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Abstract

The paper examines the potential for efficiency gains in the amalgamation of five Danish municipalities. Based on survey information from all heads of operational units in the newly established large municipality (Regional Municipality of Bornholm) a potential is found. A model for explaining the potential in the operating units by means of characteristics of the organisation, the head and the task of the unit are constructed and estimations are run using OLS technique. The size of the organisational unit and the values expressed by the head work as explanations whereas characteristics of the task do not. Possibilities because of the larger scale of production to intensify the use of human capital as production factor are appointed as an important underlying factor explaining the existence of the potential. Several premises for exploiting the efficiency potential are pointed out. Staff education and management development are found to be of special importance in the units. Especially in smaller production units, amalgamation of parallel units into larger production units is found to be an important factor in preparing for efficiency gains. Finally, the demand for stronger vertical integration is found to be significantly correlated negative with the size of the organisational unit whereas the demand for stronger horizontal integration is significantly correlated positive with the size of the organisational unit.   

1. Introduction

Mergers are important in structural development in industry. Amalgamations among municipalities are not directed simply by the rationality of industrial economics. Municipalities are – also – democratic institutions and at the same time they are operational organisational units seen in relation to the national government. Municipalities and their borders are regulated by national legislation and municipal mergers normally imply political reforms at national level.

Creation of larger municipal units has been carried through in many European countries during the last decades (Wollmann 2004). In Denmark a major structural reform was decided in Parliament in 1967 to be implemented in 1970 reducing the number of municipal units from around 1300 to 275. At the end of the 1990s a new debate started about the Danish municipal structure and a preparatory committee was set up by a Liberal/Conservative government in 2002 coming up with a report at the beginning of 2004 (Strukturkommissionen 2004). The final decisions upon a structural reform reducing the number of municipal units to 96 and at the same time transforming the 14 counties into 5 regions with a reduced portfolio of tasks and with the right to impose income taxation suspended have been taken by Parliament in the spring of 2005. The new municipal structure is to be implemented in 2007.

In one single case an amalgamation of municipalities has been implemented in advance. In 2003 the five municipalities in the distant island of Bornholm in the Baltic Sea amalgamated into one municipal unit: Bornholms Regionskommune. This island also held the status of being an independent county and as part of the amalgamation reform the municipal level and the county level were integrated in the island. Contrary to the rest of the country the Bornholm reform was a locally initiated reform decided in a referendum in the involved municipalities and afterwards confirmed by the Danish Parliament. This implies local trust in the existence of an efficiency potential in producing in a larger scale. Such a trust was expressed by a large majority of local politicians beforehand. Such a trust is also reflected in the strategy for drawing up the organisational structures (Christoffersen, Klausen and Lundtorp 2003).

In the Danish argumentation in the preparatory committee the need for a structural reform mainly comes from a belief in efficiency gains when uniting related tasks at one single level in the municipalities draining the counties for tasks and in reality making the new regions into organisations concentrating on producing hospital services. To be able to handle the enlarged portfolio of tasks the municipalities should at least contain 20,000 inhabitants and ideally 30,000 inhabitants according to the criteria for the reform laid down by the government and based upon the report from the preparatory commission.

The question about the shape of the production function and the presence of economies of scale was taken into consideration by the preparatory committee, but economies of scale did not constitute a decisive argument when raising the minimum size of municipalities. Mainly based upon two empirical studies the preparatory committee, on the other hand, argued that economies of scale only played a role within the administration task whereas considerable economies of scale in local service production could not be documented.

The two empirical studies, which are Indenrigsministeriet (2000) and Houlberg (2000), follow in outline the same approach using cross section data for average expenditure in municipalities and making regressions with population size. The results are also almost identical finding a minimum of average expenditure for administration in municipalities with about 15,000 to 25,000 inhabitants and also finding minimal differences between economies of scale in the administration and economies of scale in the total municipal activities.

