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Abstract 

Since Kaufman raised the question of whether government agencies are immortal, research 

has shown that they are not. Risk of termination depends upon factors such as problem 

pressure, budgetary constraints, size, and functions. Kaufman called for studies of agency 

strategy when faced a threat of termination, but this call has not been heeded by subsequent 

research. We argue that political agencies faced with a termination threat have strong 

incentives to engage in hoarding. We show, based on the on-going Norwegian structural 

reform, that spending of government agencies does in fact depend on the risk of termination. 

We discuss implications for research of agency termination and design implications for 

reformers of the public sector. 

Introduction 

Conventional wisdom within political science and public administration has long held that 

government agencies are sticky. Once created, they stay on (Downs 1967; Lowi 1979). In his 

path-breaking study Are Government Organizations Immortal? Herbert Kaufman (1976) 

found that agencies do indeed display impressive powers of endurance. But he was careful to 

spell out the limitations of his study, and ensuing research has qualified his findings. In an 

influential article, Lewis (2002) found that government agencies are, in fact, not immortal, but 

face significant risks of termination. A large number of studies have now looked into the 

reasons for the varying longevity of government agencies. As summarized by review studies, 

we now know that, in addition to age, the life and death of agencies depend on external 

factors such as political turnover, problem pressure, and budgetary constraints, but also on 
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internal agency characteristics such as size, functions, and whether their origin lies in 

legislation or administrative decree (Adam et al. 2007; James et al. 2015; Kuipers et al. 2017). 

 However, despite these findings, the literature on agency termination is still in its 

infancy. The focus has been on the reasons for agency termination. As noted, this has led to 

important insights, but it has been to the detriment of research on other important aspects of 

agency termination. As argued by Carpenter and Lewis (2004), many other questions require 

scholarly attention, not least agency strategy – that is, how agencies threatened with 

termination react to the situation. Actually, a focus on agency strategy takes us back to one of 

the intriguing, but forgotten, insights in Kaufman’s classic study:  

 

[Agencies] are not helpless, passive pawns in the game of politics as it affects 

their lives; they are active, energetic, persistent participants. The motives of 

their leaders and members to preserve the organization to which they belong are 

very strong. The techniques they can use are abundant, and their experience in 

using them is extensive (Kaufman 1976: 9). 

 

However, Kaufman’s call for studying agency strategy has not been heeded by subsequent 

research on agency termination. Agencies faced with termination, or a threat of termination, 

not only seek to preserve the agency, they may also unleash, for example, a flurry of spending 

activity. To understand agency behavior at the potentially last stages of their existence, it is 

necessary to expand Kaufman’s argument by an analysis of the incentive structure of the 

agency.  

The literature on agency termination is not only in need of expansion in terms of 

substance and theory, but also methods. Scholars in this line of research face a non-trivial 

methodological challenge: Agency termination may happen more frequently than commonly 

thought, but it does not happen often. Empirical cases are relatively few and far between. 

Worse, they are often non-comparable in a double sense. First, agencies have different 

functions, are organized at different levels of government and have different governance 

structures. They are therefore often not truly “comparable” in Lijphart’s (1971) sense of the 

word. Second, the concept of termination is often elusive. Kaufman (1976: 28) thought of 

agency termination as an agency’s inability to maintain a boundary between itself and its 

environment. This definition, however, has proved difficult to apply systematically because 

agency boundaries are difficult to measure. The difficulty is, as noted by Kuipers et al. (2017: 

4), that agencies are frequently subjected to structural reform “which blurs the distinction 
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between termination or continuation in a dressed up (or down) version”. Given this 

definitional uncertainty the danger is that analysts succumb to “conceptual stretching” (Sartori 

1970) to collect enough cases for empirical analysis. In short, as formulated by Carpenter and 

Lewis (2004: 201), agency termination is an empirical field ”characterized by rare events and 

highly discontinuous variation.” This obstacle to rigorous hypothesis testing requires creative 

thinking to be addressed. 

 We seek to contribute on both the substance/theory account and on the methods 

account. First, in order to add to our substantive understanding on the logic of agency 

termination we shift attention from external factors and agency characteristics to agency 

strategy. That is, we follow Kaufman’s forgotten call and study how agencies threatened with 

extinction react. What internal forces are unleashed, and how do they influence the 

termination? More precisely, we focus on the short-term incentive effects unleashed by 

termination threats in the period between the decision to terminate and the actual 

implementation of the termination. This period is crucial to understand because it creates 

incentives to short-term strategic positioning, to take initiatives “before it is too late”. Unless 

addressed by countermeasures these incentives may lead to collectively perverse results and 

undermine the reasons for termination. 

 Second, we seek to contribute to the methodological challenge of the rare event-

problem – the fact that agency terminations do not normally happen in a comparable way 

among a large set of comparable units. We do not follow the strategy adopted by e.g. 

Carpenter and Lewis (2004), that is, to use increasingly sophisticated statistical techniques. 

Instead, we shift attention from the usual type of data – national government agencies – to an 

empirical testing ground that is not plagued by the rare event-problem, namely local 

governments. In most countries, municipalities are numerous and constitute comparable units. 

Furthermore, in most countries, municipalities have been merged into larger units over the 

past fifty years (Blom-Hansen et al. 2016). Seen from the perspective of the individual 

municipality, mergers represent a termination threat. Seen from the perspective of the analyst, 

municipal mergers hold constant the type of termination and thus make it possible to avoid 

undue “stretching” of the termination concept. Comprehensive municipal merger reforms 

therefore constitute an attractive empirical testing ground for scholars interested in the logic 

of agency termination. 

