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Abstract: Extensive international research surrounds the optimal size of local government and
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available data. Contrary perhaps to popular belief, county and city councils, the primary units of
local government in Ireland, are already very large by international standards. Overall, the
research suggests a weak link between size and costs, and that local authority mergers may have
limited intrinsic efficiency value and can involve considerable transitional costs. Most local
authority services appear to possess limited economies of scale, the main exceptions being
specialised services, the production costs of capital-intensive services, and some administrative
overheads and “back office” functions.
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I INTRODUCTION

he economic crisis has thrown the spotlight on the imperative of reducing

costs and achieving efficiencies in public expenditure. However, the Irish
narrative on public sector reform is deeply wedded to the intuitive view that
“bigger is better” (or its slightly more specific variants, “bigger is cheaper”,
“bigger means improved services’, and “bigger is more efficient”). Such
assumptions underpin several recent proposals for public sector re-
organisation and reform, with the suggestion that larger organisational
structures will cost less, will lead to better services for citizens, and will
ultimately be more efficient.

These assumptions were manifest in the proposals of An Bord Snip to
reduce the number of local authorities in Ireland from 114 to 22 (Special Group
on Public Service Numbers and Expenditure Programmes, 2009). The need for
minimum scale economies was also referred to in the context of proposals by
the Local Government Efficiency Review Group (2010) for “joint adminis-
trative areas” which would pool management teams, corporate services, and
the administrative overheads of smaller neighbouring county and city
councils.

More recent proposals to abolish and merge several local authorities in
Ireland have involved a reduction in the number of local authorities from 114
to 31, and these proposals pointed to the need to achieve a reduction in costs,
savings through economies of scale, ending duplication, and greater
operational efficiency (Government of Ireland, 2012). The structural reforms
included the abolition of town councils and the merger of a number of county
and city councils (in Limerick, Waterford and Tipperary in particular). The
government programme for local government reforms also involves the
creation of several “municipal districts” within each county council area to
allow for more localised decision making, although budgetary decisions will
remain at county/city council level, and administrative and staffing supports
will be based on county and city boundaries.

The assumption that larger organisational structures will cost less is
prevalent not just in formal reviews, but arguably extends to political
discussion, media commentary and popular public opinion, and is rarely
subject to challenge. Some recent proposals around political reform from high-
profile individuals have suggested the consolidation of existing local
government structures into a smaller number of much larger local authorities
to reduce inconsistencies and minimise administrative overlaps, deliver
efficiency gains, as well as to reflect the importance of “city-regions” to
economic development (see for example, Desmond, 2011; Coleman, 2009). The
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limited media debate that exists over local government reform in Ireland
conveys the impression that Ireland as a small country does not need the
number of local authorities it has, or even that it does not need a local
government system at all. “We have too many local authorities” is a call
sometimes made (see for example, O’Connor, 2009; Power, 2012).

Yet there is a striking dearth of evidence or data in support of proposals
that a smaller number of larger local authorities would yield improvements,
savings and efficiencies. Occasionally, headline figures are presented as
projected savings, but with no explanation of how these figures are compiled,
what the estimates include, and whether the figures take account of the costs
of amalgamating local government structures (i.e., whether they are gross or
net savings).

The assumption that such proposals would save money, yield efficiencies
and improve performance is taken at face value and goes unquestioned by the
media and it seems by most of the wider population in Ireland. However,
international research and studies on local government amalgamations reveal
far more circumspect findings, suggesting that we should perhaps be far more
sceptical about the automatic assumption that “bigger is better”.

Two propositions are investigated in this paper. First, as a country
with a small population, that Ireland has “too many” local authorities.
This paper will investigate this claim by reference to the average
population size of Ireland’s local authorities compared to those in other
countries. Second, that fewer yet larger local authorities created through
amalgamations would yield both cost reductions and better services through
economies of scale. This claim will be investigated empirically by reference to
the relationship between population size and expenditure and service
standards.

In order to address these questions, the next section summarises existing
theoretical frameworks on the relationship between size and costs, efficiency
and performance. Section III reviews the empirical evidence on the
relationship between size and efficiency and performance, based on
international research and studies in several jurisdictions where local
government amalgamations have taken place. These are used to inform the
present research into Irish local government size. Section IV then
contextualises the debate in Ireland by benchmarking the average population
size of Irish local authorities with those of their counterparts in other
countries. In Section V, we present our data sources and findings on the
relationship between population size and expenditure and service standards
across the county and city councils in Ireland. The final section draws some
conclusions from the research for policymakers.
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II SIZE, COSTS AND EFFICIENCIES IN LOCAL GOVERNMENT:
THEORETICAL FRAMEWORKS

The relationship between population size of local authorities and
measurements of performance, efficiency and value for money is a complex
issue, despite it having been subject to intensive international investigation.
There is a long-standing debate over the optimal size of local units,
transcending different research disciplines. Urban economists have long been
interested in the relationship between costs, expenditure and jurisdiction size
(see for example: Lomax, 1943; Hirsch, 1959; King, 1996; King and Ma, 2000).
Equally, political theorists as far back as Plato have articulated views on the
optimal size of jurisdictions (Dahl and Tufte, 1973). The debate has sometimes
been referred to as one between “consolidationists” and “polycentrists”
(Dowding et al., 1994).

