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Abstract: Local government aims for financial sustainability in ensuring the wellbeing of citizens
at the expense of their tax incomes. As members of local councils, local politicians are the highest
decision-makers who are responsible for setting the aims and evaluating the outcome of municipal
operations. Hence, local politicians’ notions on financial sustainability play an important role in
sustainable decision-making. Although financial sustainability is seen important, previous research is
limited in providing studies on the multidimensional nature of financial sustainability. Prior research
has focused on the measurement of financial sustainability, often in the contexts of financial difficulties.
This paper aims to answer this research gap by studying local politicians’ interpretations on financial
sustainability and contributing to a deeper understanding of the phenomenon. This qualitative study
employs interview data collected from 24 Finnish local politicians from five municipalities. Based on
the content analysis of the interview data, financial sustainability is, in the eyes of local politicians,
a political issue with multiple factors in and out of the reach of decision-makers. These notions
could be utilized in future research in developing methods for measuring and managing financial
sustainability in local governments.
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1. Introduction

The World Commission on the Environment and Development Report (1987), better known as the
Brundtland report, popularized the famous definition of sustainability as a “development that meets
the needs of the present without compromising the ability of the future generations to meet their own
needs” [1]. Accordingly, financial sustainability refers to the financial and economic dimensions of
that ability [2]. In the context of public administration, the sustainability issue is gaining prominence
on the agenda [3]. Furthermore, as a focal point of public administration, local governments have
a key role in ensuring adequate and sustainable well-being for its citizens, which can be done by
organizing quality public services to tax-paying inhabitants. From this basic idea of the public sector,
two fundamentals of public financial management arise: (1) The public sector should have its economy
and finances balanced in the long-term, which means, for instance, that taxes collected from inhabitants
should be adequate to organize services for them, and (2) tax incomes should be used economically,
efficiently, effectively, and equally. These fundamentals illustrate the financial sustainability of local
government [4]. Failure to meet these fundamentals would result in damages to the primary purpose
of the public sector and its entities [5].

However, there are many definitions regarding the concepts of financial condition or financial
health in reference to financial sustainability at a local government level [6]. Within the different
concepts, financial sustainability could be defined as a municipality’s ability to meet its ongoing
financial, capital, and service obligations in the light of resource flow and stock, drawn from annual
financial information [7].

Sustainability 2020, 12, 10207; doi:10.3390/su122310207 www.mdpi.com/journal/sustainability


http://www.mdpi.com/journal/sustainability
http://www.mdpi.com
http://dx.doi.org/10.3390/su122310207
http://www.mdpi.com/journal/sustainability
https://www.mdpi.com/2071-1050/12/23/10207?type=check_update&version=2

Sustainability 2020, 12, 10207 2of 16

Furthermore, financial sustainability is often scrutinized in contexts of financial difficulties,
fiscal crises, austerity policies, or cutback management [5]. In these contexts, financial sustainability
is seen as a tool to track the financial condition of public administration [8]. Nevertheless,
financial sustainability, as a fundamental of public financial management, should be under constant
evaluation. In addition, prior research has focused on measurement and indicators of financial
sustainability [9]. Additionally, while previous research does not provide a universal notion on
financial sustainability, in order to understand “financial sustainability”, we must know how financial
sustainability is interpreted and discussed.

In this article, financial sustainability was studied in the context of sustainable decision-making in
local governments. Subsequently, the financial sustainability dimensions dealt with the issue of how
decision-makers formulate a knowledge base for sustainable decision-making. When investigating
the financial sustainability of local governments, local politicians play a crucial role. As members
of local councils, they exercise supreme decision-making powers and are ultimately responsible for
committing to sustainable decision-making, setting the aims for financial sustainability, and evaluating
the outcome of municipal operations and finances. Hence, the notions local politicians have on financial
sustainability play an important part in sustainable decision-making. From the political viewpoint,
sustainable decision-making refers the attempts for providing welfare for citizens in a (financially)
sustainable way. Hence, the viewpoints of political decision-makers are scrutinized in this article in an
attempt to contribute to the existing knowledge of financial sustainability.

This study aimed to investigate the interpretations of local politicians on financial sustainability
when they are asked to evaluate the finances and economy of the municipalities they represent. As prior
research has focused on financial difficulties, measurements, and factors affecting financial sustainability,
the core of this study lies in understanding ‘financial sustainability’. Prior scientific literature is
limited in studying how financial sustainability is interpreted and talked about, especially from
the political viewpoint. The current article tried to fill this research gap by adding knowledge
on decision-makers’ notions on financial sustainability to provide sophisticated understanding of
decision-making aiming for financial sustainability. Additionally, most of the previous studies on
financial sustainability are based on quantitative research [5], which leaves room for other types of
approaches. The qualitative approach to financial sustainability as a phenomenon provides more
in-depth understanding of the politicians” viewpoint. This qualitative study employed empirical data
consisting of 24 semi-structured thematic interviews with local politicians collected from 5 different
Finnish municipalities during the spring of 2018. The qualitative data collected underwent content
analysis in order to recognize the different dimensions that Finnish local politicians refer to when
they discuss their respective municipality’s economy and finances. This article contributes to the
discussions of financial sustainability by providing information on the perceptions and notions that
local politicians hold on financial sustainability. These new insights on the subject should ultimately
help future studies build and design financial sustainability management and measurement tools to
meet the needs of political actors.