 Our research setting is the ongoing Norwegian local government amalgamation 

reform. Even though the national government emphasized voluntariness, we can make use of 

the fact that municipalities could not be fully confident that they would not be amalgamated 
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against their wish. The 19 county governors were tasked with submitting county-wise 

recommendations to the national government about a new territorial-jurisdictional structure, 

and some of the recommendations ran contrary to the local decisions not to merge. Moreover, 

the government signaled from the start that forced amalgamation could occur. We apply a 

difference-in-difference logic and compare municipal agency behavior before and after the 

reform process started across municipalities in four categories: (1) those that during the 

reform process decided voluntarily to amalgamate with specific partners; (2) those that 

decided to amalgamate without necessarily having a specific partner; (3) those that decided 

not to amalgamate but for whom the county governor proposed a forced marriage; and (4) 

those whose decisions not to amalgamate were reviewed and approved (vetted) by the county 

governors. Our findings show that agency strategy is an important factor in agency 

terminations. Our results indicate that even a vague threat of termination unleashes strong 

internal forces that may seriously undermine the whole idea behind the termination decision.  

 We start the paper by expanding Kaufman’s argument by analyzing the incentive 

structure of agencies facing termination. Since we study agencies with an elected political 

leadership, we rely on the literature on common pool problems. Next, we describe the 

research setting and the data and methods. Then the results are presented, before we conclude 

with a discussion of their implications for the literature on agency termination.  

Strategies of agencies facing termination: Common pools and hoarding 

The literature on agency termination has shown that agencies are in fact mortal, and that 

mortality depends on both internal (such as budgets) and external factors (such as legislative 

origin). The focus has almost exclusively been on the antecedents of agency termination. 

However, the risk of termination not only gives agencies reason to fight to preserve the 

agency, it may also prompt agencies to change behavior before it is too late. However, exactly 

how agencies change behavior depends on the incentives they face.  

We focus here on agencies with a political leadership consisting of a representative 

assembly with geographical constituencies. We know from the literature on common pool 

problems that a political leadership has very clear incentives concerning the geographical 

constituency it represents: It is interested in projects benefiting this specific geographical area, 

and in having the costs paid by other geographical areas (Weingast et al. 1981).  

The common pool problem arises when the costs of an activity that benefits a small 

group of people are shared among a larger group (Jordahl and Liang 2010). Weingast et al.’s 
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(1981) law of 1/n is a formal specification of the common pool problem. The home turf of the 

law of 1/n is a political assembly covering several districts, a single political representative 

per distinct, each representative caring only for costs and benefits accruing to his or her own 

district (pork-barrel politics), and a culture of mutual support among representatives 

(districting, logrolling) (Baqir 2002, Burnett and Kogan 2014). A district receives all benefits 

from projects (widely defined) in its area but pays only 1/n’th of the costs. Representatives 

therefore have incentives to maximize projects in their districts, leading to inefficiency, high 

spending and large projects. In other words, they have incentives to deplete the common pool 

because the costs of doing so is shared among all districts, while the benefits fall upon their 

own district.  

Agencies in risk of termination face a common pool problem of the same type. Until 

the moment an agency is terminated, it has an opportunity to deplete the common pool by 

increasing spending. The benefits of the increased spending fall upon the constituency of the 

present political leadership, but the costs will be borne by the constituency of future political 

leaderships. Hence, decision-makers in municipalities facing termination, or threats of 

termination, have incentives to engage in hoarding strategies. A termination threat may 

therefore unleash a flurry of spending activity because the soon-to-form large municipality 

constitutes a common pool that can be exploited by extraordinary last-minute spending. This 

strategy is driven by the knowledge that the municipality can keep the benefits for its present 

citizenry while sharing the costs with other municipalities in the merged future municipality.  

The importance of the common pool logic for municipal mergers is well-documented 

(Hinnerich 2009, Hirota and Yunoue 2017, Saarimaa and Tukainen 2015). What is less well- 

documented is why the logic holds to varying degrees in specific merger situations. We argue 

that an understanding of this puzzle is key to answering Kaufman’s (1976) call for studying 

agency strategy towards termination threats. More specifically, we argue that the common 

pool logic is conditioned by two factors that have been insufficiently investigated in the extant 

literature. The first is the certainty of the termination. In a quick reform, municipalities may 

simply not have time to hoard. But most reforms can be anticipated some time in advance. 

Some reforms even include several waves of amalgamation, and Hinnerich (2009) argues that 

longer “time in treatment” can explain why, as in the case of Sweden’s 1969-1974 reform, 

those who amalgamate last hoard the most. It is also possible that municipalities abstain from 

hoarding as long as the details of a deal on how amalgamation shall be implemented (location 

of functions, distribution of positions, etc.) is being negotiated, to avoid that partners, angered 

by the hoarding, push through a deal that harms the hoarder. When the deal is done, say in the 
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last year before implementation, municipalities can start acting upon the incentive to hoard 

without facing immediate sanctions. The general explanation for late hoarding is that 

municipalities lack incentives to hoard as long as there is uncertainty about the merger 

(Jordahl and Liang 2010, Hansen 2014). However, what is missing from this picture is the 

fact that uncertainty is not suddenly changed into certainty, but varies over time and across 

amalgamation situations. We conjecture that a higher perceived likelihood for termination 

leads to a higher degree of hoarding. In other words, we expect that hoarding depends on the 

perceived likelihood of termination. 

 The second conditioning factor is the municipalities’ preference for mergers. The 

decision to merge is often a controversial local issue. Some municipalities are skeptical. Local 

councilors and bureaucrats fear losing their jobs. The citizenry fear losing their local identity. 

Other municipalities are more in favor and actively use mergers as a strategy to pursue local 

political goals. A relationship between merger attitudes and hoarding is therefore likely. More 

specifically, we argue that hoarding is less widespread in municipalities voluntarily entering 

into a municipal marriage than in municipalities facing a potential forced marriage. 