One hypothesis concerning local government size we may term as the
“economies of scale hypothesis”. Assumptions concerning economies of scale
would suggest an inverse relationship between scale of output and costs per
unit. Up to a given point, as production increases, greater specialisation
should raise productivity, leading to increasing returns. Fixed costs associated
with local government can also be spread over larger production units. This
should mean that larger local authorities serving larger numbers of people
result in lower per capita costs for local services. Cost savings may also accrue
from eliminating administrative duplication and the greater purchasing
power available to larger organisations (Dolan, 1990). Larger units of local
government may also present a number of non-financial advantages over
smaller-scale units — for example, in allowing for the employment of more
highly-skilled and specialised staff, and the provision of a range of specialised
facilities and services beyond the capacity of smaller local authorities,
ultimately leading to better services for citizens (Newton, 1982; Boyne, 1992).
Pressures for amalgamation may also be the result of devolution of new
responsibilities to local government which may require a larger population
catchment, or the result of demographic change and spatial considerations —
for example, where urban settlements may outgrow older boundaries, or
where there is a need to address metropolitan-wide issues that affect cities
and their hinterland (Sharpe, 1995; Lowery, 2000). Creating a smaller number
of larger local authorities may also reduce the costs of supervision within
central government (CDLR, 2001).

However, proponents of amalgamation that rely on economies of scale
often overlook the fact that economic theory also recognises diseconomies of
scale, and limits to economies of scale (Sharpe, 1995). As production increases,
the challenges, complexities and costs of managing production processes may



SIZE, COSTS AND ECONOMIES OF SCALE IN LOCAL GOVERNMENT 375

become greater than the gains from increasing returns. Thus, the average cost
of production may be U-shaped — falling until a certain level of production is
reached, but rising thereafter (Houlberg, 2010; Boyne, 1995). Organisational
and management theorists have long associated larger public and private
organisations with increased specialisation, but equally with increased
formalisation of behaviour, with a more hierarchical structure, and with more
elaborate administrative arrangements to communicate and coordinate work
(see for example, Mintzberg, 1983). It has also been suggested that larger local
governments tend to mean less tailoring of services, less flexibility, more
bureaucracy and less knowledge of local circumstances (de Vries and Sobis,
2013). Bish (2001) suggests that costs can rise with size because larger local
authorities tend to undertake more activities through direct labour, whereas
smaller local authorities are less hostage to restrictive work practices which
can often arise in larger more hierarchical organisations, and tend to be more
cost-conscious as they tend to outsource more services (see also Allan, 2003).

In addition, structural reform and redrawing local authority boundaries is
not a cost-free exercise. As well as debates over ongoing economies (or on-going
diseconomies) of scale, a series of one-off costs arise with amalgamations.
Examples include transfer of staff and assets, severance and redundancy
payments, salary increases and pay claims (due to staff covering a wider
population and area), ensuring compatibility of software and communications
systems, loss of organisational memory, the time expended integrating staff,
aligning local bye-laws and policies, and facilitating a new organisational
identity, as well as a reduction in service performance and the opportunity
costs that arise from diverting personnel and resources from core service
responsibilities to manage the amalgamation process (Fox and Gurley, 2006;
Andrews and Boyne, 2012; Vojnovic, 2000). Equally, amalgamations can lead
to last-minute over-spending by “old” local authorities before they are closed
down, even where national authorities are aware of this possibility and
attempt to impose spending controls (Blom-Hansen, 2010).

An alternative theoretical framework relevant to this discussion is that
presented by Charles Tiebout (1956), and often referred to as the “Tiebout
hypothesis”. This suggests that, assuming a functioning local taxation/
charging system and mobility of residents and businesses, “consumer-voters”
will be able to choose which local authority area they reside in according to
their own personal preferences, weighing up the value of local services and the
costs of local taxes and charges. In this model, often associated with public
choice economics, it is suggested that more fragmented systems of smaller
local authorities are preferred over larger monopolistic local authorities. In
essence, people and businesses “vote with their feet” and if necessary shop
around by moving to other local authority areas with more attractive tax and
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service packages that reflect their preferences — reducing the number of local
authorities by creating bigger local authorities can close off such options and
create monopoly situations. In this respect, a small number of larger local
authorities creates a monopolistic environment, while more fragmented
systems with larger numbers of smaller local authorities creates a more
competitive environment. In situations with multiple smaller local
authorities, these must compete with one another to attract both residents
and commercial investment, and therefore, the incentive will be to provide
optimal services for the lowest costs (and by extension lower taxes and
charges), thus driving efficiencies, responsiveness and improving citizen
satisfaction (for a critique of this argument, see Lowery, 2000).