The article is organized as follows. First, based on the existing literature, the need for research
and the focus of this study is laid out, then the concept of financial sustainability is scrutinized. This is
followed by presenting the perspectives of local politicians on financial sustainability. The third part
consists of data collection, the method used, and the results. Lastly, the conclusions of this study
are discussed.

2. Literature Review on Financial Sustainability

Financial sustainability illustrates the goals of the public sector in managing its economy and
finances. While financial sustainability can be discussed at a municipal level, the concept is not
precisely defined as of yet. Although financial sustainability is a concept without a universal
definition [6], there is a shared agreement on its importance. The international literature identifies
multiple definitions of financial sustainability at the local government level [5]. The concepts of financial
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sustainability [9], fiscal sustainability [10], financial equilibrium [11], financial health [12] or fiscal
health [13], financial soundness or financial viability [14], financial condition [7], financial balance [4],
or resilient finances [15] are used to define the phenomenon of adequate resources for future service
and financial obligations. In general terms, “sustainable” means that one is able to continue their
current practices [16]. In local governments, the question is whether present activities might hinder
the future capacity of local governments to provide services [17]. In addition, opposite conditions,
such as financial distress and its drivers, are often used in defining financial sustainability [5].

A balanced municipal economy can be defined as an economy that has adequate resources to
deliver the services required by its citizenry; this concept should be associated with the value the citizens
receive for the taxes they pay [4]. Thus, financial sustainability should focus both on revenues to meet
public demands and possible changes in municipal expenditure patterns. Similarly, sound financial
performance as “a municipality’s ability to meet its financial obligations and to satisfy its service
obligations to its citizens, currently and in the foreseeable future” [14]. Three conditions must be met
to secure “fiscal sustainability” in the public sector: (1) Deficits should be a temporary phenomenon
balancing out the economic cycle, (2) consequently, debt should remain stable over the economic cycle,
(3) except if the debt is backed by an asset of at least equal value as collateral [14]. These conditions are
often referred to as the “golden rule” [18]. This golden rule refers to intergenerational equity, that is,
equally dividing the burdens and benefits of public investments from one generation to the next [19].
Intergenerational equity can be closely attached with municipal finances, which can be defined as the
ability a municipality has of generating enough income in a given year to cover the costs of delivering
the services it needs to provide [17]. Besides the equity aspect, “financial sustainability” includes a key
element of time. The economy should be balanced over a long period of time; for how long is still a
topic of debate.

Therefore, despite the concepts or definitions used, any approach to financial sustainability
ought to contain the required information to be able to assess whether the present activities of a local
government might put their capacity to provide services in the future at risk [17]. Determining the
financial position of a local government is a relatively straightforward operation. External financial
statements are prepared and subjected to an independent audit to inform readers that the statements
present the financial position of the organization [7]. A need to interpret, in addition to financial
position, financial sustainability, may hinder this process. In addition, there is a lack of agreement on
the dimension and indicators that actually represent financial sustainability [7].

In previous research, the different concepts used and define the financial condition as “a local
government’s ability to meet its ongoing financial, service and capital obligations based on the status of
resource flow and stock as interpreted from annual financial statements” are revised [7]. Definitions can
be “specific in nature or broad in scope” [7]. A specific definition of the financial condition could
be solvency. Solvency could be easily measured with a financial indicator such as “fund balance
as a percentage of expenditures” using data from annual financial statements [7]. This somewhat
simplistic measurement has its advantages, but it would certainly simplify the phenomenon and blur
the view on the real financial situation within local governments. A broader definition would refer
to “a government’s ability to finance its services on a continuing basis, including a government’s
ability to maintain existing service levels, to withstand systematic and unsystematic risk, and to
meet the demands of natural change over time” [7,20], which could be measured with “40 financial
and environmental indicators that reflect dimensions of financial condition and dimensions that
impact financial condition, respectively, taking into account the characteristics of time, environment,
multidimensional relationships, and implicit and explicit obligations” [7,21].

Brusca et al. [9] (with reference to Honadle et al. [12]) consider that Municipal financial condition
represents the ability to adapt with current and future obligations and public demands through proper
income tax, state transfers, and service charges while managing to sustain a certain level of public
services [9,12]. From an internal viewpoint, the municipal financial condition can be determined in
cash, budgetary, long-run, and service solvency of the entity [20]. However, it can be determined that
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that municipal revenues work within two principles: (1) Revenues from internal resources received by
municipalities to finance activities that provide basic services to its inhabitants, and (2) revenues from
external resources, such as governmental aids [16,22]. Taxes, service charges, and administrative fees
(such as building permits) can be considered as internal municipal revenue sources, and governmental
grants (general grants and grants for specific purposes) and loans from governmental sources and
private capital markets as external municipal revenue sources [16].