A focus on these two factors – certainty and preferences – represents a 

refinement of the common pool logic and expands Kaufman’s (1976) argument on agency 

strategy. An empirical investigation of its validity therefore holds considerable potential. 

However, such an investigation is demanding. It requires data on termination preferences and 

varying degrees of termination uncertainty. But this is exactly what is offered by the 

Norwegian amalgamation reform. In the period between 2014 and 2016 Norwegian 

municipalities knew that a reform would happen, but, due to the government’s weak 

parliamentary support and to strong elements of voluntariness, there was considerable doubt 

about whether the municipality would be forced (or allowed) to merge with others at all, and 

if so, with whom and how many. In addition, during this reform process, all municipalities 

were required to evaluate the local prospects of amalgamating with neighboring 

municipalities, so municipal merger preferences had to be decided and stated. We are 

therefore able to go beyond existing studies of municipal mergers and agency terminations 

because the Norwegian reform allows us to study what comparable agencies with known 

preferences do in the period where they are faced with comparable termination threats, but of 

varying credibility. We now proceed to introduce the Norwegian Local Government Reform 

of 2014. 
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Research Setting: The Norwegian Local Government Reform of 2014 

In 2014, Norway had 428 local governments, a number that had been virtually unchanged 

since the mid-1960s. In the 1970s, 1980s and early 1990s, the state reduced the number of 

municipalities by about 25 by instructing mergers in and around urban areas, but since 1995 – 

following a decision in parliament that as a principle, municipal mergers would be voluntary – 

only a handful of mergers have occurred, all based on local applications to merge (Prop. 95 S: 

130-136; Hansen, 2016). After the parliamentary election in the fall of 2013 the Conservative 

Party (Høyre) and the Progress Party (Fremskrittspartiet) formed a minority coalition 

government that had local government reform high on its political agenda. Work on the 

reform started in early 2014, when the Ministry of Local Government and Modernization 

commissioned expert reports, and the reform was formally launched in April 2014, when the 

government’s reform was presented to parliament (Prop. 95 S (2013–2014)).  

Only the national parliament can instruct local governments to amalgamate in Norway, 

and the parliamentary majority stated that although voluntariness would be the guiding 

principle, such instruction could be applied in “a few” cases “where individual local 

governments must be prevented from blocking changes that are appropriate in light of 

regional considerations” (Innst. 300 S (2013–2014): 41-42). Alongside the vague threat of 

forced amalgamation, the main reform instrument were economic carrots, in the form of 

economic subsidies for amalgamation, and sticks, in the form of a permanent change to the 

municipal income system. Starting in 2017, municipalities defined as “voluntarily small” 

would receive a smaller base grant from the state than before, relative to larger municipalities 

and to small municipalities that, based on geographical criteria such as large distance to an 

urban area, were defined as “involuntarily small”.  

The government stated that there was reason to expect that “[municipal] debts may 

increase because the present municipal council can invest and roll the costs onto the new, 

larger municipality” (Prop. 95 S (2013–2014): 50). The government therefore prepared a bill 

on state regulation of loans and long-term rental agreements for all municipalities in 2015, 

2016 and 2017. The proposed bill was subjected to a public consultation in late spring of 

2014. The proposal underlined the need to “prevent purely strategic adaptations in 

anticipation of the local government reform”, and to prevent that local decisions on “loans, 

investments, and localization [of new buildings] create disagreement among municipalities 
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that are potential candidates for amalgamation” (KMD 2014, p. 3). The proposed bill was 

criticized by opposition parties in the parliament (on the grounds that municipalities should be 

trusted to act responsively) and by 140 municipalities in the consultation process. To reduce 

controversy over the reform at large, the government shelved the bill, adopted a more modest 

policy by establishing inter-municipal amalgamation boards (see note 3), and stated that the 

municipalities “communicated through the public consultation process that they will take 

responsibility for making sure that loans and investments are considered with a view to the 

future local government structure” (Prop. 1 S (2014–2015) (The State Budget), pp. 137-138).  

From August 2014, municipalities were instructed to evaluate the prospects of 

amalgamating with neighbors of their choice, and encouraged to enter into contracts of intent-

to-merge with others, to hold an advisory referendum or undertake other activities to allow 

citizens a say, and, by July 2016, to make municipal council decisions on whether to merge. 

Norway’s 19 county governors (fylkesmenn) were tasked with guiding the municipalities 

through this process (Klausen, Askim, and Vabo, 2016). In the process, 153 intent-to-merge 

contracts were made, involving more than 300 municipalities, 219 municipalities held a local 

referendum, and 153 did decide that they wanted to amalgamate1. Some “positive” 

municipalities did and others did not specify whom it was willing to amalgamate with. The 

state did not require coordinated decision making across municipalities. Therefore, there were 

many instances of a municipality A, identified as a partner by B,  deciding that it would not 

amalgamate at all, or that it would, but not with B. 

In October 2016, the county governors submitted their recommendations to the 

Ministry of Local Government and Modernization. One hundred and sixty-two municipalities 

should be amalgamated, according to these recommendations. Among these, 106 

municipalities had decided that they were willing to be amalgamated, though not necessarily 

with the partners recommended by the county governors, and 56 had decided they did not 

want to be amalgamated at all. The ministry did not instruct the county governors about how 

to weigh considerations, and as a result, the county governors’ recommendations were 

heterogeneous, for example on what emphasis to place on local unwillingness to amalgamate 

(Glomsrud 2017). The government had communicated that it would not be bounded by these 

recommendations; most expected that the bill that was to be presented to parliament in the 

spring of 2017 would propose fewer and other amalgamations than the county governors had 

                                                           
1 Details on contracts of intent-to-merge and local referenda can be found on the webpage of The Centre of 

Competence on Rural Development, a state agency under the Ministry of Local Government and Modernization: 

https://distriktssenteret.no/kommunereformen/  

https://distriktssenteret.no/kommunereformen/
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recommended. However, few expected the bill to include municipalities whose decisions not 

to amalgamate had been vetted by the county governors. For this group, counting 217 

municipalities, territorial uncertainty was therefore relaxed from October 20162.  

