Universty of New England

School of Economic Studies

AN ANALYSISOF RECENT TRENDSIN AUSTRALIAN
LOCAL GOVERNMENT

by

Andrew Worthington and Brian Dollery

No. 2000-4 — March 2000

Working Paper Seriesin Economics

ISSN 1442 2980

http://www.une.edu.au/febl/EconStud/wps.htm

Copyright © 2000 by Andrew Worthington and Brian Dollery. All rights reserved. Readers
may make verbatim copies of this document for non-commercia purposes by any means,
provided this copyright notice appears on all such copies. ISBN 1 86389 673 2




AN ANALYS SOF RECENT TRENDSIN AUSTRALIAN LOCAL
GOVERNMENT

Andrew Worthington and Brian Dollery**

Abstract
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pace of reform has made it difficult for practitioners and scholars dike to document and
evauate these rapid changes and even most recent extant analyses are now dated.

Accordingly, there is an urgent need to review trends in Audraian loca government which
is the objective of this paper.
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AN ANALY SIS OF RECENT TRENDSIN AUSTRALIAN
LOCAL GOVERNMENT

I ntroduction

Over the past decade Austrdian local government has been subjected to drastic policy-induced
changes which have subgtantidly dtered its nature and form. Chapman (1997) has identified two
broad phases for contemporary loca government in Audtrdia. Firgtly, “the period between 1970 and
1985 ... saw the mgor and continuous change for loca government in its functiona responshilities,
in the level of expenditure not covered by rates and borrowings, in the demand placed on its
professond officers, and in the need for councillors to be adaptable and change attitudes to thar
task” (Chapman 1997, p. 49). Secondly, after a brief respite, a new phase of reform began in the
early 1990s, which emphasised a broad program of microeconomic reform, including nationa
benchmarking and national competition policy. This second phase has continued more or less
unabated regardless of the politica complexions of state and Commonwealth governments. Indeed,
in the early days of its period in office, the new Howard adminigration reiterated its commitment to
the ongoing reform of Audtrdian loca government repestedly. For instance, the then Commonwedlth
Minigter for Local Government, Warwick Smith (1996: 1), noted in his address the Nationd Genera
Assembly of the Augtrdian Locd Government Association on 3 December 1996 that:

All governments must anticipate and react to continud change and respond to rising
pressures from the community, business and government sectors to improve efficiency and
effectiveness of their services. Loca government is no exception.

The Miniger went on to identify the nature of the reforms envisaged by the Commonwedth
government. These included regulatory reform, benchmarking and performance indicators,
competitive tendering and contracting, competition policy, and restructuring. Not only has the
Commonwealth government pursued these policies vigoroudy, but is has dso added significant new

reform programs, such as workplace reform.

The sheer pace of reform in Audrdian locd government has made it difficult for practitioners and
scholars aike to document and evauate the changes that have taken place. For example, even

comparatively recent and concerted attempts to andyse the profound changes in Audtrdian loca



government, like Dollery and Marshdl’s 1997 edited volume Australian Local Government:
Reform and Renewal, are aready dated. Accordingly, there appears to be an urgent need to review
trends in local governments to keep pace with rapid ongoing development. This objective forms the
subject matter of the present paper.

The paper itdf is divided into 9x man pats. The firs section deds with the legidative reform
program in Audrdian loca government. The second section deds with competitive tendering,
competitive neutraity and contracting out. The third section focuses on the question of ructurd
reform and especidly the explosive issue of amagamation. The fourth section examines workplace
reform wheress the fifth section discusses financia reform. The paper ends with a few brief

concluding remarks.

L egidative reform

All state governments have either completed, or are in the process of completing, substantia reviews
of their Local Government Acts. The direction and timing of the new Acts, and the tenure of existing
legidation, vary across the states. In Victoria, a new Local Government Act was enacted in 1989
which replaced exigting legidation dating back to 1958. Subgstantid amendments were subsequently
made with the Local Government (Amendment) Act (1996) and the Local Government (Further
Amendment) Act (1997). The former Act has the purpose of increasing council accountability
requiring a statement of performance targets and atainment, whilst the latter Act serves to darify the
roles and powers of the chief executive officer in relaion to establishment of an gppropriate
organisationa sructure and employment arrangements for council staff. In New South Wales,
Queendand, Western Audrdia and Tasmania, new Locd Government Acts replaced existing
legidation which had been unchanged since 1919, 1936, 1960, and 1962 respectively. Findly,
working drafts of Bills for a revised Locd Government Act are under condderation in South
Audrdia Thelegidation isintended to replace the existing Act dating from 1934.

Wheress the dates legidative reforms vary enormoudy in their content, they have severa common
features. Key amongs these are attempts to reform the “essential elements of council’s operations,
to set out accountability mechanisms, and to reduce the detailed prescription [found in the previous

legidation]” (Wensing 1997b: 91). The legidative changes adso provide the necessary framework for



the program of microeconomic reform found in the wider public sector, details of which will be
examined in the next section. Moreover, the process of reform in some dtates has run pardld to
reforms in planning systems and state planning statutes. In particular, these associated reforms have
focusad on the need to “strengthen both regiond and locad strategic planning in order to establish a
better framework for decison making across the whole of government; the provison of essentia
infrastructure and services, and the clearer definition of the respective roles of dtate and loca
governments’ (Wensing 1997b: 91).