As pointed out in the introduction, extensive prior research has focused on the measurement of
financial sustainability. Several different models have been developed with the purpose of assessing
the financial condition of a given municipality while preventing financial distress [9]. Measurement of
financial sustainability can be done with a large variety of techniques, ranging from “basic approaches”,
such as accounting information and financial reporting analysis [9,13,23], to more sophisticated
statistical modeling approaches, with the aim of discriminating a financial healthy local government
from a distressed one [14,24-26]. In addition, financial conditions aimed at determining the variables
that can best explain financial sustainability in local government can include indicators of financial
statements, such as long-term debt, cash solvency, and revenue structure [8,27]. Over the last 40 years,
international literature has focused on creating models that monitor and measure the financial health
and predict financial crises at a local government level [5].

Issues of financial sustainability come up to the agenda when financial difficulties appear.
This interest originates from the ongoing financial crisis that involved various cities involved in the U.S.
market crashes between the 1970s and the 1990s (i.e., Cleveland and New York in the 1970s; Miami,
Pittsburgh, and Philadelphia in the 1990s) and, later on, from the spending reviews and austerity
policies that many E.U. countries imposed on their local governments following the international crisis
of 2008 [5,8,17]. The meaning of financial crisis can be seen as an opportunity to define the bases
of financial sustainability good practice guidelines in order to control the use of public funds and
indebtedness of government around the world [8].

There is also an increasing amount of literature on this topic that aims to identify the different
factors that may provoke or accelerate harmful financial conditions [9]. Environment factors, such as
socioeconomic determinants, can influence the financial condition of municipalities by assuming that
they have impacts towards both the need and demand of citizens for public services as well as production
costs [28-30]. Current literature has tried to analyze the impacts of the inhabitants, population density,
or gross domestic product [24,31]. The effects of factors on financial sustainability can be divided into
external and internal factors [5]. External factors include demographic and socioeconomic factors,
such as population, population density, population wealth, unemployment, immigration, and education.
Internal factors deal with managerial factors, those being, for instance, weak management culture,
fiscal framework, expenditure costs, debt, and budget surpluses. Internal factors also include factors
such as political fragmentation, cycle, and competition, as well as the power relations between left- and
right-wing parties. Additionally, other authors consider that political and organizational factors may
influence the financial condition of municipalities. The results, however, are inconclusive: Some states
that conserve parties tend to have a lower level of debt [32] while others argue that there is no clear
relationship between political ideologies and the level of debt [31]. Organizational factors, in turn,
are perceived to affect the ability to cope with the need for changes, which will support the possibility
of maintaining a financial balance [33].

Allin all, prior research has focused on the measurement and prediction of financial sustainability.
There are multiple studies on the different ways to measure financial sustainability. Previous studies
have also focused on analyzing the factors of financial sustainability, be they external or internal.
Although the literature on financial sustainability is extensive, there is a lack of studies concentrating
on “financial sustainability” as a multidimensional phenomenon. Currently, financial sustainability is
studied from the perspective of defining the concept and testing the application of its metrics in local
government. This rather technical approach to financial sustainability excludes the examination
of the multidimensional nature of the phenomenon illustrated by the multiple definitions of



Sustainability 2020, 12, 10207 50f 16

financial sustainability. Therefore, there is a clear need to study and identify financial sustainability
as a phenomenon. The notions on interpreting and contemplating the phenomenon of financial
sustainability are required to understand sustainable decision-making, management, and how to
manage financial sustainability. Thus, the political views on financial sustainability are vital in the
context of local governments.

3. Politicians and Financial Sustainability

As key actors of a local government’s financial sustainability, local politicians decide the budget
allocations that set out the frame for municipal operations. In this paper, the focus is on the political
interpretations of financial sustainability. The starting point is the hypothesis that local politicians
will have different kinds of interpretations of financial sustainability that might differ and conflict
with the definitions drawn from the literature. Regarding these different kinds of interpretations,
local politicians can be regarded as “policy actors that are the resultant of three sets of forces:
their ideologies, their interests (e.g., power, reputation, financial reward) and the information they
have” [34]. Next, three sets of forces are discussed in the perspective of financial sustainability. However,
as Weiss (1983) highlights, this is not a universal model to explain political behavior. In reality, such a
model would be more or less complex, and it might be supported by scientific research, experienced
judgment, folk wisdom, or gut feeling.

Political interests can be defined primarily in terms of self-interest [34]. Politicians want to be
re-elected, and they want to move to positions of greater authority. Interest represents the drama of
public decision-making. In a democracy, there is a strong incentive for politicians to undermine financial
sustainability as a long-term goal of public finances [35]. These incentives are implied by the logic of
democratic elections, i.e., political interests. Politicians try to win elections by promising, for instance,
higher subsidies, higher expenses for education or infrastructure or lower taxes, but keeping those
promises would increase public spending or lower public revenues. This as a “deficit bias” that
does not depend on which candidate or party wins an election: “the deficit bias is a phenomenon
inherent to the system of democratic elections and politician behavior. It poses a threat to financial
sustainability” [35]. In practice, this would mean that a politician’s drive to be re-elected undermines
the importance of financial sustainability.

