNeill, J. (2000), 
'To amalgamate or not 

to amalgamate: 
Why KPMG's report, 
'Reinventing Local 

Government in NSW', 
takes the 

wrong approach', 
Local Government 

Management, Vol. 3, 
No. 4, 

February 2004, 
pp. 12-14. 

(McNeill 2000: 12): 
 
In South Australia in 1995, a Ministerial Advisory Group, enthusiastic about prospective voluntary 
amalgamations, reported that annual savings in the order of $150 million might be expected.  Three years 
later, the South Australian Local Government Boundary Reform Board estimated that the annual savings 
delivered by a reduction of councils from 118 to 68 were around $19.4 million.  As the momentum 
gathers towards voluntary amalgamations in New South Wales, a KPMG report, perhaps in a similar vein 
to the South Australian MAG report, has estimated that benefits "could be as high as $845 million" each 
year (KPMG 1998: 98). 
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Arthur Anderson 
(2000), 

'The Economics of 
a Potential 

Amalgamation of 
Waverley, Woollahra, 
Randwick & Botany 

Bay Councils', 
A Report by Arthur 

Andersen to the 
Property Council of 

Australia, 
December 2000 

(also referred to as: 
'The Economics of 
Local Government 
Amalgamations in 

NSW – A Report on 
the Potential 

Amalgamation of 
Waverley, Woollahra, 
Randwick and Botany 

Bay Councils') 

Arthur Anderson (2000: 3-5): 
 

1.    Introduction 
 

In recent years, most states have undertaken local government reform that has resulted in the amalgamation of 
local councils to the extent that the total number of local councils in Australia is around half that of a decade ago.
 

The most aggressive amalgamators have been Victoria and South Australia, which have reduced local councils 
by 63 per cent and 29 per cent respectively. Amalgamations have also taken place in Queensland and the reform 
process is also underway in Western Australia. 
 

Although councils in NSW have undertaken a range of reform measures, including resource sharing between 
councils, the total number of councils, however, has remained relatively static (the recent merger between 
Drummoyne and Concord notwithstanding). 
 

On 11 October, 2000, the NSW Minister for Local Government, Mr Harry Woods announced an inquiry into the 
structure of local government in 8 areas within the Sydney metropolitan area. 
 

The terms of reference for this inquiry implicitly (if not explicitly) ask whether amalgamation of councils would 
result in greater financial and economic efficiency than the status quo. 
 

It is believed that one of the drivers behind the need for such an inquiry is the high cost of local government in 
NSW. Per capita expenditure on local government services in NSW is around $167 higher than in South 
Australia and $125 than in Victoria. 
 

Consequently, the Property Council of Australia has commissioned Arthur Andersen to report on the potential 
for cost savings arising from the amalgamation of Waverley, Woollahra, Randwick and Botany councils. 
 

2.    Methodology 
 

Although estimating the cost savings arising from the amalgamation of any organisation is best done from 
within, with access to detailed cost and service level data and analysis, it is nevertheless possible to estimate 
potential cost savings. This can be done via benchmarking and econometric/statistical analysis on the basis of the 
reasonably extensive public data that exists on local government performance. 
 

However, these estimates can only ever be proxies for detailed internal analysis.  Moreover, service and quality 
levels may differ between councils that also complicate the analysis. Consequently, three different savings 
estimating methodologies were employed in this study to provide a level of comfort as to the reasonableness of 
the findings.  These methodologies include: 
• Econometric estimation; 
• Performance benchmarking; and 
• Real estate analysis. 

 

3.    Analysis Results 
 

3.1  Aggregate-level Analysis 
 

It is estimated the current cost of running Waverley, Woollahra, Randwick and Botany councils of $159.1m, 
could be reduced to between $101m and $120m via amalgamation – a saving of between $39m and $58m. 
 

Sensitivity analysis (at 20 per cent) suggests a savings estimate range of between $31m [$39m multiplied by 0.8] 
and $70m [$58m multiplied by 1.2], not accounting for any of the one-off costs associated with the 
amalgamation itself. 
 

3.2    Function-by-Function Analysis 
 

Functional analysis was conducted to try and identify from where cost savings may emanate. This was done in 
two ways. First, costs savings from staff numbers were estimated and second the cost savings from some key, 
front-line functions were also estimated. 
 

The analysis suggests that cost savings estimates from a reduction in staff numbers could be around $24m, 
providing a sensitivity range of $19m to $29m. 
 

In terms of some of the key front-line functions, library, waste/recycling, finance, environment/health 
management, recreation/leisure and community services costs were estimated under the amalgamation scenario. 
These costs account for around half of the costs the amalgamated council would incur but account for less than 
20 per cent of the estimated savings. 
 

This suggests that the remainder of the four councils' costs, a large proportion of which is administration, would 
be the primary source of cost savings estimates. This would appear to be consistent with the hypothesis that in 
geographic mergers, cost synergies come more from administration, than front line services. Efficiency gains and 
higher asset utilisation are expected to account for the remainder of savings identified. 
 

4.    Benchmarking Analysis 
 

Cost estimates for the amalgamated council were also estimated via benchmarking against other large councils in 
the Sydney metropolitan area. The benchmark councils chosen were Sutherland and Blacktown because of their 
size similarity to the amalgamated council (measured in terms of population). 
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The benchmarking analysis estimated cost savings from amalgamation at between $32m and $45m. 
 

The benchmarking cost savings estimates were somewhat lower than the econometric forecasting estimates. This 
may be because the amalgamated council is significantly larger (in population terms) than the benchmark 
councils and hence may benefit from further economies of scale. Alternatively, it may be that in reality, the 
benefits of economies of scale reduce once councils reach a certain scale. 
 

5.    Real Estate Analysis 
 

Although difficult to estimate, it is believed that savings would also arise from the amalgamation of real estate 
assets. Based on the analysis, real estate savings may be available in areas such as depots, libraries and council 
chambers, although no attempt has been made to calculate these additional benefits from amalgamation. 
 

6.    Conclusions 
 

All of the analytical methodologies applied identified significant cost savings from amalgamating Waverley, 
Woollahra, Randwick and Botany Councils. 
 

The estimated amount of cost savings is of the order of $31m per annum. This represents the lowest of the 
aggregate cost estimates (taking the sensitivity analysis into account) and is reasonably similar to the low-end of 
the benchmarking based cost savings estimate ($32m). In addition, further savings from real estate 
rationalisation may be available but it has not been possible to make these estimations at this stage. 
 

In considering these potential savings estimates, two important caveats must be noted.  First, that no account has 
been made for one-off amalgamation costs. Although these costs may be substantial, they are not expected to 
exceed savings estimates, or continue over time. 
 

Second, that the analysis makes no attempt to assess issues related to comparative quality of service and 
standards between councils, but rather is based on an assumption that broadly, the level and quality of services 
provided by councils is reasonably similar. 
 
Arthur Anderson (2000: 43-49): 
 

If both the regression coefficients are significant, then the overall explanatory power of the regression equation 
needs to be assessed. One measure of this is the coefficient of determination or R2, which is a measure of the 
degree of variation in the dependent variable (Y), that is explained by variations in the independent variable (X).
 

In cross-sectional data, ie. data that is collected at one point in time, coefficients of determination tend to be 
lower compared to time series data. This study has used 1997/98 data, hence is cross-sectional, thus there is an 
expectation for relatively low coefficients of determinations. A coefficient of determination of approximately 30 
per cent is considered significant for cross sectional data, indicating that the model can be used as a forecasting 
tool with a satisfactory level of confidence. 
 

For test two the following "rule of thumb" has been utilised: 
• If R2 is greater than 30 per cent then the regression equation is used as a forecasting tool and the forecasts are 

then outlined in Appendix A; and 
• If the R2 is less than 30 per cent then the regression equation is deemed as not significant enough to be used 

as a forecasting tool. 
... 
Aggregate Analysis 
 

1. Operating Expenditure per capita (Dependent variable, Y) 
Against Estimated Resident Population (Independent variable) 
...  Adjusted R2 = 70.68% > 30%.  ... 
2. Staff numbers (Dependent variable) 
Versus Estimated Resident Population (Independent variable) 
...  Adjusted R2 = 50.64% > 30%.  ... 
3. Staff numbers per capita (Dependent variable) 
Versus Estimated Resident Population (Independent variable) 
...  Adjusted R2 = 58.86% > 30%.  ... 
4. Library services operating costs (Dependent variable) 
Versus number of issues (Independent variable) 
...  Adjusted R2 = 84.70% > 30%.  ... 
5. Domestic Waste and Recycling Operating Costs (Independent variable) 
...  Adjusted R2 = 64.13% > 30%.  ... 
6. Environmental Management and Health expenditure (Dependent variable) 
Versus Estimated Resident population (Independent variable) 
...  Adjusted R2 = 52.48% > 30%.  ... 
7. Recreational and Leisure expenditure (Dependent variable) 
Versus Estimated Resident population (Independent variable) 
...  Adjusted R2 = 77.52% > 30%  ... 
8. Community Service expenses (Dependent variable) 
Versus Estimated Resident population (Independent variable) 
...  Adjusted R2 = 58.66% > 30%.  ... 
[Note that all eight R2 values as above exceed 50%, ranging from a low of 52% to a high of 85%] 
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Table 3G-3  (Continued) 

Source Selected Extracts 

Property 
Council of 
Australia 
(2000), 

Inquiry into the 
Structure of 

Local 
Government in 
Eight Council 
Areas in the 

Inner City and 
Eastern 

Suburbs of 
Sydney: 

Submission to 
Commissioner 
Kevin Sproats, 

Property 
Council of 
Australia 
December 

2000 

Property Council of Australia (2000: 4): 
 
The case for amalgamations outside the CBD 
 
The case for amalgamations outside of the Sydney CBD is compelling. The existing system is inefficient, under-resourced, 
financially weak, has low service levels, results in poor environmental and planning outcomes, and achieves poor 
community participation and consultation. 
 
The Property Council recommends that the existing council structure in inner and eastern Sydney be replaced with 
catchment-based councils centred around the eastern suburbs catchment and the inner west sub-catchment. This would 
deliver several key benefits: 
• recurrent annual savings of at least $31 million in the eastern suburbs alone – see Arthur Andersen's econometric study 

at Appendix B, 
• a real eco-dividend in the management of our environment – see analysis from consultants ERM at Appendix C, 
• better planning outcomes, 
• more resources to solve local government's crisis of democracy – see the study by Charles Sturt University's Glenn 

Inglis at Appendix D, and 
• more powerful advocates for their communities. 
 
Property Council of Australia (2000: 13): 
 
3.3  Economic efficiencies 
 
There are clear economic efficiencies that can be gained by the economies of scale of amalgamation of councils.  The 
Property Council commissioned consulting firm Arthur Andersen to estimate the potential savings that could be achieved 
from an amalgamation of Randwick, Botany Bay, Woollahra and Waverly Councils (the core of our proposed eastern 
suburbs council). Arthur Andersen was chosen for their experience in managing mergers and acquisitions within the 
private sector. The complete report is provided at Appendix B to this submission.  The results are compelling. Arthur 
Andersen's most conservative estimate was that this amalgamation would result in a $31 million recurrent annual saving. 
This is equivalent to 19.5% of the total operating expenditure of the four councils ($159,140,000) or a $110 savings for 
every person in the four local government areas.  These savings do not include the savings that would result from a 
rationalisation of council-owned property, a substantial source of savings. However, it also does not take into account the 
one-off costs of undertaking the amalgamation.  This $31 million savings does not result from any cut in services, merely 
the more efficient delivery of these services. The major sources of this $31 million savings are staff costs and financing 
costs, with more modest savings resulting from efficiencies in delivering domestic waste and recycling services, library 
operating costs and community services.  These savings could either be returned to ratepayers in terms of direct reductions 
in rates or reinvested in better services to the community. 
… 
The study also pointed to broad potential for savings that could be made by widespread amalgamations of NSW councils. 
Arthur Andersen found that NSW spent much more per person on local government services than some other states. On a 
per capita basis, NSW spends $167 more per person than South Australia and $125 more per person than Victoria. 
Soul (2000: 71-72): 
 
The fundamental concept of economies of scale in local government is that total service output will influence the average 
cost of providing a unit of given quality. If economies of scale are achieved then areas with high levels of provision will be 
able to produce local goods and services of a higher quality at a lower average cost per unit. Although the power of 
economy of scale and scope in the delivery of NSW local government services is often rejected or diminished by vested 
interests, the technical economic, non-effort or performance efficiency of large jurisdictions using large scale production 
can be easily and absolutely established (Manning 1985, Moore 1993). The concept of area-wide metropolitan local 
government is not generally favoured from an efficiency or a equality perspective despite clear advantages of scale 
economies and a real prospect that strategic behaviour can be significantly reduced or even eliminated by such reform 
(Crampton 1996:1076). 

Soul, S. (2000), 
Population Size 
and Economic 
and Political 
Performance  

Scale economy theory in the public administration context is based on a proposition that the expansion of an organisation 
or jurisdiction will increase the scope for division of labour and in most cases produce a higher number of output units per 
unit of input (Coase 1937, Dunshire 1973, Smith 1978:85). Smith's famous pin argument is an example of this 
phenomenon. A contrary theoretical view has been put that a more efficient public administrative structure consists of 
many small bureaucracies with overlapping fields of responsibility which are compelled to compete in a quasi-market 
arrangement (Tiebout 1956, Niskanen 1978, Teske et al 1993, 1995). This is based on the proposition that productive 
efficiency is often, if not always, negatively linked to the scale of operations. In larger bureaucracies, there will be a 
tendency in many instances for the advantages of productive efficiency achieved from scale to be more than exceeded by 
productive inefficiency of operations (Ostrom 1972:59) or communication or transport costs. Considerable international 
theoretical attention has been given to the effectiveness of scale in the delivery of urban services in the post-war era 
(Wildavsky 1989:151). The efficiency of some local services have been found to be negatively correlated to scale, subject 
to constant rates of return or a U shaped cost curve, such as police services (Ostrom and Parks 1973, Ostrom et al 1978), 
schools (Perkinson 1966, Niskanen and Levy 1974) and fire services (Ahlbrandt 1973). There is also evidence that many 
local public services are positively correlated to scale depending on the economic circumstances and the research methods 
which are used in the research (Fox et al 1979, Domberger et al 1986). 

of Local 
Government 
Jurisdictions, 

Doctoral 
Thesis, 

Southern Cross 
University, 
Lismore, 

1 July 2000 
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The literature on scale economies has, for some reason been attracted to the proposition that there is a theoretical remedy 
to the question of ideal size, and seems greatly divided on this issue. Even research conducted in a manufacturing industry 
setting, which appears most likely to be able to replicate Smith s pin factory proposition, has tended to produce a wide 
range of optimum sizes (Stigler 1958). The logic of Stigler s research is that, where there is a wide range of optimal sizes, 
the point of optimal efficiency will be at the highest point where diseconomies all but present or otherwise expansion 
should be reliant on other factors given that the size of the organisations exists within the broad range of economic 
optimality . A similarly wide range of relatively economic jurisdiction sizes from 50,000 to 240,000 people was revealed 
by research conducted on NSW local government jurisdictions based on their scale and gross per capita expenditure (Soul 
1996). 
 
This 50,000 to 250,000 range is often cited in the literature (Neutze 1971:67, Self 1997) with 250,000 seeming to be the 
most popular number (Cameron and Wingo 1973:16) for economic optimality, although there is some variation across 
different countries. The literature also raises a prospect that a minimum cost threshold may be more sensible than an 
optimal size (Richardson 1978). Conversely, some international evidence claims that jurisdictions in the range 50,000 to 
250,000 are the least efficient size and produce no significant economies (Gonzalez and Mehan 1987, Travers et al 1993). 
There is, however, considerable empirical support for a minimum population size of 250,000 for high-density jurisdictions 
providing a comprehensive service range (Neutze 1965, Cameron and Wingo 1973). No support could be found in 
overseas or Australian literature to validate very small jurisdictions (<20,000), which are commonly found in Australia. 
 
Soul (2000: 82-83): 
 
The ACIR (1970) and Bish and Ostrom (1973) studies both found economies of scale in cities of up to 150,000 people, 
roughly constant spending between 150,000 and 250,000 and diseconomies thereafter. Specific services tell a mixed story 
with police service costs being high for jurisdictions up to 75,000, low for jurisdictions between 75,000 and 200,000 and 
higher still for jurisdictions over 200,000. Very large cities exhibited high unit costs and relatively low efficiency (Bish 
and Ostrom 1973, Ostrom and Parks 1973). Fire services were shown to be much cheaper for jurisdictions of less than 
25,000 but cost increased thereafter in relation to increasing population due to a greater proportion of volunteer firefighters 
in smaller places and paid staff in larger ones. 
 
Capital spending was low for large jurisdictions and very high in small jurisdictions but lowest in those with populations 
from 100,000 to 250,000. Refuse collection costs were similarly lowest in jurisdictions with populations of 100,000 to 
250,000 but have the highest capital expenditure figures. Interestingly, very large jurisdictions spend more per capita than 
other categories but less in both capital and operating costs as they provide better services more frequently (Ostrom 1983).
 
Empirical evidence shows economies of scale are achieved on services such as environmental pollution control, water and 
sewerage, transport, electrical generation and some health services but not on education, police, fire, welfare, parks, 
recreation, refuse collection and street maintenance for jurisdictions with populations from 50,000 to 100,000. The USA 
evidence demonstrates that small authorities appear to be grossly uneconomic in terms of capital and operating expenditure 
and staffing levels and costs but this is offset to some degree by a greater reliance on volunteer staff and production. In 
general terms, there was little difference in per capita expenditure between jurisdictions with populations of between 
25,000 and 250,000 but significant diseconomies in larger jurisdictions. Some services presented scale diseconomies in 
jurisdictions below 100,000. Whatever the economic circumstances, the efficiency of State or central government was seen 
to increase relative to the decreasing number of jurisdictions it is required to oversee (Newton 1980). These results can 
only be viewed as indicative as the US research is based on different concepts. This research tends to be categorised into 
two distinct groups. The first is the fragmentation group which is based on research into the effect of units in a tier of 
government and the second is based on the concentration of functions, meaning the distribution of responsibilities and 
revenues. 
 
Soul (2000: 175-180): 
 
6.3.6 The relationship between gross expenditure per capita and population size 
 
This measure of performance is one of the most meaningful indicators of technical economic efficiency in that output is 
optimised at a certain point from a given set of inputs (Farrell 1975). Total expenditure cannot be implied as an indicator 
of economic efficiency without being related to changes in input or output. The difference between gross per capita 
expenditure and net rate revenue should thus represent the level of equalisation subsidy provided from grants. Financial 
assistance grants are intended to bolster the viability of jurisdictions that are small, remote or are otherwise disadvantaged. 
This measure demonstrates a rather weak statistical relationship between increasing jurisdictional size and decreasing 
expenditure per capita. Cost are seen to free-fall from the smallest jurisdictions to jurisdictions of around 50,000 with a 
gradual fall thereafter to least 233,000 and on the line of best fit to 275,711 (log 10 of population 5.44). 
 
This quadratic relationship indicates that increasing population yields a lower level of gross expenditure per capita, 
however, once this reaches a point between 5.0 and 5.5 (100,000-316,228) at the trough of the line of best fit, increasing 
size results in higher gross expenditure per capita (see Graph 6.13). Optimal size may be determined by differentiating the 
following regression equation: 
 

Log Pop          = 
210.343$

32.733,3$54.604,10$
×

+  

Log 10 pop      =      5.44 
Log 10 5.44     =      275,711 

 
The regression analysis yields an F value of 31.22, df = (2,174) and significance .000. The coefficient of determination (r2 
= .2641) is not strong and is unlikely to be able to reliably predict gross expenditure per capita values relative to population 
size for NSW jurisdictions.  
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Graph 6.13 
 

Relationship between gross expenditure per capita 
and population size - all NSW jurisdictions 

 
 
This trend exhibited in this observation suggests that NSW local government jurisdictions can be quite large with a clear 
indication that gross per capita expenditure will continue to fall to at least 275,711, and possibly beyond this point given 
the cost structure of the very large jurisdictions in Queensland (this is not positively established from this research sample). 
To assess expenditure differences between urban and non-urban jurisdictions two further analyses were performed on the 
forty-one urban jurisdictions located in the metropolitan area of Sydney (Graph 6.14) and on the 136 non-metropolitan 
jurisdictions located outside the Sydney area (see Graph 6.15 on page 180). 
 
Firstly, the relationship between gross expenditure per capita and population size among the 41 metropolitan jurisdictions 
was observed. 

Graph 6.14 
 

Relationship between gross expenditure per capita 
and population size — 41 urban jurisdictions 
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The quadratic relationship in this observation indicates that increasing population yields a lower level of gross expenditure 
per capita, however, once this reaches a point between 4.5 and 5.0 (31,500-100,000), increasing population size results in 
higher levels of rate revenue per capita (see Graph 6.12). It is possible to determine the optimal level of population size at 
the trough of the trend line by differentiating the following regression equation: 
 

Log Pop          = 
270.016,7$

40.650,68$90.874,167$
×

−  

Log 10 pop      =      4.89 
Log 10 5.44     =      78,052 

 
The regression analysis yields an F value of 20.120, df = (2, 38) and significance .000. The coefficient of determination (r2 
= .5143) is moderately strong and is reasonably likely to be able to reliably predict gross expenditure per capita values 
relative to population size for urban jurisdictions in NSW. 
 
The trend line in this analysis suggests urban jurisdictions will continue to achieve reduced gross per capita expenditure to 
at least 78,000. This analysis reveals that the small, affluent jurisdiction of Hunters Hill (top left) obtains a considerable 
advantage over their urban counterparts but fails to disclose the extent of disadvantage of small, less affluent jurisdictions 
around the city centre. The expenditure pattern among urban jurisdictions is noted as being fairly uniform and quite low. 
 
Secondly, the relationship between gross expenditure per capita and population size among the 136 non-metropolitan 
jurisdictions was observed. The quadratic relationship in this observation indicates that increasing population yields a 
lower level of gross expenditure per capita, however, once this reaches a point between 4.5 and 5.0 (31,500-100,000), 
increasing population size results in higher levels of gross expenditure per capita (see Graph 6.13 on page 177). It is 
possible to determine the optimal population size at the trough of the trend line by differentiating the following regression 
equation: 
 

Log Pop          = 
267.561$

35.243,5$71.783,13$
×

+  

Log 10 pop      =      4.83 
Log 10 5.44     =      67,272 

 
The regression analysis yields an F value of 66.22, df = (2, 133) and significance .000. The coefficient of determination (r2 
= .4989) is moderately strong and is reasonably likely to be able to reliably predict gross expenditure per capita values 
relative to population size for the non-urban jurisdictions in NSW. 
 

Graph 6.15 
 

Relationship between gross expenditure per 
capita and population Size - 136 non-urban jurisdictions 

 
 
This observation shows that the 136 non-urban NSW jurisdictions have potential to diminish per capita expenditure to a 
population standard of 67,272, which is only marginally less than urban standard of 78,052 and is twice the present 
average NSW jurisdiction population size of 33,784. The distorted level of expenditure of the small Windouran 
jurisdiction is revealed at the top left. 
 
Distortions of gross expenditure which occur in non-metropolitan doughnut jurisdictions due to cost spill-overs imposed 
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by constituent in neighbouring rural shires are not accounted for. It should also be noted that the preceding observations of 
gross expenditure have not been standardised by weightings for either the function/service mix or accounted for the 
method or quantum of grants. 
 
Soul (2000: 190-193): 
 
6.3.12 The relationship between expenditure on economic services and population size 
 
Expenditure per capita on economic services ranges from $1,181 in the smallest jurisdiction to $244 in the largest 
jurisdictions and tends to fall relative to increasing population size (DLG 1997). However, it is not clear that this trend 
results only from economies in the scale of production as rural jurisdictions expend an average 57% of total expenditure on 
economic services whereas urban jurisdictions spend only 22%. Although developing areas expend a disproportionably 
higher amount on economic services due to higher population growth and to higher demand for new infrastructure, 
expenditure per capita tends to fall fairly uniformly in relation to increasing population size. Rate revenue is seen to rise 
with additional population and a more expensive rate-base. Thus it might be asserted with some confidence from this 
observation that efficiency in the use of fiscal, capital and human resources will increase relative to increasing population 
size. 
 
The quadratic relationship on this observation indicates that increasing population yields a lower level of expenditure on 
economic services, however, once this reaches a point between 5.0 and 5.5 (100,000-316,228), increasing population size 
will result in higher levels of expenditure (see Graph 6.21). It is possible to determine the optimal level of population size 
at the trough of the line of best fit by differentiating the following regression equation: 
 

Log Pop          = 
210.343$

32.733,3$54.604,10$
×

−  

Log 10 pop      =      5.04 
Log 10 5.04     =      275,711 
[though note that 10 to the power of 5.04 is 109,648, not 275,711] 

 
Graph 6.21 

 
Relationship between economic services expenditure and population size 

 
 
The regression analysis yields an F value of 31.22, df = (2,174) and significance .000. The coefficient of determination (r2 
= .5578) is only moderate but is reasonably likely to be able to predict expenditure on economic services values relative to 
population size for NSW jurisdictions. 
 
The trend line in this graph indicates that the per capita and total cost for economic services will fall throughout the range 
of sizes of NSW jurisdictions and 275,711.  As economic services expenditure is recognised as a meaningful indicator of 
economic autonomy (Manning 1985) it is likely that the optimal size of NSW jurisdictions, based on the line of best, is at 
least 275,711. 
 
6.4 Summary of the analysis on predictors of economic performance 
 
Both household and individual-level theoretical models suggest that net income decreases relative to increasing population 
size in high and low density jurisdictions although no causal relationship between the two measures is established or can 
be implied. The analysis of institutional-level data provides evidence of a statistical relationship between population size 
and economic performance and of the existence of economies of scale. These findings confirm the research of Manning 
(1985) and OLG (1994). Although the relationship was significant in all observations, the strength of the relationship was 
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weak for rate revenue, administration costs to rate revenue and gross expenditure per capita and staffing. The 
strength of the relationship was moderate for grant income, FAG grants, gross expenditure urban and non-urban, capital 
property and economic services and strong for administration costs to total revenue, rateable properties, rate assessments 
and total services. A number of important qualifications limited the strength and application of these tests but the 
qualifications were maintained to ensure a high level of effort neutrality and validity and reliability. Trend lines exhibited 
by the observations revealed that larger jurisdictions generally tended to have lower unit or per capita costs than smaller 
jurisdictions. 
 