According to the Tiebout hypothesis, therefore, the market dynamic
created with larger numbers of smaller local authorities acts as a discipline
reducing the overall size of government (Dowding et al., 1994; Fox and Gurley,
2006). As well as the “exit” option of voting with their feet, citizens may also
use “voice” mechanisms such as elections, interactions with local representa-
tives, and public participation opportunities to put pressure on their local
authority to more efficiently provide local services (Hendrick et al., 2011).
There is also a suggestion that there is a greater degree of fiscal equivalence
in smaller authorities than larger ones — i.e., there is a closer link between
what citizens pay and what services they get in smaller authorities, which
tends to constrain demand. By contrast, in larger authorities there can be
greater tendencies towards “fiscal illusion” — where residents can push for
additional services for a specific locality and get the wider area to pay for it,
the cumulative effect being a higher-cost local authority (Bish, 2001). Thus,
the suggestion is that smaller units of local government have less complex
operations and are more amenable to public scrutiny and control, with the
expectation that this scrutiny increases pressure to keep costs low and to
deliver services efficiently (Boyne, 1992).

A further complication in the debate over size and efficiency arises from
the fact that, in contrast to most public and indeed private organisations, local
authorities are multi-functional bodies providing a highly diverse range of
different services. This is important insofar as economies of scale usually
relate to the nature of production processes. Thus, the optimal size of delivery
organisations varies depending on service, each of which has their own
production characteristics (Houlberg, 2010; Dollery and Fleming, 2005). Even
within service areas there are typically multiple activities. As different
activities are likely to possess different scale characteristics, no single
authority (large or small) is likely to be of the optimal size to produce all of
them efficiently. Equally, any potential gains from scale must be balanced
against the increased costs of providing the service across a wider
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amalgamated area, and these costs may vary considerably depending on
environmental factors such as the land area or population density (Holcombe
and Williams, 2008). The effect of this reality is that “... amalgamation in
some places and for some services results in lower costs and in other places
and for other services does not. This makes generalisation of results very
difficult” (Fox and Gurley, 2006, p. 9).

Research suggests a broad distinction between labour-intensive and
capital-intensive services (see for example, Houlberg, 2010; CDLR, 2001;
Boyne, 1992; or even going back to early studies such as Hirsch, 1959). Dollery
and Fleming (2005, p. 9) suggest that more labour-intensive, person-to-person
services generate few scale economies “... because their idiosyncratic nature
means that an increased volume of services requires a correspondingly larger
number of employees”. Examples include housing services, libraries, or
planning or environmental inspections — this also extends to services provided
by local authorities in many other countries such as schools and policing. More
capital-intensive infrastructural services, such as water supply, roads, waste
management, can yield more significant economies of scale, given that the
higher fixed costs of capital assets can be spread across a wider population and
a wider number of households. Within capital-intensive infrastructural
services, however, economies of scale are most likely in the production of
services, but less likely for distribution costs. For example, the marginal cost
of producing water from a single water treatment plant is likely to decline as
that plant covers a wider population. However, the distribution costs involved
in the supply of water (such as energy expended in pumping systems as well
as the maintenance of piping), which depend heavily on land area and
population density, tend to increase with a larger population size over a wider
geographic area (Fox and Gurley, 2006). Other studies also suggest the
potential for economies of scale with regard to administrative overheads, such
as human resources, finance and audit, IT supports, legal services, corporate
services, as well as costs associated with supporting the political system
within local government (see for example: CDLR, 2001; Houlberg, 2010; Fox
and Gurley, 2006; Andrews and Boyne, 2009; Swianiewicz, 2010; Blom-
Hansen, 2012; or again early studies such as Lomax, 1952).

Given such differences between service areas, and differing potentials for
economies of scale, an alternative approach to amalgamations that has
increasingly been pursued is joint or shared service provision, or outsourcing
on a case by case basis (Bish, 2001). Where a number of services are already
functionally merged (say, for example, with one local authority providing a
service on behalf of others), there may be little savings to be gained from
amalgamation (Faulk and Grassmueck, 2012). Of course, such arrangements
have their own disadvantages — they increase transaction costs, they are



378 THE ECONOMIC AND SOCIAL REVIEW

arguably less transparent and less subject to democratic control, they dilute
the links between local taxes and services, and it can be difficult to secure
political agreement for such arrangements (Fox and Gurley, 2006;
Swianiewicz, 2010). Nevertheless, they represent a possible means of
selectively availing of economies of scale where they might exist. In an Irish
context it is important to note that amalgamations have been implemented in
conjunction with a structured effort to share services, streamline business
processes and identify other opportunities to reduce costs (Government of
Ireland, 2012).