Furthermore, there are primary differences between political behavior and managerial behavior.
For managerial behavior, economic rationality can be a starting point, while political behavior is
characterized with different rationalities. Politicians can be described as those who are constrained by
“the logic of politics” with a focus on short-term thinking and obtaining re-election [36-39]. Hence,
economic rationality conflicts with the logic of politics, since it does not appeal to voters. The logic of
politics tends to have a negative impression or effect on the financial sustainability of local governments,
as illustrated by local politicians and their attitude towards financial information [36].

Local politicians represent different interests of municipal inhabitants [40,41]. These opinions
and interests can sometimes be contradictory. Therefore, it is the task of local politicians to consider
every issue from different perspectives and make a decision based on the most appropriate alternative,
albeit not necessarily the most sustainable [38,41].

In previous research literature, political competition tends to increase tax burden deficit and
government debt while reducing available resources [42-44]. Furthermore, studies on electoral
cycle theory that suggest that politicians act in opportunistic political behaviors, such as exploiting
public policies to influence election results [5]. In the context of this study, political self-interest,
the cyclical logic of politics, is assumed in the views of local politicians on the financial sustainability
of their municipalities.

Regarding ideology, a broad range of philosophy, principles, values, and political orientation [34].
Ethical and moral values are at the core of ideology: The sanctity of human life, integrity, patriotism,
among others. In the political setting, ideology incorporates values with general dispositions towards
programs of action [34]. A quote from Robert E. Lane states that political ideology represents an
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evaluative—descriptive—prescriptive account of the world [34]. Simultaneously, a broad range of ethical
and moral issues are encompassed on worldview; in the context of research, political orientation is
studied as a factor that impacts political behavior. Additionally, in local governments, politicians are
typically members of political parties. The meaning of political orientation has been another variable
analyzed in previous studies [9,42,45,46]. A significant portion of the literature on factors affecting
financial sustainability is based on the role of the political party and the political cycles [5]. Based on
the findings of previous studies, left-wing parties are more likely to adopt expansionary spending
policies than centrist or right-wing ones, thus leading to increased loan requirements and greater
difficulties in meeting repayment obligations, which challenge financial sustainability. It is widely
assumed in the literature that from a theoretical perspective, left-wing parties are more drawn to
guaranteeing the distribution of wealth and the maximization of welfare policies [5]. This assumption
results in an increase in public spending and the level of indebtedness of municipalities. On the
other hand, right-wing parties are characterized by focusing less on welfare policies and more on
budgetary discipline that induces strict control of the levels of expenditures and indebtedness of local
governments [25,47,48].

Politicians act based on a given basis of knowledge. Politicians have a sense of the current state
of affairs, the relative seriousness of problems at hand, why things happen as they do, and which
strategies of intervention will help or hinder progress, as well as how much progress is possible [34].
This category is called “information” [34]. In the context of financial sustainability, we could analyze
this “information” as part of the basis of knowledge of politicians and investigate the role of actual
information provided for decision-making. By doing so, we ought to acknowledge the simplification
of “information”.

Municipalities provide information that serves as a basis for sustainable decision-making and
management. Information concerning financial sustainability typically concerns budgetary issues,
such as appropriations and the expected cost of certain services, or accrual-based issues, such as
the depreciation of fixed assets and equity relative to debt [49]. Financial information includes
both cash-based budgetary information and accrual-based financial information. The third type of
information is non-financial performance information [50]. Performance information typically refers
to qualitative and quantitative information about the public sector activities, processes, services,
service outcomes, and transformation processes, such as productivity/efficiency, and effectiveness [51].

The basic idea behind information production is the belief that providing local politicians with
high-quality financial information would eventually result in sustainable decision-making. Asidentified
in previous research, there is no causality in the information-decision-making nexus [52-54].
Nevertheless, decision-makers have an incentive to interpret, analyze, and use financial information [55].
In order to make good decisions, decision-makers must make sense of the financial operations and
financial position of the municipalities they represent. Often, when a decision-maker talks about the
financial situation of public organization, they are supposedly basing their interpretation of financial
information [56]. Information use falls out the scope of this study since the aim is to identify the
dimensions of financial sustainability. However, there is extensive research on political information
use [57]. In addition, Finnish local politicians have been previously studied providing insights on the
use of financial information [58].

4. Data and Methods

In Finland, there are currently two administrative levels: Central and local government,
with 311 municipalities. Municipalities provide most of the public services such as health care,
social services, education, cultural services, local infrastructure, housing, and planning services.
Public services are mainly financed via taxes and state subsidies. Local politicians are elected members
of local councils. In local councils, councilors have a clear political and governing capacity in
which to shape and direct the development of their communities [59]. In Finnish local governments,
local councils are responsible for the municipalities” activities and finances. They exercise the supreme
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decision-making power in municipalities. The Finnish Local Government Act (410/2015) states that
the local council decides, for instance, the municipal strategy, administrative regulations, budget and
financial plan, ownership policy and corporate governance principles, operating and financial objectives
set for municipally owned companies, principles for managing assets and for investment activities,
and principles for internal control and risk management. The council also appoints members to other
municipal bodies, such as the municipal executive board and other committees.