This analysis demonstrates that based on technical, non-effort economic performance, increasing economies of scale may 
be secured across the range of jurisdiction sizes in the manner prescribed by Farrell (1975)(using NSW data). On the basis 
of the theoretical models developed in chapters 3 and 4, it might reasonably be put that non-urban jurisdictions with a 
population size of about 50,000 people and urban jurisdictions of a size of about 250,000 offer constituents somewhere 
near optimal utility (the best range and quality of local public goods for the least cost). However, these figures should not 
be construed as being anything more than indicative sizes and no one size can be proposed as an optimum size. A similar 
jurisdiction size of around 50,000 people is suggested as the bottom of the range of near optimum sizes based on gross 
expenditure per capita patterns using data from NSW jurisdictions. 
 
It is predicted that, based on lines of best fit on a number of observations, economies may be achieved by jurisdictions of 
significantly greater dimension than those that now exist in NSW. The upper population size threshold of this low-cost 
range may even be as high as 750,000 or even one million constituents as the gross per capita expenditure rate for Brisbane 
City Council (population 826,000) is $278 per capita. This figure is about half the amount of $555 per capita which is 
expenditure within the largest NSW jurisdiction at Blacktown and $77 or almost a quarter less per capita than the annual 
rate of expenditure of $355, which is spent by the Ashfield council. The Ashfield expenditure is the lowest gross figure of 
all NSW jurisdictions. Although these findings are statistically weak and are subject to significant qualification and data 
limitations, they do, in aggregate, tend to confirm the findings of both the Manning (1985) and Moore (1993) research. 
They also contradict the mixed, contrary findings of much of the overseas research (ACIR 1970). 
 
Recent overseas research has disclosed lower gross per capita expenditure in jurisdictions with populations of less than 
50,000, roughly constant expenditure in those with populations between 50,000 and 400,00 and sharply increased 
expenditure in those with populations in excess of 400,000 (Travers et al 1993). This analysis has found high levels of per 
capita gross expenditure in very small non-urban jurisdictions and that gross expenditure falls sharply as size increases to a 
jurisdiction size of around 50,000 people. Expenditure rates continues to fall thereafter, but at a much lesser rate, through 
the range of sizes to at least 233,000. Interestingly, the jurisdiction which exhibited the most expensive per capita gross 
expenditure is also the smallest population size whilst the least expensive jurisdiction is also a rather small jurisdiction, but 
is urban based. Thus the size-cost relationship was not found to be consistent through the range of population sizes. 
 
Rather than rising sharply beyond populations of 400,000 as it appears to do in UK, USA and German jurisdictions 
(Travers et al 1993), gross per capita expenditure among NSW jurisdictions appear to continue to slowly decline from 
233,000 to at least 375,000. This will possibly rise to 800,000 given the low per capita costs imposed by the Brisbane City 
Council in Queensland. In summary, this analysis finds empirical evidence of a weak but positive relationship between 
increasing technical economic performance and increasing population size using data on NSW jurisdictions. However, it is 
not established or inferred that a causal relationship exists between increasing population size and increasing economic 
performance among NSW jurisdiction. 
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Table 3G-3  (Continued) 
Source Selected Extracts 

'A failed 
policy', 

letter by Ron 
Fischer of 

Talbot, 
Herald and 

Weekly Times 
26 Jul 2000 

p. 17 

THE abject failure of the municipal amalgamations to deliver the savings that the economy of scale so beloved of the 
Kennett administration promised has been highlighted over recent weeks by your coverage of the plight of local roads 
and the debt situation of shires like East Gippsland.  Further rate capping as suggested by the Minister for Local 
Government (Bob Cameron) is not going to fix the roads. Neither will it liquidate the debt.  It is obvious, surely even to 
Blind Freddie, that there is insufficient money to go round.  The demands of infrastructure maintenance alone mean that 
other expenditure is curtailed or the municipality goes into debt.  Debt: how is it delivered to the point at which the 
money is used? Is it delivered by the truckload? Of course it is not.  It is created by inserting figures into computers.  
What must happen now is that economists must be ordered to develop a way of distributing that money to its endpoint 
without the need to go into debt.  If the state or the nation continues on this debt-ridden course the ultimate collapse of 
the system is inevitable, further amalgamations notwithstanding. 

'Falling 
populations 
'will kill off 

70 small 
councils'', by 

Mark 
Skelsey, 

Daily 
Telegraph 

20 Jan 2001 
p. 14 

UP TO 70 small NSW councils could collapse because of falling population numbers and economic inefficiency unless 
they amalgamate, a north coast academic claims.  Dr Stephen Soul from Southern Cross University spent three years 
examining the finances of councils, resulting in a 300-page report.  He came to the conclusion many small rural councils 
were "bleeding to death" because of loss of population, high salary and capital equipment costs, local government union 
control and an over-reliance on government grants.  As well, Dr Soul said some smaller Sydney councils were not 
delivering adequate services to ratepayers - such as capital works on roads and parks - because of insufficient population.
 
Dr Soul's research comes after a Daily Telegraph investigation found about 45 per cent of councils were running at a 
deficit and collectively they needed to spend $3.5 billion to bring roads and drainage up to standard. The finances of 
Sydney councils were not as precarious, although question marks have been raised about the cash levels at five councils.  
Dr Soul said the NSW Government's research showed councils such as Barraba, Guyra, Manilla, Severn, Walcha and 
Yallaroi might lose up to half their populations in the coming decade, while larger centres such as Armidale, Moree and 
Narrabri might lose one-third.  Dr Soul said, while many Sydney councils were inefficient, the 70 councils which needed 
to be amalgamated to avoid financial collapse were based in the country, especially in the state's north, north-west and 
south.  In his report, Dr Soul said metropolitan councils were more likely to survive because they collected an average 50 
per cent of their income from residential and commercial rates compared to an average of just 35 per cent in provincial 
areas.  He said this meant country councils were more reliant on grants from other levels of government - which could be 
reduced at any time.  "Sixty-two per cent of NSW jurisdictions [about 100 councils] may be classified as being too 
reliant on financial assistance grants to be viable or autonomous in their own right," his report said.  
 
The NSW State Government has announced an inquiry into the efficiency of eight inner-Sydney councils, which is 
expected to soon begin public hearings.  Dr Soul's proposals:  
     * Byron Shire split between Ballina and Tweed  
     * Gosford and Wyong join  
     * Copmanhurst and Pristine Waters join Grafton  
     * Glenn Innes joins Severn  
     * Boorowa joins with Young and possibly Weddin, Forbes and Harden  
     * Kyogle joins Richmond Valley  
     * Bingara and Yallaroi join Inverell. 

'Councils 
Face Axe In 

Merge 
Proposal', 

by 
Mark Nolan 
Newcastle 

Herald 
22 Jan 2001 

p. 1 

THE State Government has welcomed a controversial report that proposes the amalgamation of the Hunter's 13 councils 
into five.  The 300-page report by Southern Cross University academic Stephen Soul proposes five super councils for the 
Hunter to provide better and cheaper services to ratepayers.  The Soul report, which proposes the amalgamation of 173 
NSW councils into 101, has been welcomed by Local Government Minister Harry Woods.  Dungog, Great Lakes, 
Merriwa, Gloucester and Murrurundi councils are among 70  rural councils listed in the report as struggling financially.  
Mr Woods recommended yesterday that councils examine the report to look at ways to better provide services to 
ratepayers.  'It seems that the only people not recognising that there are real problems are those councillors and senior 
council staff who refuse to seriously examine structural reform, with some even denying that they have a problem,' he 
said.  'The report is a welcome contribution to the debate about the state of NSW councils and does mirror some of the 
issues that I've been raising at council conferences for quite some time.'  The report proposes the amalgamation of 
Cessnock, Maitland and Singleton councils into the new Hunter council.  Newcastle City Council would be merged with 
Port Stephens and the northern areas of Lake Macquarie to form Newcastle Council.  Dungog, Gloucester and Great 
Lakes councils would be joined with Greater Taree to form the council of Lakeland.  Dr Soul proposes merging Scone, 
Merriwa and Muswellbrook councils with Mudgee and Rylstone to create the council of Phillip.  Under the changes, 
Murrurundi council would be amalgamated with Gunnedah, Manilla, Nundle and Quirindi to form the council of Parry.  
The Central Coast would become a super council with the joining of Gosford and Wyong councils and the southern parts 
of Lake Macquarie.  
 
The Soul report identified the councils of Dungog, Great Lakes, Merriwa, Gloucester and Murrurundi as five of 70 NSW 
rural councils at risk of collapse because of financial difficulties.  Dr Soul, who has completed a PhD in economics, said 
Mr Woods should act urgently, because most NSW councils had ignored the Minister's policy of 'voluntary structural 
reform'.  He said smaller rural councils, especially those with populations under 50,000, were 'slowly bleeding to death' 
from population loss, skyrocketing salary and capital equipment costs and the domination of municipal unions.  
 
SUPER COUNCILS  
HUNTER: Cessnock, Maitland, Singleton  
LAKELAND: Dungog, Gloucester, Great Lakes, Greater Taree  
PHILLIP: Scone, Merriwa, Mudgee, Muswellbrook, Rylstone  
PARRY: Murrurundi, Gunnedah, Manilla, Nundle, Quirindi  
NEWCASTLE: Newcastle, Lake Macquarie (north), Port Stephens 
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Table 3G-3  (Continued) 
Source Selected Extracts 

'Super Councils The 
Only Hope For 

Future', 
by Dr Stephen Soul, 

an academic at 
Southern Cross 

University, 
Newcastle Herald 

23 Jan 2001 
p. 9 

Calls for amalgamations of councils in the Hunter are only part of a Statewide strategy writes Dr Stephen 
Soul.  
 
AS many as 70 NSW councils may collapse if they are not compulsorily closed, split or wholly 
amalgamated by the State Government.  I have called on the Minister for Local Government, Mr Woods, 
to act urgently because the State's policy of voluntary structural reform for local government has simply 
been ignored by most NSW councils. 
 
Many small rural and inner-city councils are slowly bleeding to death from the loss of population, from 
sky-rocketing salary and capital equipment costs and from domination by the municipal unions.  Most 
small councils in the north, northwest and the south of the State are in crisis and do not have the political 
inclination or the devices to embrace meaningful structural reform.  At Deniliquin, for example, as many 
as seven small councils will need to be joined into one to provide a basic level of economic viability in 
urban service provision, and this cannot be achieved without ministerial intervention. 
 
The State's own research predicts that councils such as Barraba, Guyra, Manilla, Severn, Walcha and 
Yallaroi may lose up to half of their population in the coming decade and larger centres such as Armidale, 
Moree and Narrabri may lose up to one third of their constituents.  My research also points to councils 
like Byron, Ballina, Wollongong and Coffs  Harbour that are struggling to maintain services for large 
inward migration. 
 
I have called on the Minister to expand the inquiry being conducted by Professor Kevin Sproats to join up 
to six inner-city councils to include a further eight councils and have posed the prospect of creating a 
Brisbane-style 'super-council' of 1.2 million people for the central area of Sydney.  I have also proposed 
that 'super-councils' be created on the Central coast by joining Wyong and Gosford and across the 
Illawarra. 
 
Up to 69 small rural councils should be compulsorily expanded, split or amalgamated.  [Mr] Woods has 
tried his best to encourage local government to embrace structural reform in a manner, and against a 
timeframe of its own choosing but only four amalgamations have resulted from this approach.  The 174 
NSW jurisdictions can be reduced by as many as 122 to create 51 robust, economically viable and 
naturally geographically contained communities across the State.  
 
Mr Woods must now move to the next phase of the reform process by devising and disclosing his 
preferred South Australian-style structural plan for NSW local government, and set a realistic timeframe 
for these reforms to be achieved.  At the end of that time, the State must then intervene to compulsorily 
close, split or amalgamate those jurisdictions that have failed to substantially comply with the Minister's 
reform proposals.  

'Amalgamate or 
Suffer' 

Newcastle Herald 
23 Jan 2001 

p. 9 

DR Stephen Soul says that his research has found that the lack of adequate population size among NSW 
local government jurisdictions tends to cause or exacerbate the following:  
 
  * Inefficient 'technical' economic performance. 
  * Diminished democratic participation. 
  * Diminished and unequal political representation.  
  * Unequal distribution of the local public good both within and among jurisdictions.  
  * Production of local public goods at excessive quantity, quality and price levels.  
  * Excessive externalities.  
  * Excessive free-riding.  
  * Deterioration in the standard of local infrastructure due to the existence of political incentives to 

redirect capital funding to current expenditure.  
  * The imposition of gross transaction, salary, assessment and compliance costs on rate and taxpayers due 

to the absence of competition and constraint from market forces.  
 
He suggests two remedies to these problems. 'First, that the number of local government jurisdictions be 
reduced to enhance economic and political performance,' he said.  'Second, that the proportion of local 
public goods provided directly by State Government be substantially increased, possibly through networks 
of larger urban and remote areas.  'Provision of local public goods by the State should rely more heavily 
on localised private sector production, user-fees and focus on those goods that are  readily priced, tradable 
and likely to benefit from competitive market forces.' 
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'Mayors Wary in 
Nod for Council 

Mergers', 
by Jason Bartlett 

and Ian Kirkwood 
Newcastle Herald 

23 Jan 2001 
p. 6 

A CONTROVERSIAL proposal in which the Hunter's 13 councils would be merged into five has met cautious 
approval from some mayors.  A 300-page report from Southern Cross University academic Stephen Soul has 
called for five super councils to be formed in the Hunter Region to provide cheaper services for rate-payers. 
 
Local mayors were reluctant to comment on possible specific amalgamations with neighbouring councils but 
Port Stephens' Steve Busteed said he was all for amalgamations, so long as quality of service to ratepayers could 
be guaranteed.  He even called on the State Government to look 'in its own backyard' and see where it could cut 
back on its own services.  'In the long term there will be a shift towards regional and Federal governments and 
away from small municipal and State governments,' Cr Busteed claimed.   'This is all about duplication of effort.  
'There is a lot of it going on on a local and State level and it costs a huge amount of money.  'It stands to reason 
local government amalgamations have to happen, because there would be huge savings in administrative costs 
and in the sharing of plant equipment.'  
 
Lake Macquarie Mayor John Kilpatrick agreed amalgamations were worth discussing.  He echoed Cr Busteed's 
comments that the nation should move towards a two-tier system of government.  But Cr Kilpatrick, who is 
chairman of the Hunter Region Organisation of Councils, said all effects should be considered before 
amalgamations went ahead.  'I am happy to be part of any ongoing discussions but we should bear in mind that 
Lake Macquarie already has roughly the same population as the Northern  Territory and as the two largest of 
Victoria's post-amalgamation super councils, Geelong and Brimbank,' he said.  'Another important concern is 
possible loss of democratic representation as a result of creating huge councils. 
 
Singleton Mayor Daniel Golenia was unavailable for comment yesterday.  However, Maitland Mayor Peter 
Blackmore said the only local government amalgamations that would work were those in which the ratepayers in 
each area agreed with the idea.  'I would have thought for this to go anywhere it would have to go to the people 
in the areas concerned,' Cr Blackmore said.  He said that through Hunter Region Organisation of Councils 
progression had been made in terms of sharing resources without the need to talk of amalgamations.  A survey of 
625 Maitland residents late last year had shown ratepayers were satisfied with the services provided by council.  
 
Newcastle Lord Mayor John Tate said if the State Government were serious about looking at amalgamation it 
must understand that the large councils such as  Newcastle and Lake Macquarie were operating satisfactorily.  'If 
the Government is serious about reducing the number of councils it needs to work with them and not just impose 
it on them,' he said.  'There could well be reasons why some smaller councils, both in Sydney and in regional 
NSW, ought to amalgamate but it has to be done by balancing the level of service with the cost of providing that 
service.  'The current (three-tiered) system is working well but it is only as good as the people who are operating 
it.'  Cr Tate said Newcastle City Council had not discussed council amalgamations and any opinions were 
personal.  Council spokeswoman Michelle Seymour said general manager Janet Dore had recognised 
amalgamations as a likely issue for 2001.  Staff were gathering information on the subject when Local 
Government Minister Harry Woods unveiled the Soul study.  Ms Seymour said the council's senior management 
team would meet today to discuss the subject. 

Editorial: 'The Size 
Of Councils' 

Newcastle Herald 
23 Jan 2001 

p. 8 

LOCAL Government Minister Harry Woods has stopped short of endorsing the call by academic Dr Stephen 
Soul for the wholesale amalgamation of NSW councils.  However, while praising Dr Soul's report as a 'valuable 
contribution' to the debate on council finances and restructuring, Mr Woods made the remark that 'the only 
people not recognising that there are real problems are those councillors and senior council staff who refuse to 
seriously examine structural reform, with some even denying that they have a problem'.  This suggests that Mr 
Woods is tiring of the policy of gentle persuasion he has tried for the past few years in an effort to encourage less 
viable and less efficient councils to consider merging with neighbours. While the State Government has run with 
a policy of no enforced amalgamations, the time could be  approaching when it takes a leaf out of the Jeff 
Kennett book.  
 
In 1993, Mr Kennett, as Victoria's Premier, ruthlessly reshaped the State's  local government. Some 210 
councils, many of them small, were amalgamated into 78 super-councils. While there has been argument as to 
whether real cost savings were made, Victoria's councils are now providing the same services with 25,000 fewer 
employees than in 1992. 
 
The question of efficiency is at the heart of Dr Soul's arguments for amalgamations in a new report. He found 
that while small councils might be big employers in rural areas, their work was often done for excessive costs. 
These higher costs had to be borne by ratepayers.  Dr Soul also questioned whether an argument commonly used 
to counter amalgamation proposals – that smaller councils were more democratic because they  ensured that 
councillors were closer to the people – was correct.  
 
Dr Soul's latest proposals for amalgamations are not as sweeping as those he put forward 18 months ago. In mid-
1999, he suggested there should be a single  local government authority covering the whole Hunter Region, an 
idea that was rejected immediately by the 13 members of the Hunter Region Organisation of Councils.  Now he's 
talking about five large councils in the region, with mergers on a  basis of commonality of interest. Newcastle 
and northern Lake Macquarie would be merged with Port Stephens, for example.  
 
Some Hunter council leaders have taken a more conciliatory attitude to this view. Certainly, if such 
amalgamations produce benefits, such as lower costs of  delivering services, they should at least be considered. 
Dismissing such proposals out of hand helps no-one. 
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Amalgamate us at your own peril  
From Chris Osborne  
THE proposed splitting of Lake Macquarie between two new super councils, Newcastle and Gosford, is 
ludicrous, ridiculous and laughable.  Lake Macquarie is already the biggest local government area by 
population in NSW and the State Government has no justification for amalgamating it on economic 
grounds.  Lake Macquarie should not be lumbered with the debt of other councils like Newcastle.  If the 
council was split residents could lose the environmental battle to save the lake, as there would be no 
overarching body, on a local level, keeping an eye on it.  A split Lake Macquarie would also mean a 
fragmented approach to tourism.  The 'old dog' of council amalgamations rears its head every 20 years or 
so.  The Wran Government attempted it in the late 1970s. Many anti-amalgamation candidates were 
elected at subsequent local government elections.  If the State Government wants to put it on the agenda 
again, I say bring it on. The residents of Lake Macquarie will show them what we think about it. 
Chris Osborne 
Pelican Flat  
January 24  
 
We're OK on our own  
From Ken Muir  
THE Minister for Local Government has welcomed Stephen Soul's recommendation that Port Stephens 
Council and the northern end of Lake Macquarie be absorbed into a larger Newcastle Council.  I doubt 
that the same enthusiasm will be forthcoming from the people of Port Stephens.  Port Stephens Council is 
totally free of debt. What is the Newcastle council's financial position?  And who would want to take on 
any part of Lake Macquarie's polluted lake?  We have the Bedminster waste treatment plant, the most 
efficient waste disposal system in Australia. Newcastle is still filling a big hole.  Port Stephens leads the 
way in most of the significant areas of local government and we don't want any State Government 
unloading our neighbours' problems onto us.  Despite strenuous assertions to the contrary by the 
beneficiaries of these arrangements, Port Stephens people would soon be relegated to the status of second 
class citizens and - to rub salt into the wound - we'd have to foot the bill.  
Ken Muir  
Medowie  
January 24  
… 
Done before, do it again  
From Don Caldwell  
IT seems to me there is great merit in amalgamating the Lower Hunter councils  into one super council.  
The super council could be responsible for the principal local government functions, such as rates and 
financial control, general administration, environmental planning and control, traffic control, major road 
and bridge works, garbage disposal, major recreational facilities, social planning and facilities 
management, and possibly public transport.  Local functions such as road and drainage maintenance, 
street cleaning, parks  maintenance, garbage collection and the like could be delegated to local urban 
committees covering areas similar to the present councils.  A structure similar to that suggested above has 
been used to administer local  government services in some overseas cities with apparent success.  
Whatever system eventuates from the current Minister's concern, consideration  should be accorded to the 
great community of interest - historically, socially and politically - that exists in the Hunter.  In 1943 I 
joined the staff of the newly formed Greater Newcastle City Council.  Although there were town clerks, 
engineers and other staff 'to burn' from the  amalgamated inner city councils, it wasn't long before the staff 
surplus was overcome. 
Don Caldwell  
Toronto  
January 24  
 
Unnecessary duplication  
From Jack Bertram  
PROVIDING better and more economical services by amalgamating councils is forward thinking and 
should be extended nationwide.  Abolish all unnecessary parliaments that remain from when our 
constitution was framed by men jealous of their State rights.  Let's go forward as one people with one 
parliament, avoiding unnecessary litigation. We are now a commonwealth that does not need duplication 
of the means to provide for the common good.  
Jack Bertram 
Hamilton,   
January 24 
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'Push For More 
Mergers Sparks 

Angry Backlash', 
by Harvey Grennan 

Sydney Morning 
Herald 

30 Jan 2001 
p. 26 

City and rural councils fear important local issues will be lost in the State Government's drive for 
efficiency, writes Harvey Grennan.  
 
Local government has been angered by the latest attack on councils this time from a North Coast academic, 
Dr Stephen Soul not least because it has not been given the opportunity to read his report.  Relentless 
attacks by politicians and others are unjustified, says the Local Government and Shires Associations of 
NSW (LGSA), because the overwhelming number of local councils are functioning extremely well under 
difficult circumstances.  The State Government has given qualified support to the 300-page report by Dr  
Soul of Lismore's Southern Cross University.  The Local Government Minister, Mr Woods, has accused 
some councillors and senior council staff of refusing to seriously examine structural reform but has said Dr 
Soul's estimate of 70 councils in danger of economic collapse was ''exaggerated''.  The report calls for the 
State's 174 councils to be slimmed down to just 51 with three ''super councils'' covering inner Sydney, the 
Central Coast and the Illawarra.  
 
The LGSA president, Councillor Peter Woods, said local government faced threats of forced amalgamation 
without any recognition being given to the majority of councils which were performing well.  This was in 
spite of their limited capacity to raise revenue and the devolution of more responsibilities to local 
government by Federal and State governments without additional funds being provided.  ''We have had rate 
pegging imposed upon us by successive governments, none of  which have introduced 'tax pegging' [on 
themselves]. Not only are more responsibilities being passed on to councils, but revenue for capital works 
from  Federal and State governments is being cut back,'' Cr Woods said.  ''Clearly, a number of councils 
are in a critical situation which, unless they start looking at better ways to function, will become worse. 
They need to consider structural reform to end costly duplication, including the possibility of voluntary 
amalgamation.  ''[But] however important structural reform is, it is not the panacea for all the problems.''  
 
The president of the Shires Association, Councillor Chris Vardon, wants Canberra and Macquarie Street to 
collaborate with local government to help address these issues rather than inflame them.  ''We call on 
government to assist councils in rectifying the problems by developing a strategy to improve economic 
performance. We would welcome the opportunity to work with them in its implementation.''  But Cr 
Vardon warned that local communities could not be subsumed by economies of scale. ''If the 'local' is taken 
out of local government, what will  society be left with?''  
 
Dr Soul's report said as many as 70 small rural councils might collapse if they were not compulsorily 
closed, split or wholly amalgamated.  ''I have called on the Minister for Local Government, Mr Woods, to 
act urgently because the State's policy of voluntary structural reform for local government has simply been 
ignored by most NSW councils,'' he said.  ''Many small rural and inner-city councils are slowly bleeding to 
death from the loss of population, from sky-rocketing salary and capital equipment costs and from 
domination by the municipal unions.''  He said most small councils in the north, north-west and the south 
of the State were in crisis and did not have the political inclination or the devices to embrace meaningful 
structural reform.  ''At Deniliquin, for example, as many as seven small councils will need to be  joined 
into one to provide a basic level of economic viability in urban service  provision, and this cannot be 
achieved without ministerial intervention.  ''The State's own research predicts that councils such as 
Barraba, Guyra, Manilla, Severn, Walcha and Yallaroi may lose up to half of their population in the 
coming decade, and larger centres such as Armidale, Moree and Narrabri may lose up to one third of their 
constituents.''  His research also points to councils like Byron, Ballina, Wollongong and Coffs Harbour 
''that are struggling to maintain services for large inward migration''.  ''Up to 69 small rural councils should 
be compulsorily expanded, split or amalgamated. [Harry] Woods has tried his best to encourage local 
government to embrace structural reform in a manner, and against a timeframe of its own choosing but 
only four amalgamations have resulted from this approach.  ''The 174 NSW jurisdictions can be reduced by 
as many as 122 to create 51 robust, economically viable and naturally geographically contained 
communities across the State.'' 
 
Dr Soul has called on the State Government to expand the current inquiry into possible amalgamations 
among six inner-Sydney councils to include a further eight councils. He has suggested a Brisbane-style 
''super-council'' of 1.2 million people for the central area of Sydney.  ''Woods must now move to the next 
phase of the reform process by devising and  disclosing his preferred South Australian-style structural plan 
for NSW local government, and set a realistic timeframe for these reforms to be achieved.  ''At the end of 
that time, the State must then intervene to compulsorily close, split or amalgamate those jurisdictions that 
have failed to substantially  comply with the minister's reform proposals.'' 