IIT REVIEWING THE RATIONALE FOR AND EXPERIENCE OF
LOCAL GOVERNMENT MERGERS INTERNATIONALLY

In terms of empirical research, both the economies of scale hypothesis and
the Tiebout hypothesis have been subject to extensive inquiry, examining the
relationship between population size and local government costs and
performance. We review research into the experience of specific jurisdictions
in this section. In terms of international evidence generally, a number of
studies have collated results across several countries.

Dowding et al. (1994) in a review of some 200 studies, suggest that while
the evidence is not irrefutable that smaller is more efficient, most research
suggests that larger local authorities are associated with higher spending per
capita, and that more fragmented smaller local authorities generally have
lower levels of expenditure per capita. There is also marginal support for the
proposition that citizen satisfaction with local services tends to be higher in
smaller local authorities. However, the results are mixed and there are
difficulties making general conclusions about the benefits of either larger or
smaller structures.

Byrnes and Dollery (2002) review 34 different studies into the relationship
between local authority size and the cost of service delivery in several
countries, and found 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 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”. Even studies
examining specific service areas such as housing or fire services produce quite
different results.

A more recent review by Martin and Schiff (2011) of research into local
government consolidation in the US found little evidence to support the idea
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that efficiency gains result from local government amalgamations. Their
conclusion is that mergers often fail to deliver on the efficiency promises made
beforehand, usually because of transitional costs and the labour-intensive
nature of most local government services which do not lend themselves to
significant economies of scale. Another synthesis of the literature (LUARCC,
2009a) reviewed over 50 studies (most of them drawing on data on US local
government) and concluded that there are generally weak but discernable
U-shaped relationships between size and costs. Efficiency gains can arise from
larger populations for certain services, such as capital or infrastructural
services such as water or roads, as well as specialised services such as
laboratory services. However, smaller local authorities tended to be more
efficient than larger ones in providing labour-intensive services such as police,
fire and education services (LUARCC, 2009a). A related research study argued
that the experience with local authority amalgamations suggests that cost
savings or local tax reductions are not guaranteed and can often fail to
materialise, while implementing amalgamations can be expensive and time-
consuming. That said, an important side-effect of such proposals is a more
thorough exploration of alternative service delivery arrangements which may
yield efficiencies, such as shared service arrangements or contracting
(LUARCC, 2009D).

Reviewing this debate in 21 different European countries, CDLR (2001)
are also cautious about economies of scale, and find that larger local
authorities are not necessarily more or less efficient than smaller local
authorities. However, the CDLR report suggests that there may be economies
of scale with regard to administrative overheads. The CDLR report suggests
costs can be higher in the very smallest local authorities, lower in medium-
sized local authorities but often rise again in local authorities covering more
than 40,000 inhabitants. It also finds that after populations of 30,000
inhabitants or more, citizen satisfaction rates tend to fall in larger local
authorities.

We can also draw on the experience of specific countries in debates
surrounding proposals for local authority amalgamations, as well as their
experience of implementation, particularly since efficiency (albeit broadly
defined) has been a driving force and motivation for mergers where they have
occurred (see for example Baldersheim and Rose, 2010). Internationally, the
arguments around consolidation of local government units and economies of
scale in local government became influential in political and administrative
circles during the 1960s and 1970s, approaching the status of zeitgeist
according to Sharpe (1995), and prompted dramatic reductions in the number
of local authorities in countries such as Britain, Denmark, Germany, Belgium
and Sweden (CDLR, 1995; Vetter and Kersting, 2003). A somewhat different
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trend emerged in Central and Eastern Europe, where in the immediate
aftermath of the fall of the Iron Curtain, several states such as the Czech
Republic, Slovakia, Hungary, Croatia and Slovenia embarked on a process of
breaking up large consolidated local governments as a reaction to
consolidation imposed by earlier communist governments. Since then
however, the debate has focused on the suggested problems of fragmentation
in these states and whether larger local government units might be preferable
(Swianiewicz, 2010; Illner, 2010).

In Britain, restructuring and amalgamation of local authorities has been
described as an “addiction” suffered by central government Ministers and civil
servants (Elcock et al., 2010). Restructuring of local government units has
taken place in different parts of Britain at different intervals. For example,
Scotland’s two-tier local government system was abolished in 1996, with 65
regions and districts replaced with a system of 32 unitary local authorities.
Following devolution and the establishment of the Scottish Parliament in
1997, debate has continued as to whether there should be a further
consolidation of local government structures (Reform Scotland, 2012). In
England, a number of unitary “all-purpose” councils have been established
(replacing both counties and districts), which resulted in a gradual reduction
in the number of local authorities during the mid-1990s, and again during
2008 and 2009. Recent research has questioned the alleged efficiency benefits
arising from larger-sized local authorities, and suggested a tendency by
central and local government advocates of amalgamation both to overestimate
savings, and to underestimate transitional costs (Chisholm, 2010; Leach,
2009; Elcock et al., 2010). Andrews et al. (2006) find that the relationship
between size and different measures of performance is complex, with some
measures suggesting a link between better performance and larger local
authorities, some suggesting a link between better performance and smaller
local authorities, and some suggesting no relationship between the two at all.
As Copus (2006, p. 12) suggests, despite the at best ambiguous nature of
evidence on this issue, “..the link between large scale authorities and
efficiency is, by now an article of faith for many”.