Municipal elections are held every four years in Finland. Local councilors are part-time politicians.
Municipalities have a full-time staff that oversees different functions and operations, such as preparing
decisions for the local council. Municipal officials and employees operate under local council in
an organizational hierarchy. As in many other European countries, council members are mainly
middle-aged males. Approximately 40% of Finnish council members have an academic degree (only 9%
of council members have a basic education degree). More than 80% of all the council members are
employed, 12% are retired, and 4% of them are unemployed. Approximately 37% of council members
are working in the municipal sector, 36% of them are private-sector employees, 7.5% are placed in the
governmental sector, and 20% of them work as entrepreneurs [60]. Finnish political parties include the
right-wing parties Centre party, Christian Democrats, National Coalition Party, Finns Party, and Blue
Reform, and on the left, the Social Democratic Party, Left Alliance, and Green League.

This paper applied semi-structured interviews to politicians from five different municipalities
in Finland. The municipalities differed in size and financial position; one was a large city
(over 200,000 pop.), three were medium-sized cities (10,000 to 50,000 pop.), and one was a small
municipality (under 10,000 pop.). A total of 24 interviews with local politicians were conducted
from February to May 2018. The interviews lasted from 52 to 101 min and were recorded and
transcribed in full (99,093 words) with the consent of the interviewees. The implementation of the
analysis was considerably easier after the audio recordings were converted to text. Respondents were
mainly men (54.2%), 47 years old on average and highly educated (75% had a university degree).
Twenty-one percent were pensioners. Most come from communication and brokerage professions.
Fifty-eight percent of local politicians were from right-wing parties, and 42% from left-wing parties.
Thirty-eight percent of the respondents were first-time politicians. Experienced politicians (63%) were
those with more than one term in local council, and on average, they have two full terms on the council.

A set of semi-structured thematic interviews were conducted for this research. Interviewees
were asked to describe the general financial operations and financial position of the municipalities
they represent. They were given the opportunity to form opinions and beliefs freely and over time.
Supportive questions, such as “what helps you form your understanding on the financial conditions
or position of your municipality” or “what do you consider to be important in municipal finances in
general” were asked when needed.

As mentioned above, the data used in the analysis comes from interviews with local politicians.
In this paper, I propose that textual analysis represents a valuable methodological approach for
analyzing the notions of local politicians on financial sustainability. Thus, the methodological approach
here is qualitative. Textual analysis has been popular, especially for researchers working in different
areas of social sciences [61]. This procedure may include different methodologies, such as narrative,
discourse, and content analysis [62]. Within the textual analysis, a researcher can focus either on a few
selected factors of the textual data, or many factors at the same time. This ensures an “open process”,
which in turn can improve dialogue across different research areas and theories [62].

The purpose of this study was to assess the dimension of financial sustainability in local politicians’
speech. The usefulness of textual analysis lies within the analysis of the different dimensions used to
refer to the financial sustainability of municipalities. In content analysis, the data is analyzed in detail,
and extra attention is paid to similarities and differences. However, as with all approaches, the textual
analysis also has some limitations that should be considered. The main limitation of all types of
textual analysis is the need to illustrate the reliability of the ways used to collect data and consequent
validity and replicability of observations drawn from them [63]. Reliability is referred to as the
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consistency of the analysis and the reproducibility of the results. Validity, on the other hand, involves
the compatibility of the used methods and set research questions. In this paper, I ensured the validity
by a thorough examination of the literature. A detailed description of the research process, material,
and conclusions are drawn to enable the research to be monitored and thus promote repeatability of
future qualitative studies.

Perspectives from the existing literature are the starting point of the content analysis of the data.
Therefore, an analytical frame was formulated to identify the dimensions of financial sustainability,
as well as the factors and hindrances of financial sustainability in local government. Here, I applied
the perspectives of ideology and interest complemented with the viewpoints of previous research on
factors affecting financial sustainability. As a part of interests, self-interest and aims for re-election
were scrutinized in connection to financial sustainability. Ideology is analyzed by asking how political
orientation is expressed when describing the financial sustainability of their municipality.

Previous literature identifies a set of factors affecting financial sustainability in local government.
In this article, I used Garmini and Grossi’s categories to analyze how these factors are reflected
in the speech of local politicians [5]. Table 1 summarizes of the external and internal factors of
financial sustainability.

Table 1. External and internal factors of financial sustainability (adapted from Garmini and Grossi

2018 [5]).
External Factors Internal Factors
Demographic Political
Population Political ideology

Suburbanization trends and mobility of people
and business
Geographical position and location of the

Political interests

S Managerial
municipality
Cyclical economic change Mismanagement and culture

Local economic conditions, fields of economy Fiscal governance and rules

Socioeconomic Typology of expenditurg, revenues, and other

budget items
Local wealth Governance model
Unemployment Decentralization strategies
Dependent population Amalgamation and merger strategies

Level of Education
Aging housing stock and aging of other infrastructure
Income level

Financial sustainability originates from the term “sustainable development”, dating back to the
1987 Brundtland Commission’s report on the global environment and development [64]. The term
has a rather long history of sustainability and sustainable development based on the “golden rule” in
the context of intergenerational justice. Similarly, this idea is embedded in the definition of financial
sustainability when it refers the ability to meet the needs of the present citizenry without compromising
the ability to meet future needs [2]. This question of the temporal dimension of financial sustainability
is investigated in the data analysis.