Christoffersen and Larsen (forthcoming) question the results in Indenrigsministeriet and Houlberg. They argue based on Groes (2004) that as well local level of income taxation as standardised level of expenditure converge freezing total municipal expenditure at a common level. Generally speaking increasing economies of scale confronts the small municipalities with a trade off between raising expenditure and reducing quality/improving cost-efficiency in the production of services. In the Danish setup characterised by forces in the market and in the national regulation of the municipalities driving the municipalities to respect to a still higher degree a common expenditure limit the possibility in small municipalities to raise expenditure as countermeasure to raising economies of scale is, on the other hand, excluded. Instead, they have to react by raising efficiency extraordinary or if it is not possible to reduce the quality of the produced services. Both of the Danish studies have, however, excluded the quality dimension motivated by lack of data. On this background Christoffersen and Larsen conclude that the importance of economies of scale in local government production of welfare services is uncertain and that it can possibly be bigger than estimated in the present empirical literature. The key point in this argumentation is that it is not to be expected that expenditure reflects real costs in efficient production.

Results determining the importance of economies of scale based on empirical data from other relevant countries have not been presented in the report from the Danish preparatory committee. Other cross section studies have been executed in countries with municipal institutions comparable with Denmark. Rongen (1995) has analysed Norwegian data. On the other hand, it has not been possible to find such studies having solved the problems concerning the quality dimension. Oates (1988) introduces, however, what he calls the »zoo effect« implying that new functions are added in larger authorities.

This paper presents an alternative to the cross section approach to the question of economies of scale. 

With regard to theory the starting point of the paper is industrial economics and the identification of possible theoretical explanations of the existence of economies of scale. 

Welfare economics and political science also offer important approaches to understanding the rationality of decentralised government. However, neither of these approaches is obvious when trying to explain a potential in larger organisational units.

What welfare economics concern it is to be expected that larger organisational units are going to damage at least two of Tiebouts classical assumptions (Tiebout 1956). The choice between a large number of municipalities offering different packages of tax/benefits is restricted. Also transparency by virtue of nearness is weakened. 

At least in a Dahl inspired understanding of democracy focusing on participation, equality, control and openness larger municipal units are naturally to be seen as a threat to local democracy rather than a potential (Dahl and Tufte 1973). A new comprehensive Danish study of the relationship between size of municipality and local democracy based on as well election data as survey data and referring to a Dahl understanding finds, on the other hand, that it is not to say that local democracy in larger municipalities is working poorer than in small municipalities (Kjær and Mouritsen 2003).    

The paper includes investigations based on empirical data from the island of Bornholm. In a questionnaire to all heads of production units in the new amalgamated municipality the efficiency potential created by the amalgamation is estimated by these heads. Furthermore, the heads have pointed out the factors behind the emergence of a new potential. Particular attention is on the relationship between production scale and efficient factor use including the use of skills or human capital as production factor. Finally, the questionnaire is asking the heads to point out barriers inside the organisation for the exploitation of the efficiency potential created by the enlargement of volume. A large number of production units and a very high participation rate in the survey have made it possible to use econometric techniques to uncover patterns of connections.

After having located a considerable efficiency potential the paper proceeds into a search for factors of importance for realising such potential. As regards the theoretical foundation organisational theory is now relevant. Two strategies are followed in this search.

First, a formal model explaining the strength of the efficiency potential as seen by the heads of the production units in Bornholm as a function of factors characterising the head as leader, the production unit and the services produced in the unit are constructed. The model is then operationalised and regressions are run utilising the survey data.

Second, the survey data pointing out barriers for the exploitation of the potential are investigated. 

2. Service Production and Organisational Scale

Industrial economics operates with a standard conception describing the long-run average cost curve as U-shaped as indicated in a standard textbook like Begg, Fischer and Dornbusch (1994:116). Three main explanations of the existence of economies of scale up to a certain volume of production are given.

The first explanation takes the existence of fixed costs into consideration. Building stock, technical equipment and systems represent investments partially involving also sunk costs. Such investments are characterised by a certain capacity of production and the unit costs are minimised when this capacity is fully utilised. 

The second explanation points at the possibility of exploiting production equipment characterised by higher productivity when producing in larger scale.