However, the primary purpose of legidétive reform has been the generational, and sometimes even
longer run, change in thinking about the role and functions of locd government. Wensing (1997g;
1997h) argues that the previous Acts established prescriptive powers and functions that largely
reflected state governments views that loca government was a convenient administrative arrangement
to which to delegate part of its functions. Moreover, “the overriding philosophy was one of
regulation and stewardship of certain public assets, rather than ensuring that services were being
provided to locd communities in the mogt efficient and effective manner possible’ (Wensing 1997h:
90). However, there have aso been modifications in the way in which local communities, and loca
government itsdf, think about the role and functions of loca government. Wensing (1997h: 93)
quotes a letter from a former Queendand Minister for Locd Government outlining the new
legidation:

The present Loca Government Act was introduced in 1936 when the principa focus of loca

government services was on providing basc community infrastructure and property related

sarvices. Almost 60 years on there is a growing expectation everywhere that councils should

play a much gregter role in the socid, economic and environmenta well-being of their
communities.

This is not to say that date specific timuli did not exert an influence on the move to legiddive
reform. In Victoria, the changes associated with the new Locd Government Act included the
establishment of a Loca Government Board, wholesale boundary changes, and the introduction of
compulsory competitive tendering for the bulk of council services (NOLG 1997: 150). On the other
hand, the process of reform in Queendand grew from the Fitzgerdd Inquiry and the establishment of
the Electord and Adminigrative Review Commisson (EARC) and the Crimina Justice Commisson
(CJC) (Wensing 1997a, 1997b; Sproats 1998).! The first of these bodies was primarily concerned

with eectora reform, open disclosure, review of boundaries and ethical conduct, while the second



focused on persond and corporate accountability, control sysems and audits and the public
disclosure of interests? Findly, in Tesmania the existing legidation had been complicated by a large
number of amendments and statutes detailing additional functions and powers, and the need arose to
amplify and clarify their impact and interpretation (Wensing 1997b). However, regardless of state-
specific issues, Wensing (1997a: 43) observed that:
[Iln mogt dates the changes to Loca Government Acts have given councils generd
competence powers that enable them to do whatever is necessary to better meet local
community needs and aspirations. The powers have been accompanied with changes to

Manning Acts, giving councils much more responghbility for drategic planning in ther locd
area.

Compstitive tendering, competitive neutrality and contracting out

One requirement of the revised locd legidation in most states was the need to establish a framework
auitable for accommodating the commitment by locad government to gpply the competition principles
outlined in the Compstition Principles Agreement (CPA) of 1994, notwithstanding the fact that loca
government is not a Signatory to the Agreement.® Although the need for brevity limits discussion of
the CPA, the genera principles entailed cover both the prohibition of commercid practices, such as
price fixing, market sharing, resde price mantenance and third-line forcing in the public sector, and
the endorsement of the notion of competitive neutrality to ensure that there is no net advantage by
government business enterprises over private sector competitors (that is, firms compete on their
inherent strengths and weaknesses irrepective of ownership). The CPA dso initiated the scrutiny of
public monopoalies to separate regulatory from commercid activities, to oversee monopoly pricing,
and to review legidative redrictions on compstition. Since most Audtrdian locd authorities retain
monopolies over the delivery of many services and are often involved in commercid undertakings,
there is an obvious need for ther implied commitment to implement the competitive reforms entailed
inthe CPA.* This hasinvoked a dramatic change in the way councils go about their business. Many
councils have restructured by introducing a ‘ provider/purchaser’ or ‘funder/provider’ split with staff
designated as either ‘providers of goods and services or ‘purchasers of goods and services
(Sproats 1998). Still others have “lifted the regtrictions as to how and to whom services and goods
will be provided or how and from whom they will be purchased” (Sproats 1998: 11). However,
gpart from the overal commitment to the CPA, the pace of adoption to these principles varies across

dates, 0 it is perhaps best to assess it within this framework.



The pace of adoption of the principles entailed in the CPA has been most rgpid in Victoria [see, for
example, Victorian Locd Government Board (1993)]. Under the auspices of the various Acts,
targets for the introduction of compulsory competitive tendering, whereby agencies are required to
introduce competitive tendering to specified services or a specified level of expenditure, and
competitive neutrdity have been mandated. For the former, compulsory targets for expenditure
subject to competitive tender were set at 20 percent in 1994/95, 30 percent in 1995/96, and 50
percent in 1996/97. Of Victoria's 78 councils, some 88 percent met the 1995/96 benchmark, with
around 37 percent of aggregate operating expenditure (or $340 million) subject to competitive
tender. For the latter, councils were obliged to goply with competitively neutra pricing principles
from July 1997. A pricing guide to hdp councils in implementing this policy was released in May
1997 (NOLG 1997).

In other dtates the reform process has been more gradual and pressures for the degree of
prescription more subdued (NOLG 1997: 150). Kiss (1997: 51) has argued that this was not the
case in Victoria, where the state government was “ uncongtrained by indtitutiona or politica barriers’
due to the recent program of structurd reform. In NSW, locad government retains considerable
flexibility and autonomy in goplying competition policy.”> However, councils will be required to
undertake some reforms in the way in which business activities are operated. For example, there is
explicit reference to the power of the Independent Pricing and Regulatory Tribuna (IPART) to
review the pricing practices of loca government business activities that can be declared monopolies
under the separate IPART legidation (New South Wales Government 1997; IPART 1998).° In
Queendand, the main emphasis in competition policy is on the Sgnificant busness activities of larger
urban councils. The palicy likewise recognises the autonomy of loca government by leaving the
implementation of reforms in the hands of individud councils (Committee for the Economic
Development of Australia 1996). On the other hand, Western Australia has focused on the costs and
benefits of redtrictive legidation at the locd level (NOLG 1997: 157). Using a staged review process
to the year 2000, loca laws are reviewed to detail the costs and attendant benefits of lack of
competition. A public benefit test is aso being applied to large business activities” Competitive
compulsory tendering has been ruled out by the Western Audiralia Sate government in the belief it is
impractica in many of the sta€'s rurd and remote areas. Findly, in Tasmania a timetable for the full



cost atribution of al business activities was set in place. However, the program was suspended in
light of the recent amalgamation process (NOLG 1997: 159).