We are interested in the effect of agencies being faced with termination, and of 

uncertainty about potential termination. In the present case we call this ‘territorial 

uncertainty’. To measure the treatment variable – territorial uncertainty – we utilize a unique 

data set based on document analysis of the municipalities’ contracts of intent-to-merge, the 

county governors’ recommendations the Ministry of Local Government and Modernization, 

and the municipalities’ council decisions about whether to be open to merger or not.  

The variation in uncertainty springs from the combination of voluntariness and a latent 

threat of forced amalgamation. Theoretically, each municipality may be located in one of four 

conceptual categories of “marriageability”, as illustrated in Table 1. Municipalities state their 

desire either to be amalgamated or to remain as-is. Their wishes can be rejected or 

accepted/vetted by upper-level government. As a result, municipalities end up in voluntary 

(upper left cell) or forced marriage (lower left), or voluntary (lower right) or unwanted 

singlehood (upper right). Uncertainty about which category one ends up in, typically 

decreases over the course of the reform process. 

 

[Table 1] 

 

In practice, until the amalgamations have in fact been implemented, each municipality can be 

placed in either of 4 categories:  

 

(1) the mature fiancées, that is, municipalities that decided voluntarily at the start of the 

reform process to amalgamate and who had their mergers fast-tracked vetted by the 

Ministry of Local Government and Modernization (n=11). These mergers are 

implemented in 2017 and 2018, and the municipalities will end up as voluntary 

marriages 

(2) the willing fiancées, that is, municipalities that decided voluntarily to amalgamate but 

without necessarily having a specific partner, and anyway too late in the reform 

                                                           
2 The bill was presented to parliament in April 2017 and passed on June 8th 2017 with a small majority; it was 

supported by the Liberal Party (Venstre) in addition to the Conservative Party and the Progress Party. The bill 

established that from 2020, Norway would have 354 municipalities. Forty-six new, enlarged municipalities were 

constructed, replacing 118 “old” ones. Fifteen municipalities were affected by merger against their explicit wish 

– a low number compared to the county governors’ recommendations.  
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process to be fast-tracked by the national government (n=144). Eventually, these 

municipalities will probably also end up as voluntary marriages 

(3) the unwilling fiancées, that is, municipalities that decided not to amalgamate but for 

whom the County Governor proposed a forced marriage (n=62). 

(4) the happy singles, that is, municipalities whose decisions not to amalgamate were 

vetted by the county governors (n=211). These municipalities will end up in the 

“Voluntary singlehood” cell of Table 1. 

 

Data and methods 

We use the assignment of municipalities in the four groups to estimate the effect of territorial 

uncertainty on hoarding. The reform process in 2014 induced territorial certainty for all 

municipalities – but to varying degrees.  We apply a difference-in-difference (DiD) logic and 

compare municipal spending before and after the reform process started across municipalities 

in these four categories, testing whether municipalities experiencing a higher level of 

territorial uncertainty changes economic policy relative to the municipalities facing least 

territorial uncertainty, i.e. relative to the group of  happy singles (category 4). In addition, we 

in particular expect such hoarding policies to occur in municipalities facing a potential forced 

marriage. Accordingly, we expect last-minute spending to occur in category (3) and to a 

smaller extent in categories (1) and (2) relative to our control group of happy singles/no 

amalgamations (4). Since the happy singles (4) have also been subject to some level of 

territorial uncertainty and as said is not a control group of “no treatment”, our design 

represents a conservative test of whether the level of hoarding varies with different levels of 

territorial uncertainty. Since the assignment into the four groups is not randomized, we 

include a set of control variables. 

To measure the effect variable last-minute spending we use 2012-2016 data from the 

official Norwegian database for municipal accounting (KOSTRA). Our data thus cover two 

years before the reform process was initiated (2012 and 2013), two years of voluntary local 

processes of scanning the rationale of merging (2014 and 2015) and one year in which the 

group of unwilling fiancées in the last three months of the year were facing potential forced 

marriage (2016)3. The year 2017 is a less suitable candidate for studying the impact of 

                                                           
3 We exclude the municipality of Oslo because of a two-tier status as both county and municipality. In addition 

we exclude an extraordinary small Island municipality (Utsira) and 10 municipalities, that are incomparable rich 
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territorial uncertainty on hoarding, primarily because the case shifts halfway through that 

year, with parliament’s passing of the reform bill, from one of uncertainty to one of certainty 

over whether a merger will happen or not. Moreover, economic behavior on 2017 is 

incomparable to economic behavior in the period 2014-16 because it is “contaminated” by the 

existence, starting in August of 2017, of inter-municipal boards with regulatory powers4.  

Our main dependent variable is an indicator for the net operating result used in 

KOSTRA. This indicator is a core indicator of the overall fiscal outcome of a municipality 

(Hansen, Houlberg & Pedersen 201). The indicator is a per capita measure of current revenues 

less current expenditures and interest. 

Besides this overall indicator of fiscal balance, we apply five supplemental indicators also 

used in KOSTRA and similar to indicators used in former studies of last-minute-spending: 

 

 Gross investments per capita 

 Current expenditures per capita 

 Excess spending as a percentage of gross revenues 

 Long-term debt as a percentage of gross revenues 

 Liquid assets as a percentage of gross revenues 

 

The technical appendix provides information on the operationalization of the variables.  

