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Abstract
There is a view that workable cohesive federations require some form of transfer of resources
between constituent units as part of the glue which holds the federation together (Walsh
1992).
In Australia, we have devised a system of financial assistance grants to State and local
governments based on the principle of horizontal fiscal equalisation. While changes to
Commonwealth grants, vertical fiscal imbalance and horizontal fiscal equalisation are not
prominent in Prime Minister Rudd’s vision of federalism reform, they remain of significant
concern to the State and local governments of Western Australia.
From a regional development point of view, the current system does not favour regions, and
people living in the regions. There are large differences between the levels of services in
regions, and these differences are accepted and entrenched in the Commonwealth Grants
system.
This paper explores the parameters of the financial assistance grant systems at state and
local government levels and their impact on regions. It identifies and explains an apparent
paradox, where at the state level the system redistributes funds away from Western Australia
largely because of the State wealth generated by the Pilbara region, and yet within the state
there is significant redistribution of funds to local governments in the Pilbara.
This paper emphasises the important role financial assistance grants play in underpinning
regional development in most regions in Australia. It is a frontier of regional development
which has been infrequently explored. These are matters of importance and are worthy of
debate in our exploring of the frontiers of Federalism.
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