Even before the CPA, the vast mgority of Austrdian councils used competitive tendering in some
form or another (Industry Commission 1996: 63).2 For instance, in 1989 87 percent of councils
contracted at least one service, with 52 percent contracting out more than four. In NSW between 70
and 85 percent of councils used contracting for refuse collection, sanitation and road and bridge
maintenance, and had dready been doing so in 1988/89, compared to around 50 percent in
1960/61. Studies suggest that by the early 1990s some 10 to 20 percent of total aggregate council
expenditure was contracted out, without any degree of compulsion (Industry Commission 1996: 63).
In a 1990 survey, the Evatt Research Centre (1990) found the most commonly contracted services
(with percentage of councils contracting out the selected service in brackets) to be: ) recycling
(60%), (ii) household garbage collection (55%), (iii) cleaning of kindergartens (42%), (iv) cleaning of
community centres (35%), (v) drainage (21%), (vi) road, bridge and footpath maintenance (17%),
(vii) operation of child care centres (5%), (viii) elderly care services (4%), and (x) socid workers
(1%0). More recent data is available on the Victorian local government experience under the first year
of CCT. In 1994/95 over haf of CCT expenditure was on public works and services (roads,
drainage and public fadilities), followed by approved purchasing schemes, environmenta services
(garbage collection, recycling and dreet cleaning), adminigrative and financia services, recreation
facilities, and hedth and welfare services. However, there is some variance in the types of services
contracted by councils. Studies have indicated that rural councils typically contract out professona
sarvices, such as vauation, engineering and planning services, whilst urban councils are more likdy to
contract out recycling, congruction and road and building maintenance (Evatt Research Centre
1990; Industry Commission 1996).

Evidence on the effects of compulsory competitive tendering and contracting out in Austrdian loca
government is dso somewhat mixed. Of the Audtrdian evidence, the Evatt Research Centre (1990:
62) concluded that “there is tentetive evidence to suggest that lower cost may be achieved in many
cases a the expense of service quality”. However, Aurlich (1997b) argued that the potentia costs
savings in CCT were not as large as expected due to transactions codts involved in implementing the

reforms. A survey of Victorian loca authorities found that nearly haf of respondents had indicated



that quality had improved with tendering, with only 22 percent suggesting it had not (NOLG 1995).
After reviewing a number of loca government cases, the Industry Commission (IC) (1996: 156)
concluded that “the available evidence on the cost impacts of CTC suggests that CTC hasin the past
provided substantial savings ... it is dso clear that saving cannot be guaranteed in every caseg’.
Furthermore, the Industry Commission (1996) found that whilst there was potentid for some of the
savings to derive from trandfers, the grester proportion of documented savings weas likely to come
from efficency gains. The sources of efficiency gains cited include “improvements in management
and work practices, wider access to skills, more efficient use of capitd, stimulation of innovation and

increased flexibility in service delivery” (IC 1996: 157).°

The fact that the use of competitive compulsory tendering and contracting out has increased
dramatically among Audrdian loca governments is quite clear. However, the proposition that cost
savings and improvements in service quality have occurred because of this process is less certain.
Part of the problem resides in the nature of the markets in question — the degree of competition and
contestability, agency cogts required to clarify and specify standards of services, and to monitor the
sandards of services ddivered, and benefits attributable to other reforms such as amalgamations —
and pat due to limitations in the empirica studies intended to mesasures the extent of efficiency

ga nS.lo

Structural reform

One of the most contentious features of Australian microeconomic reform has been the restructuring
and amalgamation of loca government aress (Sproats 1998).* With the exception of New South
Wades, dl states have either completed, or are in the process of completing, structurd adjustment
during the period of the 1990s. Excluding NSW and Western Ausirdia, where the numbers of
councils have margindly risen (by 0.5 and 2.9 percent respectively), this has usudly involved a
reduction in the number of individua local government units in each sate. In Victoria, the number of
local government aress has fdlen by 62.8 percent since 1990, with reductions of 6.7 percent in
Queendand, 41.8 percent in South Audtrdia, and 36.9 percent in Tasmania over the same period
(see Table 4.1). And with rare exceptions, the process of structura reform has been ingtigated by the



date governments, and mogt often in the context of the financid, legidative and corporate

governance reforms advanced over the same period.*

Table 1. Trendsin the number of Australian local governments, 1910-97

State 1910 1918 1928 1938 1948 1958 1968 1978 1991 1993 1997

NSW 324 320 319 299 289 230 244 205 176 178 177
Vic. 206 190 195 196 197 205 210 211 210 205 78
Qld. 164 173 152 144 144 133 131 131 134 132 125
SA 175 184 196 142 143 143 142 132 122 119 71
WA 147 141 147 148 148 147 144 138 138 139 142
29
7

Tas. 51 50 49 49 49 49 49 49 46 29
NT N/A - N/A  N/A N/A - N/A  N/A N/A - N/A  N/A 7
Total 1067 1058 1058 978 970 907 900 866 826 701 629

Sources: ABS Commonwealth Year Books, Commonwealth Office of Local Government Financial
Assistance Database.

Notes: Totals exclude the 100 Community, Aboriginal and Torres Strait Islander and other local
governing bodies receiving Commonwealth Financial Assistance Grants — 62 in the Northern
Territory, 31 in Queensland, 6 in South Australiaand onein NSW; N/A —not applicable.