In the relatively recent past, consolidation arguments have also influenced
amalgamations or proposed amalgamations of local authorities in places such
as Northern Ireland; New Zealand; the Netherlands; Finland; several
Canadian provinces and Australian states, and (for a second time) Denmark
(see Table 1 for a summary).
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It seems as though it is rather rare for governments to commission ex post
studies to examine the effects of these reforms. This seems consistent with
Pollitt (2009), who points to the international tendency for there to be very few
evaluations of the specific connection between structural reforms in the public
sector generally, and improved performance. Pollitt (2009) suggests that this
may be partly for methodological reasons, but partly also for more political
reasons, for example, where reform promoters would prefer to avoid doubts
being raised over what might be politically sensitive initiatives. Thus the last
column in Table 1 draws on the limited information available in somewhat
diffuse published material and reviews.

Table 1 clearly shows however that the question of restructuring (and
particularly reducing) the number of local authorities has been a central issue
for reformers. In some cases, such as the Netherlands, local authority mergers
have been a relatively incremental process, occurring at different points in
different parts of the country. In other instances, such as in Denmark, a “big
bang” approach to amalgamation was pursued with a major country-wide
restructuring of local government areas. Regardless of such differences
however, based on the significant reforms implemented in other jurisdictions,
this should on the surface make us confident of the benefits of mergers.

However, the actual experience with amalgamation seems to be an
extremely varied one, with disputed costs and benefits. Different studies
produce different and sometimes inconsistent results. What we can however,
say 1s that there is no clear basis for the often confidently asserted assumption
that larger local authorities are more effective (Houlberg, 2010). Rather, there
is enough international evidence to cast considerable doubts over such claims.

IV BENCHMARKING LOCAL GOVERNMENT: IRELAND IN A
COMPARATIVE CONTEXT

Underpinning proposals to amalgamate local authorities is an assumption
that Irish local authorities are essentially too small and that a country the size
of Ireland requires fewer local authorities — analogies with the population of
certain British city regions such as the greater Manchester area are
sometimes thrown up as comparators. However, a far more accurate
benchmark is the number and size of local authorities in other countries.

Table 2 provides a summary of the average population size of the basic
unit of local government in several jurisdictions. Obviously, these country
averages mask huge divergences in both the population and geographic profile
of local authorities within countries. For example, the 148,000 average for
Ireland includes at one end of the spectrum Leitrim as the smallest county in
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population terms at just over 30,000, and at the other end Dublin city council
at over half a million inhabitants (Table 3). Perhaps more dramatically, in
France, there are a large number of very small local authorities (sometimes
with less than 500 people), up to the city of Paris, itself a local authority, albeit
subdivided into arrondissements, with a population of 2.2 million in the city
area (with over 11 million in the greater Paris region). There is also
considerable geographical diversity. In countries like New Zealand, Australia
or Canada, there are a number of sparsely populated local authorities
spanning extensive geographical territories, along with more high-density city
areas with large populations within a concentrated land mass.

Table 2 clearly shows that the common perception within Ireland that
relative to its size Ireland has “too many” local authorities, or that they are
“too small” does not stand up to scrutiny. In countries of a similar population
size to Ireland, such as New Zealand or Denmark (even after amalgamation
exercises), local authorities are considerably smaller than their Irish
equivalents. In fact, with the sole exception of Britain, on a per capita basis
Ireland has by some distance the fewest local authorities in the developed
world.

Four broad categories can be identified from these statistics (see also
CDLR, 2001):

® Small local authorities with fewer than 10,000 inhabitants on average (an
extreme case is France where the bulk of local authorities have fewer than
5,000 inhabitants);

® Medium-sized local authorities with between 10,000 and 40,000
inhabitants on average;

® Large local authorities with between 40,000 and 100,000 inhabitants on
average;

® Very large local authorities with on average over 100,000 inhabitants
(including local authorities in both Ireland and the UK).
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Table 2: Average Population Size of Local Authorities, 2010-11