Municipal fiscal policies are influenced by other factors than territorial uncertainty and 

potential amalgamation. And since assignment of municipalities to groups of 

“marriageability” is not randomized, we include standard control variables known from 

previous analyses of Norwegian municipalities (Hagen & Vabo 2005; Borge & Tovmo 2009, 

Borge, Falch & Tovmo 2008). First, we include an indicator for municipal expenditure needs 

based on the criteria in the Norwegian Equalization Scheme on the age and socioeconomic 

composition of the population. Second, an indicator of municipal wealth controls for 

variations in economic potential among the municipalities. Third, as fiscal policies may be 

                                                           

due to revenues from large hydro power plants. We thus end up with a dataset containing 416 cases across five 

years, a total of 2,080 observations. 
4 The 118 old municipalities that make up the 46 new ones were obliged to hold preparatory joint municipal 

council meetings by the end of August 2017 to (inter alia) establish inter-municipal boards/amalgamation 

committees (fellesnemnder). In accordance with the 2001 law on changing municipal borders (inndelingslova), 

these boards have responsibility for preparing fiscal plans and budgets and reviewing accounts for the last year 

before and the first year after implementation of a merger – that is, in this case, 2019 and 2020 – and, as an extra 

precautionary measure, keep the ministry (by way of the county governor) informed about the individual 

municipalities’ fiscal plans and budgets throughout the board’s period of operation (KMD 2017: 42-43) – that is, 

in this case, the second half of 2017 and 2018.    
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subject to economies of scale, we control for differences in the overall size of the population. 

Descriptive statistics for dependent variables and control variables are provided in the 

technical appendix. 

Since our data have a panel structure, OLS regression is not likely to produce unbiased 

results because of problems related to autocorrelation and heteroscedasticity. To remedy these 

problems, we run OLS regressions with cluster-corrected standard errors (clustered at the 

level of the individual municipality). 

Results 

Before turning to the DiD-based regression analyses, we present a first view of the main 

dependent variable in Figure 1, which shows the development over time in the net operating 

result for the four groups of territorial uncertainty. Figure 1 shows parallel trends for the four 

groups before the reform process was initiated in 2014. This is crucial for the validity of the 

DiD-analyses presented below, that the different groups were evolving along similar paths 

before the “treatment” of territorial uncertainty. Similar trend patterns are found for the other 

dependent variables (see Appendix, Figure A1). 

 

[Figure 1] 

 

Based on the visual inspection of figure 1, the average net operating result declines in 2014 

for all four groups of municipalities. This indicates that the initiation of the reform process in 

2014 induced territorial uncertainty in all municipalities. The main point of interest is 

however whether the relative changes from the pre-reform years to the post-reform years were 

larger among fiancées, willing fiancées and unwilling fiancées than among the happy singles 

not going to amalgamate. This is formally tested in table 2, which presents the DiD-based 

regression analyses. To make the estimates more robust to yearly fluctuations we use the 

average of the two pre-reform years 2012 and 2013 as the basis for the post-reform DiD-

estimates. 

 

[Table 2] 

 

The first three parameters in table 2 is a set of dummies for territorial uncertainty, estimating 

the pre-reform difference between each of three groups and the control group of happy singles 
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not facing an amalgamation. I.e. the difference between the groups in the last two years before 

the reform process was initiated. Some of these estimates are significant, indicating that it was 

neither random which municipalities decided voluntarily to amalgamate nor which 

municipalities were recommend forcedly amalgamated by the County Governors. Compared 

to the happy singles all three groups had lower current expenditures per capita. In addition, 

the municipalities that made an early decision to voluntarily enter a specific amalgamation 

(the mature fiancées) had higher liquid assets and less excess spending than the happy singles, 

indicating that the voluntary fast movers had a relatively robust municipal economy prior to 

the reform process. On the other hand, the unwilling fiancées had significantly larger long-

term debts. In other words: Controlling for population size, wealth per capita and expenditure 

needs shows that the probability of a municipality being recommended forcedly amalgamated 

increases with the level of  its pre-reform debt5. At first glance, this may seem to pose a risk 

of reverse causality. This is however not the case, as we are not interested in estimating the 

effect of group placement on the level of expenditures, debt and liquid assets but in estimating 

whether the change in economic policy differs between the groups. More specifically, we 

want to know whether the difference in difference between happy singles and the other three 

groups is affected by the initiation of the reform process in 2014. This is tested by the DiD-

estimates in the second block of variables in table 2. 

The DiD-estimates are interaction terms interacting the group the municipality belongs 

to with each post-reform year. For all parameters the reference category for the estimation is 

the  level for the control group, the happy singles, in 2012-2013. For each post-reform year, 

each estimate thus tests whether the difference between the specific group and the group of 

happy singles is larger or smaller than it was in the pre-reform years 2012 and 2013. Below 

we first focus on the mature fiancées group, then the willing fiancées and finally the unwilling 

fiancées. For the mature fiancées the first DiD-estimate for net operating result  (model 1) 

shows that the difference in net operating result  between this group and the happy singles 

decreased by NOK 267 per capita from 2012/2013 to 2014. In other words, the mature 

fiancées, on average, reduced their net operating result from 2012/2013 to 2014 relative to the 

happy singles. The change is not statistically significant in 2014, which is the first year after 

the reform process was initiated. This changes as the local amalgamation processes progress.  

In both 2015 and 2016 the mature fiancées reduced their net operating result significantly 

                                                           
5 This interpretation is supported by a multinomial logistic regression (not shown) of the likelihood for each 

municipality to either voluntarily decide to amalgamate or being recommended forcedly amalgamated by the 

County Governor.  
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relative to the happy singles compared to the pre-reform situation in 2012/2013. Compared to 

the average net operating result of NOK 2.257 per capita for all municipalities in the years 

studied, the size of the reduction (NOK 1,270-1,350 ) also represents a substantially 

significant reduction. Measured by the net operating result the mature fiancées are hoarding. 