Although the objectives and modus operandi of state-based structura reform vary enormoudy, a
common core of socid, politicd and economic conditions underlie the spate of recent
amdgamations. The firg set of conditions that have been advanced are standard public finance
arguments for consolidation. Starting with the economic theory of ‘fiscd federdism’ (the division of
taxation and expenditure powers among different levels of government comprising a federation), the
‘correspondence principle’ holds that the size of a particular government should correspond to the
‘benefit region’ or the area of the benefit flowing from the goods it provides to citizens Qollery
1997). This ‘benefit region’ is likdy to vary with the type of public good provided, and will
accordingly correspond to particular levels of government. Dollery (1997: 449) has argued that:

Thus, services which are nationwide in their benefit incidence (like defence forces) should be
provided nationaly; services with regiona benefits (such as highway systems) should be
provided regionaly; and services with local benefits (like streetlights and pavements) should
be provided localy.

This notion of a benefit region therefore provides the concept of an optima community Sze in the
provison of locd public services. Pressures for consolidation may therefore arise on the bads that
these benefit regions extend or ‘spillover’ into the jurisdictions of adjacent loca councils, combined
with arguments concerning the economies of scale and scope resulting from large multifunctiond

jurisdictions. However, such spillovers do not necessarily provide an argument for amagametion,
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the primary limitation being that loca public services vary greetly in their economic characterigics,
like economies of scale and benefit regions. Dallery (1997: 450) has concluded that:

[t is highly unlikely thet the optima service didrict for fire protection services will coincide,
or even resemble, optima service didtricts for, say, refuse collection, public parks, or
sewerage treatment works. It follows on theoretica grounds that a single common service
digrict for even a rdativdy smdl number of locd public services resulting from the
amdgamaion of smdl councils may not be effident, even if any podtive gans in
adminigrative efficiency areincluded.

A number of reports have been completed using at least some of these arguments. For example, the
IPART (1998: 50) interim report received a number of submissions suggesting that economies of
scope exist for arange of services typicaly provided by councils. Examples include the grouping of
water and sewerage, as well as the grouping of planning, building, and economic development
functions. Smilarly, submissons to the Tribuna generdly supported the existence of economies of
scae in the provison of loca government services. Some of these suggested that the viable size for
locd government units in high population dendty areas ranges from 50,000-240,000 residents.
Other submissons concluded that the most economicd size of council is around 250,000
condtituents (IPART 1998: 51). The presence of these effects in the context of Austrdian loca
government has been disputed by a number of authors [see, for ingtance, Abelson (1981), Jones
(1995) Tucker (1997) and Vince 1997]. Some of these writers also discuss possible alternatives to
amagamations, including inter-authority contracting (Jones 1995; Vince 1997), informa staff and
equipment subgtitution (Vince 1997), resource sharing (Dollery 1997), specid purpose joint
authorities, loca areaintegration, and so on.

The second set of conditions largely rdlate to the specific context within which Audrdian locd
government operates. Certainly mgor changes to the demography, employment and infrastructure of
locd government areas has meant that many geographicdly-based boundaries are increasingly
anachronigtic (Vince 1997). Advances in technology and transportation aso mean that larger loca
government units are theoreticaly feasble Jones 1993). And the changing nature of Audtrdian
society has increased community demands and expectations of loca government to provide a wider

range of community facilities and human-relaed services (Vince 1997). Apat from these a large
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number of other factors contributing to the pressures for amadgamation in Audrdia have been
proposed. They include desire for adminigrative smplicity deriving from asmdler number of councils
by the date; bureaucratic attempts at maximising perquisites in larger councils, lowers cogts of
representation; access to more diverse funding bases; and public choice modes of behaviour by both
federd and dtate politicians [see, for example, Jones (1995), Smith (1996), Vince (1997), Dollery
(1997) and Sproats (1998)].

The evidence supporting both sets of arguments has benefited from the increase in fiscal trangparency
and accountability provided by the raft of recent legidative and financid reforms. The shift in
legidative emphasis from a regulatory to an enabling role, and the increase in accountability and
transparency provided by financia reform, has provided a suitable background to amagamation.
Moreover, increased scrutiny of state grant organisations (upon whose grants councils rely to a
gregter or lesser extent) has served to intengfy the pressures for consolidation by quantifying the
externd codts of inefficient councils in a system of intergovernmenta grants. However, many of the
circumstances contributing to amagamations derive from particular statellocal relations, and it is to

the structurd reform process in each tate that discusson will now turn.

Boundary reform has been fastest and most drameatic in Victoria (Chapman 1997b; Sproats 1998).
However, the background to the most recent restructure dates at least to the 1962 Report of the
Commission of Inquiry into Local Government which focused attention on the issue of boundary
dterations and local authority mergers (Kiss 1997). In the 1970s, amagamation efforts tended to
concentrate on large urban concentrations. For example, in 1972 the Locad Government Advisory
Boad (LGAB) recommended the amagamation of the cities of Mebourne, Fitzroy, South
Melbourne and Port Melbourne, and a similar 1979 report advocated a single authority for Geglong.
Both recommendations were rejected by the state government. However, an important catayst for
sructural change was presented by the Water and Sewerage Authorities (Restructuring) Act
1983 which reduced the number of such bodies across Victoria from 350 to 140. In a number of
rura areas the operations of the amagamated water and sewage authorities were taken up by loca

government authorities.