Number of Average Population
Local Authorities of Local Authorities™
France 36,783 1,500
Czech Republic 6,230 1,500
Slovakia 2,875 2,000
Switzerland 2,758 3,000
Hungary 3,133 3,000
Austria 2,357 3,500
United States 71,343 4,500
Germany 12,340 6,500
Ireland (pre-2014 town councils) 80 8,000
Canada 3,752 9,000
Slovenia 210 10,000
Poland 2,793 13,500
Finland 342 16,000
Belgium 589 18,500
Sweden 290 32,500
Portugal 308 34,500
Netherlands 441 37,500
Australia 550 41,000
New Zealand 85 52,000
Denmark 98 56,500
Northern Ireland (pre-2015 councils) 26 69,500
Ireland (pre-2014 city/county councils) 34 134,500
England and Wales 383 146,500
Ireland (post-2014 councils) 31 148,000
Scotland 32 164,000
Northern Ireland (post-2015 councils) 11 164,500

Source: Compiled by authors based on data drawn from: CDLR (2008); De Ceuninck et
al. (2010); Swianiewicz (2010); Dollery, Garcea and LeSage (2008) and Population
Statistics from OECD and UK Office for National Statistics.

* Note that figures are rounded to the nearest 500. For the purposes of calculating these figures,
local authorities have generally been taken to refer to those subnational tiers generally considered
part of the local government sector in the country in question. For example, in the British case,
it includes county councils, district councils, unitary authorities and boroughs that are considered
part of the local government sector. In the American case, it includes elected special districts as
well as cities and counties, as these are usually considered part of the local government sector. In
the Irish case, separate averages are included for town councils (as these only existed in certain
areas) and county and city councils (which cover the entire population of the state).
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Table 3: Population of Each County and City Council Area, 2011

387

Local Authority Population
Leitrim 31,798
Longford 39,000
Waterford City Council (pre-2014) 46,732
Carlow 54,612
Limerick City Council (pre-2014) 57,106
Monaghan 60,483
Roscommon 64,065
Sligo 65,393
Waterford County Council (pre-2014) 67,063
North Tipperary (pre-2014) 70,322
Cavan 73,183
Galway City Council 75,529
Offaly 76,687
Laois 80,559
Westmeath 86,164
South Tipperary (pre-2014) 88,432
Kilkenny 95,419
Waterford (post-2014) 113,795
Clare 117,196
Cork City Council 119,230
Louth 122,897
Mayo 130,638
Limerick County Council (pre-2014) 134,703
Wicklow 136,640
Wexford 145,320
Kerry 145,502
Tipperary (post-2014) 158,754
Donegal 161,137
Galway County Council 175,124
Meath 184,135
Limerick (post-2014) 191,809
Dun Laoghaire-Rathdown 206,261
Kildare 210,312
South Dublin 265,205
Fingal 273,991
Cork County Council 399,802
Dublin City Council 527,612

Source: Census 2011, Central Statistics Office.
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V DATA AND RESULTS

At least part of the rationale for amalgamating local authorities is an
assumption that local authorities serving larger populations will cost less and
be more efficient. By extension, this should mean that of the existing local
authorities, larger local authorities are more efficient than smaller ones. In
short, the economies of scale hypothesis would suggest that Dublin city council
should be the most efficient local authority in Ireland, and Leitrim county
council should be the least efficient county council.l

In order to investigate such assumptions in an Irish context, we sought to
research the relationship between population size and available data on costs
and service standards. For the purposes of the research, the independent
variable, population size, is drawn from the 2011 census data for each county
and city council. In a small number of cases, we used other proxies for local
authority size such as number of staff or local authority housing stock, where
this was appropriate. In most cases however, size was based on population size
as this appeared to be the most important rationale behind proposals for
amalgamation — we decided not to use population density or geographical
size/surface area as a measure of size because these did not appear to be
significant motives for amalgamation reforms (see also CDLR, 1995).

Operationalising the dependent variable, namely the efficiency of local
government, is a problematic and highly contested area. We draw on the
international literature, and use a number of proxies that have been used in
other research for efficiency (costs per unit, drawing on expenditure data), and
effectiveness (ability to solve problems, drawing on performance indicator data
known as “service indicators”). These proxies (based on costs and service
standards) also relate closely to the motivations that usually underpin local
government amalgamations — namely reducing unit or per capita costs and
improving the quality of services (Fox and Gurley, 2006). Following Boyne
(1995) and Dowding et al. (1994), we seek to use not only measurements of
inputs (spending) but also outputs. We examined local authority budget data
for 2010, 2011 and 2012, data from the 2011 Annual Financial Statements of
local authorities, and available data on all 42 service indicators across six
separate years (2006-2011) to test for a statistical relationship with population
size. Drawing on these multiple sources helped us to use financial
performance measures, as well as indicators of levels of service provision

1 We have opted not to investigate the Tiebout hypothesis using Irish data, in part because at the
time the research was carried out there was an absence of a clear link between local service
provision and local taxes on householders in Ireland, an assumption that underpins the
hypothesis.
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across the main local government service areas (including housing, roads,
planning, environment, libraries, fire service) as well as regulatory activities,
enforcement and infrastructural work. Needless to say, other proxies could
have been used, and we cannot exclude the possibility that these might yield
different results.