In addition, the mature fiancées have increased their excess spending and reduced their liquid 

assets not only in 2015 and 2016 but even in 2014 when the national reform process was 

initiated. The perception of territorial uncertainty and the corresponding incentives to hoard 

thus seem to set in immediately after a national launching of a local government territorial 

reform initiative. 

Turning to the willing fiancées group, we see that hoarding policies in these 

municipalities are less pronounced than among the mature fiancées. Hoarding policies are not 

significantly reflected in  any of the indicators. Hoarding is thus higher among municipalities 

that proactively found their own partners,voluntarily decided to amalgamate and face certain 

amalgamation in 2017 or 2018 than among the more hesitating municipalities that at a later 

stage decided to be willing to amalgamate but did not necessarily find a specific partner and 

are not amalgamated in the first round of amalgamations in 2017 and 2018. Territorial 

uncertainty in combination with a focused voluntary commitment to amalgamate thus seem to 

give rise to more hoarding than uncertainty combined with a more hesitating willingness to 

amalgamate. That limited hoarding policies is witnessed among the willing fiancées so far, 

does not exclude that hoarding for these municipalities will occur in the years to come as the 

actual or potential amalgamations for these municipalities are not until 2020. 

Turning finally to the unwilling fiancées, table 2 shows that these municipalities may 

have anticipated a threat of amalgamation quite early in the reform process. Though the 

County Governors did not hand over their recommendations to the national parliament until 

October 2016, the County Governors processes of assessment were initiated in 2014 and the 

results in table 2 indicate that the unwilling fiancées may have anticipated a threat of forced 

amalgamation at an early stage. Starting in 2014 the unwilling fiancées significantly reduced 

their net operating result and increased current expenditures. An equal picture of multi-string 

hoarding is found in 2015, where also excess spending is increased. The announcement of the 

County Governors’ recommendations in October 2016 for forced amalgamation of these 

municipalities does however not give rise to any particular “protest” hoarding in 2016. 

Neither of the DiD-estimates are significant in 2016. Contrary to the expectations, hoarding 

policies are less pronounced in the year of certainty of recommendation of a forced 

amalgamation, 2016, than in the preceding years of anticipated threat of a forced marriage. 
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This indicates that the period of certainty – from October to December 2016 – was too short 

for any particular “protest” hoarding to be reflected in the municipal accounts for the entire 

year 2016 and/or that the recommendations were anticipated at an early stage and hoarding 

policies locally endorsed initially after territorial uncertainty was induced by the national 

government in 2014. 

The lower part of table 2 contains the control variables and the year dummies. The 

controls for municipal wealth, expenditure needs and population size generally have the 

expected signs, indicating that the variations in economic policies across municipalities and 

over time depend on these demographic and socio-economic contingents in the period studied. 

Net operating results, gross investments and current expenditures seem to be higher in 

wealthier municipalities as does long-term debt. Long-term debt on the other hand is lower in 

the larger municipalities and in municipalities with high expenditure needs. In addition, gross 

investments and current expenditures are significantly lower the larger the population size.  

The year dummies estimate the general time trend in the period (with 2012/2013 as 

reference), i.e. the development in fiscal policies in the control group of happy singles.  

Looking finally at the model-fits, the analysis of current expenditures stands out as the 

model with the by far highest R2. For current expenditures 81% of the variations across time 

and place are explained, compared to 3 to 10% for the other indicators. 

To test the robustness of the results all models have first been run without control 

variables, then by excluding outliers (based on cooks d) and finally with fixed effects. These 

robustness tests produce substantially the same results as in table 2. 

Summing up, table 2 shows that hoarding policies are fostered by territorial 

uncertainty. This is clear evidence that behavior of government agencies can be dramatically 

affected by anticipated threat of termination. Threats of termination not only lead agencies to 

fight for survival. They also change behavior in ways that can be understood by reflecting on 

the incentives that the agencies are faced with. Returning to Kaufman’s (1976) original 

discussion of mortality of agencies and Carpenter’s and Lewis’ (2004) call for studies of 

agency strategy, it is essential to move beyond the discussion of antecedents of termination to 

address the wider question of what agencies do when the future existence is questioned. For 

reformers, this is important because these strategies may undermine the very reasons for 

termination. In this case, for instance, an important impetus for amalgamating municipalities 

is cost savings, but if the strategy of municipalities is to increase spending because of 

potential reform, this is of course detrimental to the goal of the reform. 
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Another lesson is that the behavioral effects can occur even without any actual 

termination of a single agency. We show that hoarding may set in right after the outset of 

territorial uncertainty. Actual amalgamations do not need to be decided and hoarding not only 

occurs as last-minute spending immediately before the implementation of an amalgamation.  

Conclusion 

The paper has studied hoarding in the context of the early stage of an amalgamation reform. 

Hoarding means that municipalities exploit a possible future common pool by spending or 

borrowing beyond what they would otherwise do, driven by the expectation that they can keep 

the benefits for their present citizenry while sharing the costs with others in the amalgam. A 

benefit of studying the early stage of a reform, like we do here, where the merger decision is 

unknown and, therefore, no work has begun on establishing the new entity, is that we can be 

fairly confident that the effects we observe do reflect opportunism, which is the social 

mechanism in the law of 1/n, and not “theoretically irrelevant” phenomena such as transitory 

costs relating to reorganization and harmonization of service levels (Hansen 2014, Jordahl and 

Liang 2010). 

This paper has demonstrated, first, that territorial uncertainty can be sufficient to make 

municipalities hoard; amalgamation does not need to be anything close to a certainty. The 

finding that Norwegian municipalities hoarded at the very early stage of reform is surprising 

because theoretically, a municipality does not have a strong incentive to hoard before it knows 

that it will be amalgamated and with a specific set of partners (Hansen 2014: 19). Usually, 

there is uncertainty over such matters up until late stages of a reform. Our interpretation is that 

many municipalities are willing to gamble. They know that if they end up in a small amalgam, 

and with small or poor partners, they will have to carry most of their obligations themselves, 

and if they are not merged (by the force or blessing of the state), they will have to carry all 

their obligations themselves. Still, many do hoard, apparently unwilling to bypass the 

opportunity to have others chip in.  