Third, production in larger scale makes a higher degree of specialisation possible. That means that it can be possible for staff members to accumulate knowledge and experience of importance in the production in a process of professionalisation. 

The basic microeconomic understanding behind these three explanations is that the character and composition of the production factors are determining the relation between costs and output and that the production scale again is determining the conditions for efficient factor composition. The strategic production factors are those which serve as supplement to labour and which thereby make it possible to raise labour productivity. Two factors are important: The conditions for use of capital and human capital as production factors are dependent on the scale of production.

3. Bornholm as a Case

Bornholm is an island in the Baltic Sea with 44,000 inhabitants and historically with five municipal units. Furthermore, the island constituted an independent county. A merger in 2003 formed Bornholms Regionskommune. From 2007 Bornholm will be integrated in one of the five new Danish regions.

As a locally initiated amalgamation reform the Bornholm reform was naturally connected with logic of belief in potential efficiency gains. The only rational reason that the reform could pass a referendum with a strong majority of yes votes seems to be a common public belief that a united large municipality would hold qualities not being present in the small municipal units. On this background the elected predestined municipal council made use of the situation to decide a fundamental renewal of organisational structures compared to the preceding small municipal units.

The basic principle for the new organisational structure is a principle of separating policy making and professional executing. All professional activity including administrative tasks and the whole municipal staff are organised in organisational units, establishments, each of them with separate economy and operating according to a contract made with the municipal council and renewed annually. The contract specifies economic conditions for the establishment and production goals leaving the responsibility for organising the production processes to the heads of the establishments. 

4. Data and Model

The organisation of Bornholms Regionskommune consists of 117 operational units called establishments. In the beginning of 2005 we sent a questionnaire to the heads of these establishments containing questions about their establishment, their personal background as head of the establishment, the values characterising their management approach, their management style and their estimation of the potential for improving efficiency in their establishment. Two establishments share the head, and from the 116 heads of the establishments we received 105 usable complemented responses. We have no indications of a systematic pattern in the few dropouts.

The key question in the questionnaire in the context of this paper asks the heads of the establishments about their estimation of potential for future efficiency improvement in the establishment by virtue of the amalgamation. The answers are described in table 1. An overwhelming majority of the heads, 82%, estimate a positive potential, while 9% estimate a negative potential for efficiency improvement. The estimated potentials are strongly correlated in a positive direction with the size of the establishment.

Table 1

Estimation by the heads of the establishments of the potential for future efficiency improvement in the establishment by virtue of the amalgamation

	Large potential
	31

	Some potential
	51

	No potential
	9

	Some loss of quality and efficiency
	8

	Large loss of quality and efficiency
	1

	Correlation with size of the establishment
	0.31*


The heads are also asked about the efficiency performance of their establishments from the time of the merger until now. The answers are described in table 2. Strong variation is found in performance during the implementation phase in the first six months of its existence. After that the efficiency performance has been improved in 70% of the establishments and a strong positive correlation with the size of establishment is found.

Table 2

Estimation of change in efficiency in the establishments from the time of the amalgamation until now

	
	Clearly deteriorated
	Deteriorated to some degree
	No change
	Improved to some degree
	Clearly improved
	Correlation with size of establishment

	In the short run in the first months after the amalgamation
	11
	28
	26
	28
	7
	0.05

	From mid-2003 to spring 2005
	5
	11
	14
	37
	33
	0.25*


When trying to understand the patterns in table 1 and 2 elements from microeconomic theory as well as from organisational theory will be utilised. 

From microeconomic theory we have the U-shaped average cost curve and the explanation that economies of scale can originate from specialisation. This brings us to formulate the hypothesis that the capacity of the organisation is able to contribute to explaining the estimated potential and performance in the establishments.