The population sample for the research was the 34 pre-2014 county and
city councils. These local authorities are classified as the “primary” units of
local government under Irish law, and are responsible for the full suite of local
government services. In particular, service indicator data presented aggregate
data for county and town/borough councils, and comparisons of expenditure
per capita between county and city councils on the one hand, and town and
borough councils on the other would have been meaningless as town and
borough councils had considerably fewer functional responsibilities than
county councils and city councils. Caution is needed, however, in interpreting
results, given a small n of 34.

It is acknowledged that data on expenditure per capita or service
indicators only give us partial insights into local government service levels or
efficiency. For example, performance indicators can never capture the full
range of an organisation’s activities. It is not suggested here that service
indicators such as re-letting of vacant housing reflect local government
performance across the board, or even local government performance in terms
of the range of housing functions local authorities have — other indicators
could be used. We fully recognise the limited nature of the analysis.
Nonetheless, such measurements do allow for a selective testing of the
relationship between population size and both inputs and outputs. It is also
worth noting that our analysis is based on analysis of a battery of measures
over time.

As far as we are aware this is the first time that this issue has been
researched in Ireland. We hope that this preliminary research on this question
will encourage further research, for example, to explore the relationship
between size and efficiency in distinct service areas, while controlling for other
possible explanatory variables that might be particularly relevant to those
service areas, such as county/city income, local government revenue base,
demographic profile, population density, and topography (see below).

A key finding from our research is that there is very limited evidence of
correlations between local authority size on the one hand and a large number
of service indicators on the other, including revenue collection (housing loans,
commercial rates and non-domestic water charges), timelines for the
processing of planning applications and motor tax and driving licence
applications, levels of unaccounted for water, litter pollution levels, recycling
rates, and planning enforcement and building control. In these areas, and
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others, the findings suggest that there is no perceptible link between
population size and local authority performance. As an example, see Figure 1
below on 2009 levels of water loss in the water distribution system through
leakages, unauthorised connections, or metering errors, where there is no
discernable relationship between population size and unaccounted for water
as a percentage of total water supplied (r =—0.2).

Figure 1: Local Authority Size and Unaccounted for Water (UFW), 2009
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However, for a small number of service indicators, correlations can be
found between size (population or organisation size) and service levels, though
the evidence is very limited. For example, a positive correlation can generally
be found between local authority size and levels of uncertified absenteeism
(r =+0.377) — that is that larger local authorities tend to have higher levels of
staff absenteeism, as might be expected with larger organisations generally in
both the public and private sectors (see Figure 2). However, the scatterplot
highlights a significant number of outliers which suggests that extreme
caution is needed in interpreting these figures.
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Figure 2: Local Authority Size and Uncertified Absenteeism, 2009
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In addition, positive correlations are also found between housing rent
arrears and local authority size, suggesting that larger local authorities tend
to have higher rent arrear percentages than smaller local authorities.

We also examined the relationship between population size and
expenditure costs in different budget sub-headings. Again in most areas there
was no clear statistical relationship between size and expenditure levels.
Where relationships were found, the research suggests some surprising,
perhaps counter-intuitive, findings. For example, one might expect larger local
authorities to have lower per capita costs in areas such as housing
maintenance than smaller local authorities. However, in this case, a strong
positive correlation is found between local authority size (local authority
housing stock) and levels of per capita expenditure on housing maintenance
(r = +0.597) (see Figure 3).
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Figure 3: Local Authority Size and Expenditure on Housing Maintenance,
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One area suggested by international research as potentially offering scope
for economies of scale is administrative overheads, including corporate
services such as human resources (HR), finance, IT services, and maintenance
of local authority buildings. In this case, Annual Financial Statement (AFS)
data from 2011 for all local authorities allowed us to examine relationships
between organisational size and different overhead elements.? Figure 4
suggests that there was no major trend identified in the relationship between
population size and total administrative overheads as a proportion of
expenditure (r = +0.013). Once outliers are excluded a significant correlation
can be found (r = —-0.42), however, the results are by no means convincing.

2 All data from 2011 Annual Financial Statements, Appendix 7 was examined.
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Figure 4: Local Authority Size and Administrative Overheads, 2012

18.00 ®
o
o
16.00 b
o
(< A o
° o
c o
g ., . i
g 14.007 Oo 8
1} ® .
2 o °
(7]
© o
(/]
ko] (o)
o 12.00-
)
> o o
o o)
10.00 o @
o
8.00]
T T T T T T T
0 100000 200000 300000 400000 500000 600000