'The day a councillor 
turned on a 'hairy-
nostrilled nitwit', 

by Deborah Cameron 
and Nadia Jamal 
Sydney Morning 

Herald 
17 Feb 2001 

p. 7 

... talk of more council mergers – or boundary changes – goes on unabated.  The idea is being promoted by 
Sydney's Lord Mayor, Cr Frank Sartor, and a study by Dr Stephen Soul of Southern Cross University says 
it makes economic sense.  Dr Soul has said that 70 per cent of NSW councils may collapse unless they 
amalgamate.  He thinks the State's 174 councils could be reduced to 51, saving ratepayers $500 million in 
the first year. 
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Local government, so often believing itself the whipping boy of the State Government, is about to feel the 
lash again when Professor Kevin Sproats, from the University of Western Sydney, delivers his verdict on 
the future of eight Sydney inner-city councils later this month. Municipal mergers are uppermost in his 
considerations and the divisive issue has become a battleground between empire builders, developers, big 
business and retailers arrayed against grassroot ratepayers.  
 
At the behest of the Minister for Local Government, Mr Woods, Professor Sproats has been investigating 
whether the present local government structures are best suited to serving the future needs of a total 
population of about 500,000 living in inner Sydney. It is the first review of local government in the inner 
city for a quarter of a century. Professor Sproats is due to report to  Mr Woods by March 31. One of the 
most controversial issues under consideration is a proposal to reduce the eight inner-city local government 
areas Botany Bay, Leichhardt, Marrickville, Randwick, Sydney City, South Sydney, Waverley and 
Woollahra  into one ``super council''. Professor Sproats is also considering other ideas, such as turning the 
CBD into a government agency or excising parts of various municipalities to provide a clearer focus. The 
latter, for example, would allow a major infrastructure such as Port Botany, now split between Randwick 
and Botany Bay councils, to come under one authority.  
 
Professor Sproats has effectively ruled out the ``super council'' espoused by the Lord Mayor of Sydney, 
Councillor Frank Sartor, developers and the Tourism  Taskforce. He has told the Herald it would be a 
"very dramatic, very radical step'', one perhaps best suited in 50 years when dramatic change may be 
possible  without widespread dislocation.  
 
While Professor Sproats is limited to looking at the eight inner-metropolitan councils, his report will have 
wide-ranging implications in local government circles where the number of local councils in NSW  173 
has remained static for decades. The question to be asked is why should an inquiry into mergers stop at 
the city limits? To its credit, the Carr Government attempted to institute voluntary mergers after it retained 
power in 1999, but there were few takers.  
 
Yet, the improvement in the delivery of local government services around Sydney, if not across NSW, is 
well overdue. Most boundaries and structures were established more than a century ago. Things have 
certainly changed. Not only was  it a different time, but Sydney was then an entirely different city. In the 
years since, population shifts, new technology and development fads have seen suburbs wax and wane, 
and the emergence of communities that in no way resemble the suburbs of a century ago. Economies of 
scale theoretically should deliver great savings to ratepayers and better services. Reforming local 
government by merger, though, has proved a fraught undertaking.  
 
In Victoria, the Kennett Government amalgamated 210 councils throughout the State to 78. It hoped the 
move, along with the implementation of compulsory competitive tendering, would cause municipal rates 
to drop by up to 20 per cent.  The promised savings did not eventuate. Mr Jeff Kennett's 1999 electoral 
defeat  was blamed partly on his local government amalgamations. Mindful of the Victorian Liberals' rout, 
the Carr Government is treading warily on council mergers, especially after presiding over the merger of 
the former Concord and Drummoyne councils into Canada Bay Council.  
 
The Canada Bay merger unravelled into a public relations disaster that has left the Carr Government and 
the public with a bitter taste about amalgamations.  This is unfortunate. Moves to institute changes in local 
government have generally foundered on the demands of parochial interests or a lack of will on the part of 
State governments. Often it has been difficult to see a clear way ahead. Professor Sproats's review will at 
least provide a clarity and a coherent  set of methods for the governance of the Sydney metropolitan area. 
The greatest  impact, however, may be in rural NSW. Many cash-strapped municipalities in areas of 
falling populations and revenues have little choice but to support boundary changes and the greater use of 
buying power by co-operative bodies representing several councils. 
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Sproats, K. (2001), 
Inquiry into the 

Structure of Local 
Government in Eight 
Council Areas in the 

Inner City and 
Eastern Suburbs of 

Sydney, 
NSW Government, 

Sydney, 
April 2001. 

Sproats (2001: 49): 
 
I have stopped short of recommending legislative prescription of local structures such as precinct 
committees, as some suggested. Nevertheless councils will need to give greater attention to generating 
mechanisms to sustain meaningful local governance in the suburbs. This is not new. The Barnett Inquiry 
(1973) recommended provision for community councils at a neighbourhood or community level. The 
main aim of the community councils would have been to act as voices of local opinion.  Even though I do 
not support the secession of Balmain many of the sentiments in the publications are worthy of continued 
debate and innovative experimentation. 
 
Sproats (2001: 55): 
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Local government in NSW needs to pursue a broad agenda to win increased community involvement, 
writes Robert Gibbons.  
 
LOCAL government in NSW demands wide-ranging reform, regardless of the outcome of the 
Government's Sproats Inquiry into council efficiency.  Whether or not the inquiry recommends council 
mergers and boundary changes, other improvements are urgently needed to finances, community 
consultation, infrastructure maintenance, basic services and environmental sustainability. Such reforms 
are a reality elsewhere in the world, and NSW is overdue for a fresh look at how local communities are 
governed and served.  The inquiry by Professor Kevin Sproats into eight inner-city councils followed 
requests for boundary changes from the City of Sydney, Randwick and Waverley. It's a good measure of 
the interest in local government that it has received more than 450 submissions.  However, the Mayor of 
Liverpool, George Paciullo, has publicly questioned the  inquiry's scope, saying the need for reform 
covers all 170-plus councils in NSW, not just eight. 
 
According to the Herald, Sproats said last month that the sort of boundary changes sought by Sydney's 
Lord Mayor are 50 years away, adding that the creation of a super council would be a very radical step. 
The Government is clearly wary of a backlash like that in Victoria after Jeff Kennett's local government 
amalgamations. The Minister for Local Government, Harry Woods, was reported at the same time as 
saying: ''We don't need to force these changes on people''.  
 
But other changes are being forced on local government. Council submissions to the Sproats Inquiry claim 
that they are increasingly burdened by a legislative shift of responsibilities from the State Government 
through laws as diverse as the Protection of Environment Operations Act, Contaminated Lands Act and 
the Threatened Species Conservation Act.  And, the councils say, this is strangling programs covering 
basic services at a time when local government faces the serious problem of deteriorating community 
assets (as revealed in the annual asset reports that each council must  now file).  
 
NSW councils must move quickly to follow overseas and interstate administrations in improving services. 
The State Government has a role to play here, as overseas examples show.  Most US State governments 
offer special grants to local government for capital works aimed at revitalising depressed areas. In Britain, 
the Blair Government's Best Value program links financial assistance to efficiency much more directly 
than does rate-pegging (which has been abandoned in Britain). 
 
One key element neglected in the public discussion of the amalgamation issue is how much easier it is for 
single-interest groups to capture smaller inner councils. The ratio of councillors to ratepayers in the inner 
city is up to five times that in outer areas such as Blacktown.  Local government needs to pursue the ideal 
of one vote one value, and at the same time, local councils should also use modern technology to 
strengthen democracy. In Minnesota, for example, E-Democracy engages people through on-line 
meetings, Internet chat rooms and community television. But all this requires substantial investment so 
bigger councils might be an advantage.  
 
The Sproats Inquiry is an opportunity to promote ways of achieving greater community satisfaction with 
local government  if the agenda is not obscured by the amalgamation debate.  To improve and broaden the 
quality of discussion about local government, the Western Sydney Regional Organisation of Councils has 
organised a discussion of relevant issues in the Parliament House Theatrette at 9am tomorrow.  It will 
bring together leading economists Professor Percy Allan and Dr Stephen Soul, international consultant 
John Mant, former Liverpool Deputy Mayor Alex Sanchez and one of the best known figures in NSW 
local government, Ian McKendry. Various mayors will also debate the reform agenda. Inquiries to 
94385454 or lgdebate@hotmail.com 

'Super Nova', 
by Mark Nolan 

Newcastle Herald 
24 Nov 2001 

pp. 25-26 

DEBATE surrounding the controversial issue of council mergers has centred mainly on one question: Is 
bigger better or should local government maintain its  role as a bureaucracy closer to the people?  
 
The benefit of more cost-effective and efficient services to ratepayers has long provided justification for 
merging smaller councils.  However, merging large councils into super councils for one reason, political  
clout, is a unique concept. 
 
Lake Macquarie Mayor John Kilpatrick ruffled feathers across the region this week with his plan to merge 
Newcastle, Lake Macquarie and the part of Port Stephens Council containing Newcastle Airport.  It would 
become the State's biggest council in terms of population.  Cr Kilpatrick was not talking about the 
assumed cost-saving benefits of such a  move.  He is advocating the merger for one reason, to form a 
political and economic force powerful enough to influence the State and Federal governments.  A 
marriage between Lake Macquarie, the fifth largest council area in NSW, and  Newcastle, the sixth largest 
city in Australia, would be a super council in every sense.  Cr Kilpatrick has dubbed it the 'city of clout'.  
It would cover 1000 sq km, serve 325,000 people and have a combined budget of  $238 million.  Full-time 
councillors would serve on the super council. 
 
Cr Kilpatrick knows all too well the obvious benefit to Lake Macquarie in joining the strength and history 
associated with Newcastle.  He said Lake Macquarie lived in the shadow of Newcastle, constantly 
overlooked for the establishment of new corporate call centres and the relocation of government 
departments.  'We get peanuts,' the Mayor said.  'Lake Macquarie has about a third of the entire population 
of the Hunter.  'But you go to Canberra and you would be flat out finding one in 10 bureaucrats who 
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knows where Lake Macquarie is but they would know where Newcastle is.'  Cr Kilpatrick called for 
action in the region to advance the merger proposal.  'It would be useful to start the ball rolling,' he said. 
'We might be the pioneers of regional government in Australia.'  But the Lake Mayor may not find much 
support for the proposal at Newcastle City Hall.  
 
Newcastle Lord Mayor John Tate believes councils can be too big to be effective.  'What evidence is there 
to say a bigger council is better?' Cr Tate asked.  'It is so hypothetical. A council can be too big and can be 
too remote from its community and can be inefficient. It does not necessarily mean that you are more 
efficient just because you are bigger.'  Cr Tate said a 'quicker' and 'more productive' way to increase 
political clout was to continue lobbying through the Hunter Region Organisation of Councils.  'Newcastle 
and Lake Macquarie are very large councils by any measure. They are large enough to have a degree of 
influence as they stand,' he said.  
 
Newcastle City Council general manager Janet Dore is more than familiar with the pros and cons of 
council amalgamations.  Ms Dore was the first appointed chief executive officer of the newly formed City 
of Ballarat, in Victoria, in 1994 after the merger of four small councils and parts of three others.  She 
spent 12 months bringing together the organisations, developing a new structure and appointing staff.  The 
local government veteran believes council mergers must result in quality and value-for-money services to 
ratepayers.  'I think Newcastle and Lake Macquarie as local government entities currently serve their 
populations very well,' Ms Dore said.  'If the purpose for amalgamation is to form a more effective lobby 
group ... I don't think it is a reason for amalgamation.'  Ms Dore was 'doubtful' the merger of Newcastle 
and Lake Macquarie would bring benefits across most services.  'It would be too large a bureaucracy to 
provide good customer service,' she said. 'We are two of the biggest councils in Australia ... You can get 
political  clout by working together.' 
 
Southern Cross University academic Stephen Soul has studied council amalgamations for seven years. 
This year he submitted a 300-page report to the State Government proposing an amalgamation of 173 
NSW councils into 101.  His proposal included the amalgamation of the Hunter's 13 councils into five.  Dr 
Soul, who has a PhD in economics, believes political clout is a critical factor in amalgamations.  He 
believes the State Government will reverse its policy of no forced local government mergers next term 
once it admits that its program of voluntary structural change has been ignored generally by councils.  'It 
is about removing arbitrary and artificial boundaries which restrain good business and commonsense,' Dr 
Soul said.  He said additional 'clout' would allow Newcastle and Lake Macquarie to set their own 
priorities and provide additional funding from cost savings.  'A larger council can produce more excess 
money (from cost savings) to enhance its economic capacity by diverting local funds to local initiatives,' 
Dr  Soul said.  'Political clout is really about determining what local priorities are and not having to rely 
on the State and Federal governments to determine it for them.  'Newcastle has been a stand-alone council 
since the Depression and it needs to be rationalised.'  However, Dr Soul said he believed all of the Port 
Stephens Council area should be merged with Newcastle and Lake Macquarie.  The three council areas 
were already one 'distinct community of interest'.  'There would be the need for only one general manager 
instead of three so you would save half a million dollars in just that factor alone,' Dr Soul said.  'I don't 
think people should be frightened by it, because it is for the common good of the community.'  
 
…  Any proposed merger of the three councils could result in up to two-thirds of  sitting councillors losing 
their jobs.  Thirty-eight councillors serve on Lake Macquarie, Newcastle and Port Stephens councils. 
… 
After two decades in local government, Cr Kilpatrick is convinced of the Hunter's need for more political 
clout.  He said the Hunter Region was larger than Tasmania in area and population yet it had only two 
senators in Canberra compared to Tasmania's 12.  According to Cr Kilpatrick, the merger of Newcastle 
and Lake Macquarie could be the start of abolishing State government and forming strong regional 
governments dealing directly with the Commonwealth.  'Gough Whitlam back in the '70s said you should 
have strong federal government and strong regional governments and I think that is spot on,' the Lake 
Mayor said.  'You wipe out State and local as we know it and have regional governments where people get 
elected as they do to the State and have a regional government here that administers, say, the Hunter 
Region.'  Cr Kilpatrick said a smaller merger would be a realistic starting point. 
 
Port Stephens Mayor Steve Busteed has gone one better.  Cr Busteed believes the five Lower Hunter 
councils of Newcastle, Lake Macquarie, Port Stephens, Cessnock and Maitland should merge.  Cr Busteed 
said that the Federal Government should take the lead by giving constitutional recognition to local 
government and establishing a direct funding link by bypassing the State.  Any 'super council' with a 
population of fewer than 500,000 was a waste of time, Cr Busteed said.  He said a regional super council 
would need to achieve the economies of scale  to deal with issues such as transport and aged care.  'I know 
it won't happen in my lifetime,' Cr Busteed said.  'But before local mayors start talking about moving 
boundaries around we need to have the Federal Government saying: "We are prepared to work directly 
with local government."'  
 
Lake Macquarie City Council decided this week to support the NSW Local Government and Shires 
Association's campaign for constitutional recognition of local government.  Local Government 
Association president Peter Woods, whose Sydney council of Concord has merged, said if an 
amalgamation agreement could not be reached in the Hunter, regional initiatives could be increased 
through the Hunter Region Organisation of Councils.  Cr Woods agreed that a more regional approach to 
local government in the Hunter would increase political clout. 
 
Over the past two years, 10 councils have merged voluntarily in NSW, reducing  the State's 177 councils 
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to 172.  A spokeswoman for Local Government Minister Harry Woods said the State Government's policy 
of no forced council mergers remained unchanged.  Department of Local Government director-general 
Garry Payne said his organisation was always willing to help in council merger proposals.  'We are 
prepared to look at any proposal that comes forward from two or more councils and we are happy to assist 
whenever we can but the decision has to be made locally,' Mr Payne said.  
 
Labor State Member for Newcastle Bryce Gaudry, whose wife, Barbara, is a Newcastle councillor, 
believes cooperation among local councils is adequate.  Mr Gaudry said management of Newcastle 
Airport, the staging of the Australian  Masters Games and successful initiatives through the Hunter 
Region Organisation  of Councils were good examples of council cooperation.  Any moves to amalgamate
the councils were a matter for the people of Newcastle and Lake Macquarie.  Federal Newcastle MP 
Sharon Grierson agreed that regional cooperation strengthened the Hunter's voice but said any move to 
amalgamate councils was up to ratepayers.  'It (amalgamation) certainly helps in influencing government 
but that doesn't  mean that it is necessary,' Ms Grierson said. 
 
So with political will at a State and federal level firmly against forced council mergers, any initiative to 
amalgamate Newcastle and Lake Macquarie would  need to come at a local level.  Time may be running 
out for the proposal, with Cr Kilpatrick saying he will stand down at the end of his term in 2003.  
 
The city of clout 
 
Newcastle City Council  
ESTABLISHED: April 2, 1938  
AREA: 213.5 sq km  
STATUS: Sixth largest city in Australia  
POPULATION: 140,000  
STAFF: 914  
WARDS: Four  
COUNCILLORS: 13  
BUDGET:  
$118 million  
ROADS: 676 km  
ASSETS:  
$1.9 billion  
AVERAGE RESIDENTIAL RATE: $662  
RECENT ACHIEVEMENTS: Council has focused on asset preservation and upgraded City Hall, Civic 
Theatre, its ocean pools and surf pavilions. Has active program  to revitalise CBD. Has approved about 
1000 residential apartments and hotel rooms in city centre in past five years. Recently launched world's 
first greenhouse-gas speedo.  
 
Lake Macquarie City Council  
ESTABLISHED: March 7, 1906 (as a shire) and September 7, 1984 (as a city)  
AREA: 749 sq km  
STATUS: Fifth largest council area in NSW  
POPULATION: 185,000  
STAFF: About 850  
WARDS: Three  
COUNCILLORS: 13  
BUDGET: $120 million  
ROADS: 1251 km  
ASSETS: $1,058,782,000  
AVERAGE RESIDENTIAL RATE: $628  
RECENT ACHIEVEMENTS: Council has focused on providing facilities and infrastructure. This has 
included construction of the $2.7 million Booragul Art Gallery, the $10.4 million Northpower 
Huntersports Centre, at Glendale, and the $1 million Lake Macquarie Performing Arts Centre, at Warners 
Bay. It has established Green Point Park and built 38 km of pathways around foreshores and other parts of 
the city during the past five years.  
 
PROPERTY COUNCIL BACKS CALL  
THE Property Council of Australia backed calls this week for council amalgamations in the Hunter.  
Responding to a proposal by Lake Macquarie Mayor John Kilpatrick for Hunter councils to merge, 
Property Council Hunter chairman Bob Hawes said 'combining the resources of several local government 
areas would save many millions of dollars each year'.  'The formation of larger and better resourced 
councils is the best way to improve services and cut costs for ratepayers and provide more resources for 
community projects', he said. 
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Table 3G-3  (Continued) 

Source Selected Extracts 

'Executive axe 
awaits 

councils' 
Daily 

Telegraph 
11 Dec 2001 

p. 18 

LOCAL Government Minister Harry Woods has a policy of encouraging council amalgamations but unfortunately the 173 
local authorities throughout NSW are not listening.  It is time they did.  Since Mr Woods took office, the most notable 
merger has been the formation of Canada Bay from the former council areas of Concord and Drummoyne, memorable 
because of the fearsome opposition it generated.  The reason for this lack of enthusiasm is because the mergers are 
voluntary.  The instrument of reform is in the hands of the councillors who want to retain their civic positions.  Mr Woods 
needs to take control of the process.  He should heed Rockdale Mayor Shaoquett Moselmane who believes amalgamations 
should be forced if they bring clear community benefit.  Mr Moselmane supports the concept of a greater St George council, 
incorporating Rockdale, Hurstville and Kogarah council areas, if benefits and cost savings for residents can be 
demonstrated.  It is a sensible proposal that could be replicated across Sydney – as The Daily Telegraph demonstrates today 
– to reduce the number of metropolitan councils from 39 to around 19. 
 
The argument for the reduction is compelling.  According to annual report figures for last year, 45 per cent of the 160 
councils that submitted returns recorded losses and carried debts of $1.2 billion - an average of $350 per resident in rural 
areas and $100 in metropolitan areas.  For residents of these municipalities or shires, this equates to diminished services or 
the sale of council property or parkland to reduce the debt.  Yet a study by KPMG, commissioned by the Property Council 
of Australia two years ago, shows appropriate mergers could save ratepayers up to $350 a year.  An earlier study by Stephen 
Soul, an academic at Southern Cross University, Lismore, showed that amalgamation to reduce the number of metropolitan 
councils from 39 to 14 would save each resident an average of $120 per year in rates.  With an expenditure of about $5.2 
billion and employing 30,000 people, local government must become more efficient.  In Victoria, forced amalgamations in 
1993 reducing the number of councils from 210 to 78 saved local government $320 million a year. This was achieved 
through economies of scale, reduction of service duplication and greater efficiency.  In NSW, though, the process is stalled. 
Even the modest boundary changes to the Sydney City Council area recommended by the Sproats inquiry are stalled by 
opposition from adjoining councils. 
 
Mr Woods needs to audit all councils, produce an amalgamation plan, then, after community consultation, order the 
mergers.  There can be no justification for ratepayers supporting an inefficient bureaucracy to satisfy the egos of a group of 
local councillors. 

Chisholm, M. 
(2002), 

'The cost of 
local 

government 
structural 

reorganisation 
in Great 

Britain during 
the 1990s', 

Environment 
and 

Planning C: 
Government 
and Policy, 
Volume 20 
Number 2, 
April 2002, 
pp. 251-262. 

Chisholm (2002: 251): 
 
When the structure of local government in Great Britain was reorganised during the 1990s, considerable emphasis was 
placed by the government on the financial savings which would accrue to offset the costs incurred in making the changes.  
Previous work examined these expectations and found clear evidence that the ex-ante estimates of transition costs given to 
the Westminster parliament were serious underestimates, and that the expected savings had not, at that time, materialised.  
This work was done at a time when it was known that some of the official data n transition costs would not be complete until 
after the close of the 2000/01 financial year.  The author's primary purpose is to place on record what may be regarded as the 
final estimates of the transition costs in England, Scotland, and Wales.  In addition, comparisons between the ex ante 
estimates of the costs of structural change and the ex post evidence concerning actual costs are updated.  The discrepancy 
between these is such as to confirm the need for some form of independent scrutiny of new legislation at the time when it is 
being considered in parliament, to ensure that decisions are taken in the light of realistic assessments of the costs and 
benefits of proposed enactments. 
 
Chisholm (2002: 251): 
 
In both Scotland and Wales, the structure of local government was completely reorganised with effect from 1 April 1996.  
Reorganisation in shire England was partial and occurred over a period of time, from April 1995 to April 1998.  The 
government claimed that the costs of reorganisation would be offset by savings in recurrent expenditure through the 
replacement of the two principal tiers of local government by just one – the new 'unitary' authorities.  I have previously 
(Chisholm, 2000a; 2000b [Chisholm, M., (2000a), Structural Reform of British Local Government. Rhetoric and Reality, 
Manchester University Press; (2000b), 'Financial implications of major legislation', Public Money and Management, Vol. 
20, No. 3, pp. 19-24]) examined that claim and found it wanting. 
 
At the time my previous studies were undertaken, I could find no evidence that the expected recurrent savings were being 
realised, though it was noted that it might take several years for them to be forthcoming.  Compelling evidence was found, 
however, that the actual cost of structural change had been seriously underestimated prior to implementation, even though 
some of the official cost data were incomplete. 
 
Chisholm (2002: 259-260): 
 
Table 5 (over) summarises the findings which have been discussed above.  With a population of about 16.3 million residing 
in the new unitary authorities in Great Britain, the total measurable costs of transition amounted to some £1.3 billion at 
1996/97 prices.  Had the remainder of shire England, with 22.5 million residents, also been reorganised, the total cost would 
have been in the order of £3 billion.  These costs are double, or more than double, the costs which were envisaged in 
advance of structural change being implemented.  Whether the expenditure incurred will be recouped by long-term savings 
only time will tell, though in the early years after reorganisation there has been no evidence to suggest that savings are being 
obtained and some evidence suggests that costs have actually increased (Chisholm, 2000a). 
 
If that finding is confirmed in the medium to long run, any justification for the reorganisation would have to rely on 
nonfinancial arguments. 
 
It is quite clear that the information which was supplied to the Westminster parliament regarding the expected cost of change 
in Scotland and Wales was even more defective than earlier analyses, based on incomplete official data, had suggested. 
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Table 3G-3  (Continued) 

Source Selected Extracts 

'Super council 
– Wyong, 
Gosford 

merger plan 
gains strength', 
by Mark Nolan 

Daily 
Telegraph 

10 Oct 2002 
p. 1. 

STRONG support has emerged for the amalgamation of Gosford and Wyong councils into the State's first super 
council.  Such a move would arm the Central Coast with unprecedented political power in its campaign for 
improved government services and infrastructure.  The Central Coast super council would boast a population of 
more than 290,000 people and cover an area of nearly 2000 square kilometres from Hawkesbury River in the south 
to Gwandalan in the north.  The super council would have an annual budget of $388 million. 
 
Long-serving Wyong Councillor Doug Eaton (Lib) has called for a referendum to be held at the September 2003 
council elections to fast-track a merger proposal.  The push to amalgamate Gosford and Wyong has gained 
momentum since the Central Coast's two independent mayors shed traditional rivalries between their councils and 
promised to unite in a fight for more State Government funding.  Gosford and Wyong councils are already working 
co-operatively to provide the region's water services through a joint authority, and meet regularly to discuss regional 
issues through the Central Coast Regional Organisation of Councils (CCROC).  A Central Coast council would be 
the biggest in the State and surpass Blacktown, which is currently the largest in NSW with 260,000 people.  
 
Cr Eaton, who called for a merger during his term as Wyong mayor in 1997, said it was long overdue. He said a 
super council would wield so much political power that the region could bypass the State Government and forge 
direct funding links with the Commonwealth.  "We would get a better deal out of the State Government because the 
threat is always there," Cr Eaton told the Central Coast Extra.  "No government could afford to ignore 300,000 
people.  "A merger is necessary because it would be great for the region. I don't see any down sides to it." 
 