5. Results

This section outlines the results of the content analysis carried out through interviews with
Finnish local politicians. Results are scrutinized from the perspectives of external and internal factors
of financial sustainability. Especial focus is given to the ‘politics’ of financial sustainability. First,
local politicians described municipal finances and financial position in various ways. Definitions of
financial sustainability of the municipality varied greatly from short and quick answers with adjectives
or school grades to lengthy reflections on the different dimensions of financial sustainability.
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“in one word: appalling [ ... ]”

“for me, a financially sustainable economy is a means to organize services. We need to have
a balanced economy to organize services otherwise it would just be about “putting out fires’
inevitably with a shortsighted view on operations [ ... ]”

In their descriptions, respondents often connected financial sustainability to the raison d’etre
of local government, the reasons why municipalities exist, and the role and obligations they have.
The local politicians highlighted that municipalities are for citizens and their well-being. However,
clearly financial sustainability or municipal economy was not high in their agendas. Some of the
respondents ruled out the meaning of the municipal economy and concentrate on the good quality
services without pondering the question of costs. Given that financial sustainability is typically
interpreted through the incomes and expenditures of a municipality, respondents frequently answered
questions on finances mentioning the main sources of income and main types of expenditures and
services required from their municipalities. However, some of the respondents highlighted the meaning
of financial sustainability as:

“Financial sustainability is not an end in itself; it is a means to organize services for citizens.
We need to make citizens feel that this is a nice and safe place to live, and the city organizes
the services reasonably.”

Based on the data, respondents had some principles and rules they followed in their council and
in their perception of financial sustainability. For instance,

“We need to balance our expenditure based on the income, always. The city should never
take loans for operative actions only for investments.”

5.1. Shifts in Economic Cycles as External Factors of Financial Sustainability

During the interviews, respondents were asked about the hindrances of reaching a financially
sustainable municipality. The most common issues identified in the data were the meaning of shifts in
economic cycles. Respondents talked about these shifts, and the impact on the financial sustainability
of their municipality, and the impact on tax income was clearly recognized by the respondents.
Furthermore, the frustration regarding the limited possibilities to influence these shifts was shared
among respondents. Municipalities were seen to be in the mercy of the economic cycle whose only aim
is to survive.

“I would say that financial sustainability is the ability to react for changing situations, to
create a kind of bumper for surprises to come so that we can find ways and flexibility to
survive. Putting it simply, we need to control our expenses and have a strategy for gaining
future incomes in order to survive.”

Due to the economic cycle shifts, unemployment, lower numbers of jobs, local effects such as a
closing of a local factory, and the mobility of people to bigger cities were all factors that respondents
referred to when talking about the financial conditions of their municipality. Local politicians believed
that these factors were out of their reach or that they had limited possibilities to tackle these issues.
As one local politician said:

“Our tax incomes are decreasing, unemployment rates are above average, and our population
is diminishing, these are the worst. In addition, our operating expenditures are increasing,
and they are always exceeding budget appropriations, we have no control over them.”

Apart from that, changes made in government legislation were regarded as out-of-reach of
political decision-making. New obligations for municipalities and cuts in state grants were examples
of the ambiguous relationship between local and central levels of government affecting the financial
sustainability of local government.
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“During the last five years, state grants have decreased seven million which is a huge amount
of money and a high percentage of our budget of 100 million [ ... ]”

In addition, the impact of governance and organization of certain municipal services can be
detected from the data. Respondents felt that healthcare services, typically organized by hospital
districts and not by the municipalities themselves, were clearly seen as hindrances of financial
sustainability. Municipalities have little control over the expenditures of hospital districts. Thus,
local politicians felt that municipalities have the role of merely “picking up the tab”.

As for broader issues, such as cutback management and cost reduction, typical aspects to financial
sustainability, respondents regularly talked about financial sustainability in the context of financial
difficulties and particularly of reductions and savings, as illustrated by the following quote:

“The aim of the municipality is not to profit, but it’s not to make cuts either. Sometimes I feel
conversations are this type that the main aim of our municipality is to save money [ ... ]”

5.2. Organizational Culture as an Internal Factor of Financial Sustainability

When respondents were asked to ponder the hindrances of financial conditions,
management issues, decision-making, and organizational culture come up. Some of the respondents
remarked on obstacles for financial sustainability in the administration that they were not content with,
such as the quality of administrative preparation work. Others expressed that issues on the meeting
agenda were promptly prepared and information thoroughly provided. In addition, respondents
illustrated the issues of organizational and decision-making culture as the harmful way of doing things
and challenges to financial sustainability:

“Our utilities are rotten, and the council is not really even interested in how to keep them in
good condition. Year after year, the same mistakes are made.”