Jordahl and Liang (2010: 162) were right, therefore, to expect that free-riding can start 

once municipalities anticipate a reform. And in the Norwegian case, the absence of state 

regulation of local economic behavior allowed municipalities to act on this incentive, contrary 

to what occurred in relatively recent reforms in for example Denmark (Blom-Hansen 2010) 

and Japan (Nakazawa 2016). The Norwegian government expected hoarding and planned to 

restrict it through regulation, but chose not to when faced with resistance from municipalities 
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and opposition parties in the parliament. Getting municipalities to voluntary amalgamate was 

the top priority; local “excesses” was a price the government was willing to pay. 

 

Second, we have demonstrated that variance in the perceived likelihood of merger influences 

the level of hoarding. As expected, we found a positive association between the two. There 

was more hoarding among municipalities for whom amalgamation was a real potential (the 

willing fiancées) than among those for whom amalgamation was highly unlikely (the happy 

singles). And those who hoarded the most were those for whom amalgamation was a certainty 

– those who had agreed to merge early in the process and were to be fast-tracked and 

implemented in 2017 and 2018. This deviates from what Hinnerich (2009: 728) found in 

Sweden. There, municipalities that merged before the deadline hoarded less than those who 

merged later.  

Third, hoarding occurred among both willing and unwilling amalgamation candidates. 

This runs counter to our hypothesis that hoarding would be less widespread in municipalities 

voluntarily entering into a municipal marriage than in municipalities facing a potential forced 

marriage. The finding is not consistent with Fritz and Feld’s (2015) finding from Germany, 

that those who volunteer hoard less than those who are forced into amalgamation. It is 

consistent, though, with Saarina and Tukainen’s (2015) finding from Finland, where hoarding 

did occur in the context of voluntary mergers. Saarimaa and Tukainen (2015: 141) are 

surprised about this, because municipalities that have agreed to merge should also be able to 

agree not to exploit the common pool. However, we can speculate that municipalities that 

have agreed to merge can also, formally or informally, agree to exploit the common pool, up 

to a level accepted by all. 
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Technical appendix  

All data are register data from the “KOSTRA” database run by Statistics Norway. (www.ssb.no/offentlig-

sektor/kommune-stat-rapportering/kostra-databasen). They include data on municipal fiscal indicators stemming 

from the municipalities’ accounting systems, based on national specifications set out by the national government 

framework for “KOSTRA”. In addition, Statistics Norway and the Ministry of Local Government and 

Modernization collect demographic and socioeconomic data on all municipalities. 

 

Table A1: Measurement of variables 

VARIABLES Measurement Mean Std. Dev. Min Max 

Dependent 

variables: 

     

Net operating result  Net operating result per capita in the final accounts of the year. 

Net operating result is measured as current revenues less 

current expenditures and interest (“Netto driftsresultat i kroner 

per innbygger”) 

2236 3474 -9885 40042 

Gross investments Gross capital expenditures per capita (“Bruttoinvesteringer per 

innb.”) 

11388 9502 218 106834 

Current expenditures Net current expenditures per capita (“Netto driftsutgifter i kroner 

per innbygger”) 

64000 12871 39272 113118 

Excess spending Excess spending for current expenditures as a percentage of 

gross revenues (“Årets merforbruk i driftsregnskapet i prosent 

av brutto driftsinntekter”). Note that this indicator is not an 

indicator for budget overruns, but measures current spending 

above a calculated level of expenditures which would balance 

the budget. 

-1.22 1.81 -12.5 9.3 

Long-term debt Long-term debt as a percentage of gross revenues (“Langsiktig 

gjeld i prosent av brutto driftsinntekter”) 

 

215.31 34.24 53.3 359.5 

Liquid assets Liquid assets as a percentage of gross revenues (“Arbeidskapital 

ex. premieavvik i prosent av brutto drifts inntekter”) 

18.42 22.57 -133 245.8 

Main independent:      

Territorial uncertainty  Four categories of municipalities with regard to territorial 

uncertainty. See text for further information 

(ref. = Happy singles/non-amalgamating) 

    

 Fiancées 0.023 0.160 0 1 

 Willing fiancées 0.339 0.473 0 1 

 Unwilling fiancées 0.149 0.356 0 1 

Control variables:      

Wealth per capita Municipal wealth per capita. Total revenues from general grants 

and local taxes (“Frie inntekter”) Source: KOSTRA 

 

59223 10833 40649 104783 

Expenditure needs per 

capita 

Demographic and Socioeconomic needs per capita according to 

the objective criterions in the Equalization Scheme. Measured as 

an indicator measuring the within year position of the individual 

1.21 0.14 0.90 1.75 

http://www.ssb.no/offentlig-sektor/kommune-stat-rapportering/kostra-databasen
http://www.ssb.no/offentlig-sektor/kommune-stat-rapportering/kostra-databasen
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municipality relative to a national average set at 100. Due to 

changes in the Equalization Scheme the indicator cannot be 

compared across years and therefore measures the within year 

position of the municipality relative to the national average. 

Source:  The Ministry of Local Government and Modernization, 

yearly calculations for the Equalization Scheme 

(“Inntektssystemet”). For 2016 see 

www.regjeringen.no/contentassets/744de1ad6f0f4df09311c33ed

d01ae99/trykk_gront-hefte.pdf. 