Southern Cross University researcher Dr Stephen Soul, who submitted a 300-page report to the State Government 
last year proposing the amalgamation of the State's 173 councils into 101, has also joined the campaign to merge 
Gosford and Wyong councils. Dr Soul estimates the merger would result in savings to ratepayers of between $12 
million and $15 million in the first five years, not including staff cuts.  Economies would come from reduced 
operating costs by rationalising the number of executives and administration buildings, as well as computer systems 
and equipment.  He said the 1826 staff employed by Gosford and Wyong councils could be cut by up to 25% within 
five to 10 years under a merger which represented further savings to ratepayers.  "Just by cutting one CEO you save 
$200,000," Dr Soul said. 
 
A report commissioned by the State Government in 1974 recommended Gosford and Wyong councils merge.  Dr 
Soul said it would ultimately create a new regional identity for the Central Coast as a city in its own right.  He said 
the Central Coast would finally be able to leap out of the shadow of Newcastle and Sydney because it would be 
home to the State's biggest council.  He added that political clout was a critical factor in council mergers.  "The 
joining of the two councils is the last hurdle or barrier in creating the City of the Central Coast and the region 
becoming a metropolis in its own right," an Dr Soul enthused.  "It would have awesome political and people power. 
It would be able to provide not only better and cheaper services but also more of them.  "People don't care about 
lines on a map. They shop in Gosford and Wyong and cross into both areas without even thinking about it.  "Local 
Government is deluding themselves if they think people belong to Gosford or Wyong. They belong to the Central 
Coast."  
 
Acting Wyong Mayor Bob Graham (Ind) has also reacted positively to the merger proposal.  "I would not go against 
anything that is going to benefit and promote the area," Councillor Graham said.  "I would like to look at it closely 
and if it has legs, let's use it." 
 
Gosford Mayor Robert Bell was not as in favour of the proposal, but predicted the State Government would 
probably push for a Central Coast council merger by 2010.  "It is not something I am pushing," he said. "It would 
take three to four years of consultation with the community and they would have to feel there was no loss of local 
representation." 
 
A spokeswoman for Local Government Minister Harry Woods said the State Government welcomed any proposal 
by councils to merge but would not force amalgamations. Five mergers involving 10 councils have taken place in 
NSW in the past four years.  
… 
Sizing up local government 
 
* A SUPER council would boast a population of more than 290,000 people and cover an area of nearly 2000 sq km 
from Hawkesbury River in the south to Gwandalan in the north.  
* IT would have an annual budget of $388 million * IT would be the biggest council in the State and surpass 
Blacktown, currently the largest in NSW with 260,000 people.  
* IT would wield so much political power the region would bypass the State Government and forge direct funding 
links with the Commonwealth * A MERGER would result in savings to ratepayers of between $12m and $15m in 
the first five years, not including savings from staff cuts.  
* THE 1826 staff employed by Gosford and Wyong councils could be cut by up to 25 percent within 5 to 10 years. 
 
GOSFORD CITY Population: 160,167 Area: 1028 sq km Boundaries: Gosford City extends south to the 
Hawkesbury River, west to Judge Dowling Ranges, east to the Pacific Ocean and north to meet Cessnock City and 
Wyong Shire on a border through Kulnura, Lisarow and Forresters Beach.  
Budget: $214.5 million Staff: 978 Councillors: 10 Average residential rate: $590 
 
WYONG SHIRE Population: 132,400 Area: 827 sq km Boundaries: Wyong Shire extends north to Gwandalan, 
south to Ourimbah, east to the Pacific Ocean and west to the hills beyond the Yarramalong Valley. 
Budget: $173.5 million Staff: 848 Councillors: 10 Average residential rate: $552. 
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Table 3G-3  (Continued) 

Source Selected Extracts 

Swianiewicz, P. 
(2002), 'Size of Local 
Government, Local 

Democracy and 
Efficiency in Delivery 

of Local Services – 
International Context 

and Theoretical 
Framework', in P. 
Swianiewicz (ed.), 
Consolidation or 

Fragmentation: The 
Size of Local 

government in 
Central and Eastern 
Europe, LGI Books, 

Budapest 

Swianiewicz (2002: 5-7): 
 
There are at least two potential measures of the size of a local government: population number and surface 
area.  ...  Population number seems to be the most popular and the most powerful indicator ... 
... 
What is the optimal size of a local government unit?  For many years this has been one of the most 
frequently discussed issues related to the organization of a state on a sub-national level.  such discussions 
can already be found in works of the classic philosophers.  Plato, in his Republic and Laws, suggested that 
the ideal city should have a size sufficient for delivery of all important functions nut small enough to 
protect the unity of the city.  He came to the conclusion that the ideal number of citizens would be 7!, i.e. 
5,040 [= 7 × 6 × 5 × 4 × 3 × 2 × 1].  In the 19th century, the recommendation to organize society into 
localities attracted the attention of utopians.  Fourier (1829) suggested the organization into falansters 
(communes) consisting of 1,620 or, even better, 2,000 persons (inhabitants). 
 
Turning to more contemporary discussions and solutions, it is striking how much the size of local 
governments varies in practice throughout different European countries.  On the one hand, we have 
England, the Nordic countries, and Holland with relatively large municipalities.  On the other hand, 
France is divided into almost 40 thousand, very small, local government units.  Table 1.1 briefly illustrates 
this variation. 
... 
...  in Nordic countries amalgamation of small municipalities [has] been in place no longer than the last 
20-40 years.  The structural changes introduced in European countries during the last 40 years have 
usually [led] to enlargement of local government units. 
... 

 

 



 3G-77

Table 3G-3  (Continued) 

Source Selected Extracts 

Byrnes, J. and 
Dollery, B. 

(2002), 
'Do Economies 
of Scale Exist 
in Australian 

Local 
Government?  
A Review of 
the Research 
Evidence', 

Urban Policy 
and Research, 
Vol. 20, No. 4, 

December 
2002, 

pp. 391-414. 

Byrnes and Dollery (2002: 392): 
 
The general problem in measuring economies of scale is to estimate the long run average cost curve for plants and 
firms in each market.  One can then identify the minimum efficient scale (MES), the gradient of the cost curve and the 
output at which diseconomies begin, should they exist. 
 
Byrnes and Dollery (2002: 393-394): 
 
International Evidence of Economies of Scale in Local Government 
 
Research in the UK and USA on economies of scale in local government uses a mixture of cross-sectional and panel 
data to estimate a statistical relationship between size and the average cost of service delivery.  A selection of such 
studies is presented in Table 1.  All the studies reviewed in Table 1 are multi-variate models of expenditure variation, 
taking into account factors such as local social and economic circumstances.  Some analyses also control for variations 
in the quality of service provided.  Most studies use population as a measure of scale.  However, a few measure scale 
in terms of 'client group' size for a service, such as the number of children in a local government area.  All measures of 
expenditure are expressed in per capita terms.  Functional forms differ throughout the sample of empirical studies in 
Table 1.  A number simply estimate linear functions, whereas the more sophisticated studies make use of quadratic 
functions which allow for both economies and diseconomies of scale over a range of output. 
 
Overall, 29 per cent of the research papers find evidence of U-shaped cost curves, 39 per cent find no statistical 
relationship between per capita expenditure and size, 8 per cent find evidence of economies of scale, and 24 per cent 
find diseconomies of scale.  From this evidence alone we can conclude that there is a great deal of uncertainty about 
whether economies of scale exist in local government service provision.  As Newton (1982, p. 193) has observed: 
 

we can conclude with confidence that, under certain not well understood circumstances, it may, or may not, be 
more, or less, economical to have larger, or smaller, local authorities.  In short, it is not possible to make out a 
case against large authorities on grounds of diseconomies of scale. 

 
Davies et al. (1971,1972), Ashford et al. (1976) and Foster et al. (1980) take a rather broad-brush approach to the 
question at hand by testing the relationship between total expenditure and the population of a local government area in 
Britain.  Davies et al. (1971) and Ashford et al. (1976) find evidence of diseconomies of scale, whilst Davies et al. 
(1972) and Foster et al. (1980) find no significant relationship between size and total expenditure. 
 
Byrnes and Dollery (2002: 395-396): 
 
The primary criticism that can be levelled at the studies reviewed in Table 1 relates to their proxy for output.  The 
economic theory of economies of scale holds that the average cost of providing a service or good is influenced by the 
output of that service or good.  Thus, in order to determine whether scale economies exist in local government service 
provision, it is necessary to correctly measure cost and output.  Most of the studies in Table 1 use population as a 
proxy for output.  However, this is only a valid approach if it can be correctly assumed that population and output are 
positively correlated.  Boyne (1996, p. 219) has argued that "population is probably a very poor proxy for service 
outputs".  Most studies, according to Boyne, assume that service output is responsive to need and that population is an 
accurate indicator of total need for a local government's services.  However, needs might be quite diverse across local 
government areas with similar populations.  Consider, for example, two councils with identical populations, one in 
metropolitan Sydney, the other in regional NSW.  If we accept that the median age of the population is higher in 
regional NSW than metropolitan NSW, it might be expected that aged care services are more important in the regional 
council than its metropolitan counterpart.  Similarly, one might expect that the need for childcare is higher in 
metropolitan Sydney than in regional NSW. 
[by Mark D – but the problem here would not be so with STUs] 
 
Following this line of logic, Boyne (1996, p. 21) argued that: 
 

Service demands may also be positively correlated with population because large authorities tend to be 'central 
places' which are visited by shoppers, tourists and commuters.  These visitors place extra demands on service 
provision, above and beyond those of the local inhabitants.  This inflates the apparent level of expenditure per 
head of resident population in large authorities.  If the denominator in expenditure per capita were adjusted to 
take account of non-residents' service demands, the positive correlation with population might disappear. 

 
A second criticism relates to the measurement of cost.  Although it may be valid to assume that total expenditure can 
be equated with total service cost, measuring total cost for a particular service is much less straightforward, especially 
the vexing problem of allocating overhead and administrative expenses to particular services.  Shepherd (1990, p. 214) 
has put this argument as follows: 
 

True overhead costs often cannot be assigned by objective economic criteria.  Some sort of arbitrary rules can be 
used, but a fundamentally 'correct' allocation of costs often cannot be determined.  Therefore specific cost 
assignments to specific products are often debatable. 

[by Mark D – problem here doesn't arise – is side-stepped – no claim is made about economies of scale, rather will 
simply claim what is demonstrated in terms of E versus p relationship] 
 
A third criticism of the studies presented in Table 1 is that they do not differentiate between plant-level and firm-level 
economies of scale.  The fact that a local government area has a large population says little about the size of the 
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various capital inputs used to produce good and services.  It may well be, for instance, that a large council uses many 
relatively small graders to maintain its rural road network.  The fact that diseconomies of scale are found could simply 
reflect a situation in which the council employs an inappropriately small capital stock.  Thus, by examining the 
relationship between per capita expenditure and population it is difficult to establish the cause of changes in per capita 
expenditure. 
 
Finally, with the exception of Gupta and Hutton (1968), none of the studies in Table 1 make mention of the long run.  
In order for the tests to adequately measure economies of scale, the period of time must be sufficiently long to allow 
for all inputs to be variable.  Whereas this may be the case in a number of the studies, almost no mention is made of 
this important point and, as a result, we cannot be certain that economies of scale are being measured, rather than 
returns to scale. 
 
Australian Evidence on Economies of Scale in Local Government 
 
Despite the broad range of functions carried out by local government in Australia, and the considerable expenditure 
dedicated to these functions, research on economies of scale is scarce.  Table 2 lists nine published studies to date.  We 
will examine this body of empirical work in terms of the estimation technique employed, either regression analysis or 
comparison of partial indicators. 
 
Regression Analysis 
 
Of the seven studies in this category, five employ ordinary least squares as a means of determining whether the size of 
a local government explains variation in the cost of providing a range of services. 
 
Byrnes and Dollery (2002: 399): 
 
By simply assuming a linear relationship between average total expenditure and population, this does not allow for the 
possibility of diseconomies of scale.  One means of addressing this weakness is to assume a parabolic relationship, 
which might reveal an increase in average total expenditure beyond some population level. 
 
Byrnes and Dollery (2002: 400): 
 
Soul (2000) attempted to analyse the effect of size, measured by population, on two broad cost related categories: 
gross expenditure per capita and expenditure per capita on economic services.  Soul(2000) included all 177 NSW 
councils in his data set, which spanned the financial year 1995-96.  Making use of a logarithmic transformation of 
population, Soul (2000, p. 233) found that increasing population yields a lower level of gross expenditure per capita up 
to a council size somewhere between 100 000 and 316 000 people, at which point increasing expenditure per capita is 
experienced.  Turning to per capita expenditure on economic services, Soul (2000, p. 246) once again found that 
increasing population yields a lower level of expenditure on economic services.  However, once population reaches a 
point somewhere between 100 000 and 316 000 people, a higher level of per capita expenditure will be experienced. 
 
Whilst both research efforts related to NSW have made use of more appropriate functional forms, the use of only one 
explanatory variable (population) leaves their conclusions open to a similar vein of criticism as their Victorian 
counterparts. 
 
Byrnes and Dollery (2002: 403-406): 
 
Three generic criticisms can be made of the nine studies presented in Table 2.  Firstly, all but one study considered 
factors that may be co-linear with population in explaining variations in the cost of providing services by local 
government.  It could well be that a variable such as income changes with population and thus has a role in explaining 
variations in average cost or expenditure.  Without including such variables in the model, the relative importance of 
population may be overstated. 
 
Secondly, all except two of the studies assumed that total expenditure is a homogeneous entity across the relevant 
sample.  This ignores the vast diversity in functions carried out by local government and this makes comparisons 
between councils a risky exercise. 
 
Finally, none of the studies addressed the issue of measuring economies of scale.  All of the studies cited in Table 2 
used data sets that span one year.  In order for a study to examine economies of scale, the data should cover a length of 
time sufficient for all factors of production to be varied.  For the studies that used total expenditure per capita as their 
dependent variable, one could argue that a service, such as sewerage, which would be included under that heading, 
requires a longer period of time for capital to be a flexible input.  Indeed, if council employees are hired and fired on 
fixed term contracts of 1 year or more, even labour would become a fixed factor of production.  It seems then that the 
nine studies cited above are not measuring economies of scale, but rather determining how population affects short run 
costs.  It could thus be argued that a correctly specified study of economies of scale in local government service 
provision has bot been undertaken in Australia. 
 
Generic Problems in Measuring Economies of Scale in Local Government 
 
A number of specific problems have been identified in the existing research evidence on economies of scale in both 
the international context and Australia.  Indeed, it has been possible to conclude that no satisfactory Australian study 
has yet been conducted into economies of scale of municipal service provision.  This somewhat depressing conclusion 
raises broader questions about whether it is possible to investigate economies of scale in Australian local government, 
given the structural characteristics of this sector.  We now turn our attention to the generic problems facing research in 
this area. 
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In Australia, the accounting systems presently employed by councils make it exceedingly difficult to compare 
operational costs between councils.  Despite the implementation of AA27 accounting standards, there is none the less a 
great deal of latitude in how accountants actually allocate costs to different functions.  For instance, two municipalities 
may in fact be spending exactly the same amount on a particular function, but nevertheless can enter those costs under 
different headings, depending inter alia on the organisational structure of each council.  Many functions, like 
environmental management, stretch across many activities of councils.  They may thus appear as engineering costs, 
planning costs, community development costs, general administrative costs, and so forth.  By simply examining the 
financial data, it is therefore impossible to know how costs are actually apportioned when comparing different 
councils. 
 
In Australia, the relationship between economies of scale and the democratic structures of local government s complex 
and difficult to model in any satisfactory way.  Very large councils may have quite strong levels of local input through 
systems such as place management.  On the other hand, in states where there is no standard form of municipality (i.e. 
councils differ markedly in population size and geographical area), there may be little "real" democracy at the systems 
level.  For example, a council containing 250 000 people might elect the same number of councillors as a municipality 
with only 10 000 citizens. 
 
The massive differences in the geographical size of council jurisdictions in Australia raise further problems.  For 
instance, it is difficult to make valid comparisons between a small densely settled metropolitan local government and 
an extensive sparsely populated rural council in terms of the unit costs for most functions. 
 
In the earlier discussion of the limitations of the three different technical approaches to estimating economies of scale, 
it was observed that these methods were developed in order to determine the nature of scale economies in private 
firms.  But councils are not profit-maximising entities and focus instead largely on community service provision.  It is 
thus a moot point as to whether these approaches can ever be adapted to analyse municipal cost structures. 
 
As service providers, Australian councils often vary their service mix according to local needs and local priorities.  
Moreover, higher costs of providing a given service in one municipal jurisdiction may simply reflect specific 
topographic, climatic, demographic or other features unique to that council.  Alternatively, greater costs involved in 
generating a given service may reflect a desire by that council to provide a higher quality of service.  Structural 
characteristics and policy priorities of this kind make cost comparisons between municipalities onerous. 
 
This argument can be extended to comparisons between Australian municipal government and their counterparts 
elsewhere.  Much of the international research evidence on economies of scale in local government is inapplicable to 
the Australian milieu since the scope of local government activity is usually far greater abroad.  For instance, police 
services, fire-fighting services, housing and education, which are provided by local governments in Britain and the 
USA, fall under the auspices of state governments in Australia.  It follows that techniques applied in these countries to 
investigate these services may have little relevance for Australian conditions. 
 
State and commonwealth regulation and control of some of the activities of councils in Australia will be reflected in 
the costs of delivering these activities, especially wastewater services and water supply services.  Accordingly, it is 
difficult to distinguish between the effects of economies of scale and regulatory intervention on the cost of local 
government. 
 
Councils are not closed systems and their cost structures will embody the impact of factors beyond their control. For 
instance, the different service costs between metropolitan and rural councils may be ascribed to the fact that 
metropolitan municipalities often supply services to populations much greater than their resident population.  Similar 
arguments apply to seasonality.  Thus many local governments have to create a service infrastructure to accommodate 
their peak population rather than simply their resident population, with obvious implications for the aggregate cost of 
service provision. 
 
Concluding remarks 
 
This article has sought to review the evidence relating to economies of scale in the provision of local government 
services, both internationally and in the Australian context.  Given the mixed results that emerge from the international 
evidence, it seems reasonable to conclude that considerable uncertainty exists as to whether economies of scale do or 
do not exist.  A somewhat more detailed review of the Australian evidence was carried out.  It was argued that 
Australian research studies to date have not attempted to measure economies of scale in so far as the data sets 
employed do not encompass a sufficiently prolonged period of time to allow for all factors of production to be flexible. 
Moreover, various other problems were identified in the studies.  In addition to these factors, it is also possible to 
identify a number of generic problems associated with the measurement of economies of scale in local government. 
 
The lack of rigorous evidence of significant economies of scale in municipal service provision casts considerable 
doubt on using this as the basis for amalgamations.  Advocates of amalgamation have premised their arguments on the 
proposition that substantial  efficiency gains would flow from the formation of larger local authorities.  It seems clear 
that research on economies of scale in local government does not support this proposition. 
 
Concerns have been expressed of the loss of democratic representation and accountability as a consequence of larger 
amalgamated councils (Vince, 1997).  These "equity" arguments have often been countered by "efficiency" arguments t
based on the purported economic benefits derived from restructuring.  If economies of scale are not amongst the efficien
derived from amalgamation, then this severely weakens the case for local government restructuring in Australia.  Propo
amalgamation are thus obliged to rely on economies of scope and other factors in their advocacy of the efficiency-enhan
characteristics of restructuring. 
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Table 3G-3  (Continued) 

Source Selected Extracts 

May, P. (2003), 
'Amalgamation 

and Virtual 
Government', 
in Dollery, B., 

Marshall, N. and 
Worthington, A. 
(eds), Reshaping 
Australian Local 

Government: 
Finance, 

governance and 
reform, UNSW 
Press, Sydney, 

2003 

May (2003: 83): 
 
TABLE 5.2  NUMBER OF COUNCILS IN AUSTRALIA 1910-2001 

State 1910 1991 2001 
NSW 324 176 172 
VIC 206 210 79 
QLD 164 134 125 
WA 147 138 142 
SA 175 122 68 

TAS 51 46 29 
NT n/a n/a 7 

Total 1067 826 622 
Source: Adapted from NOLG 2001, p. 55 
 
May (2003: 93-95): 
 
Moore's analysis of Victorian local government (1966 [or 1996?]) appears to have contributed to that State's radical 
reform program of enforced amalgamations.  He argued that larger councils tended to have significantly lower 
levels of expenditure per resident.  Urban metropolitan councils with populations of 100 000 or more achieved a 25 
per cent reduction in per capita expenditure levels when compared with other urban councils.  Local government 
jurisdictions in the rest of the State with populations of more than 20 000 had per capita expenditure levels in the 
order of 15 per cent lower than other councils.  It was predicted that by restructuring metropolitan councils to an 
average population size of 100 000, and the remainder of Victorian local government jurisdictions to 20 000, 
savings of up to $440 million could be achieved within the State (Kiss 1997, p. 50; Moore 1996, pp. 64-66). 
 
Maclellan (1996, p.10), then Victorian Minister for Planning and Local Government, suggested that savings 
identified by the structural reform in Victorian local government for the 1995-96 financial year amounted to $323 
million.  This figure constituted a reduced rate income of $263 million and efficiency gains of $59 million.  Debt 
reduction was estimated to have improved by $78 million.  It was claimed that these savings were largely made as a 
result of amalgamations.  In a broader sense Maclellan also postulated that the local government reform in Victoria 
at the time was credited with playing a major part in reduction of Australia's rate of inflation.  Further, he argued, 
the reform program contributed to Melbourne being the only city to post a drop in the cost of living for the first 
three months of 1996. 
 
It is difficult to determine, however, whether such claims are genuine.  Vann Gramberg and Teicher (2000, p.479) 
point out that in Victoria the government imposed a requirement on the newly amalgamated councils that they 
achieve $400 million in savings over the financial years between 1995-96 and 1998-99.  $300 million of this was to 
be set aside for rate reductions. 
 
Savery (1997, pp. 163-64) in analysing circumstances at Geelong suggests that the amalgamation outcome may not 
have been quite so sanguine.  Geelong was the first amalgamation to occur in the radical restructure of Victorian 
local government in the 1990s.  The restructured Geelong local government jurisdiction has a population of about 
190 000.  Prior to the amalgamation consultants KPMG estimated savings of $26 million could be achieved as a 
results of restructuring.  To ensure this happened the state set legislative targets for rate reductions and imposed a 
rates freeze.  Claims are made that Geelong realised $21 million of savings within 18 months.  To achieve the 
figure, reserves had to be drastically reduced.  Savery's analysis concludes that changes in Victoria may have 
actually contributed to declining local government capacity to sustain core functions due to the loss of critical mass 
of human and financial resources.  It is presumed that this loss of mass had to occur due to legislative targets set for 
rate reductions combined with the imposition of a rates freeze. 
 
In a similar vein, Hallebone, Townsend and Mahoney (2000, p.220) looked at the impact of amalgamations on two 
Victorian rural communities and found that local government mergers resulted in a loss of 30 jobs in one town and 
seven in another.  This in turn triggered a migration of families and local business so that there was a loss of 
economic and social capital.  The loss of population had negative flow-on effects that included downgrading of 
schools and banking facilities. 
 
TASMANIA 
 
Dollery (1997, p.448) points out that Chapman examined the outcomes of amalgamations in Tasmania in 1995 and 
concluded that administration costs had been lowered considerably.  However, Chapman advised that interpretation 
of his findings should err on the side of caution as his study did not deal with the issue of effectiveness. 
... 
SOUTH AUSTRALIA 
 
It was predicted in the 1998-99 Local Government National Report that sustainable annual savings from the South 
Australian amalgamations would amount to between $19 million and $33 million.  This was equivalent to some 
three to five per cent of council expenditure (NOLG 2001, p.57). 
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Table 3G-3  (Continued) 

Source Selected Extracts 

Editorial: 'Bringing 
order to our 
councils', 

Adelaide Advertiser 
11 Feb 2003 

p. 16 

SOUTH AUSTRALIA has 68 local councils serving a population of 1.5 million.  That's roughly one council 
for every 22,500 people – an absurd example of over-government, duplication and financial waste.  The 
outdated system, established before modern communications and transport, presents a powerful argument for 
amalgamating many regional and metropolitan councils.  When it is overlaid against the 69 members from 
the two Houses of State Parliament, the case is compelling.  
 
In the metropolitan area alone there are 18 councils, some no bigger than a decent suburb. Yet their 
administrations command high wages and service costs.  There is a strong case for the establishment of one 
council to look after the needs of the entire metropolitan area from Gawler in the north to Port Noarlunga in 
the south. It works effectively in Brisbane.  Why shouldn't it work in Adelaide?  The four councils in the 
Riverland, or the three at the head of Spencer Gulf, to select at random two identifiable geographical areas, 
are examples of rural mergers. 
 
Amalgamations would allow problems affecting broad regions to be tackled as single issues rather than 
becoming entangled in wasteful local jealousies or feuding between neighbouring towns.  Costs in 
administration, services provision, buildings and equipment purchase and hire would be reduced, inevitably 
translating to rate stabilisation if not actual reduction.  Larger individual councils would have a greater voice 
when seeking federal or state funding for essential services including our deteriorating rural road network. 
 
The new Local Government Minister Rory McEwen has a background in local government.  If he 
understands its value, particularly in rural areas, he must also know its faults.  This is a perfect opportunity 
for the minister to make his mark on history by preparing the blue-print for radical local government reform. 

'Carr tells councils 
– merge to survive', 

by Alex Mitchell 
Sun Herald 
06 Jul 2003 

p. 13 

PREMIER Bob Carr yesterday urged the creation of super councils the merger of two, three or even four 
council areas to reduce the size of local government in NSW.  Speaking at the annual Country Labor 
conference at Tamworth, Mr Carr said weak local councils with tiny rate bases failed to serve their 
communities.  "They just don't have the resources to deal with big external shocks like the HIH collapse," he 
told delegates.  Quoting the proposed merger of Tamworth City and Parry Shire councils, Mr Carr said: 
"Parry and Tamworth want their neighbours at Quirindi, Nundle and Manilla shires to join them.  "Imagine a 
stronger, better council based in this great city of Tamworth, serving all its ratepayers to a new standard of 
excellence." 
 