Population 2011

Similarly, we found no perceptible link between local authority size and
expenditure on specific “back office” support services such as HR or building
overheads. The only exceptions were the cases of expenditure on IT services
which showed an association with population size (r = -0.356), and
expenditure on finance which showed an association with the number of local
authority staff. Thus, in the case of IT services we found that larger local
authorities tend to spend proportionately less on IT overheads than smaller
local authorities (see Figure 5).
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Figure 5: Local Authority Size and Expenditure on Information Technology,
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The most notable feature of our preliminary analysis is the absence of
clear evidence of economies of scale in service indicator data and budgetary
and AFS data. In spite of the limited nature of the data analysis, this is
surprising given commonplace assumptions in Irish political discourse. The
exercise points to the need for more detailed modelling to further test
assumptions about economies of scale in local government. Data envelopment
analysis and stochastic frontier analysis methods have been used elsewhere to
examine cost efficiency in local government (Geys et al., 2013; Kalb,
forthcoming). As a next step, it is proposed as a separate exercise to develop a
non-parametric model of local government efficiency in an Irish context.
However, significant work is needed to identify appropriate/available inputs
and outputs to develop this econometric approach.
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VI CONCLUSION

Clearly, the assumption that fewer but larger units of local government
will reduce costs, improve services and create efficiencies is not unique to
Ireland. It is a relatively simple argument to make, and appeals perhaps to an
intuitive logic. International experience suggests that these ideas can quickly
gain traction amongst policymakers and interest groups, and have become
part of the political discourse around local government reform (see for example
Reid, 2008; Dollery et al., 2008; Copus, 2006; Elcock et al., 2010; John, 2010).
Yet the actual experience with amalgamation where it has been implemented
suggests that such expectations can be exaggerated. One comparative review
of amalgamations suggests that “... countries that rely on amalgamation as
the major instrument of structural reform have either reduced the pace of
reform (as in Australia and New Zealand) or they have even de-amalgamated
(asin Canada). In these nations there seems to be a broad consensus that their
experience has been unsatisfactory and not completely successful” (Fiorillo
and Ermini, 2008, p. 243).

The economic recession and the national budget deficit in Ireland have
brought with them several proposals to reform public services and realise
savings for the taxpayer. This sentiment of course is entirely appropriate to
these circumstances. Nevertheless, decisions need to be made on evidence
rather than assumptions, intuition, and “conventional wisdom”. Any
reasonable measure of value for money would involve an estimate of supposed
net gains — i.e., estimated ongoing savings less both the ongoing costs from
diseconomies of scale and the one-off transitional costs of amalgamation.

As is clear from both our own research and the international evidence, the
often assumed relationship between “cause” (larger local authorities) and
“effect” (better and more efficient services) is difficult to establish, with the
evidence being mixed. We cannot, therefore, take it for granted that by
becoming larger, local authorities in Ireland (which are already very large by
international standards) will cost less to run at all.

Given the labour-intensive nature of most local government services, the
economic benefits of local authority mergers from economies of scale may not
be significant. Merging local authorities can involve significant one-off
transitional costs, as well as ongoing costs due to diseconomies of scale. There
are, however, some specific areas within local government where economies of
scale may exist, such as specialised services, the production costs of capital-
intensive services, and some administrative overheads and “back office”
functions.

One implication of these findings might be to examine local government
responsibilities in each service area to identify optimal scales for individual
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services with a view to a possible redistribution of responsibilities at sub-
county, county, regional and national level (King, 1996). Indeed such an
exercise should not be confined to the current responsibilities of local
government, but could extend to labour-intensive services that are centrally
managed but which require a local presence (such as education and policing)
that the international literature suggests could be more efficiently provided
locally.

Pending a fundamental redistribution of functions in line with optimal
levels of public service provision, the best intermediate option would appear to
lie with selectively targeting those service areas that exhibit economies of
scale through local authority cooperation, shared service arrangements and
outsourcing, but only where this can be justified on a realistic assessment of
anticipated savings and benefits, and where these clearly outweigh both
ongoing and transitional costs. While such arrangements have their own
disadvantages, they represent a possible means of selectively availing of
economies of scale without the costs of amalgamation.

We therefore summarise the policy implications of our analysis as follows:

e Contrary to the common perception that Ireland for a small country has
“too many” local authorities, it has a comparatively small number of local
government units. In particular, Ireland’s county and city councils are very
large by international standards;

e Given the labour-intensive nature of most local government services, the
cost savings directly arising from economies of scale are unlikely to be
significant;

e There is a likelihood of newly-merged local authorities incurring
additional ongoing costs in some service areas due to diseconomies of
scale, and significant one-off transitional costs;

e Economies of scale are most likely to arise in specific areas such as more
specialised services, the production costs of capital services, and some
administrative overheads;

e As a longer term venture, public services could be redistributed at sub-
county, county, regional and national levels in line with optimal scales,
which are likely to vary according to service — future research could
usefully develop more robust models to test for associations between scale
and efficiency, while controlling for variables relevant to specific service
areas, such as revenue base, wealth and population income levels,
dependency ratio, population density, and topography. This exercise
should not be restricted to the current suite of local government services
but should also extend to services managed centrally but which require a
local presence.
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