Findly, in late 1985 the Report by the Victoria Grants Commission on the Prospective

Financial Advantages of Restructuring Local Government in Victoria conducted a datistical
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andysis of economies of scae in Victorian councils and predicted a financid crids in some smdler
councils. A subsequent report entitted The Restructure of Local Government in Victoria:
Principles and Programme on implementing sructurd reform in 1985/86, which would have
reduced the number of individua councils by about haf, was not carried through due to politica
pressure at the state level and popular protests againgt amalgamation Jones 1995; Vince 1997).
However, the generd tenor of these recommendations was embodied in the Victorian legidative
reforms discussed earlier which carried provision for the establishment of aLoca Government Board
to review the dructure of local government. Halam (1994) has argued that whilst the Board
commenced with no set reduction target, the sate government “made no secret of its desire to
subgtantialy reduce the number of councils in Victorid’. The number of councils was reduced from
210 to 78 over the period August 1993 to February 1995, a process which nearly doubled the
average population of metropolitan councils from 57 000 to about 100 000, and was expected to
deliver rate savings of some $300 million. Savings of $249 million eventuated in the restructured
system in the firg year (Halam 1995), but at the expense of labour and management problems,
difficulties with integrating adminigrative and financid systems, and some degree of asset duplication
and community dissatisfaction (Kiss 1997; Vince 1997).

In Tasmania, pressures for structura reform had been felt Since at least 1907 when the Report of the
Commission Established by the Local Government Act reduced the number of councils from 149
to 53. In a series of additiona reports, the Royal Commission on Local Government 1939,
Report of Select Committee of House Assembly 1961, and the Report of the Tasmanian
Municipal Commission 1965, recommendations were made to reduce the number of councils
sgnificantly. These were al unsuccessful due to “legd or politica reasons’ (Sproats 1998: 4).
However, the 1992 Inquiry into the Modernisation of Local Government did succeed because
“the Tasmanian dtate and the mgority of loca governments jointly pursued genuine reform of the
locd government system” (Vince 1997: 160). The report recommended that because of the low, and
in some aress, negative growth potentid, “the best means of providing the opportunity for the
advantages of economies of scale to be taken is for the capacity of these areas to be enhanced by
the creation of new larger authorities through mergers’ (Local Government Advisory Board 1992:
5). However, whereas Tasmanian dructurd reform has been as comprehensive as that found in

Victoria, it has been pursued in “amuch more co-operative atmosphere and over alonger period of
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time” (Chapman 1997b: 15). Vince (1997: 161) has argued that the Tasmanian experience of
gructural reform succeeded because of the willingness of exigting councils to be involved in the
reform process, the offer of the state government to fund trangitional costs arising from the process of
amagamation, and the willingness of eected councillors to be involved in the process (albeit under

the threat of an appointed commissioner, asin the case of Victoria).

South Audtrdia experienced a steady decline in the number of local councils until the late 1980s. A
1988 report entitled Scale Economies in South Australian Local Government, found that savings
could be made if large-scale amagamations were enacted. Jones (1995) argued that this report,
which was dso used as the bass for the Tasmanian inquiries, was based on faulty methodology
which introduced biases againg non-metropolitan areas by failing to adjust for differences in
adminigtrative costs across population dengties. In October 1994, a Minigterial Advisory Group on
Locd Government Reform was established with terms of reference covering roles and functions,
performance and benchmarking, competitive tendering, structurd arrangements, and incentives for
amagamation. However, its report on structurd reform emphasised the desirability of voluntarism,
with a target number of 34 councils (from 118). Ogtensibly to overcome a backlog in the pace of
such voluntary restructuring, the Locd Government Reform Board (LGRB) was established to
oversee the amdgamation process, initiate its own proposas for amagamations, respond to
initictives taken by councils, and provide financid incentives Sproats 1998: 5). The number of
councils was reduced from 118 to 69, and the number of eected members from 1100 to 700 by the
May 1997 dections. Tota recurrent savings to date are estimated at $20 million (with $13 million
among metropolitan councils and $6.3 million among rura councils) or about 8 percent of rate

revenue.

By contrast, the process of recent dructura reform in Queendand is interesting for at least two
reasons. Firdly, in 1925 Audraia' s largest municipdity, Brishane City Council, was created from an
amdgam of nineteen locd government aress. This gill represents the only Audrdian capitd city
under the control of asingle loca government [a continuation of what Tucker (1997) refersto as an
overdl ‘greaterisation’ program in the 1910s]. The second reason for interest is that whereas some
boundary reforms had been subsequently implemented, the immediate catdyst for the recent round
of dructura reform was not financid. As discussed in the earlier section on legidaive reform, the
Fitgerdd Inquiry’s recommendations for the Crimind Justice Commission (CJC) and the Electora
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and Adminigrative Review Commisson (EARC) had crested a generd climate of change in
boundaries in Queendand. In 1993/94 Queendand’ s Office of the Loca Government Commissioner
esimated that the merger of sixteen councils into seven — Gold Coadt, Ipswich, Burnett, Mackay,
Cairns, Warwick and Cooloola—would save $9.4 million or 6.1 percent of the rate base. With few
exceptions, these largely included the amalgamation of large regiond centres and thelr hinterlands: for
example, Gold Coast and Albert councils, Cairns and Mulgrave, and Ipswich and Morton. These
amagamation proposals were largely based on views about communities of interest, urban overspill
into rurd areas, and improved infrastructure (Sproats 1998; Tucker 1997).