In Sydney, the ALP is using its control of metropolitan councils to change boundaries in favour of super 
councils, with Rockdale, Hurstville and Kogarah destined for merger and Strathfield, Ashfield and Burwood 
also facing amalgamation.  Mr Carr revealed that 18 merger proposals were before the Local Government 
Boundaries Commission, with at least another dozen expected by next month.  All told, about 60 councils 
have indicated they are considering some kind of structural reform, he said. In a move to force the pace of 
structural reform, Local Government Minister Tony Kelly wrote to every city, town and shire council this 
weekend asking for details of their merger plans.  In his letter Mr Kelly said that in 2001-2002, 116 councils 
spent more than they earned and revealed that 30 councils were on the department's finance watch. Councils 
have until August 31 to send him their proposals. 

Editorial: 'Larger 
councils', 

Newcastle Herald 
13 Aug 2003, 

p. 8 

WHILE four Upper Hunter councils are opposed to the proposal by the fifth, Muswellbrook, for their 
amalgamation into a super council, they will need a strong case to convince Local Government Minister Tony 
Kelly that the Muswellbrook plan doesn't warrant inquiry.  The State Government seems determined to 
reduce the number of councils in NSW and it has the backing of many groups and expert individuals.  In 
2001, for example, a report by academic Stephen Soul advocated an almost halving of the 173 councils, with 
two in the Upper Hunter, Merriwa and Murrurundi, among 70 identified as struggling financially. Soul saw 
benefits in putting the 13 Hunter councils into five larger units. Drastic perhaps, but it might cut costs. 

Allan, P. (2003), 
'Why Smaller 

Councils Make 
Sense', Australian 
Journal of Public 
Administration, 
Vol. 62, No. 3, 

pp. 74-81, 
September 2003. 

Allan (2003: 74): 
 
Conventional wisdom generally says that amalgamation is necessary to make local councils more cost 
efficient.  Yet smaller councils are more responsive to citizens' needs and give better service.  What can be 
done to make councils more democratic and also give better value for money? 
 
The answer is to break up our metropolitan councils into smaller political units and amalgamate their back 
offices into contestable shared-service centres. 
 
Allan (2003: 74-75): 
 
Any reform strategy for local government should recognise two realities. 
 
The first is that most people believe 'small is beautiful'.  Residents want local, not regional government.  
Residents also want micro-solutions, not grand plans. 
 
The second reality is that large is necessary (for some things).  Most council functions do not need to be big 
to be efficient.  But some functions benefit from size (eg works and maintenance, rates and payroll 
processing, database management). 
 
Why Small is Beautiful 
 
Smaller councils have many inherent advantages.  They: 
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• allow better access to elected administrators; 
• have a better knowledge of local conditions and opinions so can better target services; 
• can consider local issues (eg footpaths, parks, projects) at council meetings since their agendas 

focus on a smaller geographic area; 
• are more cost conscious since they are forced to outsource many services which bigger councils 

keep in-house; 
• have flatter administrative structures so can coordinate different tasks more easily; 
• are less likely to become hostage to restrictive work practices which often arise in large 

hierarchical organisations where workers become alienated from management. 
 
Smaller councils are clearly more popular with residents.  This is borne out in countless surveys.  For 
instance the NSW Boundary Commission polling of individual municipalities (eg Concord, Drummoyne) 
showed that citizens want smaller not bigger councils.  The Sydney City Council has strived hard to expand 
its boundaries, yet its own polling showed that except for parts of South Sydney (with which it has a natural 
affinity), inner Sydney areas reject amalgamation with the City of Sydney even when offered more money.  
Polling by other Councils (eg Woollahra, Hunters Hill) show similar results. 
 
Legacy of Amalgamations 
 
It is interesting to compare the actual results of amalgamation attempts in other states with what the architects 
of these 'rationalisations' originally promised. [Woollahra Municipal Council 2001: 12-20] 
 

Victoria: Here the government promised savings of 20 percent yet got only 8.5 percent which was 
mainly from compulsory competitive tendering, not mergers.  The public backlash to amalgamations, 
especially in rural areas, was perhaps the prime reason for the Kennett government losing office. 
 

South Australia: Authorities promised a saving of 17.4 percent but realised only 2.3 percent.  Rates 
escalated after a temporary freeze and not surprisingly the public became disenchanted with mergers. 
 

Tasmania: A shift from tiny to medium-sized councils has had mixed results.  A further attempt at 
achieving bigger councils backfired [;] there was a public backlash and the government backed down. 
 
Following the failures in these three states, governments elsewhere in Australia have been reluctant to 
embark on forced amalgamations. 
 
Allan (2003: 75-77): 
 
Economic theory correctly recognises that there are economies and diseconomies of scale.  As the volume of 
a service or good expands, the average cost per unit falls until it reaches its lowest average cost of production.
 
Production costs consist of (1) variable costs (eg wages, electricity charges), which vary with the volume of 
output, and (2) fixed costs (eg rent, debt charges), which do not vary with the level of production.  The 
marginal cost of production (ie the cost of producing each extra unit of output) naturally falls as fixed costs 
get spread over increasing units of output.  Falling average (and marginal) costs also happen because size 
enables a division of labour and specialisation of task, increased scope for shared services within the 
organisation and increased dimensional capacity. 
 
However, beyond a certain point of production (which varies greatly in different industries) diseconomies set 
in.  These arise because of control span limits, coordination complexity and the need for expensive 
communication/information networks to ensure that everyone in the organisation stays in the loop. 
… 
Ronald Coase (1937) first brought the importance of economies of scale in generating large organisations to 
public attention in the thirties.  He said that large organisations, such as companies, make sense when the 
'transaction costs' associated with buying things on the market exceed the fixed costs of establishing and 
maintaining a bureaucracy. 
 
For a long time Coase's rationale ruled and organisations used it to justify bigger and bigger size regardless of 
performance.  Yet in the last two decades many company analysts, shareholders, clients and staff have started 
questioning the efficacy of 'bigger is best'. 
 
In a special supplement entitled 'The Future of the Company', The Economist had this to say after reviewing 
international corporate trends: 
 

Modern technology s shifting the balance of advantages away from firms and toward markets.  The 
current goal is to focus on the few things at which they undoubtedly excel and hand over everything 
else to equally focused specialists (The Economist 2001). 

… 
Almost all the international research on whether size matters in local government comes to the same 
conclusion – bigger councils are less economical and less locally responsive.  The public's suspicion about 
amalgamations is not ill conceived, it is supported by hard data. 
 
The findings of some of the leading authorities in the world are worth citing: 
 

Concentrated structures were associated with higher spending than more fragmented local government 
and ... there may be diseconomy of scale factors operating that outweigh the technical benefits of larger 
units (Boyne 1992) 
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M. Jones (1993): It was once thought that small local governments allowed more community control, 
but were more costly than larger units. 
 
Now the view is that smaller units are the most democratic and participative, and also the most 
efficient. 
 
Research shows that larger units tend to spend more per head than smaller units, even with the same 
general population characteristics (Jones 1993). 
 
A.  Sancton (1996): By 1991, the issue had been thoroughly investigated, and there was precious little 
evidence to support the consolidation position (Sancton 1996). 
 
AIUS (1999): When combined with the empirical evidence from overseas, the economic and public 
policy literature supports the contention that there is no single or standard size that is appropriate for 
local authorities (Australian Institute of Urban Studies 1999). [Witherby et al. 1999a as above]   Indeed 
much of the evidence fails to discover the operation of scale factors in producing efficiencies. 
 
R. J. Oakerson (1999):  Fragmentation is associated not with higher, but with lower local government 
spending per capita. Numerous empirical studies have found this relationship.  Moreover the 
relationship holds up when indicators of public demand for services are controlled, supporting an 
inference that fragmentation is positively related to efficiency.  Fragmented metropolitan areas tend to 
get more service from less spending (Oakerson 1999). 

 
The favourite academic of the amalgamation movement in Australia is Stephen Soul.  Yet few in this group 
appear to have read his thesis (2000), which favours mergers for political reasons (it is easier to implement 
urban consolidation in bigger councils where local influences can be submerged) rather than economic 
imperatives.  Indeed Soul's research on the relationship between average operating costs, average rates and 
council size in metropolitan Sydney bears out what others have found overseas.  See Figures 2 and 3. 
 

Costs: Increasing population yields a lower level of gross expenditure per capita, however, once this 
reaches 31,500 to 100,000, increasing population size results in higher levels of gross expenditure per 
capita. [see Soul 2000: 179] 
 
Rates: The line of best fit indicates that the average rate per residential assessment among NSW 
jurisdictions rises consistently throughout the population of jurisdictions and will continue to rise to at 
least 2.3 million residential assessments. [see Soul 2000: 185] 

 
Allan (2003: 78): 
 
The traditional school of thought would have us believe that the choice in local government is between 
bigness (efficiency) and smallness (democracy).  Yet as the empirical evidence overwhelmingly demonstrates 
this is a false trade-off.  Indeed bigness impedes both democracy and efficiency in local councils. 
 
Allan (2003: 80-81): 
 
Local government reform should recognise two fundamental realities, one of which is administrative and the 
other political. 
 
At the administrative level the efficiency and effectiveness of a local council is not a function of size.  All the 
empirical evidence suggests that big is not better when it comes to local government.  Where economies of 
scale are relevant (eg public works and maintenance depots), the most practical solution is fee-for-service 
shared service centres, not amalgamations. 
 
The political reality is that people believe small is beautiful – they want their local council centred on their 
neighbourhood.  People identify with distinct localities, not amorphous regions.  People want their local 
councillors to address micro-issues at street and precinct level.  People expect state government to address 
wider regional issues and set regional visions and strategies with active input from local councils and ROCs. 
 
It is time the traditional approach to amalgamation was put in the too hard basket and that state governments 
addressed the real GAP that concerns people about councils: 
 

• governance;  
• accountability; and  
• performance. 

 
Reorganising local government to encourage more local metropolitan councils (covering smaller areas) that 
are each serviced by a small administrative unit and backed up by a regional shared service centre (using 
outsourced services where appropriate) would deliver more responsive local government, better place 
management and lower costs and rates. 
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Table 3G-3  (Continued) 

Source Selected Extracts 

'Amalgamation will 
carry too heavy a 
price', by Michael 

McGirr (the author of 
Things you get for 

free, and fiction editor 
of Meanjin), 

Canberra Times 
20 Nov 2003 

p. 16 

I CAME to live in Gunning about three years ago. This makes me a relative newcomer. I have learnt a lot 
since I have been here and I am thankful for that. One of the reasons I came was because Gunning had a 
small local council. I moved from Melbourne and had seen the effect of council amalgamations on 
communities there. I had expected such amalgamations to be relatively unimportant in the broader scheme 
of things and soon forgotten by residents. I was surprised how significant they were. The reasons soon 
became clear. Decisions about councils are not primarily economic decisions, although they do have 
economic consequences. They are decisions about the identity of communities and the ability of people to 
participate actively within those communities.  In Melbourne, I saw people who had been volunteering in 
council services for years simply walk away. They no longer felt it was their community. Few expected 
Mr Kennett to lose government in Victoria.    
 
He had a good majority and a personal following. He was defeated in the bush. One factor was the council 
amalgamations. Such was the feeling. When I came to Gunning, I was personally welcomed by one of the 
local councillors who gave me a brief orientation about where to find things and how they worked. This 
had never happened to me anywhere else. When I did the course for the local fire brigade, I found that 10 
per cent of the population of the shire was involved in that service. I found a small newspaper that was 
produced by the community and avidly read by it. This is a community in which, by and large, people 
participate and are active. Our small local council is central to that. Gunning is a place in which people 
have ready access to the corridors of power. Actually, they are more modest than corridors. The local 
council meets in a room which doesn't look much different from a converted double-brick garage. The 
names of former councillors are on the walls. Many of those names are still familiar in the area. Last 
Monday, November 17, the NSW Minister for Local Government, Tony Kelly, wrote to the Mayor of 
Gunning Shire, Cr Lawrie Willett, to say that he had referred a proposal for change to the Local 
Government Boundaries Commission. The proposal was for the merger of the eight councils in this part of 
the world to form two super councils, one based in Queanbeyan and the other based in Goulburn. Under 
the proposal, part of Gunning Shire will go to one and part to the other. In other words, Gunning Shire 
would no longer exist. The proposal was the result of a review conducted rapidly by Emeritus Professor 
Maurice Daly. In what was supposed to pass for community consultation, a dozen brief meetings were 
held with the public. Residents of Gunning traipsed 30 km to Gundaroo to make their feelings plain. Our 
meeting was held in the middle of school holidays at lunch time on the Friday before the October long 
weekend. It was the perfect time for hearing from as few people as possible. As it turned out, the 
Gundaroo Hall was packed. The message that Professor Daly heard was simple. People liked small 
communities. One of the speakers, Toni McNeill, put the case plainly. Ms McNeill is one of 35 people 
employed by the Gunning Council. The location of those jobs in Gunning is crucial for the life of the 
town. "I buy my lunch at the local cafe," said Ms McNeill. "I have my car serviced at the local mechanic, I 
buy my dog food from the local rural supply store, I buy my bread and milk at the local market store." 
And so on. She pointed out that if her position were relocated, she would need to place her child in a 
school close to work. The loss of students from our school would mean loss of teachers. The effect of 
losing the council office from town would be felt in every part of the community. This issue is about 
much more than the most cost-effective way to collect garbage. There are only 2350 residents in Gunning 
shire; its annual turnover is around $4.4 million. It is a minnow. Yet it is in the black, pays its way, does 
most of what people want and has an excellent rapport with the community. Under the new proposal, part 
of it would be absorbed by a Capital Country shire of almost 60,000 residents. The new Southern 
Tablelands shire would be almost as big. We would count for very little. This issue is bigger than just us 
and bigger even than the other seven councils involved. What is happening is part of the slow but 
insidious sedation of the Australian population. With larger councils, residents will feel less personally 
involved in their local government. It will be too big, less familiar, more threatening.  Active people will 
become passive. Citizens will become consumers. This is evident when people speak of better services. 
Consumers use services. Citizens create them. This might seem a bit idealistic, but I think the point is 
valid. Social psychologists speak a lot about the manner in which the loss of identity and belonging create 
all kinds of negative impacts. People with no means to participate creatively in a community become 
destructive.  The rest of Australia is busy spending money to create participative communities like we 
already have in Gunning. Why forfeit one that works? It's a heavy price to pay for so-called efficiency. 

'Too high a price': 
letter by Kate Walker 

of Yass, 
Canberra Times 

28 Nov 2003 
p. 13 

MICHAEL MCGIRR (CT, November 20, p17) argues that council "amalgamation will carry too heavy a 
price". That's right. The forced incorporation of Yass (population 10,000) and Gunning (2350) shires into 
a super shire, not only dominated by the city of Queanbeyan (35,000) but without electoral wards to 
control representation, will be the end of any meaningful democratic participation at local government 
level for the people of Yass/ Murrumbateman and Gunning districts. 
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Source Selected Extracts 

Dollery, B. (2004a), 
Report on 

Proposal for the 
Creation of a New 
England Regional 

Council (The “Vardon 
Report”) 

incorporating 
Armidale Dumaresq 
Council, Guyra Shire 
Council (part), Uralla 
Shire Council (part) 
and Walcha Council 

and involving 
Boundary Alterations 

with 
Inverell Shire 

Council, 
University of New 
England, Armidale, 

January 2004 

Dollery (2004: 3): 
 
Despite constantly stressing the cost savings that would flow from an enforced merger, the Vardon Report 
provides only one actual quantitative estimate of these savings. $531,877 is calculated to be the ‘readily 
quantifiable savings’ that ‘can be expected’ from the forced amalgamation (p.19). Given that the Vardon 
Report contends that total operating expenditure of the four independent councils is presently $50,207,000 
(p.12), this means that the Vardon Report itself can only identify total savings of 1 per cent of total 
operating expenses! Even in its own terms, it would thus appear that the enforced merger represents an 
instance where ‘the game is not worth the candle’. 
 
Dollery (2004: 13-14): 
 
5. CONCLUDING REMARKS 
This Report has sought to stress that there is no scientifically established relationship between size and 
efficiency in local government. The premise that ‘bigger is better’ underlying the Vardon Report simply 
represents a gross ignorance of the Australian and international literature on municipal service delivery. 
 
It also ignores recent Australian experience with municipal amalgamation. Despite the inflated promises 
of the architects of the South Australian and Victorian council mergers, the results have proved bitterly 
disappointing. For instance, whereas the Victorian State Government claimed that its amalgamation 
program would yield direct cost savings of 20 per cent, the net result has been 8.5 per cent, most of which 
has derived from competitive tendering and not restructuring (Allan 2003: 75).  Similarly, in South 
Australia the authorities promised savings of 17.4 per cent, but only achieved 2.3 per cent (Allan, 2003: 
75)! Moreover, it should be emphasized that these net cost savings do not take into account the indirect 
costs of forced amalgamation, such as increased unemployment, depopulation, lower economic activity, 
and a loss of services resulting from a falling population, that threaten the very existence of small 
communities. 
 
Although asserting that substantial cost savings are involved, the Vardon Report presents only a single 
dollar estimate of the direct cost savings involved; a paltry 1 per cent (i.e., $531,877 on a total operating 
expenditure of $50,207,000 (p.12))! In common with its Victorian and South Australian antecedents, the 
Vardon Report completely ignores the potentially devastating economic and social consequences of 
forced amalgamation for the people of Guyra, Uralla and Walcha that will result from the relocation of 
municipal employment to Armidale. 

'Sydney councils 
sacked in bid to save 
$7m', by Staff and 

AAP, 
Sydney Morning 

Herald 
06 Feb 2004 

page unknown 

The NSW government today announced the creation next month of a "new enhanced City of Sydney" 
after suddenly sacking Sydney City Council and South Sydney Council, and appointed former Lord 
Mayor Lucy Turnbull as one of three administrators.  In a statement, Local Government minister Tony 
Kelly said the merged council decision came after he had accepted the unanimous recommendation from 
the NSW Boundaries Commission.  The new council will be elected on March 27.  Mr Kelly said Ms 
Turnbull, former South Sydney mayor Tony Pooley and the Local Government department director-
general Garry Payne would administer affairs until the election.  "The jobs of all staff employed by the 
City of Sydney and South Sydney will be transferred to the new council," said Mr Kelly's statement. "The 
Boundaries Commission found that the amalgamation will achieve an estimated one off savings [sic] of $2 
million and annual savings of $7 million."  Mr Kelly said the new council would be financially stronger, 
better able to service ratepayers and "better able to represent Sydney to the world". 
 
A spokesman for Sydney Lord Mayor Lucy Turnbull said a fax arrived from Local Government Minister 
Tony Kelly's office at 7.30 am (AEDT) this morning saying the council would be dissolved.  …  "We are 
considering what our options are at this stage," the spokesman added, "but we see this as highly 
inappropriate behaviour." 
 
Sydney deputy lord mayor Dixie Coulton said the move was a push by the Carr Labor government to 
wrest control of Town Hall from the current independent-dominated administration.  "It's just a grab for 
power," she told ABC radio.  "It's just a straight-out political manoeuvre."  
 
Mr Kelly is expected to announce the creation of an inner Sydney super council to replace the two 
councils at a press conference later this morning. 
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Doing things the Premier's way will not solve the financial woes of local governments, writes Sylvia Hale. 
 
IT'S NOT often that Labor, Liberal, Greens and Nationals are unanimous about anything in the NSW 
Parliament. But the seven members of a Legislative Council inquiry into local government amalgamations 
were just that when they handed down their report on December 16 last year.  The inquiry was instituted 
in September in response to community concerns at the Premier's threats last June that he would "crack 
the whip" if councils failed to co-operate with the Government's reform proposals. This was followed in 
July by a letter setting a deadline of August 31 for councils to submit proposals for structural reform.  
Unfortunately, the report was overlooked in the pre-Christmas rush and post-Christmas torpor, but its 
findings and recommendations are significant in light of the Government's forcible merger of the City of 
Sydney and South Sydney councils. 
 
The inquiry with four committee members having extensive local government experience attracted 227 
submissions, held six public hearings in Sydney, Orange, Tamworth and Wagga, and heard from 87 
witnesses. A number of themes soon became apparent: the impossibility of complying with the 
Government's deadlines if councils were to consult genuinely with their communities; lack of guidance 
from the Government as to what it meant by "structural reform"; and that structural reform couldn't 
address the underlying problem of local government insufficient funding.  Time and again the committee 
was told of councils struggling with having to provide more services, prepare more plans, pay more levies 
while being denied sufficient funds. In light of Government accusations of council inefficiency, many 
witnesses argued that councils were being set up to fail. 
 
Council amalgamations are a further blow to rural communities where jobs have already been lost with 
the closure of country rail services. The inquiry heard witness after witness describe how much rural 
residents value their councils. They value knowing their councillors, knowing who they can turn to when 
they have problems. In return they give back enormous voluntary effort. For example, Cabonne council 
(near Orange) maintains seven swimming pools in an eight-village shire. Most of the work is done by 
resident volunteers who run the kiosk and maintain the pools. In contrast, a city council may struggle to 
maintain one pool.  Rural people have a stake in their community and, rightfully, want to keep their voice 
in the allocation of scarce council resources.  During the inquiry, residents expressed fear that the only 
way larger councils will supposedly become more efficient is by cutting back on services and jobs. In 
many rural areas the council is the largest employer and when those jobs go, others will follow: doctors, 
teachers, banks a rural decline accelerated by amalgamations. 
 
Somewhat unexpectedly, the inquiry found there was no evidence that bigger councils were inherently 
more efficient. The report found that "no persuasive evidence was given regarding the circumstances in 
which amalgamations would deliver financial benefits".  Angus Gordon, the general manager of Pittwater 
Council, recipient of the 2003 Bluett Award for the state's most outstanding council, told the inquiry: "In 
this modern age, the economies of scale argument with the flexibility of contracting and electronic 
delivery works against you by making you large and clumsy; being smaller and more flexible is of greater 
assistance." 
 
The most recent NSW amalgamation experience, that of Armidale and Dumaresque councils in February 
2002, was a marriage of two very different councils. There was evidence that the expectation of council 
achieving cost-savings was unrealised because the two councils were providing two quite different 
services.    
 
No council is opposed to sharing resources, but amalgamations will deny local communities a voice. A 
true democratic process, and one recommended by the inquiry, would involve a postal ballot of all 
residents requiring a majority support of residents for a merger to proceed.  Amalgamations don't solve 
the financial problems facing local government. All they do is reduce local representation and 
accountability. 
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Australian Financial 
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p. 48 

 

Things got ugly last week in the imminent merger between Sydney City and South Sydney councils.  The 
two mayors were sacked, former Sydney lord mayor and now NSW Energy Minister Frank Sartor weighed 
in with reported threats to the incumbent Lord Mayor and the state government made it clear there was to be 
no more debate the two councils would be merged before the March 27 elections.  …  But why the big fuss 
over amalgamations?  Everyone knows that bigger is better, don't they?  Especially in terms of savings for 
ratepayers.  After all, big councils can work. Brisbane City Council has been big since the 1920s, when it 
was created, and according to most reports is well and truly efficient. 
 
Victoria did it under Kennett, shrinking 210 councils down to less than 80. And about eight years ago South 
Australia began the same process, which is generally regarded as a success.  But in the Sydney-South 
Sydney merger, residents fear that their voices will be drowned by the business lobby, especially by 
developers who will destroy their amenity. 
 
On the one hand, lobby groups such as the Property Council of Australia want to make sure that the 
vibrancy of an active central business district isn't subsumed by parish-pump politics from local residents, 
and rightly so.  National president of the Planning Institute of Australia John McInerney says it's possible to 
look after both interests.  In Victoria, although former premier Jeff Kennett may have been heavy-handed in 
ensuring that amalgamations were carried out, enough attention was given to local input to make residents 
happy and allow planning professionals to create good strategic policies for the entire area.  "Port Phillip 
argues that they do planning in association with the neighbouring councils better than the state does," 
McInerney says.    
 
Another good model comes from the United States, where local councils are enshrined in the constitution 
and where the large city councils such as New York's also include five boroughs which have their own 
councils. 
 
Another reason for amalgamations is to save money. But according to the Centre for Local Government at 
UTS, this is questionable. Graham Sansom, director of the centre, says it is simply not true.  "All sorts of 
people have studied this in Australia and around the world. No one has ever come up with conclusive proof 
that bigger councils are necessarily better.  "That was made clear in the Sproats inquiry, [which 
recommended NSW council amalgamations]," he says.  In Victoria everyone assumed there would be 
savings in the wake of the Kennett reforms, Sansom says. "Kennett enforced a 20 per cent cut in rates. They 
said the councils would be more efficient."  But what happened is that despite some efficiency gains, it 
emerged that spending on infrastructure was falling woefully behind.  "The critical thing is that local 
government was not spending enough money on infrastructure and public buildings," Sansom says.  Think 
of local roads, drainage and public buildings, he says. Eventually, local council rates were deregulated 
again.  After all, Sansom declares, council rates in Australia are quite low by most international standards. 

'Forced Mergers 
Claim More Scalps', 

by Sean Nicholls 
26 Feb 2004 

Sydney Morning 
Herald, 

p. 2 

Four northern NSW councils have been sacked as the State Government continues to force through a reform 
agenda that is expected to continue until the end of the year.  The Local Government Minister, Tony Kelly, 
yesterday announced the creation of a council, Clarence Valley. He said it would result in one-off savings 
of "at least" $5.2 million, and more than $1.5 million a year.  The new Clarence Valley council will replace 
Grafton City, Maclean Shire, most of Pristine Waters and Copmanhurst as well as a portion of Richmond 
Valley. 
 
But Chris Gulaptis, the former mayor of Maclean Shire and head of the No Amalgamations Committee, 
doubts whether any money would be saved.  "The only way they can make savings is by increasing rates or 
cutting services," he said. "Clearly the Government has lied to us. They have duped the people of Clarence."
 
The Government has appointed Neil Payne, the former mayor of Copmanhurst, as administrator and 
postponed elections for the new council until March 5, 2005. The new council area will contain around 
45,000 people. The announcement follows the forced amalgamation of the South Sydney and City of 
Sydney councils earlier this month and the forced merger of 10 country councils into seven.  Mr Kelly 
defended the move.  "It gives them a council that is now the equivalent size to Coffs Harbour and can 
compete with Coffs Harbour," he said.    
 
Mr Gulaptis, who led a protest against planned changes last month, said the Government had lied about its 
policy of not forcing amalgamations.  He said rather than saving money, the new council would be 
financially worse off because similar sized councils on average received $3 million less in funding than the 
original four councils combined. 
 