A great deal of organisational theory concerns the problem that agent incentives are not fully aligned with the interests of their principals. Municipal organisations produce services characterised by severe difficulties what measuring efficiency concerns. The problem of monitoring and accountability is virtually impossible to solve for many types of municipal outputs. It means that ultimately there can be no formal mechanism for delivering transparency and accountability. Fuku​yama (2004) distinguishes between two aspects of public sector tasks: First, their transaction intensity which refers to the number of decisions that need to be made by organisations, and second, their specificity which refers to the ability to monitor a service output.

Fukuyama finds that the most easily monitored activities are those characterised by high specificity and low intensity. The least able to be monitored are those characterised by low specificity and high intensity. The specificity of most municipal tasks is in fact low. Because of the amalgamation the intensity has been raised. The amalgamation itself has thereby increased the monitoring problem. There is a number of possible approaches to the problem of monitoring low specificity activities with high transaction volume. Fukuyama suggests introduction of moments of competition or – with reference to Hirschman (1970) – opening for exit. This is in a way what they have done in Bornholms Regionskommune with organising all activities in independent establishments. The competition among municipal establishments is obvious. Municipal schools are competing in order to attract children because attendance has become important for the economy of the establishment, et cetera. Furthermore, the managerial and organisational model implies a force working in the direction of increasing the specificity of the tasks. The contracts make specificity a necessity. By that the contract model also prepares for possibly bringing in private producers.

The link between specificity, on the one hand, and ability to monitor and to raise competition, on the other, has been elucidated in Bornholm with the amalgamation reform. The heads of establishments have become fully aware of this condition. This brings us to formulate the hypothesis that specificity of the tasks is able to contribute to explaining the estimated efficiency potential and performance in the establishments. What the other task dimension – intensity – concerns a close correlation with capacity is to be expected. 

The third dimension – besides organisation and tasks – which shall be incorporated in the analysis is management or the approach of the heads. The literature on roles and strategies in management is immense. Klausen (2001) is summing up and distinguishes between three properties of managers: Qualifications are acquired by management schooling and formal training, characters are linked to the personality and find expression in the way in which the manager is perceived by other people and roles are defined by position in the hierarchy and principles for acting as a manager. We formulate the hypothesis that the properties of the heads are able to contribute to explaining the estimated efficiency potential and performance in the establishments.

The factors nominated as potentially contributing to explaining the estimated efficiency potential in the establishments are forming a potential model. The model is specified in figure 1. To run estimations on the model we have to operationalise the model and make it possible to link it with empirical data. In this process we are restricted because of the difficulties connected with providing usable data. The main data source is the questionnaire to all heads of establishments in Bornholms Regionskommune. Employing this source excludes subjective personal information which to some degree could have been provided by means of interviewing all 116 heads individually. For several reasons such interviewing has not been possible. More detailed characteristics of organisational structures have neither been available.

Figure 1 also specifies the way how the potential model has been operationalised. The characterisation of the organisation is one-dimensional and simple. The characterisation of the heads is lacking a personal and subjective dimension. Nevertheless has it been possible by means of survey data to establish relevant and workable data totally covering the operational level of a large municipal organisation. This opens for employing econometric techniques in analysing the information.

Constructing formal models and implementing empirical testing on such models implicates the necessity of careful consideration of causality. Besides the theoretical foundation of the hypothesis we have supplemented the data analysis with a qualitative study based on interviews in focus groups with selected heads of establishments as well as with members of the board of directors and with representatives for the staff. This study has been published in Christoffersen, Klausen and Lundtorp (2005).
Figure 1

The potential model

	Variable
	Operationalisation
	Expected sign

	A. The organisation 

	A.1   Capacity of organisation
	Number of employed
	+

	B. The task

	B.1   Specificity
	As indicated  by the head
	+

	B.2   Intensity
	As indicated by the head
	(+)

	C. The head

	C.1   Heads’ professionalism
	Scope of management education
	+

	C.2   Heads’ values
	
	+

	C. 3  Heads’ style and means
	
	+   


5. Estimations

Estimations on the model explaining the table 1 variable are run by means of OLS and the results are presented in table 3. All signs are as expected. It can, furthermore, be seen that organisation and head matter in a statistically significant sense whereas task does not.