Finaly, in NSW and Western Augtrdia the process of structura reform has been somewhat more
subdued. In the case of NSW this is largely due to an earlier series of reforms which reduced the
number of councils by more than 50 percent since Federation. For example, a round of
amalgamations in the 1970s subgtantially decreased the number of non-metropolitan councils by
amadgamating 34 regiond urban municipdities and surrounding rurd shires into 15 larger bodies. In
common with South Audrdia, the state government has stressed the importance of voluntary
amagamations, dthough additional voices were raised. For ingance, the Building Owners and
Managers Association recently called for the amalgamation of around 45 metropolitan Sydney
municipdities into 14 ‘super councils and a separate council for the Sydney CBD. In addition, the
NSW Loca Government and Shires Association has developed a Loca Government Development
Program (LGDP) which provides councils with facilitators to assess the net benefits of co-operative
sarvice provison, resource sharing, joint service deivery enterprises, boundary change and
amdgamation. However, consdering NSW locd governments long history of regiond voluntary co-
operation (i.e. Regiond Organisation of Councils (ROC), initiatives such as the later are unlikely to
be fdt in radical structura change (Chapman 1997b)."

In Western Audralia, structurd reform is a focus of interest for the Loca Government Structurdl
Reform Advisory Committee (SRAC). Topics for discusson included issues rdating to
representation, community interest, financiad considerations, comparative service costs  and
economies of scale, benchmarks and best-practice, co-operative arrangement and resource-sharing.
In its report, the SRAC (1996: iv) noted that while there was “scope for some rationdisation of
boundaries, there is no judtification for a wholesde Government-driven agenda of loca government
amagamations’. The Committee reasoned that Western Audtraian councils generdly have low levels
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of adminidration per capita, low levels of debt and a rdatively high degree of financid <df-
aufficiency, dthough this varied by locdity. However, the report (SRAC 1996: viii) dso urged

coundils.

[T]hat fal to meet more than one of the three viability criteria — where adminigtration
expenditure is more than 10 percent of expenditure; where debt service [is] more than 33
percent of rate income; and financid assistance grants [are] more than 50 percent of total
income — [to] make a close examindion of ther viability, operations and options for

gructurd reform.

The SRAC Report compared the adminigtrative cogts of 84 councils in the wheet-belt and south-

west of the state with a grouping into 26 units, as wedl as benchmarking metropolitan councils.

Notiona annua savings were reckoned to be from around $8.5 to $21.4 million in rura areas with a
further $15.8 to $53 miillion in urban areas. Currently the Locd Government Advisory Board is
examining the prdiminary feashility of ‘doughnut’ amagamations (regiond centre councils with ther
surrounding shires) in Albany, Bunbury, Geradton, Northam, Mandurah and Narrogin.

Accordingly, the pressure for dructurd reform in Audrdian loca government, despite being
gporadic, is pervasive. The process has intengfied during the 1990s in association with the genera
program of legidative and microeconomic reform, and cannot be divorced from the pressures for
accountability, trangparency, effectiveness and efficiency found in this program. Pressures for reform
have rdlaxed somewhat in Victoria, South Audtrdia and Tasmania after what has been some eghty
to ninety years of imperviousness to reports caling for structural change. Of the remaining dates,
pressure would gppear to be strongest in Western Austrdlia where locd government jurisdictions per
unit of area and population are clearly inconsstent with the other states. For example, Western
Austradia covers athird of the continent, has 23 percent of Audtraia s councils, and only 9.6 percent
of Audrdias totd population. However, amdgamations are unlikely to be viable for sparsdy
populated councils in remote areas of Western Audtrdia, and in the case of north-western NSW,
western Queendand, and the Northern Territory. Neverthdess, the history of structura reform in
Audtraia has shown that objective rationae are not the sole determinants of amagamations, and any
future structura changes must be examined in light of state/loca relations, amongst other factors.
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A number of themes emerge from the process of sructurd reform in Audrdian loca government.
Fird, in dl states a critica factor underlying structura reform has been purported economies of scae.
This theme has been extensively promoted in the Victorian reform process (Sproats 1997; Vince
1997). However, dthough much of the literature is ambivaent about the benefits to be gained from
mergers, some commentators suggest that “economies of scale in adminidrative coss may be
achieved up to a certain point, though there is disagreement over when the point of diminishing
returns is reached” Witherby, Marshal and Doallery 1997: 118). Smilarly, it is contended that
economies of scale may vary across the range of services provided at the loca level. For example,
Travers, Jones and Burnham (1993: 54) concluded that:

Larger authorities were, for some services or parts of services, gpparently able to secure
provison a lower costs than smaler ones, while in other sarvices, smdler authorities
gppeared more codt-effective. In short, Sze may matter for some services or parts of
sarvices, but not in away which sysematicaly answered the question ‘what is the right-size
of authority to provide a particular service? .

A second theme is the concept of ‘communities of interest’ that has been widdly used by date
inquiries in the course of their ddiberations. Although advocated in a number of inquiries, especidly
in Queendand, Witherby, Marshdl and Dollery (1997: 119) have argued that its vdidity is
questionable “since it is dways possble to discover communities of interest that conform to
preferred boundary reforms’. The final theme is the relative lack of attention directed to dternatives
to anagamations in structurd inquiries (Vince 1997). For example, only in a smal number of sates
has the concept of ‘resource sharing' been widdy promoted during recent reforms (Witherby,
Marshdl and Dollery 1997; Dollery 1997) (see, for instance, Western Audirdia, and to a lesser
extent, Queendand) and only in NSW has regiona co-operation been universally adopted.