Mr Kelly rejected suggestions the Government had broken its no forced amalgamations policy, saying he 
and the Premier, Bob Carr, had warned the state's councils at the Local Government Association conference 
last June that "if they didn't do it, then we would".    
 
The Boundaries Commission is expected to consider voluntary amalgamation proposals including one to 
merge Tamworth, Parry, Nundle and Manilla. Yallaroi and Bingara are also the subject of a merger 
proposal. Independent MP Clover Moore said yesterday she would not pocket the Lord Mayor's salary if 
elected, after a rival for the post said she would earn more than the Prime Minister.  Ms Moore said she 
would draw only her salary as state MP for Bligh while she did both jobs, arguing there was a large overlap 
between the duties.  Earlier in the day, rival lord mayoral aspirant Peter Collins said Ms Moore would earn 
$286,000 and be the best paid politician in Australia if she took both salaries. 
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19 Mar 2004 

Newcastle 
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ANY "savings" made by the abolition of Murrurundi Shire Council would be eaten by the higher costs of running a 
bigger council.  That is the prediction from a man in a good position to judge.  Victoria's Mansfield Mayor Don 
Cummins said his council had been amalgamated in 1994 then split in 2002.  "We were caught up in the Kennett 
amalgamations 10 years ago," Cr Cummins said.  "We were joined onto a bigger town shire 60 kilometres away and as 
time went by we saw the bigger town get all the resources while we got nothing.  "With the change of government in 
1999 we asked to be deamalgamated."  Cr Cummins said Mansfield ratepayers raised $500,000 for the campaign, 
fought to get enough members on the bigger council to hold the balance of power and tirelessly lobbied the 
Government.  Mansfield got its council back in October 2002 and Cr Cummins said the shire had reversed its decline 
and was looking better than ever.  "It was obvious in the amalgamated council that the claims of financial savings were 
illusory," he said.  "The first thing that happened was that council general managers demanded more money for 
running bigger operations. Their salaries spiralled up overnight as their views of their own importance inflated.  "The 
whole theory of savings was based on a false premise. The wage structure makes up 35 per cent of the budget and you 
can only save 25 per cent of that. But now the shire is bigger and the staff have to travel much further and spend more 
time out on the road.   "We found we were spending $600,000 driving up and down the road. All the alleged savings 
went down a hole.  "You also find you are in court all the time because the officers can no longer do their jobs 
properly and you start getting sued. Decisions get delayed and developers don't like dealing with you."  State 
governments understandably wanted to rationalise costs in city councils and rural councils became victims of a blind 
ideology.  "They don't understand the situation is different in the country areas but they don't care," Cr Cummins said. 
"All they see is they want amalgamations in the city and they can't let the country councils escape because that will 
create a precedent the city councils will use in their own fights.  "They talk about savings but what does it cost when 
people move from towns where the hospitals and schools have shut and come into the city?" 

'Bigger 
Councils Aren't 

Necessarily 
Better', 

by Brian 
Dollery 
(2004b) 

Australian 
Financial 

Review 
23 Mar 2004 

p. 63 

The push for mergers in local government is based on ideology, not evidence, argues Brian Dollery.    
 
Municipal amalgamations have been aptly described as "a thread which runs through Australian local government 
history".  The current controversial process of council mergers in NSW serves to further illustrate the apparently 
timeless belief by state government policymakers that "bigger is better" in local governance.  It also serves as an 
appropriate reminder of the need to take stock of the arguments used to champion local government amalgamation.  
Even a cursory glance at recent Australian experience suggests policymakers might have been tilting at windmills.  For 
instance, the most ambitious program of local government restructuring in Australian history was conducted by the 
Kennett government in Victoria in the 1990s. 
 
Unfortunately, no thorough evaluation of the consequences has ever been attempted, although some estimates of its 
economic impact have been made.  For example, whereas the Kennett government claimed its amalgamation program 
would yield direct cost savings of about 20 per cent , in a recent article in the Australian Journal of Public 
Administration, Percy Allan has indicated the net result was only 8.5 per cent , most of which derived from 
competitive tendering, not restructuring.  Similarly, in South Australia the authorities promised savings of 17.4 per 
cent from amalgamation but only achieved 2.3 per cent.  Even then it should be emphasised that these net cost savings 
do not take into account the indirect costs of forced amalgamation on small country towns, such as increased 
unemployment, depopulation, lower economic activity and a loss of services that threaten the very existence of these 
communities.    
 
The question thus arises: why have state governments consistently overestimated the economic gains to be had from 
council amalgamation?  One explanation is that the belief "bigger is better" is so entrenched that it has blinded 
policymakers to the evidence. It seems to be an act of faith by state governments that economies of scale will 
inevitably flow from larger councils.  However, there is every reason to expect no uniform pattern of economies of 
scale will emerge across the range of goods and services produced by councils.  For example, it is highly unlikely that 
the size of district for optimal street-lighting services will coincide with, or even resemble, optimal service districts 
for, say, rubbish collection, public parks or sewage treatment. It follows that, whereas mergers may capture economies 
of scale in some outputs, it could reap diseconomies of scale in others.  In his Merger Mania (McGill Queens 
University Press , 2000) Canadian economist Roger Sancton has put the argument in a nutshell: "There is no 
functionally optimal size for municipal governments because different municipal activities have quite different optimal 
areas." 
 
Policymakers are on somewhat firmer ground in their belief that economies of scope will emerge from larger 
amalgamated councils.  A single large council can spread overheads, like central administrative staff and computing 
facilities, across the services it produces. Thus per unit production costs may fall.  However, amalgamation is not the 
only way such economies of scope can be achieved. A cheaper and less divisive alternative is found in regional 
organisations of councils (ROCs), where small municipalities form an umbrella organisation to share various facilities.
 
A related argument sometimes advanced is that larger councils tend to possess greater levels of expertise since they 
can afford to employ specialist skills that cannot be acquired by smaller municipalities.  Given the increasing burden 
placed on local government by its state and federal counterparts, it is held that this confers a significant advantage on 
larger municipal units because it enables them to do complex tasks more efficiently.  There is undoubted merit in this 
argument. Small regional and rural councils do struggle in terms of expertise. However, since it is a variant of the 
economies of scope argument for amalgamation, many of the same reservations apply. ROCs may also be able to pool 
their resources to acquire the skills in question, at no greater cost than to larger amalgamated councils. 
 
There are thus strong grounds to question the argument that amalgamation is the best method of increasing municipal 
efficiency.  As in many other areas of public life, evidence-based policymaking should replace the unfounded belief 
that "bigger is better" in Australian local government. 
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Rarely has the Labor government led by Bob Carr in NSW been so badly wrong-footed. When it sacked the Sydney City 
and neighbouring South Sydney councils on February 6, merging them into one super-sized Sydney City Council, it 
argued that this was part of local government reforms. Others saw it as blatant gerrymandering, shunting 60,000 extra 
Labor voters on to the CBD's electoral roll.   
 
...  Tomorrow voters across NSW and Queensland have their say on local councils, but sadly all they'll be able to do is 
rotate the same players, when what's needed is a real shake-up.  The third tier of government in most states is moribund, 
inefficient and financially stressed. Councils are frustrating to work with. Development applications take months to 
progress. Town planning is capricious to the point of farce; renovation plans turned down by one town planner can be 
approved unchanged by another. The introduction of pay parking can force shops to close for lack of customers.  
Mismanagement and corruption are rife. Two weeks ago the Liverpool council was sacked over its involvement in the 
$800 million Oasis sport and leisure club. An inquiry found the council entered the project without seeing a business plan 
or its bankers' financial modelling, oblivious of the risks. The Rylestone shire council in western NSW was sacked for 
financial mismanagement the same day. 
 
The biggest shortcoming is waste and duplication. There are 721 local government bodies in Australia, all mending 
roads, issuing permits, collecting rates and so on.  Victoria's Jeff Kennett saw his chance to save money and improve 
services by taking the knife to local government. His mid-1990s council mergers reduced their number from 210 to 78. 
When it was over rates were capped at 20 per cent lower than before they've gone up since and competitive tendering 
reaped savings of $300 million.  Some argue that it's hard to prove economies of scale in this field. Brian Dollery, of the 
University of New England, cites the "unfounded belief that bigger is better in local government". But even he could 
point to savings of at least 8 1/2 per cent in Victoria.  This was less than promised, but there are also intangible benefits. 
Every Victorian council used to have an engineer, a town planner and a health inspector. Post-restructuring, towns got rid 
of these pockets of featherbedding and outsourced the work to neighbouring councils.  The Carr government came late to 
local government reform. And the shambolic process, culminating in the Sydney City farce, invites suspicion about its 
motives.   
 
Mr Carr kicked reform off last year by postponing council elections for six months on the grounds that it opened up a 
historic opportunity. The merger process is in the hands of the Boundaries Commission. But instead of Jeff Kennett's big-
picture approach the commission spits out its proposals bit by bit Tamworth one month, Yass the next. The Carr 
government's response is similarly erratic. The Sydney City-South Sydney merger was put in train 24 hours after the 
commission's report was released.   
 
Ratepayers in NSW and Queensland (where reform has barely begun) would be better served by properly planned and 
co-ordinated council amalgamations with clearly identified objectives and savings targets.  The chances of achieving this 
would be better if the states and the Howard government acted on last December's Hawker Report into local government. 
The report found chronic cost shifting to local councils by state governments estimates ranged from $500 million to $1 
billion each year and called for a summit in 2005 to review funding and services. And it said the federal treasurer should 
take responsibility for financial relationships with local government.  This puts council reform on the commonwealth-
state relations agenda. Councils are at the bottom of the food chain, uniquely vulnerable to being squeezed between the 
two levels of government which hold the purse strings. They undoubtedly need to get their own houses in order and 
operate more efficiently and effectively for ratepayers. Mergers properly planned on a state or region-wide basis can 
help. But councils would also benefit from more certain funding and clearer lines of accountability. This will need a 
more co-operative approach from the states and the commonwealth. 

'Kennett's 
Council Blitz A 

Decade On', 
by Royce 

Millar And 
Jason Dowling 

Sunday Age 
25 Apr 2004 

p. 8 

Some see the upheaval of 10 years ago as a positive revolution, but others still mourn, write Royce Millar and Jason 
Dowling. 
 
In 1994 the Chiltern shire offices had just 16 staff. Still, in a small town that was big business. The biggest, in fact.  At 
lunchtime the council workers bought pies from the local milk bar. After work some were known to have a beer in the 
pub. They were crucial contributors to Chiltern's modest economy. More importantly, perhaps, the council employees 
provided an unbeatable one-stop service.  Then in November 1994, Chiltern, population 1300, lost its biggest business. It 
also lost the right to govern itself. For some locals, that dented the sense of belonging that a small community provided. 
 
This year marks the 10th anniversary of Jeff Kennett's forced council amalgamations. Some will celebrate, some still 
mourn.  "Back then the sadness set in when I realised I couldn't go down the shire offices and discuss my issues," says 
Chiltern resident and volunteer worker Suzanne Grant. "They dealt with everything you wanted - a building permit, 
heritage advice and accounts. They could even recommend a good plumber or a plasterer."   
 
Kennett's council changes are often described as a revolution. Others view them as more of a massacre. They certainly 
created conflict.  In a little over a year, the Kennett government sacked 1600 elected councillors and replaced them with 
handpicked commissioners. Most had Liberal or National Party allegiances. His government tore age-old boundaries to 
bits and rearranged them back on the map in foreign shapes that few understood; 210 municipalities became 78 (later to 
be 79 when the shires of Benalla and Mansfield split).   
 
Kennett insisted on an across-the-board rate cut of 20 per cent and capped rate rises, irrespective of the financial 
predicament of individual councils, and ordered that at least 50 per cent of council services go out to tender.  In line with 
the government's "open for business" mantra, residents became "customers". When elections were held in 1996, 
councillors were told to keep out of day-to-day council affairs, especially planning. Do the steering, not the rowing, was 
the dictate.  To help keep the boat on course, the government vetoed the sacking of any commissioner – appointed chief 
executives by the new councils.  It seemed Kennett and his local government ministers, first former rural councillor 
Roger Hallam, then Rob Maclellan, were enjoying beating up the little guys. Critics say their cavalier attitude cost 
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Kennett government. A decade on, have the changes improved local government? Was it worth the trouble? The agents 
of change are in no doubt.  Maclellan says: "I know that we breathed 100 years of life into local government. It was 
going to implode. No one could take it seriously in its old form." 
 
Says Kennett: "If we didn't reduce the number of councils that existed many of them would have gone broke.  In 
hindsight most people would recognise it has been beneficial."  On this point at least Kennett is correct.  Even arch foes 
concede local government has benefited from amalgamations in many ways.  Larger councils enjoy economies of scale 
and enhanced financial and political power. They have greater resources to do better strategic planning and more 
sophisticated research and policy work.  Maclellan points to the successful merger in Geelong where five squabbling 
councils were rolled into one. 
 
But some of Kennett's most bitter critics say that, in the debate about the municipal revamp, focus on amalgamation is a 
smokescreen.  Former Brunswick mayor and Labor stalwart Mike Hill points out that he, and many of his local 
government colleagues, were supporters of amalgamation before Kennett.  "The debate is not whether amalgamations 
should have happened. It's about the way it happened."  Hill went on to become the first mayor of Moreland (Brunswick 
and Coburg) and the founder of the Victorian Local Governance Association.  He says council amalgamations did not 
require sackings. "There is no earthly reason why you couldn't have allowed one democratic entity to flow into another.  
"The suspension of democracy was really about bedding down compulsory competitive tendering, sacking staff, kicking 
unions and forcing a rate cut." 
 
Former Footscray and Brimbank chief executive Rob Spence says suspension of democracy for a short period was 
inevitable. But commissioners remained for longer than was necessary.  Hill acknowledges competitive tendering led to 
efficiencies and some positive changes in work practices: "It had the effect of forcing councils to re-examine all of their 
services, to measure them and ask whether they are appropriate for that particular community."  But Hill and Spence, 
now head of the Municipal Association of Victoria, insist competitive tendering had a big downside. "It was incredibly 
brutal on employees," says an emotional Spence as he recalls losing 600 workers at Brimbank through amalgamation and 
tendering. "It was too brutal."  The Australian Services Union estimates 11,000 council jobs were lost by the late 1990s.  
 
Initially, at least, the government was clever at selling its reforms. It pointed to savings for ratepayers from competitive 
tendering. And it appealed to the hip pocket by spruiking the 20 per cent rate cut. 
 
In the early phase of the reforms Kennett's main opponents were councillors and community activists.  Hallam recalls 
hostility, citing the bush. "We went to one small rural council just out of Ballarat . . . and one of my staff relayed it 
afterwards.  'The bastards didn't take the cellophane off the biscuits, they waited until we were gone before they put the 
cup of tea on'." 
 
Yet after the initial ruckus, says Local Governance Association chief Andrew Rowe, many sacked councillors were 
disappointed at the lack of community outrage.  Rowe says Kennett and Maclellan began to get complacent just as 
communities all over the state started to feel the practical impact of the changes.   
 
Hill says the rate cut was a disaster. "It created the illusion that councils were fat cats. In fact, it made some councils 
technically insolvent."  Inevitably, reduced spending due to the cuts began to show, especially in gaping potholes on 
country roads. 
 
Competitive tendering also had its problems.  Spence says that where councils traditionally bought goods from local 
businesses – tools from local hardware, sand from the local sand supplier – the large national and multinational firms that 
won council contracts did not.  "It was one of the things that damaged communities in rural Victoria. It was one of the 
issues that came back and bit Jeffrey on the bum."   
 
To what extent the backlash over council restructuring contributed to Kennett's decline is not clear. But since coming to 
power Labor has made a point of not tampering unnecessarily with local government.  It has replaced competitive 
tendering with the less onerous "best value" policy and has cut ministerial intervention in planning matters. 
 
Some Labor insiders would like to see boundaries revisited, especially to create a much larger inner-Melbourne council. 
But the Bracks leadership is in no mood for such risky adventures. Last week Local Government Minister Candy Broad 
dismissed such a review outright. 
 
LINKS   
www.mav.asn.au 
www.vlga.org.au 
 
THE REVOLUTION 10 YEARS ON   
 
THEN   
COUNCILS 210   
COUNCILLORS 1600   
COUNCIL COSTS PER HEAD OF POPULATION $520   
· Figures are for 1991-1992 (inflation adjusted); includes all rates, fines and charges but not government grants. 
 
NOW   
COUNCILS 79   
COUNCILLORS 623   
COUNCIL COST PER HEAD $528   
· Figures for 2001-2002. 
 
SOURCE: MUNICIPAL ASSOCIATION OF VICTORIA 
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Table 3G-3  (Continued) 

Source Selected Extracts 

U.S. Census 
Bureau (2004), 
2002 Census of 
Governments, 

Volume 3, 
Number 2, 

Compendium 
of Public 

Employment: 2002, 
U.S. Government 
Printing Office, 

Washington, DC, 
September 2004. 

U.S. Census Bureau (2004: 14): 
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Table 3G-3  (Continued) 

Source Selected Extracts 

Dollery, B. and 
Crase, L. (2004), 
'Is Bigger Local 

Government 
Better?  An 

Evaluation of the 
Case for 

Australian 
Municipal 

Amalgamation 
Programs', 

Urban Policy 
and Research, 
 Vol. 22, No. 3, 

September 2004, 
pp. 265-275. 

Dollery and Crase (2004: 266): 
 
The article itself is divided into four main parts.  The first section seeks to anchor the succeeding discussion in the 
context of the international literature on municipal consolidation in general and the present amalgamation program in 
NSW in particular.  The second section examines the theoretical arguments advanced in favour of amalgamation, 
whereas the third section focuses on the available empirical evidence on these theoretical arguments.  The article 
ends with a brief synopsis of the policy implications that derive from the preceding evaluation of the theoretical and 
empirical literature on municipal amalgamations in Australia. 
 
Dollery and Crase (2004: 267): 
 
A useful way of approaching the problem is to place it squarely within the broader international and Australian 
experience of municipal consolidation over the long run (Dollery et al., 2003).  For instance, Andrew Sancton (2000, 
p. 166) has pointed out that while "people in various democratic countries have been thinking and acting on 
proposals for municipal amalgamation for at least half a century and a half", not surprisingly in contemporary 
debates over amalgamation "there are no new arguments".  Similarly, in her analysis of amalgamation in Australia, 
Anne Vince (1997, p. 151) has described the gradual diminution in the number of councils across Australia since 
federation as "almost exclusively attributable to a program of amalgamations in every state". 
 
Notwithstanding the long history of municipal amalgamation in western countries in general, and Australia in 
particular, and the mixed economic consequences of these consolidation processes, recent history is replete with 
numerous contemporary examples of amalgamation programs.  In his Merger Mania, Andrew Sancton (2000) 
provides a useful synoptic review of amalgamation in the 1990s that illustrates that widespread municipal 
consolidation programs have been instituted in New Zealand, Australia (and more particularly Victoria and 
Tasmania), the UK and Canada (especially Nova Scotia and Ontario).  If New Zealand is excluded as a "special 
case" on grounds of being a "small unitary state whose central government was intent on substantial 
decentralization", then it is possible to conclude that the majority of amalgamations were induced "in part by an 
attempt to avoid or eliminate two-tier systems that were seen as dysfunctional" (Sancton, 2000, p. 112).  Moreover, 
"there has been a clear belief that municipal politicians and municipalities were inherently wasteful, inefficient, and 
incapable of cooperating with one another".  Despite substantial evidence to the contrary, policy makers sought to 
"save money and promote elected councillors".  Much the same sentiments seem to be propelling the NSW drive for 
local government amalgamation, except that the consolidation process has focused on regional and rural towns rather 
than the large metropolitan areas centred on Sydney, Newcastle and Wollongong. 
 
The literature on the economics of local government amalgamation may be divided into two interrelated components. 
On the one hand, economists have examined local governance through the analytical prism of public economics and 
public choice theory within the content of the theory of fiscal federalism.  This line of inquiry has generated various 
ex ante propositions, some of which are amenable to empirical testing.  On the other hand, a substantial empirical 
body of work has considered the relationship between jurisdictional size and the economic efficiency of service 
delivery, primarily with a North American institutional focus.  We will now examine these two approaches to 
amalgamation in order to see what light they can throw on the economic case for council amalgamations in Australia.
 
Dollery and Crase (2004: 267-270): 
 
Theoretical Considerations 
 
Theory of Fiscal Federalism and Optimum Community Size 
 
A crucial aspect of the theory of fiscal federalism is concerned with the question of whether public goods and 
services should be provided in a federation like Australia on a centralized or decentralized basis.  Put differently, 
which levels of government (national, state or local) should provide particular categories of public goods?  The key 
to answering this question  derives from Wallace Oates' (1972) correspondence principle.  In essence, this principle 
holds that the size of a specific governmental entity should correspond to the area of benefit from the goods it 
provides to its citizens.  Accordingly, each public good or service should thus be provided by the smallest (i.e. lowest 
level) government consistent with no spatial spillovers into other regions.  This principle has a central bearing on the 
problem of local government amalgamation. 
 
The concept of a benefit region is critical in this context.  Almost all public goods have limited areas over which they 
confer benefits to citizens.  If the spatial benefit region is limited, then the benefits of some public goods will be 
confined to residents of the area.  Some public goods are such that the incidence of their benefits is nation-wide (e.g. 
national defence, medical research, etc.) whereas others are geographically limited (e.g. local fire brigades, street 
lighting, etc.).  Accordingly, the members of the group who share in the benefits of some public goods are limited to 
the residents of a particular spatial region. 
 
In a democracy, the political process enables citizens to express their preferences for the type of goods and services 
they want governments to provide.  It follows that the citizens of specific benefit regions vote for the services they 
want and pay for these services.  In other words, services that are nation-wide in their benefit incidence (like national 
defence) should be provided by the central government; services with local benefits (e.g. pavements) should be 
provided locally; still others (such as major roads) should be provided on a regional basis.  Given the spatial 
characteristics of government services, there is thus a prima facie case for multiple jurisdictions.  Some services call 
for nation-wide provision, others for state-wide delivery, and yet others for metropolitan-area-wide or local 
provision.  The notion of a benefit region thus provides the logical basis for the concept of an optimal community 
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size that underlies arguments for amalgamation. 
 
Economies of Scale 
 
Economies of scale refer to a decrease in average cost as the quantity of output rises and are frequently cited as a 
reason for local government amalgamations.  In the context of the optimal size of municipalities, economies of scale 
usually refer to a decrease in the cost per person for a given amount of service as population served increases.  Thus, 
the larger the jurisdictional unit, the lower will be the per capita costs of service provision.  Economies of scale 
typically depend on the technological nature of the production process.  In particular, if high fixed costs coexist with 
low or constant variable costs, then we can expect significant economies of scale to come into play. 
 
In comparison to its counterparts in comparable countries, excepting New Zealand, Australian local government has 
a predominantly 'services to property' orientation in terms of the goods and services it provides.  Nevertheless, 
despite its relatively narrow range, Australian local governments still provide a wide range of goods and services that 
are produced by heterogeneous technological means.  Accordingly, for a given benefit region, there is no a priori 
reason for different goods and services to exhibit the same cost characteristics.  On the contrary, there is every reason 
to expect that no uniform pattern of economies of scale will emerge across the range of goods and services produced 
by Australian councils.  For example, it is highly unlikely that the optimal service district for fire services will 
coincide with, or even resemble, optimal service districts for, say, garbage collection, public parks, or sewage 
treatment services (Dollery, 1997).  It follows that whereas amalgamation may capture economies of scale in some 
outputs, it could reap diseconomies of scale in other areas.  Sancton (2000, p.74) has put the argument in a nutshell:  
"There is no functionally optimal size for municipal governments because different municipal activities have quite 
different optimal areas." 
 
The existence of economies of scale may not be relevant to optimal municipal size if provision of the service can be 
separated from the production of that service (the so-called purchaser-provider split), since scale economies only 
arise during the production phase. Governments too small to achieve all economies of scale on their own can 
nonetheless accrue the advantages of any scale economies by purchasing the good or service in question from other 
public agencies or private firms that are large enough production units to secure economies of scale.  By contracting 
with commercial firms or other governments (and through analogous joint purchasing agreements with other 
councils, or even Regional Organizations of Councils (ROCs)), small municipalities can provide the quantity and 
quality of services desired by their limited number of constituents and simultaneously enjoy the cost advantages 
deriving from scale economies in production. 
 
To the extent that opportunities along these lines actually exist, scale economies are thus removed as an economic 
argument for the optimal size of councils in the amalgamation debate.  This is a critical finding from the theoretical 
literature on the economics of local government since economies of scale are often advanced as a key justification 
for amalgamation (Witherby et al., 1997). 
 
Economies of Scope 
 
Economies of scope, sometimes called economies of joint production, refer to the economic advantages that flow 
from providing a broad range of goods and services in a single organization, like a municipal council.  In particular, 
economies of scope arise when the cost of producing a given set of services in a single organization is lower than the 
cost of those services being produced by a number of specialized organizations.  The standard explanation for this 
lower cost of production derives from the fact that a single organization can attribute the cost of fixed inputs or 
'overheads', like central administration staff, computing facilities, etc., across many of the services it produces.  Thus, 
where related services are provided by a single council, lower total production costs may follow. 
 
In the context of the Australian local government amalgamation debate, scope economies represent an a priori 
theoretical argument against many small councils each generating their own services.  It is also an argument against 
the fragmentation of existing large municipalities into several fully autonomous or privatized business units.  
However, economies of scope can support the concept of several small and adjacent municipalities forming some 
umbrella organization, like ROCs, in an attempt to capture scope economies. 
 
Local Government Capacity 
 
An argument sometimes advanced in the Australian debate over amalgamation is that larger councils tend to possess 
greater levels of administrative and other expertise, in part due to the fact that their size permits the employment of 
specialist skills that cannot be acquired readily by smaller municipalities.  Given the increasing burden placed on 
Australian local government by its state and federal counterparts, it is held that this confers a significant advantage 
on larger municipal units because it enables them to accomplish a wider and more complex range of tasks in a more 
efficient manner. 
 