Population (ln) Natural log to municipal population January 1st. Source: Statistics 

Norway 

8.54 1.14 6.14 12.54 

N=1664 for all variables. All economic figures are based on final accounts and calculated in 2016 prices. 

http://www.regjeringen.no/contentassets/744de1ad6f0f4df09311c33edd01ae99/trykk_gront-hefte.pdf
http://www.regjeringen.no/contentassets/744de1ad6f0f4df09311c33edd01ae99/trykk_gront-hefte.pdf
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Table A2.: Distribution of municipalities with regard to territorial uncertainty 

   

  Frequency Percent  

Fianceés Certainty for voluntary amalgamation 11 2,6  

Willing fianceés Potential voluntary amalgamation 144 33,6  

Unwilling fianceés Potential forced amalgamation 62 14,5  

Happy singles  Certainty for no amalgamation 211 49,3  

Total  418 100  
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Figure A1. Simple means for four groups of territorial uncertainty for supplemental dependent 

variables. 
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Liquid assets 
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Tables and figures 

Table 1. Theoretical typology of marriageability of local governments 

Higher level decision 

Local decision 

Pressure for amalgamation by higher level government 

Yes No 

Local decision to 

amalgamate 

Yes Voluntary marriage Unwanted singlehood 

No Forced marriage  Voluntary singlehood  
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Table 2. Regression analysis of hoarding policies in municipalities facing potential 

amalgamation 2012-2016 

 (1) (2) (3) (4) (5) (6) 

 Net operating 
results 

Gross 
investments 

Current 
expenditures 

Excess spending Long-term debt Liquid Assets 

       
Territorial uncertainty (ref. = 

Happy singles/non-amalgamating) 

      

Fiancées 681.95 -1,612.21 -4,137.74*** -0.88** -9.11 17.16*** 

 (616.11) (1,458.77) (680.73) (0.43) (10.33) (5.87) 

Willing fiancées -362.19 472.54 -1,210.71** 0.24 2.72 2.44 

 (273.48) (698.93) (570.80) (0.15) (3.51) (3.20) 

Unwilling fiancées 1,019.03 1,533.17 -2,815.18*** -0.16 14.75*** 1.94 

 (705.95) (1,478.60) (868.06) (0.24) (4.68) (2.57) 

DiD estimates (ref. = non-

amalgamating * 2012&2013) 

      

2014*Fiancées -266.55 1,610.67 85.50 0.27 -1.12 -4.62* 

 (583.68) (1,153.98) (632.16) (0.27) (5.00) (2.39) 

2014*Willing fiancées -68.64 -54.70 -175.23 -0.08 0.68 -0.57 

 (301.50) (878.44) (264.48) (0.15) (2.03) (1.64) 

2014*Unwilling fiancées -1,795.18*** -1,934.82 1,120.43** 0.42 0.65 -2.26* 

 (612.59) (1,479.84) (487.20) (0.27) (2.19) (1.36) 

       

2015*Fiancées -1,449.69*** 1,398.81 -465.34 0.50 0.94 -4.79* 

 (483.62) (3,278.60) (446.55) (0.44) (6.02) (2.52) 
2015*Willing fiancées -511.40 -590.55 -379.79 0.13 0.90 0.83 

 (370.69) (1,162.34) (314.72) (0.18) (2.15) (1.42) 

2015*Unwilling fiancées -2,393.32*** -1,244.54 1,312.77** 0.75*** -0.12 -2.17 

 (672.67) (1,918.41) (619.05) (0.26) (2.81) (1.46) 

       

2016*Fiancées -1,271.74** -986.27 -528.01 0.85*** -3.14 -5.42* 

 (503.29) (2,145.25) (677.48) (0.30) (6.17) (2.99) 

2016*Willing fiancées -221.10 335.13 -623.95* -0.21 0.24 -0.33 

 (313.11) (1,427.84) (366.34) (0.20) (2.45) (1.50) 

2016*Unwilling fiancées -924.07 -1,457.84 387.11 0.06 -2.11 -1.89 
 (595.78) (2,185.91) (671.29) (0.34) (3.15) (1.57) 

Year dummies (ref. = 2012&2013)       

2014 -877.56*** 401.58 483.92** 0.15 11.76*** 0.76 

 (245.55) (638.64) (221.00) (0.11) (1.01) (0.95) 

2015 550.81* 2,183.92*** 298.65 -0.90*** 15.48*** 3.47*** 

 (290.13) (819.51) (249.51) (0.13) (1.21) (0.97) 

2016 1,170.46*** 2,785.37*** 390.96 -1.09*** 14.37*** 5.92*** 

 (235.51) (878.78) (297.34) (0.14) (1.42) (1.03) 

       
Control variables       

Wealth per capita  0.09** 0.25** 0.79*** -0.00 0.00*** -0.00 

 (0.04) (0.11) (0.06) (0.00) (0.00) (0.00) 

Expenditure needs per capita -1,432.13 -10,398.77 8,778.33 0.21 -115.30*** 24.12 

 (3,746.74) (8,437.69) (6,203.16) (2.01) (36.03) (19.69) 

Population (ln) 181.71 -703.35* -1,620.33*** -0.00 -5.13** -2.13 

 (218.48) (392.12) (399.65) (0.12) (2.47) (1.43) 

Constant -2,995.02 12,668.58* 21,587.61*** 0.06 303.75*** 22.38 

 (4,172.29) (7,364.93) (7,504.42) (2.28) (41.56) (21.21) 

       
Observations 2,079 2,079 2,079 2,079 2,076 2,076 

Adj. R-squared 0.083 0.062 0.813 0.098 0.099 0.025 

max VIF 2.584 2.584 2.584 2.584 2.584 2.584 

Robust standard errors in parentheses (clustered at each municipality) 

*** p<0.01, ** p<0.05, * p<0.1 
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Figure 1. Net operating result. Simple means for four groups of territorial uncertainty 
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