Furthermore, respondents saw the issues of competence and financial expertise of local politicians
as a clear hindrance to financial sustainability. As two respondents put it:

“One time a few years ago, we were laughing with our council chair that that was an
8.5 million decision and almost no one took the stand [ ... ]”

“There were opinions that our municipality has a ‘bottomless purse’ and that it just needs
to offer all the good and nice things that citizens want. Local politicians want to promise
everything and those are the same people who won't take part in council workshops to learn
about municipal finances. God forbid they might learn something that they couldn’t deny
on a citizen’s forum [ ... |”

These types of concerns were shared in the data. Respondents were worried about the financial
competence of their local council, as illustrated in multiple comments on the shortsightedness, slowness,
and vagueness of decision-making.

“Long-term thinking and planning seem very difficult, and the focus is easily converted to
more understandable issues when concentrated on matters of small sums of money.”

5.3. A Key Element of Financial Sustainability: Use of Resources

Apart from the difficulties with management and decision-making, one clear topic in their
interpretations of financial sustainability is the use of the municipalities’ resources. Questions on
how the resources are used to complement the questions of how much and what kind of resources
the municipality has. Interviewees had the sense that municipal operations must be organized
economically, efficiently, and effectively, with “common sense”. Respondents highlighted the issue
of performance and outcomes in the connection of financial sustainability. However, the aspect of
performance as a dimension of financial sustainability is not a simple one; rather, it is complex by
nature and needs further contemplation, as illustrated by one interviewee:
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“In case of lots of incomes, even poorly performed operations turn out profitable [ ... ]”

Overall, based on the analysis of the data, respondents saw financial sustainability two-fold:
As income and expenditure. Expenditure is, or should be, in the control of a municipality, and as
such, in reach of political decision-making. In their interviews, local politicians expressed the need
for more opportunities to impact the expenditures of the municipality. Expenditure was also closely
related to questions of performance. On the other hand, income is seen only limitedly in the reach
of political decision-making. Politicians perceive income as vital but “external”, in the sense that a
revenue base cannot be increased by a given municipality’s actions, at least not in the short term.
Long-term policymaking in municipalities can boost the local economy, and land use planning can
attract new inhabitants to strengthen the revenue base. Naturally, the matter of tax rates “as the only
possibility” is vital in the context of securing adequate incomes.

5.4. Politics of Financial Sustainability

As a part of the analytical framework utilized in the analysis, political ideology and interests
were scrutinized in the data. When analyzing the impact of political ideology, the data showed that
respondents frequently ponder the aspects of left-wing—right-wing politics when reflecting on financial
sustainability. For instance, right-wing politicians more typically highlighted tax rates as the key
question of financial sustainability with the idea that income and expenditure should not be balanced
only by raising tax rates.

“Last year we did not raise tax rates, but in 2016, when I was a deputy council member, the
arguments were year after year that we should have higher tax rates. I am against it; I see
that we cannot pour increasing costs on the citizens’ necks. Higher taxes are not always
the solution. At the same time, left-wing politicians see that that’s the way to even out the
income gaps between citizens. That is not true.”

Right-wing politicians believed that keeping tax rates stable would automatically create a spirit
for positive development and innovations. Financial sustainability should be reached by balancing the
expenditure to meet the framework of current tax incomes. However, left-wing politicians typically
saw tax rates as a more flexible income, as a left-wing politician states:

“When the third factory closed in our municipality, I thought that this was such a crisis that
now tax rates could actually ‘live’ [ ... ]”

Another political issue raised was the matter of organization. For instance, daycare services
could have their own resources provided by the municipality or outsourced to a private company.
This matter was related to financial sustainability in discussions on how resources were allocated and
used, i.e., performance discussions.

“And these different political interests collide, and you hear from the left ‘no, no, no, we
want to do it the same way like before, no matter the costs, just raise tax rates [ ... ]”

“It is this right-wing ideology that the public sector should be slim, and this ideology is
regarded as some kind of self-evident fact. But that is thoroughly crooked. They don’t
actually think that the public sector should be slim, they just want to make a profit out of our
taxes while outsourcing public services to private companies [ ... ]”

Besides the left-wing-right-wing aspects of sustainable decision-making, the impact of different
parties was regarded by the interviewees as characteristic to political decision-making to reconcile the
different approaches. These were regarded as hindrances to financial sustainability, as seen in a quote
from a right-wing local politician:

“Greens just want enormously different things because they know that at the end Coalition
party will pay thebill [ ... ]”
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Regarding political interests, another interesting issue was the “politicking” that emerged in
the data. Several respondents pointed out that “pulling homewards” hinders financial sustainability.
Sometimes political interests overcome the interest of the city as a whole.

“The worst thing is that everyone wants to save their neighborhood school.”