There is undoubted merit in this argument.  Small regional and rural councils do struggle in terms of expertise and 
cannot always use consultants in an effective and prudent way.  However, since it is in many respects a variant of the 
economies of scope argument for amalgamation, many of the same reservations apply.  For instance, ROCs may also 
be able to pool their resources to acquire the skills in question, at no greater cost than to single and larger councils. 
 
Administrative and Compliance Costs 
 
A further economic factor often put forward in support of local government amalgamation is that larger consolidated 
councils economic on their direct costs of administration and the compliance costs imposed on individuals who 
participate in the municipal political process.  Administrative costs include the compensation paid to elected and 
appointed officials and staff and the overheads (buildings, supplies, utilities, etc.) required to support those officials.  
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Compliance costs include the costs incurred by municipal voters to keep informed on issues and candidate positions 
and the potential cash and time costs of registering an opinion by participating in hearings, meetings, voting, etc.  
Fewer local governments may reduce these costs in aggregate. 
 
If it is argued that centralization will reduce administrative costs, then this is analogous to arguing that there are 
economies of scale in the administration of government, just as there may be scale economies in the production of 
public services.  However, there is obviously no guarantee that such opportunities will always, or even usually, exist.  
It could just as easily be argued that administration becomes less effective the further removed they are from their 
constituents and operations they are supposed to coordinate.  If this is the case, then diseconomies of scale could 
result, with larger governments requiring proportionately more administrators (perhaps with more layers in the 
administrative hierarchy).  Administrative scale economies could this be a factor in favour of both larger and smaller 
local government units.  In this instance, administrative economies become an empirical issue. 
 
A variant of scale economies in administration can also be applied to the administrative apparatus in the state 
government bureaucracy charged with oversight of a given local government system.  This could be called scale 
diseconomies in regulatory administration.  State departments of local government, as well as their federal 
counterparts, should expend fewer resources on the administration of local governance, if fewer and larger councils 
are involved.  It follows that municipal amalgamation should serve to lower the costs associated with system 
administration and regulation. 
 
Dollery and Crase (2004: 272-275): 
 
Public Choice Considerations 
 
Finally, it is sometimes argued on grounds of public choice theory that greater difficulties are involved in monitoring 
large municipalities.  Ratepayers, as voters, cannot easily acquire the necessary information to assess whether or not 
councils are providing 'value for money'.  By contrast, smaller councils are often less complex operations with a 
greater degree of transparency and consequently more amenable to scrutiny by ratepayers.  Moreover, ratepayers are 
much more likely to be in personal contact with elected councillors.  If smaller municipalities are indeed subject to 
closer and more informed scrutiny, then it can be anticipated a priori that they could experience greater public 
pressures to deliver local public goods more efficiently (see, for example, Boyne, 1998; Bailey, 1999). 
 
Empirical Considerations 
 
Some (but not all) f these theoretical consideration have been subjected to empirical scrutiny.  In this section of the 
article, we review available empirical evidence on scale economies and the public choice perspectives.  Almost no 
evidence exists on economies of scope, local government capacity, and administrative or compliance costs. 
 
Economies of Scale 
 
Only one comprehensive study of both international evidence and Australian evidence on the question of economies 
of scale in local government has been conducted (Byrnes & Dollery, 2002).  In Table 1, Byrnes and Dollery (2002, p. 
393) detail 34 major international empirical investigations into the existence of economies of scale in municipal 
service delivery, largely in the American and Canadian institutional contexts.  After discussing various aspects of 
this body of research, Byrnes and Dollery (2002, p. 393) conclude that: 
 

Overall, 29 per cent of the research papers find evidence of U-shaped cost curves, 39 per cent find no statistical 
relationship between per capita expenditure and size, 8 per cent find economies of scale, and 24 per cent find 
diseconomies of scale. 

 
In an analogous, but much more comprehensive exercise, Byrnes and Dollery (2002) examined all published 
Australian empirical research into the question of economies of scale in local government service delivery.  In total, 
nine independent studies are examined in considerable detail (Byrnes & Dollery, 2002, p. 396, Table 2).  They offer 
"three generic criticisms" of the Australian body of work: "The relative importance of population may be 
overstated", all but two studies ignored the "vast diversity of functions carried out by government", which served to 
render comparisons between councils "a risky exercise", and "the nine studies cited above are not measuring 
economies of scale, but rather determining how population effects short-run costs". 
 
After evaluating both extent international and Australian evidence, Byrnes and Dollery (2002) draw three main 
conclusions.  In the first place, "given the mixed results that emerge from the international evidence, it seems 
reasonable to conclude that considerable uncertainty exists as to whether economies of scale do or do not exist" 
(Byrnes & Dollery, 2002, p. 405).  Secondly, Australian work was almost uniformly mis-specified and thus did not 
measure scale economies at all.  Finally, from a policy perspective, the lack of rigorous evidence of significant 
economies of scale in municipal service provision casts considerable doubt on using this as the basis for 
amalgamations.  Moreover, while "advocates of amalgamation have premised their arguments on the proposition that 
substantial efficiency gains would flow from the formation of larger local authorities", it appears that "research on 
economies of scale in local government does not support this proposition" (Byrnes & Dollery, 2002, p. 405). 
 
In an early comparable, but broader survey of the international empirical evidence on scale economies, which 
included state, regional and local governments, Bahl and Vogt (1975, pp. 13-14) concluded that "most positive 
findings of scale economies are based on statistical results that show a negative relationship between population size 
and per capita expenditures".  However, "there are great statistical and theoretical problems with interpreting such 
results as showing scale economies, and about as many studies that find a negative relationship find a positive one". 
 
Public Choice Considerations 

 



 3G-95

 
Public choice analyses of local government efficiency are founded on the proposition that economic and political 
competition within and between municipalities, state and central government agencies, and the private sector is a 
potent force in determining outcomes.  An implication that derives from the public choice paradigm, amenable to 
empirical analysis, is that a 'fragmented' local government system, containing numerous municipal entities, should be 
more efficient than a 'concentrated' system, with a few, large councils.  After a study examining extant American 
empirical evidence on this question, Boyne (1998, p. 252) concluded that "the broad pattern of evidence suggests that 
lower spending is a feature of fragmented and deconcentrated local government systems".  By contrast, "consolidated 
and concentrated [structures] tend to be associated with higher spending".  This may mean that "technical benefits of 
large units with big market shares, such as economies of scale and scope, are outweighed by competitive and 
political costs, such as disincentives toward fiscal migration and problems of public scrutiny". 
 
After a similar, more recent review of the empirical public choice literature, Andrew Sancton reached much the same 
conclusions.  In essence, "the public choice perspective shows us that it is no longer obvious that the existence of 
many municipalities within the same city-region causes wasteful duplication" (Sancton, 2000, p. 75). 
 
Policy Considerations 
 
The review of the theoretical and empirical economics literature conducted above provides food for thought for even 
the most sanguine exponent of amalgamation.  As we have seen, from an a priori theoretical angle there are scant 
grounds for anticipating substantial financial benefits to flow from amalgamation, except possibly in terms of local 
government capacity and scope economies.  The empirical literature is even more bleak than its theoretical 
counterpart. 
 
What implications does this analysis have for contemporary amalgamation proposals in Australian local government 
that can be of benefit to policy makers?  At least four avenues suggest themselves. 
 
In the first place, the economic benefits that are likely to flow from amalgamation are unlikely to be significant in the 
light of recent Australian experience with municipal amalgamation programs.  For instance, despite the inflated 
promises of the architects of the South Australian and Victorian council mergers, the economic results have proved 
disappointing.  For example, whereas the Victorian State Government claimed that its amalgamation program would 
yield direct cost savings of 20 per cent, the net result has been only 8.5 per cent, most of which has derived from 
competitive tendering and not restructuring (Allan, 2003, p. 75).  Similarly, in south Australia the authorities 
promised savings of 17.4 per cent, but only achieved a mere 2.3 per cent (Allan, 2003, p. 75)!  Moreover, it should 
be emphasized that these net cost savings do not take into account the indirect costs of forced amalgamation, such as 
increased unemployment, lower economic activity and a loss of services, which often threaten the very existence of 
small communities. 
 
Secondly, where economic benefits do stem from amalgamation, these are probably due largely to scope economies 
and enhanced local government capacity.  However, the paucity of empirical evidence on these economic aspects of 
council mergers should be stressed.  There is an urgent need for detailed empirical evidence on both economies of 
scope and any cost advantages attendant upon improved administrative capacity. 
 
Thirdly, since no systematic relationships exist between size and economic efficiency in local government, specific 
councils should be selected for restructuring on the basis of current performance rather than current size.  Put 
differently, small municipalities should be left unscathed and inefficient small councils identified and then merged. 
 
Finally, the drastic nature of forced mergers should be recognized and non-economic factors given due consideration. 
Councils often represent the focal point of small communities and enhance people's 'sense of place' and identity 
within their towns and regions.  Effective participatory democracy is facilitated through small councils where 
citizens feel that they can influence local outcomes.  It captures the benefits of detailed local knowledge and thus 
improves the quality of decisions taken at the local level.  It also involves people in their local communities and 
encourages socially beneficial behaviour, such as volunteering. 
 
Accordingly, alternative models to amalgamation, especially ROCs (Marshall & Witherby, 2002) and virtual local 
government (Dollery, 2003) should be explored to complement the proposed amalgamation program.  In particular, 
ROCs, based on voluntary and not compulsory arrangements, may not only capture any benefits that can flow from 
joint service delivery and coordination, as well as foster a spirit of cooperation between neighbouring councils, but 
also avoid the inevitable bitterness and expense of forced amalgamation.  Where economies of scale and economies 
of scope can be identified, these could be harnessed much more effectively through voluntary cooperation and good 
neighbourliness rather than through forced mergers imposed by state governments.  Moreover, highly successful 
ROCs already exist in Australia, like the Riverina Regional Organization of Council[s] (REROC), and there is thus 
scope for many more.  Public policy would thus facilitate and encourage municipalities across Australia to form 
voluntary ROCs. 
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Table 3G-3  (Continued) 

Source Selected Extracts 

'Noosa: paradise 
under threat', 

by Mark Ludlow 
Australian Financial 

Review 
27 Nov 2004 

p. 23 

A plan to amalgamate three coastal councils has stirred up residents of the Queensland resort.    
 
Imagine this. You are strolling along the main beach at Noosa Heads, one of Australia's exclusive coastal 
resorts, and even though it is early afternoon you are in the shade.  The famous stretch of beach, where the 
country's business elite come to unwind, is covered in shadow from the new 10- to 15-storey high-rise 
units that have been built along Hastings Street. The coastal paradise, once the epitome of sustainable 
development and praised for its small-town atmosphere, has been converted into a glitzy Surfers Paradise-
style tourist strip.  The scenario might sound far fetched, but if the plan to amalgamate the three Sunshine 
Coast councils into one mega-council comes to fruition it may just happen. The Beattie government has 
not revealed its final position on amalgamation saying it's up to the councils to decide but Noosa residents 
are fearing the worst.  South-east Queensland offers examples of a whole range of approaches to coastal 
development, from the anything goes of the Gold Coast to the population cap of Noosa.    
 
But a myriad councils each controlling small geographic areas can be a nightmare for regional planning. 
Council amalgamation became a buzz word of the Kennett Liberal government in Victoria in the early 
1990s as it searched for greater efficiency in local government and it amalgamated 210 local councils into 
78 super-councils. NSW has merged 172 councils into 159, including Sydney City and South Sydney 
councils. 
 
Not deterred by the mixed experience of amalgamation in Victoria, where the savings from the mergers 
are still hotly debated, the Beattie government pushed ahead with the creation of a super-council on the 
Gold Coast in 1995. The new council, bringing together the Gold Coast, Albert and Beaudesert areas, was 
hailed by Queensland Premier Peter Beattie as the model for future amalgamations.  That was until Gold 
Coast Mayor and athletic legend Ron Clarke ran into trouble with internal brawling among the different 
regions earlier this year. 
 
The latest battle ground is the Sunshine Coast, about one-and-a-half hours' drive north of Brisbane. With a 
population of 270,000 which is expected to reach 500,000 in the next 20 years, the Sunshine Coast has 
three distinct areas which cater for different demographics of the 3 million people who visit each year.    
 
Noosa, with its fashionable shopping strip, fine restaurants and $4 coffees, has always been a magnet for 
corporate high flyers and the wealthy from Sydney, Melbourne and Brisbane.  Playwright David 
Williamson and his wife Kristin, former BHP chief executive John Prescott and Flight Centre founder 
Graham Turner either live in or own houses at Noosa Heads or Sunshine Beach.  Further down the coast, 
Maroochydore and Mooloolaba, with their high-rise development, cater for the middle of the market while 
Caloundra, on the southern tip of the Sunshine Coast, sells itself as the family-friendly destination.    
 
Until now the three regions have co-existed with the occasional snipe about the "silver spooners" of 
Noosa or the six-pack developments in Maroochy Shire. But now it's serious.    
 
The face of the Noosa resistance is Mayor Bob Abbot, a big burly man with a Grizzly Adams-style beard 
and a tough glint in his eyes. He knows he is fighting for his shire's future not to mention his job.  "People 
are really concerned," Abbot told the Weekend AFR. "There has not been one issue in my whole 22 years 
in local government that has caused so much angst in the community as this. It will change the face of 
Noosa."  Abbot sells Noosa as an example of common sense the perfect balance between environment and 
developers where the mantra is quality not quantity.  If that mix is changed, he fears property developers 
will descend upon the region to make a fortune building high-density units.  "They'll be looking in and 
there'll be nothing to stop them," he says. "Absolutely nothing. It may well mean in certain areas the 
removal of the four-storey limit." 
 
Noosa, with its self-imposed population cap of about 60,000 people, is also proud of its balanced books. 
Maroochy Shire has not had the same luxury, being caught out with its pro-development stance and 
accumulating debts of $1500 per person in 1997.    
 
Maroochy Shire Mayor Joe Natoli, who is the biggest advocate of a merger, says the debt which he 
described as a "noose around the neck" of the council has been reduced to $1000 per person.  He rejects 
the stereotype of his council as a rubber stamp for development which has created a little piece of Surfers 
Paradise on the Sunshine Coast.  "I think environmentally Maroochy has come a long way a lot further 
than we have been given credit for trying to find sustainable ways of managing the built and natural 
environment," Natoli says.  He believes amalgamation is inevitable because of the need for closer regional 
co-operation between all three councils.  "I'm totally opposed to forced amalgamation but I believe if there 
is a willingness between two to three councils to join in a voluntary way, then the marriage will be with a 
lot less bitterness," he says.  He suggests a Maroochy-Caloundra amalgamation may be more likely.  
"Noosa has always seen itself as different from the rest of us. Any talk of amalgamation threatens any 
individuality they may have had," Natoli says.  "There's also a fear about being controlled by forces other 
than those that have Noosa at heart. That's been his [Abbot's] ultimate fear that a regional council will be 
dominated by Maroochy because of the size." 
 
Caloundra, however, is also suspicious of a merger.  "Our feeling is we can do very well as three different 
councils under the one umbrella of Sunroc [Sunshine Coast Regional Organisation of Councils]," says 
Caloundra Mayor Don Aldous. "We believe you lose your identity and community of interest if you get 
lumped into one big pot." 
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Premier Peter Beattie and Treasurer Terry Mackenroth say it's up to the councils to decide, but many 
believe the government is keeping its options open for a forced amalgamation.  "I'm not a big fan of super-
councils. I don't believe that in local government bigger is necessarily better," Local Government and 
Planning Minster Desley Boyle says.  She is trying to encourage regional arrangements that stop short of a 
merger but require greater co-operation on issues such as planning. While acknowledging the importance 
of diversity for the Sunshine Coast, she is "keeping the door open" on a future amalgamation. Her 
department is undertaking a financial profile of a possible merger. 
 
This talk scares long-time Noosa Shire locals like Stan Chandler, the founder of the Anti-Amalgamation 
Army a strange marriage of concerned residents, property developers and environmentalists.  "It's about 
lifestyle. We don't want Noosa to be dominated by this culture of high-rise development. We will fight 
this all the way," says Chandler who last month collected 18,500 signatures on a petition rejecting the 
merger. 
 
But Noosa residents don't want a referendum on the issue, as the wealthy coastal enclave would most 
likely get rolled by its more populous neighbours.  "We can't risk a referendum on the Sunshine Coast 
where the majority of people would support it because we'd be screwed," a Noosa Council insider says. 
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Garsden, N. (2004), 
Local Government 
Amalgamation and 

Alternatives:  
What is the most 

appropriate structure 
to best serve the 

community?, 
Deakin University 

Masters degree thesis 
completed under a 

LGMA [Local 
Government 

Managers Australia] 
Research Scholarship, 

November 2004. 

Garsden (2004: 19-20): 
 
3.1.3 Observations of past amalgamations 
 
Sancton (2000:125-153) documented that actual savings from Canadian amalgamations did not live up to 
those projected. Allan (2002) also documented a similar situation in Australia: the Victorian 
amalgamations promised a 20% savings, but only achieved 8.5% (with gains mainly stemming from 
compulsory competitive tendering); the amalgamations in South Australia only achieved 2.3% savings 
after promising 17.4%.  (The S.A. Government submission (2003:7) to the Cost Shifting Inquiry claimed 
savings of between 3 and 5% of expenditures.)  The 1993 Queensland amalgamations were forecast to 
produce savings equivalent to 6.1% of the rate base. 
 
Sansom in evidence to the Cost Shifting Inquiry (2003:16) claimed that some Victorian Local 
Governments are still facing severe financial problems despite being amalgamated less than 10 years ago. 
Further evidence to the NSW Parliament's General Purpose Standing Committee No 5 (2003:73) was that 
the expected significant cost savings, following the amalgamation of Armidale and Dumaresq in 2000 was 
not realised. This was because the city council (Armidale) and the rural based council (Dumaresq) were 
providing quite different services to each other, so there was no large gain in economies of scale. 
 

"Problems were encountered and economies of scale could not be achieved as there were few net 
savings to be achieved from staff or capital equipment rationalisations, there was often a need for a 
new and larger headquarters to house the larger level of combined staff, and a range of equipment 
(incl computers) was often incompatible, and in some instances had to continue as separate 
systems." 

 
Cox and Bamberry (in Hoffman 1997) however reported on the outcomes of 20 amalgamations in NSW 
created between 1974 and 1990 and identified that: 
• there appeared to be an overall increase in revenue producing capacity, although some decreases 

resulting from grant adjustments were identified; 
• the level of rates levied by councils remained at the same level in real terms as previously made, 

although some rates fell with others increasing; 
• The opportunity for elected members to keep in touch with residents had not diminished; 
• The community identity and level of public participation had not been detrimentally affected; 
• No conflict between rural and urban residents was evident; and 
• Most respondents commented favourably on the amalgamations. 
 
Garsden (2004: 31-37): 
 
IPART (1998: ix) reported that larger Councils enjoy lower administrative costs, reduced representative 
costs, increased purchasing power, more efficient use of plant and equipment and a more diverse funding 
base. Manning, (1985) and Moore (1993) established a clear relationship among local governments 
between increased size and increasing technical economic efficiency measured on the basis of population 
size. They showed that technical economic efficiency increases rapidly from zero to a point just below 
30,000 people and to gradually flatten out and approach the range of least-cost optimally at a point just 
below 50,000 people then continues to around 240,000.  
 
A joint submission by the Victorian Institute of Municipal Management and the Local Government 
Engineers Association Working Group to the Baines Board of Review in 1979 suggested "a municipality 
of between 50,000 and 80,000 population should possess the necessary resources to improve efficiency." 
A supplementary submission by the Victorian Branch of the Local Government Engineers Association 
provided empirical evidence that the optimum urban jurisdictional size based on figures available for 
Melbourne lay in a broad range of population sizes from 40,000 to 150,000. 
 
Numerous other overseas and Australian studies have demonstrated that costs are lower in local 
governments with around 50,000 constituents (Lomax 1943, Hirsch 1959, Neutze 1965, Heron 1972, 
Moore 1993, Soul 1995) and various normative assessments have since been made, including Self (1990, 
1997), Jones (1993) and Sansom (2002b) concluding that this figure represents, on balance, an 'optimum' 
population figure.  
 
Further studies argue that gains diminish as populations exceed 100,000. Soul (2000: 179),  observed that 
"the line of best fit indicates that the average rate per residential assessment among NSW jurisdictions 
rises consistently throughout the population and will continue to rise to at least 2.3 million residential 
assessments" [Soul 2000:185].  Jones (1993) however notes that advances in technology and 
transportation will theoretically result in larger local governments.  This is supported by Professor 
Sansom, UTS Centre for Local Government in evidence to the NSW Parliament's General Purpose 
Standing Committee No 5 (2003:256) believes that there are a number of councils that appear to function 
efficiently above these upper levels of population. 
 
Byrnes and Dollery (2002:3) reviewed 22 international studies to find that 39% of the empirical studies 
found no statistical relationship between per capita expenditure and size, 29% found evidence of U shaped 
cost curves, 8% found the existence of economies of scale, with 24% identifying diseconomies of scale. 
Of the nine Australian studies (see Appendix 7), one showed evidence of both economies and 
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diseconomies of scale, one no evidence of scale economy and seven findings from 'potentially large cost 
savings' to 'limited evidence of economy of scale'.  They concluded that 'there is a great deal of 
uncertainty about whether economies of scale exist in local government. 
 
Analysis of the population statistics confirms the significant upheaval in Australian local government if 
councils were merged to form local governments with a population greater than 30,000. On this basis, 
then 551 shires, or 76% of Shires in Aust (136 In Qld, 124 in WA and 108 in NSW, etc) should be 
scrutinised with a view to amalgamate. Conversely, 45 Councils may benefit from demalgamation. 
 
Whilst it may be appropriate in metropolitan areas, its application to rural and remote areas does not 
appear viable.  To create one local government in Queensland's south west would involve the 
amalgamation of twenty-one Councils [Bulloo, Quilpie, Paroo, Murweh, Balonne, Boringa, Warwoo, 
Bendemere, Bungle, Roma, Diamantina, Boulia, Winton, Barcoo, Longreach, Ilfracombe, Isisford, 
Blackall, Barcaldine, Aramac and Tambo] to create a shire of 39,369 residents, 694,626 km2 in area, 
around 940 km from one end to the other, representing 40% of the area of the state.  Tables 3 and 4 show 
the population statistics in various configurations. 
 

Table 3 - Population Distribution - Average Residents Per Local Governing Bodies 

Population 
State Number 

of bodies Minimum First 
Quartile 1 Median 2 Third 

Quartile 3 Maximum Average 

NSW 175 58 4,729 13,668 50,467 261,260 37,325 
VIC 79 250 16,157 36,780 106,573 193,582 61,129 
QLD 157 105 892 3,189 12,302 899,604 22,967 
WA 142 141 1,013 2,727 11,433 178,380 13,449 
SA 74 76 2,531 8,110 19,205 147,962 20,303 

TAS 29 940 5,640 10,941 20,043 62,682 16,216 
NT 65  271 507 1,103 74,002 3,034 
All 721  1,563 6,490 26,256 899,604 26,384 

Source: DoTaRS: 2002-03 Report on the Operation of Local Government (Financial Assistance) Act 1995 
1 The first Quartile is the population at which 25% of Local Governing Bodies have lesser populations. 
2 The Median is the population at which 50% of Local Governing Bodies have lesser populations. 
3 The third Quartile is the population at which 75% of Local Governing Bodies have lesser populations. 
 

Table 4 Distribution of Council classifications 
 Description NSW VIC QLD WA SA TAS NT Total % 
 Rural Remote Extra Small (<400) 3 0 4 6 4 0 28 45  
 Rural Remote Small (401-1,000) 0 0 6 3 0 0 21 30  
 Rural Agricultural Small (<2,000) 4 0 7 53 11 2 0 77  
 Rural Remote Medium (1,001-3,000) 1 0 11 6 1 0 9 28  
 Rural Agricultural Medium (2,001-5,000) 38 0 26 17 11 3 0 95  
 Rural Agricultural Large (5,001-10,000) 26 8 14 2 9 9 0 68  
 Rural Remote Large (3,001-20,000) 1 0 4 6 1 0 0 12  
 Rural Agricultural Very Large (10,001-20,000) 20 12 14 2 11 5 1 65  
 Rural Significant Growth (>5,000) 0 1 4 7 0 0 0 12  
 Urban Fringe Small (<30,000) 0 1 3 1 1 1 1 8  
 Urban Regional Small (<30,000) 12 13 43 9 7 5 4 93  
 Urban Developed Small (<30,000) 3 1 0 12 2 0 0 18  
 Sub Total 108 36 136 124 58 25 64 551 76%
 Urban Fringe Medium (30,001-70,000) 3 3 3 4 2 0 0 15  
 Urban Regional Medium (30,001-70,000) 21 8 4 2 0 3 0 38  
 Urban Developed Medium (30,001-70,000) 15 2 1 3 7 0 0 28  
 Urban Fringe Large (70,001-120,000) 1 3 3 4 0 0 0 11  
 Urban Developed Large (70,001-120,000) 6 9 0 2 5 0 0 22  
 Urban Regional Large (70,001-120,000) 2 3 4 0 0 0 0 9  
 Urban Capital City 0 0 0 0 0 1 1 2  
 Sub Total 48 28 15 15 14 3 0 125 17%
 Urban Fringe Very Large (>120,000) 7 3 2 1 1 0 0 14  
 Urban Developed Very Large (>120,000) 8 10 1 1 0 0 0 20  
 Urban Regional Very Large (>120,000) 3 1 2 0 0 0 0 6  
 Urban Capital City 1 1 1 1 1 0 0 2  
 Sub Total 19 15 6 3 2 0 0 45 7% 
 Total 175 79 157 142 74 29 65 721 100%
 
Any economies of scale that may be achieved by amalgamating these remote Shires could be more than 
offset by the additional costs needed for administration, transport and co-ordination over the much larger 
area.  The circumstances in remote areas therefore need to be considered differently to the way urban and 
provincial amalgamations are considered. Clearly if the concept of optimum sized council was pursued, 
geographic size (and hence population density) need to be incorporated into the criteria.  Interestingly, 
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Bish (2001:14) claims that approximately 80% of local government activities (other than municipalities 
with populations of less than 10,000 to 20,000) … do not possess economies of scale. 
 