Workplace reform

In so far as the pressure for workplace reform in loca government can be isolated from the overdl
program of microeconomic reform in the Audtralian public sector, the primary impetus for workplace
reform was the 1989 National Review of Locd Government Labour Markets (NRLGLM) (Sproats
1998). The mgor ams of thisreview were: (i) to recommend steps to improve the supply of skilled
labour to meet the needs of local government; and (i) to identify ways in which locd government can

improve its employment practices so thet there are better career opportunities, more meaningful and
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rewarding jobs and higher productivity. The review concluded that there were a range of barriers
preventing employment flexibility and efficient personne management in loca government. Key issues
identified by the review included: (i) lack of training opportunities and a planned gpproach to human
resource development; (i) outmoded recruitment, staff development and equa employment
opportunity practices; (jii) ingppropriate interna organisation structures within loca government; (iv)
few clear career paths due to a large range of job classfications and barrier preventing interna
mohbility; (v) lack of portability of superannuation and other benefits, and (vi) government regulation
of occupdtions, in particular, legidative requirements for statutory positions.

Martin (1997: 217) argued that the review had two main effects on the process of workplace reform
in locd government. Fird, it “legitimised action by date depatments of locad government for
developing strategies [concerning] human resource development, recruitment and staff devel opment
processes ... [and] determining new ways of designing local government organisations away from
professond or occupationaly-based structures’ (Martin 1997: 217). For example, in NSW where
the pace of workplace reform has been fastest, a new four-level award for loca government
employees based on kill categories replaced sx existing awards focused on job classfications.
Second, Martin (1997: 217) has argued that the review of loca government labour markets
“represents the last nationd attempt to develop an industry level, strategic gpproach to human
resource management”. The drategic intent set out in this plan, and as agreed by dl date and
territory ministers for loca government, provides a benchmark with which to assess the extent of

workplace reform in local government.

The deregulation of loca government labour markets has been evidenced in a number of additiond
ways. Firgly, many redtrictive employment strategies have been removed (Sproats 1998). For
example, managerid pogtions in loca government are increasingly available to professonas other
than those previoudy prescribed in regulated statutory positions (i.e. town clerk, engineer, planner,
hedth surveyor). This has meant an increase in cross-disciplinary employment within loca
government, and an increase in the number of CEOs from the private sector taking up positions in
local government. However, “at this stage the shift has not been widespread and some of the new
CEOs have stayed for only one term” (Sproats 1998: 10). Secondly, the tenure of loca government
employees has changed. For example, in NSW senior management staff must be employed under
contract with maximum length of five years. Sproats (1998: 11) has observed that this represents a
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paticularly “steep learning curve for many senior loca government staff used to long-term job

security”

Financia reform

The find mgor trend in Audradian local government is the process of financid reform. Efforts amed
a financid reform have primarily focused on the implementation of the externd reporting
requirements of the Audraian Accounting Standard AAS27 Financial Reporting by Local
Government (1990). This sandard was ogtensibly introduced to alow loca governments to move
from a heavily regulated reporting system, based on traditiona fund accounting, which emphasised
cash flows, to a more business-orientated approach based on accrua accounting. Detaled reviews

of the revised system are provided by Goyne (1993) and Thomjpson (1994).

The new gpproach requires councils to vaue dl assets, account for potential expenditures and
ligbilities, provide for depreciation charges, and accrue adequate funds for the maintenance of assets
(NOLG 1992). This has involved councils in identifying, cdassfying, assessng, and vauing dl
community infrastructure and resources. It has been argued that the implementation of AAS27 will: (i)
meet the requirements of an expanded concept of accountability (as specified in the generd program
of microeconomic reform); (i) result in effective asset management; and {ii) provide meaningful
information on the full cost of a council’sindividua activities and programs (Bishop 1997: 174). For
example, in NSW councils are now required “to report on the condition of physical assets, gaps
between that and satifactory levels, how the gaps will be bridged, and how the assets will be
maintained at the satisfactory level” Sproats 1998: 13). However, gpart from the well-known
limitations of accrud accounting, it has dso been argued that process of financid reform and the
dated objective of enhancing accountability is largely incomplete even under AA27; that is, until
concerted efforts are made to more fully investigate financid management practices and management
accounting processesin local government (Bishop 1997: 188).

Concluding remarks

It would appear from the aforegoing discusson that Audtrdian government is il in the throes of
ongoing and fundamenta change, Much of this change appears to be of the “top-down” variety,
chiefly indigated by date governments but dso with strong Commonwedth government
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encouragement. Despite the pervasiveness of this reform process in terms of the functions of loca
government, and insofar as it continues gpace in dl dates and territories, it can be argued that in
some respects its gpplication is uneven. For example, whereas Victorian local government has
undergone massive compulsory consolidation with a concomitant drastic reduction in the number of
councils, the process of amagamation in NSW is ill voluntary with much grester autonomy for
individua loca authorities, and very little consolidetion has taken place. Smilar differences in the
gpplication of reform programs to other areas of locad government activity, such as workplace
reform, are also apparent between the states and territories. Whether the myriad of reform initiatives
achieve ther intended objectives of accountability, transparency, efficiency and effectiveness remains

to be seen, despite severd favourable early indications.

Endnotes

! Tucker (1997: 92) contends that Wensing’s (1997a; 1997b) suggestion that the catalyst for the overhaul
of Queensland local government legislation was the EARC and CJC is incorrect, since work on these
projects commenced some two years before the parent Fitzgerald Inquiry.

2 The NSW Independent Commission Against Corruption (ICAC) also includes the operation of local
government in its terms of reference.

® The parties to the Competition Principles Agreement (1994) are the Commonwealth, and the six state
and two territory governments. Under Section 7(1) of the Agreement, the principles set out in the
Agreement will apply to local government, with each State and Territory Party being responsible for the
application of these principles.