Table 3

Estimations on the model explaining the estimated potential for future efficiency improvement

	
	Full model
	Reduced model

	Intercept
	0.926

(0.3943)
	2.58

<(0.0001)*

	A. The organisation
	
	

	A.1
Number of employed
	0.137

(0.0418)*
	0.168

(0.0024)*

	B. The Task
	
	

	B.1 
Specificity
	0.034

(0.7090)
	

	B.2 
Transaction intensity
	0.035

(0.7433)
	

	C. The Head
	
	

	C.1 
Scope of management education
	0.059

(0.5874)
	

	C.2 
Character/attitude of the head
	0.294

(0.0607) (*)
	0.262

(0.0457)*

	C.3a 
Style and means of the head: Traditional
	0.005

(0.9770)
	

	C.3b 
Style and means of the head: Soft
	0.184

(0.3242)
	

	C.3c 
Style and means of the head: Market-oriented
	0.156

(0.2146)
	


* 
Significant at a 5% level.

(*) 
Significant at a 10% level.

Only one of the variables characterising the head dimension works. To understand why it is so, correlation coefficients are calculated in table 4.

Table 4

Correlation in the model

	
	A.1
	B.1
	B.2
	C.1
	C.2
	C.3a
	C.3b
	C.3c

	A. The organisation
	
	
	
	
	
	
	
	

	A.1
Number of employed
	1
	
	
	
	
	
	
	

	B. The Task
	
	
	
	
	
	
	
	

	B.1 
Specificity
	0.07

(0.4607)
	1
	
	
	
	
	
	

	B.2 
Transaction intensity
	0.37

(0.0002)*
	0.56

<(0.0001)*
	1
	
	
	
	
	

	C. The Head
	
	
	
	
	
	
	
	

	C.1 
Scope of management education
	-0.27

(0.0065)*
	-0.03

(0.7590)
	-0.04

(0.7183)
	1
	
	
	
	

	C.2 
Character/attitude of the head
	-0.08

(0.4054)
	0.17

(0.0948)(*)
	0.05

(0.6581)
	-0.15

(0.1332)
	1
	
	
	

	C.3a 
Style and means of the head: Traditional
	0.10

(0.3127)
	0.25

(0.0103)*
	0.23

(0.0248)*
	-0.10

(0.2920)
	-0.23

(0.0225)*
	1
	
	

	C.3b 
Style and means of the head: Soft
	0.25

(0.0116)*
	-0.05

(0.6155)
	0.10

(0.3216)
	0.19

(0.0593)(*)
	0.10

(0.3326)
	-0.07

(0.4926)
	1
	

	C.3c 
Style and means of the head: Market-oriented
	0.31

(0.0017)*
	0.04

(0.6846)
	0.31

(0.0026)*
	0.19

(0.0566)(*)
	-0.10

(0.3211)
	0.27

(0.0055)*
	0.15

(0.1250)
	1


* 
Significant at a 5% level.

(*) 
Significant at a 10% level.

First, it is worth mentioning that the working organisation variable and the working head variable are not strongly correlated. The coefficient is small and the statistical significance is very weak. 

The non-working head variables, C.1 and C.3, are on the other hand to some degree correlated in such a pattern that it seems that these variables are wrapped up in the working variables. As regards C.1 a strong correlation exists between this variable and the working A.1 variable. The C.3 variable has been designed as three categories each of them containing continuous sub-variables. Two of these sub-variables, soft and market-oriented style, are strongly correlated with the working A.1. The third is strongly correlated with the working C.2. That means that no clear alternatives to the basic model in the reduced form are found.

The potential model is used in table 5 to explain the change in efficiency performance in the period from after the implementation of the merger and until now as measured in table 2, second row.