This could also be a matter of decision-making culture taking place in local councils. Respondents
shared their experiences on redundancies of resources and cost cuts with the notions that these decisions
are difficult to make and they are often heavily criticized later. Understandably, cutting down on
services and lowering the level of service quality are hard decisions, and politicians receive negative
feedback from citizens. This makes sustainable decision-making even more difficult, as illustrated by
the words of one respondent:

“As a local politician, you only want to hear positive feedback. In the council hall, we all
agree that we have to make these difficult decisions. When you walk out the door and meet
the first citizen saying that you are making wrong decisions, it is tempting to change your
mind. It is so hard to stand by the difficult decisions [ ... ]”

It is not surprising that after austere measures, when things are looking brighter, a room for
politicking opens. This politicking was widely regarded as an obstacle to obtain financial sustainability.

It is important to have the ability to raise taxes when needed, but it is not a blissful end.
When there is more money, there are even more takers and money pits [ ... ]”

“ After these hard austerity decisions, next year our financial statements looked rather good
so immediately discussions on was this necessary burst [ ... ]”

Furthermore, the issue of a political cycle is an evident hindrance on sustainable decision-making.
Respondents admitted that a four-year political cycle is a short time to promote financial sustainability.
Upcoming elections are in sight of politicians, and ‘campaigning’ is mentioned in the interpretations of
financial sustainability:

“Well, I am going to take the floor and suggest that now that we have so much surplus,
we can afford to decrease tax rates ... As I said elections are coming [laughing]”

Allin all, political interests and ideology seem to greatly affect financial sustainability in the eyes
of local politicians, increasing risks for complex and short-term decision-making.

6. Conclusions and Discussion

The aim of this article was to identify different notions of financial sustainability based on the
description by local politicians of the financial position and the conditions of the municipality they
represent. Political perspectives on financial sustainability have been previously studied as part of the
factors that provoke or accelerate a given financial condition. Here, the focus is on the political notions
of financial sustainability.

Based on the results of the study, politicians often reflect on financial sustainability when they talk
about their municipality. However, one of the crucial points is that the multiple ways to understand
financial sustainability can range from grading financial sustainability to exhaustive ponderations of
different factors regarding the matter. The factors identified by local politicians were similar to the
types studied in the literature.

While there is no universal notion of financial sustainability in local government, based on a
literature review, certain dimensions on financial sustainability can be identified. Financial sustainability
can be defined as “three intertwined dimensions of long-term financial sustainability: service dimension,
revenue dimension and debt dimension” [9]. These dimensions reflect the different perspectives on
financial sustainability in local government: Revenues should be adequate for service responsibilities
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without running into long-term debt. Therefore, financial sustainability dimensions include
perspectives on satisfactory quality of services and adequacy of revenues in the long run. This expands
the definition of financial sustainability from the narrow perspectives of (financial) metrics. The concept
of financial sustainability can also be seen as extremely exhaustive [5]. In the context of this study,
the view of local politicians on financial sustainability typically included the three intertwined
dimensions [9]. Politicians tended to highlight the dimension of services in their views on financial
sustainability. The service dimension is closely linked to the basic fundamentals, the reasons and the
roles of municipal government.

In the literature, the question of performance of municipalities is not often connected with financial
sustainability. However, based on the results of this study, local politicians see this as a vital part
of financial sustainability, and they highlight the issue of performance and outcome as not simply
a question of the adequacy of resources, but as wider questions of the use and outcomes municipal
resources. Often financial sustainability is scrutinized from a rather narrow perspective, focusing on
financial resources instead of looking at what was achieved with the use of those resources. As a
potential direction of future research, sustainability could be studied more widely, combining financial
and economic perspectives to social directions of sustainability [65].

In their interpretations of financial sustainability, politicians contemplated the different aspects
recognized in previous studies. However, the political interpretation of financial sustainability provided
new insights on the topic. Financial sustainability was associated with factors that are in and out of the
reach of politicians. Demographic and socioeconomic features were those that politicians felt that they
had limited possibilities to affect. One of the most important factors that came up regularly in the data
was the impact of economic cycles on the financial sustainability of local government. Based on the
analysis of the data, besides location and the local field of economy, global shifts in economic cycles are
a key aspect of financial sustainability. Thus, prior research has focused on financial difficulties as a
context to study financial sustainability [8]. However, more studies on the meaning of global shifts of
economic cycles in the sustainable management of municipalities are needed.

Based on the data collected from Finnish local politicians, financial sustainability seems to be a
highly political issue. Similar to previous studies that identify politics as a factor that impacts financial
sustainability [42], the results of this study confirm the significant impact that political behaviors and
challenges have on sustainable decision-making and management. Politicians themselves recognized
the logical aspects of politics to create challenges and promote financial sustainability. Based on this
study, “politics” is about the impact of political orientation, political cycles, and competition, similar to
what is concluded in previous research [5]. This political dimension of sustainability [2] is an interesting
research agenda for future studies.

This article is a case study of Finnish local politicians. Naturally, a case study and the qualitative
empirical data from interviews have its limitations. Qualitative empirical data is always limited in
showing the quantities or frequencies of particular topics. This as a limitation should be recognized
when the results of the study are pondered.

Overall, financial sustainability is, in the eyes of local politicians, a challenge they try to tackle
in the decision-making when contemplating the responsibilities and resources of the municipality
they represent. This challenge includes elements in and out of reach of political decision-making,
which makes the request for financial sustainability even more challenging.
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