4 Competitive compulsory tendering is not just an Australian phenomenon. Moves to implement CTC in
local government internationally are most advanced in New Zealand and the United Kingdom. In New
Zealand, local authorities were able to provide their services through companies, partnerships, trusts and
incorporated societies to provide services on a commercial footing. In order to receive road subsidies
local authorities were also required to apply competitive pricing procedures through a separately
constituted internal business unit, a local authority trading enterprise, or a private contractor. In the
United Kingdom, CCT principles have been applied in local authorities since 1980. Initially only applied to
a proportion of construction and maintenance work, CCT provisions were extended in 1988 to include
garbage collection, street and building cleaning, vehicle and building maintenance, and the management
of sport and recreation facilities. The new provisions also addressed anti-competitive behaviour,
preventing the restriction, distortion, or prevention of competition when preparing contract specifications
or awarding a contract.

® In its original policy statement, the NSW Government (1997: 82) indicated that it “has no plans to apply
the principals of structural reform to local government, beyond those measures that are integral to the
application of competitive neutrality”. In regards to the CPA’s provisions for third party access to
essential infrastructure, the NSW Government (1997: 83) has also noted “to date, no local councils
appear to own or operate services that require the application of a State based access regime. As such,
their services will be subject to the generic regime in Part llIA of the Trade Practices Act”.
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® The Tribunal (IPART 1998: 62) concluded that “some of the business and commercial activities
undertaken by council €.g. saleyards, caravan parks, airports, showgrounds, land development) may
entail significantly greater risk than ‘core’ activities such as planning, road maintenance and waste
disposal. In the Tribunal’s view, councils should specify a clear objective and performance indicators for
each activity. Commercial activities should be accounted for separately from other council activities
(‘ringfencing’)”.

" Most states have urged councils to separate their activities into two categories. The first category
requires the imposition of taxes or tax equivalents, debt guarantee fees, compliance with regulations, or
corporatisation where appropriate. The second category requires full cost attribution for significant
businesses with a broad range of activities. To separate these two categories, most state governments
have used turnover thresholds for council business activities. In NSW the turnover threshold is $2 million,
$5 million in Queensland and $2 million in South Australia (or employing assets in excess of $20
million). In Victoria, coroporatisation of business activities is considered for those entities with an annual
revenue of at least $10 million or a workforce of at least 15, with full cost attribution of all other activities.
In Western Australia, entities with turnover in excess of $200,000 are to be considered for either full cost
attribution or corporatisation, whilst Tasmania has not yet established any thresholds.

® In the U.K. about £3 billion of local authority expenditure was contracted in 1986/87, rising to £6 billion
under CCT in 1993. In the U.S., some $US100 billion in local government was contracted out in 1987 or
some 27 percent of total municipal services (Industry Commission 1996: 60).

° The Industry Commission (1996) also addressed the possible deleterious effects of CTC on local,
especially rural, communities. Possible adverse effects included the loss of employment and income in
the region, a transfer out of the region of local government resources, the replacement of a public
monopoly with a private sector one, and a reduction in the flexibility of the delivery of services. In order to
minimise the subsidisation of external taxpayers to such a region, to provide clarity in the cost of local
preferences to itself , and to ensure confidence of bidders in the probity of the tender process, it was
recommended that all tender documentation should include preferences for contractors to employ local
resources and the additional cost involved in using such resources (Industry Commission 1996: 218).

' One major problem is that much of the available data includes expenditure under non-competitively
tendered contracts. The Industry Commission uses the term ‘contracting’ to refer to all contracts for
service provision, both competitively tendered and non-competitively tendered.

" A number of other countries have also undertaken structural reforms of local government. In the period
1988 to 1989, New Zealand reduced the number of local government units from 741 (including 500 single
purpose bodies) to 87 new authorities. In the U.K., which was to become the intellectual inspiration for
amalgamation movements in Australia and New Zealand, over 1300 local authorities were reduced to
about 400 in the mid-1970s.

2 Despite the states being the primary movers for structural reform, the Commonwealth is providing over
$1.25 million under the Local Government Development Plan (LGDP) to help states foster council
amalgamations and facilitate other restructuring initiatives. Funds allocated to date include $400,000 to
South Australia, $250,000 to Western Australia, $400,000 to New South Wales, and $220,000 to
Tasmania.

B A discussion paper entitled “Proposals to Encourage Regional Co-operation between Local
Government Authorities in NSW” was released by the NSW Department of Local Government (NSWDLG)
in February 1997. This paper encompassed 18 proposals concerning the key themes of recognition,
facilitation and implementation of regional co-operative arrangements, including the recognition of
Regional Organisations of Councils (ROCSs) in the Local Government Act (1993) (NSWDLG 1997).
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“ There has been some media interest and general comment on the number of general managers in
NSW leaving their positions and a suggestion that this represents some form of crisis or problem in local
council administration. Prior to the introduction of the 1993 Local Government Act, the Chief
Administrative Officer was the Town/Shire Clerk, who had security of tenure and special qualifications
under the then Ordinance 4. With the 1993 Act came contract employment the abolition of special entry
requirements, a revised role and powers to control day to day management of council operations
(NSWDLG 1997). The most recent NSW Department of Local Government Annual Report (1997: 37)
examined the issue of council CEO turnover and argued that the annualised rate of 10.95 percent over
the period 1995 to 1997 was “not unusual”. The NSWDLG (1997: 37) concluded that:

Examining individual cases showed a variety of reasons for changes in General Managers
including death, retirement, promotion, better opportunities as well as the inability of some to
cope with change. In a limited number of cases poor performance and personality conflicts have
been the key factors. Initial placement through the recruitment process could have been more
effective in some of these cases.
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