Three criticisms can be made of these studies.  Firstly, they have used population used as a substitute for 
output, which could invalidate the conclusions unless there is a strong correlation between these two 
variables. Boyne (1995:219) argues that population is probably a very poor proxy for service outputs. 
 
Secondly, Shepard (1990:214) makes the point that measuring costs is not always straight forward as "true 
overhead costs cannot be assigned by some economic criteria", arbitrary rules are often used to estimate a 
likely distribution of indirect costs, which make the allocation arguable. 
 
A third criticism of the studies supporting the economies of scale argument was that no attempt was made 
to adjust for the diversity in Local Government service levels or environmental factors (see table 1).  
LGATas (2002:18) observed that "the smaller and more remote the council, the greater the tendency there 
is for the council to be expected to provide a wide level of services.  This comes about through the lack of 
other public or private sector providers and the need to fill the void… councils are not in a position to 
consider the private sector provider option of specialising in particular activities or dropping off non-
profitable services." 
 
None-the-less, economies of scale can be demonstrated by examining the creditor functions of four 
Councils prior to structural reform.  Table 5 shows the situation of four councils prior to structural reform 
councils and their benchmark aspirations. 
 
 Table 5 

Council Current staff Number of Payments Payments/staff Quartile 
Council A 3 30,000 10,000 3 
Council B 1 7,000 7,000 4 
Council C 1 8,000 8,000 4 
Council D 1 7,000 7,000 4 

Reformed Group 6 52,000 8,667 3 
Council E - Benchmark 3 50,000 16,667 2 
Council F - Benchmark 3 80,000 20,000 1 

 
The new organisation plan to achieve best practice through the combination of the creditor functions 
aiming to initially achieve a payment/staff ratio comparable to that of Councils E & F.  Redundant staff 
will be re-deployment to other functions. 
 
7.1.3.2  Diseconomies of Scale 
 
Belying the view that bigger is better, the AT Kearney report on the operations of the Brisbane City 
Council (released 5 October 2004) claimed that "council inefficiencies were costing ratepayers $93-$141 
million a year, or $200-$400 a household (Courier Mail, 6 October 2004:1).   
 
Bish (2001) also found that of the ten city-county consolidated governments in the US, eight had higher 
per capita expenditures compared to other Local Governments in that State, up to 173% (Baltimore). He 
(2001:7) also observed that "Mergers result in costly bureaucracies and less democratic government," 
whereas metropolitan areas composed of a multiplicity of governments have lower costs and a more 
politically representative system. 
 
These views are supported by Wendell Cox (2004) who analysed US Census data to compare per capita 
expenditures of local governments, categorised into five bands.  He observed the most efficient size of 
local Government had an average population of 38,000 and 71,000. … 
 
A frequently cited Australian study is the 2002 report Do economies of scale exist in Australian Local 
Government? A review of empirical evidence  (Byrnes, J. & Dollery, B. 2002) disputed the belief that 
larger municipalities would exhibit greater economic efficiencies.  Bish (2001:14) noted that "when one 
looks closely at the production of local services … no single size of organisation is suitable for all of 
them".  Dollery (1997: 450) concluded that: 
 

"it is highly unlikely that the optimal service district for fire prevention services will coincide, or 
even resemble, optimal service districts for, say, refuse collection, public parks or sewerage 
treatment works." 

 
This observation reinforces the flexibility advantage of the shared services model as different functions 
have different economies of scale, based on the variabilities of population, area, type of activity and 
environment.  There is no particular size of council that optimise all functions that show economies of 
scale characteristics. 
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NSW 
Legislative 

Council 
Hansard, 
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2005, 
(from 

http://www. 
parliament. 
nsw.gov.au) 

LOCAL GOVERNMENT AMALGAMATIONS 
Page: 14182

Debate resumed from 11 November 2004. 
 
The Hon. JENNIFER GARDINER [3.20 p.m.]: I previously spoke at length to this important motion and I now continue 
my remarks. I am afraid that since the motion was last debated in this House the state of the Government and its 
contributions to mucking up New South Wales have deteriorated even further. My motion drew attention to many aspects 
of the governance of New South Wales in relation to the forced amalgamation of councils. All I can say on behalf of The 
Nationals is that the savings we were promised are turning out to be a load of nonsense—as we predicted—and I am sure 
that my colleagues will take great delight in contributing to this debate. [Time expired.] 
... 
The Hon. MELINDA PAVEY: I am reflecting on the editorial in the Land newspaper, a very important newspaper for 
the people of country and regional New South Wales. 
... 
The Land also pointed out that "the mergers will achieve few savings, if any, and will just weaken a bunch of smaller 
country centres". We have seen it happen in the Bathurst area, we have seen it happen in New England and we have seen 
it happen in Monaro. The major platform for reform and change put up by the Minister was that money would be saved, 
but we have not seen any savings poured back into services in the bush. The editorial in the Land was quite right to 
condemn the Minister. The editorial stated further: 
... 
The Hon. KAYEE GRIFFIN [3.55 p.m.]: I oppose the motion but wish to make a few comments on local government in 
New South Wales. In April 2003 the Minister gave notice of serious reforms in local government, stating that councils in 
regional New South Wales must become stronger. During the early 1990s I visited at least 100 of the 177 councils that 
operated across New South Wales. I support the Minister's initiative. In July 2003 the Minister wrote to councils 
requesting that they submit options for local government reform. Before announcing the local government reform package 
the Minister held significant discussions with councils, unions, the Local Government and Shires Associations and the 
Local Government Managers Association. Much has been said today about small country councils and regional councils. 
In the past, three councils operated out of Deniliquin—Conargo Shire Council, Deniliquin Municipal Council and 
Windouran Shire Council. 
 
The Hon. Patricia Forsythe: We abolished Windouran. 
 
The Hon. KAYEE GRIFFIN: The offices, administration and depots of those three councils were all situated in 
Deniliquin. I will not get into an argument about who abolished that council or who did anything else, but honourable 
members would all agree that savings must be achieved if the functions and resources of three councils are amalgamated. 
People complain about the amount of money, time and effort spent by elected members of councils in New South Wales 
and across Australia, yet Deniliquin had three lots of councillors in town. The reform process that is taking place in New 
South Wales is different from that adopted in other States, including Victoria, where the Liberal Government dismissed 
councillors, appointed administrators and determined by legislation that the number of councils would be reduced from 
215 to a much smaller number. The councils affected were not given an opportunity to debate the changes because 
compulsory competitive tendering was introduced as part of the process. 
 
The process of reform in New South Wales is very reasonable in that councils have been asked to consider ways in which 
they can reform local government. I believe that the reduction from 177 councils to 152 is reasonable. Every council in 
New South Wales should seriously look at the services they are providing to their communities and whether their 
operations are financially sound. The Government of the day and the department cannot allow councils that face severe 
financial constraints to continue to operate without providing necessary services to their communities. This has happened 
at a number of councils. 
 
I support the amalgamation of so-called doughnut councils in New South Wales. The proposed amalgamation of doughnut 
councils has been criticised but, having visited a number of doughnut councils during my time as an organiser with the 
Municipal Employers Union, I would support their amalgamation because they do not necessarily provide the same 
services as the council operating out of the main regional centre. Although residents in shires surrounding a main regional 
centre expect to receive the same services, that does not necessarily occur. There is a big differentiation between shire 
council rates and municipal council rates. Basically, the matter should be resolved. There was justification for reforming 
some local government areas, and the Government has done that. 
 
As previous speakers have said, the reforms have resulted in savings. Some savings are not one-off; in some cases savings 
will be made annually. The amalgamation process is necessary in regional and country areas, and indeed in city areas. 
Public hearings and inquiries into the proposed amalgamations were held across New South Wales before any 
amalgamations took place. If the Government does not reform the local government process it will be doing a disservice to 
residents, who expect local government to provide certain services to their communities. Councils are supposed to be 
sound financial managers. They need operating funds to ensure that they can deliver services. If they are not operating on 
a sound financial basis they cannot deliver services to residents and ratepayers. If that is the case, the State Government 
has a responsibility to assist with the provision of services and to resolve the problems in council. 
... 
The Hon. DUNCAN GAY:  ...  We had meeting after meeting in our area. Professor Daly came down and, night after 
night, there were meetings of 300, 400 or 500 people who did not want amalgamations. They did not want a regional 
council. Professor Daly sat through those meetings. The people told him they did not want a mega-council; if anything, 
they preferred smaller councils but would prefer to share resources within the present councils. Professor Daly's report to 
the Minister reflected the Minister's view in his opening press statement. I have a real concern that Mr Daly is doing an 
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inquiry in the Tweed. I am worried that he will ignore the facts and produce a report that reflects what he thinks the 
Minister wants. That is what he did in the southern part of New South Wales. If that is the case in the Tweed it will be 
appalling. 
 
We will be watching him. His report has to be fair. It is interesting that the only councils that ever get inspected by local 
government inspectors during the term of this Labor Government are ones controlled by people who are not members of 
the Labor Party. The only Labor councils that are inspected are inspected by ICAC because the local government 
inspections have missed them and the graft and corruption has become that bad it is a straight visit by ICAC. 
 
The Hon. Peter Breen: Liverpool council got both. They got ICAC and then they got the inspection. 
 
The Hon. DUNCAN GAY: Except in the reverse order. When Warringah and others were being investigated, we asked 
the Minister to go into Liverpool, but he would not. He would not go into Fairfield, for the same reasons. The real concern 
is that people in regional New South Wales did not know what the Minister wanted to do. He threw the grenade out there, 
scared the hell out of them and told them to fix it. They knifed each other because they did not have a clue what the plans 
were. 
 
Even worse than that, these so-called inquiries indicated how much the communities would save. A classic one that the 
Hon. Jennifer Gardiner and I stumbled across the other day related to Tamworth. The report into the amalgamation of 
Tamworth and surrounding councils indicated that there would be savings for ratepayers of $2 million. That is terrific and 
people should be enthusiastic about that. But following the amalgamation the reality was that there was a net loss of $5 
million. That is $7 million outside what the commissioners' report indicated to the people of the Tamworth district would 
be saved. Tony Kelly and his minions misled the people of Tamworth to the extent of $7 million, and we have not heard a 
murmur out of that world-class wimp, the member for Tamworth. The only concerns that have been expressed have been 
expressed by the mayor, the general manager and members of The Nationals, who actually care for regional New South 
Wales. 
 
These are the sorts of things that have been happening in regional New South Wales. Ministers have been running amok. 
They have resisted every chance we have offered them to vote against the Government. As late as yesterday Andrew 
Stoner in the other place moved a motion about road enclosures. It is appalling that the Government is using drought 
affected farmers as a milch cow to prop up the failing economy in this State and in Sydney in particular to cover some of 
the costs of the Millennium train muck up that came from the Minister that was sacked. Opposition members in the other 
place were saying to Government members, "Vote for the censure motion and change the situation with enclosed road 
rentals." Of course, Government members did not vote for the motion. 
... 
Ms LEE RHIANNON [4.17 p.m.]: As the Greens have previously stated in this House, we believe that the Government 
has treated the electorate with cynicism and contempt over the question of local council amalgamations. This fits in very 
neatly with the motion that we have before us. There is considerable resentment and anger from constituents and this 
anger sadly but truly is completely justified. Bitterness over the amalgamation of the former South Sydney Council and 
the Sydney City Council is very real. There is simmering resentment because people became aware that the amalgamation 
was designed to gain political advantage. Voters rejected the Labor candidate and chose the Independent Ms Clover 
Moore as Lord Mayor of Sydney. For the first time ever the Greens gained a position on the council. I congratulate Mr 
Chris Harris and his team very warmly. The amalgamation involved a cynical attempt by Labor to position itself to win 
the mayoralty. It did this in a very simple way but a way that has been tried many times—by changing the boundaries. 
That is why people are becoming more and more cynical because they see through these moves. 
 
What we saw was a government too smart by half. The Government's scheming and reckless determination to have its way 
brought it undone. There was never a clear and justifiable case for merging these councils. It was a forced amalgamation, 
similar to the forced amalgamations that occurred across New South Wales and that distressed many communities. It was 
forced through in the absence of any real public justification and against the wishes of 97 per cent of local residents. It was 
done by a government that thinks it is so powerful that it can just use councils in a way that will advantage it electorally. 
That is really manipulating democracy and, in the end, as we saw in Sydney, the voters will bite the hand that tries these 
sorts of tricks. 
 
I do not believe any reasonable person in this Chamber would disagree with this analysis. What has now occurred in the 
wake of this amalgamation? We had the setting up of the Redfern-Waterloo Authority, another move by the Government 
that was resisted, and is still being resisted, by the residents of the area. The authority is unelected and undemocratic, and 
covers a large part of the abolished South Sydney Council area. What an extraordinary waste of money, to abolish a 
council and to merge it with another, only to set up another body. And what a slap in the face for the residents of the area, 
that they will not be able to vote for the people who will make significant decisions about their suburbs. 
 
The Greens will continue to support the struggles of this community against this new undemocratic authority. In regional 
areas forced amalgamations have only brought a raft of problems and hardship to already struggling communities. Once 
again I place on the record, because so often a number of political parties in this place want to distort the position of the 
Greens, that we are not against all amalgamations, but we have certainly taken a stand against forced amalgamations. You 
need to win people to a point of view when it comes to amalgamations, otherwise you will have big trouble down the 
track. 
 
For all the crowing about cost savings and benefits, local residents often now have to travel long distances to visit council 
services. Many council staff have been forced to either give up their jobs or relocate their homes, or, alternatively, drive 
extraordinarily long distances to get to work. I spoke to some council workers who were placed in that very difficult 
position at the time a protest was organised by the United Services Union outside the Parliament House. Travelling 
distances of up to 100 kilometres to get to work is no way to lead your life and I do not believe that members of this 
House would ever tolerate such working conditions. Councils are often the largest employers in small country towns and 
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centralising them has robbed areas of services and jobs. 
... 
Ms LEE RHIANNON: It was a furphy to suggest that savings would be made by combining services as many regional 
councils had taken this step previously. They were already sharing staff, equipment and expertise. Once again we need to 
consider carefully the whole notion of efficiency. When it comes to governments, it is about providing services. Yes, we 
do that as efficiently as possible, but not to the detriment of the services that have to be provided. 
 
On this very question of council sackings and amalgamations, the House might recall that my colleague Ms Sylvia Hale 
has given notice of a private member's bill. The bill would require any decision to dismiss the council to be made by 
Parliament and not on the whim of the Minister. Should we have a chance to debate it, I would urge honourable members 
to support the bill. Surely that is not much to ask, that we bring to Parliament such momentous decisions as this. 
Parliament needs to be given a greater role in the governing of this State, not merely made redundant as is so often the 
case. 
... 
The Hon. JENNIFER GARDINER: I did not think it was a disorderly interjection; I thought it was a helpful 
contribution to the debate. The Hon. Kayee Griffin made some very interesting comments, which I believe should be 
underlined on the public record. The Hon. Kayee Griffin was defending the amalgamation policies of the Minister for 
Local Government and the Labor Government. She referred to the phenomenon of donut councils and favoured their 
absorption into larger councils. As the Deputy Leader of the Opposition pointed out, a case in point is the amalgamation of 
a number of councils to form the Tamworth Regional Council. 
 
One of the councils so absorbed was Parry Shire Council, which was a donut council. The Hon. Kayee Griffin said that 
councils are supposed to be sound financial managers—which, of course, is quite true—but she went on to say that it is 
the responsibility of the State Government to resolve those problems, that is, problems arising out of any amalgamations. 
Well, I think that is very helpful in the case of Tamworth Regional Council because, as the Deputy Leader of the 
Opposition pointed out, the council has come out of the amalgamation process with millions of dollars in added cost 
burdens instead of the millions of dollars in savings! 
 
The Hon. Kayee Griffin, representing the Government in this House today, has said that the Government should be 
responsible for solving such problems. That is what the Hon. Kayee Griffin put on the record of this House today. I think 
that is fantastic and I will make sure that the Mayor, Mr James Treloar, and the new General Manager of Tamworth 
Regional Council know that there is one member of the Labor Government who thinks that the Government should try to 
sort out their problems for them. Well, this is it! I think that is a terrific contribution to the debate on behalf of Labor. It 
will be interesting to see if it is supported by any other member of the Labor Government. 
 
The Hon. Duncan Gay: We should move another motion congratulating her on that. 
 
The Hon. JENNIFER GARDINER: We might do that, just to highlight it on behalf of the people of the north and north-
west of the State, and the other ratepayers who are suffering because of the amalgamation—whether they be those in the 
south-east of the State referred to by the Hon. Melinda Pavey or those in the north-west of the State referred to by the 
Hon. Rick Colless. The local government amalgamations have been a significant focus of this particular debate and I 
thank honourable members for their contributions. In paragraph (b) of my motion I made mention of the fact that the Land 
editorial referred to the "normally silent" Tony Kelly, and called on him to be replaced as Minister for Local Government.
... 
Question—That the motion be agreed to—put. 
 
[The motion, presented to the Council on 11 Nov 2004 [see NSW LCH page 12686] was: "That this House takes note of 
the 12 February 2004 editorial in the Land, which stated ..."] 

 
The House divided. 

Ayes, 19 
Mr Breen 
Dr Chesterfield-
Evans 
Mr Clarke 
Mr Cohen 
Ms Cusack 
Mr Gallacher 
Miss Gardiner 

Mr Gay 
Mr Lynn 
Reverend Dr 
Moyes 
Reverend Nile 
Mr Oldfield 
Ms Parker 
Mrs Pavey 

Mr Pearce 
Ms Rhiannon 
Mr Ryan  
Tellers, 
Mr Colless 
Mr Harwin 

 
Noes, 16 

Ms Burnswoods 
Mr Catanzariti 
Mr Costa 
Mr Della Bosca 
Ms Fazio 
Ms Griffin 

Mr Hatzistergos
Mr Kelly 
Mr Macdonald 
Mr Roozendaal
Ms Tebbutt 
Mr Tingle 

Mr Tsang 
Dr Wong  
Tellers, 
Mr Primrose 
Mr West 

Pair 
Mrs Forsythe Ms Robertson 

 
Question resolved in the affirmative. 
 
Motion agreed to. 

 



 3G-104

Table 3G-3  (Continued) 

Source Selected Extracts 

Syme, Marmion & 
Co. (2005), 

'Structural Reform 
Review', 

Prepared for the City 
of Geraldton and the 
Shires of Greenough, 

Chapman Valley, 
Irwin and Mullewa 

(in WA), 
May 2005 

Syme, Marmion & Co. (2005: 3-5): 
 
2.3  Outcomes from Structural Reform Agendas in Other States 
 
The structural reform agenda for local governments, and resultant changes to numbers and configurations 
of local governments were most significant in South Australia, Victoria and Tasmania. 
... 
The South Australian reform agenda was underpinned by the provision of the right amount of stimulus 
and support to Councils so that local government itself could determine the best structural arrangements 
for its communities. The South Australian Government provided significant financial support and 
commitment to the program of reform. The process commenced in 1996 with an emphasis on voluntary 
reform. By 30 September 1998, the reform agenda had resulted in: 
• a reduction of Councils from 118 to 68; 
• recurrent savings estimated by the Councils involved in the process of some $19.4 million 
per annum; 
• one-off estimated savings of $3.9 million ... [Local Government Boundary Reform Board (1998) Local 
Government Boundary Reform Board Report January 1996-September 1998.] 
... 
The Kennett Government claimed that the first year of local government reform resulted in: 
• rate reductions of $249 million across the State (flowing to 90% of Victorian ratepayers); 
• an 11% reduction in Council debts of $78 million; 
• an additional $60 million of Council savings reinvested in new services, facilities and capital works; and
• higher allowances for councillors to reflect their increased responsibilities. [Office of the Minister for 
Local Government (1996) Media Release 1995: The most significant year for local government] 

'Avoiding the 
inevitable': Letter by 
Dr Stephen Soul of 

Five Dock 
Inner-West Weekly 

22 Dec 2005 
p. 17 

I refer to your coverage of (pretend) anger at Strathfield Council regarding the Minister for Local 
Government's failure to assure the council that it will not be compulsorily amalgamated with Burwood 
Council.  It seems to me the good people of Strathfield need not worry their pretty heads about 
amalgamation because the minister is clearly not of a mind to impose such gross deficiencies upon that 
august body in the run-up to the next election.  The minister did good to amalgamate small councils in the 
regions because they were too weak to resist and most vote National anyway.  But when it comes to small, 
assertive Labor-voting, rust-belt city councils he is smart enough to know the political dynamics are 
stacked against him.  Sure, the people of Strathfield and Burwood would enjoy great benefit from a 
marriage as both councils are far too small to be economically efficient and are susceptible to election of 
low-quality councillors, gross costs and corruption.  Certainly, many other Sydney councils, such as 
Leichhardt, Hunters Hill, Canada Bay, Drummoyne and Ashfield, are similarly afflicted and desperately 
in need of reform.  Rationalisation of the 12 or so inner city councils is a critical element in the 
revitalisation of inner Sydney and without this the city will eventually and inevitably suffer infrastructure 
gridlock, gross cost imposts and social and economic decline. 

'Council's fiscal 
record': Letter 

by Yvonne Gibbons 
of Strathfield 

Inner-West Weekly 
19 Jan 2006 

p. 19 

I AM appalled at the lack of knowledge of the history of Strathfield Council displayed in the letter from 
Dr Stephen Soul (22/12/05).  Since its inception 120 years ago, Strathfield has been an example to other 
councils of efficient fiscal management and freedom from corruption with only one short period of 
exception. That period was limited to the recent Labor control of the council.  Attempts to amalgamate 
Strathfield with other councils in 1976 and 1984 failed because of the strong local opposition, largely 
arising from the fact that Strathfield was virtually debt-free while surrounding councils were swamped in 
debt.  Now that a responsible group of councillors is running Strathfield again, there has been a return to 
the old high standards of fiscal responsibility and behaviour. 
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'Rates may rise, and 
that's just fine', 

by Michael Duffy 
4 Feb 2006 

Sydney Morning 
Herald, 

p. 37 

AN OPINION poll has come up with a surprising finding: most people are happy with their local councils. 
Fifty per cent of 912 people across the state rated their level of satisfaction as high, while another 35 per 
cent said it was medium. When you reflect that in recent decades councils' responsibilities have boomed 
while their income has stagnated, this is pretty good. 
 
The survey, by IRIS Research, was commissioned by an independent inquiry set up by the Local 
Government and Shires Associations of NSW. Councils believe they're facing a financial crisis because of 
the mismatch between income and activity. Two key dates: 1976, when premier Neville Wran pegged rates 
(councils' main source of income), and 1993, when the new Local Government Act expanded councils' 
roles, potentially turning them into mini-governments of their areas.  According to some observers, pre-
1993 councils mainly serviced property; now increasingly they provide services for people (for example, 
child care, welfare functions) and are therefore trying to do two things with one revenue base. 
 
As Ross Gittins noted on this page earlier in the week, one way councils are coping is by running down 
infrastructure, but this can't go on forever. As things stand, they're going to have to choose between 
infrastructure renewal and cuts to services. Presumably they hope the independent inquiry will propose the 
state government increases their revenue, either through direct funding or by allowing them to raise more 
money themselves. 
 
Would people be prepared to pay more rates to maintain services? Thirty-nine per cent agreed strongly, 
and another 28 per cent agreed moderately. Agreement was much higher in wealthy households. When 
asked if they would be prepared to pay higher rates for better services, 66 per cent agreed either strongly or 
moderately. 
 
The survey was deliberative, which means those involved were given a fact sheet to read before being 
asked their opinions. So maybe there's a constituency for increasing council rates, once the argument has 
been made in public. Or maybe people's enthusiasm would fade if faced with the real, rather than merely 
theoretical, prospect of paying more. 
 
Despite this apparent preparedness to pay more, 37 per cent said they didn't trust their council to set its 
own rates and charges and spend the money efficiently. Thirty-six per cent said they did, while the 
remainder were indifferent. Forty-one per cent disagreed with the suggestion "my local council engages the 
community in discussions about possible changes to rates and/or services", while 29 per cent agreed. 
 
The survey also looked at what aspects of council activities people value most. These were largely related 
to two things, waste disposal (by far the most important) and infrastructure, particularly the construction 
and maintenance of roads and footpaths. However, while people were very satisfied with waste 
management (an area where there's not much margin for error, especially in summer), they were unhappy 
with the way councils dealt with roads and footpaths. This fits in with earlier comments about the 
deterioration of infrastructure.    
 
It's interesting that some services strongly associated with councils, such as libraries, sports facilities, and 
processing building applications, came towards the bottom of the list. Presumably this is because relatively 
fewer people use them, even if that use is often very important to those people. Respondents were 
generally happy with these services, except the processing of building applications.    
 
The independent inquiry is being chaired by Percy Allan, a former secretary of the NSW Treasury and a 
visiting professor at Macquarie University Graduate School of Management and the University of 
Canberra. He thinks it's significant the survey shows people "want something to be done to upgrade the 
deteriorating local infrastructure, and might be prepared to pay for it".  The inquiry has commissioned a 
total of 29 papers on a range of issues. One is whether it is really, as conventional wisdom holds, a good 
idea to amalgamate councils. This is important because NSW has a large number of tiny municipalities. Of 
its 152 councils in 2004, 73 had fewer than 20,000 people (of which 25 had fewer than 5000). In contrast, 
Blacktown has 278,000 and Sutherland 214,000. Recently there has been a wave of amalgamations, based 
on the assumption this will save money and improve services.    
 
Allan looked at the evidence for this in a 2003 paper in the Australian Journal of Public Administration. He 
found that while amalgamation often makes councils more impersonal and less responsive to ratepayers, 
there is no evidence it saves money. Victoria saw many amalgamations under Jeff Kennett (indeed, they 
might have been responsible for him losing office). The government promised savings of 20 per cent and 
achieved just 8.5 per cent. But this was due mainly to the introduction of competitive tendering, which 
occurred at the same time and was not dependent on amalgamation. In South Australia, government 
promised savings of 17.4 per cent through amalgamation and achieved just 2.3 per cent.  These results runs 
counter to our assumptions about economies of scale. Allan suspects one explanation is that smaller 
councils are more prepared to contract services to efficient private sector providers. Larger councils, in 
contrast, are more likely to set up their own service divisions, which often suffer from normal public 
service problems such as union control, overstaffing and (at least in the past) nepotism. It could make more 
sense to break up councils rather than merge them. 

 

 