Table 5

Estimations on the potential model explaining the efficiency performance until now

	
	Full model
	Reduced model

	Intercept
	0.201

(0.8845)
	1.242

(0.050)*

	A. The organisation
	
	

	A.1
Number of employed
	0.178

(0.0379)*
	0.168

(0.198)*

	B. The Task
	
	

	B.1 
Specificity
	0.144

(0.2106)
	0.160

(0.0562)(*)

	B.2 
Transaction intensity
	-0.024

(0.8559)
	

	C. The Head
	
	

	C.1 
Scope of management education
	0.099

(0.4814)
	

	C.2 
Character/attitude of the head
	0.480

(0.0174)*
	0.449

0.0095*

	C.3a 
Style and means of the head: Traditional
	0.151

(0.4951)
	

	C.3b 
Style and means of the head: Soft
	0.112

(0.6380)
	

	C.3c 
Style and means of the head: Market-oriented
	-0.070

(0.6582)
	


* 
Significant at a 5% level.

(*) 
Significant at a 10% level.

As in table 3 organisation and head matter, but besides these results it is found in table 5 that task also matters. Progress in efficiency performance until now is also positively correlated with the specificity of the task in the establishment.

The heads are not only asked about the strength of the efficiency potential, but also about the background for the existence of a potential. In table 6 is tested the hypothesis that the estimated efficiency potential originates from possibility because of larger scale to intensify the use of human capital in producing the services in the establishment. This hypothesis is linked to the microeconomic specialisation argument for the existence of economies of scale.

Table 6

The heads’ assessment of the mergers’ influence on the ability to exploit human capital in improving cost efficiency or quality

	Considerable possibilities
	53

	Some possibilities
	36

	No possibilities
	11

	Correlation with size of the establishment
	0,16


The answers in table 6 reflect the assessment of the 82 heads who in table 1 indicated that they found a potential for efficiency gains in the amalgamation. Almost all these heads – 89% – link the efficiency potential to new possibilities for utilising human capital in the production processes in their establishment.

Regressions are run at the potential model explaining the potential because of the amalgamation for exploiting human capital in improving efficiency. The results are shown in table 7. They are very similar to the results in table 3 explaining the estimated expected potential.

Table 7

Estimations on the model explaining the importance of human capital in improving efficiency

	
	Full model
	Reduced model

	Intercept
	0.438

(0.6530)
	1.32

(0.0013)*

	A. The organisation
	
	

	A.1
Number of employed
	0.065

(0.2248)
	0.078

(0.0777)(*)

	B. The Task
	
	

	B.1 
Specificity
	-0.067

(0.3498)
	

	B.2 
Transaction intensity
	0.03

(0.7026)
	

	C. The Head
	
	

	C.1 
Scope of management education
	0.049

(0.5813)
	

	C.2 
Character/attitude of the head
	0.329

(0.0112)*
	0.245

(0.0259)*

	C.3a 
Style and means of the head: Traditional
	0.093

(0.5035)
	

	C.3b 
Style and means of the head: Soft
	-0.002

(0.9879)
	

	C.3c 
Style and means of the head: Market-oriented
	0.060

(0.5603)
	


* 
Significant at a 5% level.

(*) 
Significant at a 10% level.

6. Premises for Exploiting the Efficiency Potential

The progress in efficiency during the period from mid-2003 to the beginning of 2005 has developed at the same time as the strategy for implementation of the new organisation in the amalgamated municipality has been implemented. Programmes for staff education, management development and organisational change have been carried through as part of the implementation strate​gy. Exploitation of the estimated potential for further progress in efficiency is also closely linked to future continuation of a strategy for strengthening the organisation. The heads who find a poten​​tial for efficiency improvement in the amalgamation reform are asked about the importance of a range of different elements in such a strategy. The answers are documented in table 8.

Table 8

The heads’ indications of the premises for exploiting the efficiency potential

	
	Without importance
	Some importance
	Strong importance
	Correlation with size of establishment

	A
	Stronger efforts have to be spent on

educating the staff of the establishment
	4
	54
	42
	0,22*

	B
	Stronger efforts have to be spent on

developing the organisation of the

establishment
	16
	61
	23
	0,23*

	C
	Amalgamations have to be carried through

within the area of the establishment
	60
	25
	15
	-0,17(*)

	D
	The formal horizontal integration should

be strengthened
	45
	33
	22
	-0,09

	E
	Tendering should be exploited to a higher

degree
	83
	14
	3
	-0,01

	F
	More efforts should be made on activating

the users
	21
	63
	16
	0,15

	G
	More efforts should be made on manage​ment development
	4
	65
	31
	0,24*

	H
	The informal horizontal integration should

be strengthened
	14
	55
	31
	0,22*

	I
	The central administrative function should

be strengthened
	52
	33
	15
	-0,19(*)

	J
	The superior management by the board of

directors should have a higher power of

penetration
	34
	42
	24
	0,08

	K
	Wage fixing should to a higher degree be

prepared to work motivating
	18
	56
	26
	0,20(*)

	L
	The establishment should to a higher degree be supported by central support units
	21
	55
	24
	-0,06

	M
	Systematic evaluation should be introduced
	26
	61
	13
	0,28*


* 
Significant at a 5% level.

(*)  
Significant at a 10% level.

Two elements seem conspicuous in the sense that almost all the heads attribute at least some importance to these elements: A (staff education) and G (management development). Among the listed elements of internal character working inside the individual establishment B (organisational change) is also appointed as important. As demonstrated there is a strong correlation between the strength which the heads ascribe to these elements and the size of the establishment. The causality in this result is not certain and one-sided. The result could be interpreted as expressing that heads with no belief in change and progress nor have ideas for how to create change and progress. On the other hand, a possible interpretation is also that organisational change is difficult to execute inside small organisations and that this brings the head of small establishments to be more modest as regards ambitions.

The last mentioned interpretation is consistent with the observation in table 8 C that 40% of the heads believe that amalgamation of small establishments enters into the premises for exploiting the efficiency potential. 

Among the elements in table 8 there are some which refer to the functionalism of the operational units as determined by the interaction with the whole municipal organisation. Important elements are H (stronger coordination between parallel organisational units) and I (stronger central administrative units). 

The coefficient for the correlation between the importance of element H and the size of the establishment is positive, rather large and with a high significance. This result indicates a positive correlation between size of the operating organisational units and the acknowledged need for horizontal integration.

The coefficient for the correlation between the importance of element I and the size of the establishment is negative, rather large and with a rather high significance. This result indicates a negative correlation between size of the operating organisational units and the acknowledged need for vertical integration. 

7. Conclusion and Discussion

The analysis has demonstrated that it is possible two years after the implementation of the municipal amalgamation in the island of Bornholm to document consciousness among almost all the heads of the operating organisational units of a potential for efficiency gains because of the amalgamation. In the model for explaining the potential in the establishments are (size of) organisation and (values of) head working variables whereas characteristics of the task is not. Potential is present all over the municipal organisation. 

A possibility to intensify the use of human capital as production factor is appointed as an important underlying factor explaining the existence of the potential. This factor can particularly be deployed in the large operational units where specialisation is easier to organise. Amalgamation of smaller operational units into effective larger units is consequently pointed out – especially by the heads of smaller units – to be one of the important premises for exploiting the efficiency poten​tial.

The organisational model chosen for the new large municipality is separating policy making and professional executing radically. This model brings in an element of competition between the operating units. By establishing the relation between the political level and the executing level as formal contracts in written form the model also implies a force working in the direction of increasing the specificity of the tasks preparing additionally for possibly bringing in private producers. The organisational model itself can by sharpening competitive forces contribute to bringing about a potential for efficiency gains.

A dominant quality characterising the changes regarding municipal organisation and management is professionalisation. This movement calls for new forms of organisational integration. In harmony with this Christoffersen, Klausen and Lundtorp (2005) find in their qualitative analysis that the creation of new integrating forces in the municipal organisation now represents a major challenge – also or maybe particularly for the political leadership. The severe challenge for the political leadership and for the whole vertical integration is confirmed in this study. Large operational units seem to be necessary for catching up the efficiency potential, but we find that the heads of the large and strongly professionalised units primarily seek to strengthen the horizontal integration whereas the heads of the small operational units to a higher degree are oriented towards strengthening the vertical integration.
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