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Local governments are responsible for the provision of primary education in Hungary, this being
the largest expenditure item in their budget. The segmented structure of Hungarian local govern-
ment may be a source of inefficiencies, since one of the most important source of inefficiencies is
diseconomies of scale. This paper, using data of two counties — Baranya and Békés — presents a
cost—benefit calculation with respect to the operational costs of a hypothetical, newly structured
primary education system, where only institutions of “optimal (efficient) size” are operated. Two
scenarios are presented. According to the first one all schools of inefficient size would be closed
down, while according to the second this could happen only if there is at least one additional so-
cial/cultural institution in the settlement in question. The results of the simulation, being rough
calculations, may provide guidance on what kind of questions might occur and what the approxi-
mate magnitudes of expenditures of a new system might be under specific conditions of
reorganisation.
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Foreword to the paper of Anita Papp

By publishing the following posthumous paper, we would like to commemorate the tragically short
scholarly career of our student and friend, Anita Papp (1969-2000). Her open-hearted, hard-work-
ing, brave and loving person will remain etched in the memory of everyone who knew her; that
needs no such commemoration. Our aim with this publication is different: we want to mark that
her death deprived Hungarian social science of a highly promising young scholar.

The proposal for her dissertation, in which she planned to formally modelise and meticulously
test hypotheses about the different ways in which Hungarian municipalities and institutions under
their control reacted to central fiscal restrictions, especially the Bokros-shock, and which she sub-
mitted to the Political Science Department of Central European University a mere five months
before her death, was one of the most accomplished, best prepared and most interesting thesis
proposals ever presented to the Department.

The essay published here was prepared for the course Public Policy of Education at CEU in the
spring of 2000. We are certain that she would not have thought of publishing the paper (the best of
the class) without carefully considering feedback from many teachers and peers, and incorporating

0001-6373/02/$5.00 © Akadémiai Kiado, Budapest



238 A. PAPP

the points made by them to strengthen the argument and extend her references. On re-reading it,
however, we decided that the paper was strong enough to be published as if is’, and this way we
serve our purpose better: beyond considering the merits of what follows as a highly interesting
contribution to a topical policy debate, we ask the Reader to also consider what further contribu-
tions could have been expected of someone who handed in such a paper to fulfil the essay require-
ment of a one-semester course during the second year of her uncompleted PhD studies. We are
certain she would concur that her memory as a young scholar would be best served if others, per-

haps inspired by this paper, went on studying the issues she discusses here.

Julia Varga — Balazs Varadi

INTRODUCTION

According to the National Accounts for Hungary, education represented approxi-
mately 5% of GDP by consumption in 1994-1995 (CSO, 1994; 1995). Educa-
tion expenditures amounted on average to 8.5% of consolidated general govern-
ment expenditures between 1992 and 1997 (Ministry of Finance, 1992-1997).
Pre-primary, primary and secondary education together made up 3.7% of con-
solidated general government expenditures in the same period.

As the above numbers indicate, primary education is a major component of
public expenditures in Hungary. Provision of that public service is legally as-
signed to local governments (Act on Local Governments, 1990). Currently, state
(local government) provision dominates over private provision in Hungary. This
arrangement implies that the present structure and changes in the local govern-
ment systems (for example the size of localities) directly influence the institu-
tional structure of primary education (World Bank, 1999).

As a result of the political liberalisation process at the start of the 1990s, each
of the 3200 settlements in Hungary acquired its own local government. In addi-
tion, local governments, independently of their size, are equally responsible for a
large number of services ranging from maintenance of local roads to solid waste
disposal, public lighting, primary education, primary health care and so on. The
average population size of localities is around 3000 citizens, the number of settle-
ments having less then 1000 inhabitants is 1670. While the political indepen-
dence and political equality of settlements could be seen as a desirable principle
for a democratic society, equality in service assignments raises some concerns.

First, as a consequence of the large number of small local governments and
the extensive number of tasks they must perform, the public service delivery sys-

! Except for painstaking proof-reading by Carol Harrington, for which we express our heartfelt

gratitude.
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tem, and within that the system of primary education, is too fragmented. Two
thirds of the local governments have their own schools, and the number of schools
where the total numbers of pupils is below 100 is 670, that is one fifth of the
total number of schools in 1996. Small schools might have lower educational
quality due to the fact that pupils of different age are taught in the same class.

Second, the fragmented structure of primary education makes its operation
costly and the system could be characterised by allocative inefficiencies (World
Bank, 1999). The average size of schools by settlements was between 4 and 1,045
pupils in the country in 1996, the smallest being in a village in Vas county, and
the largest in a small town in Hajdu-Bihar county. The second smallest school in
the country in 1996 employed 2 teachers for five children. Per pupil unit costs by
size of schools indicate that there are economies of scales in primary education
in Hungary (Table 1), nevertheless, these are not utilised under the current struc-
ture of service provision.

Addressing the issue of costly operation has been on the agenda of consecu-
tive governments in Hungary during the 1990s. Attempts have been made to find
an efficient structure for primary education: the most efficient size of schools,
and their sufficient number. These papers usually focused on the optimal size of
institutions, and looked at possible costs savings, but did not take into account
the total costs of a potential new system including its indirect costs (Ministry of
Finance, 1996).

This paper aims at presenting a basic cost—benefit calculation with respect to
the operational costs of a hypothetical newly structured primary education sys-
tem, where institutions of “optimal” size are operated only and indirect costs
(transportation) of the new system are also taken into account. In the first ver-
sion of the calculations all schools below a benchmark size should be closed and
relocated to the capital of the respective small region. In the second version, the
community-building externalities of schools are also taken into account, and in-
stitutions are merged only if there is at least another type of social—cultural insti-
tute at the settlement which adequately substitutes for schools.

The paper concentrates on one year and two counties only. The reason for the
latter is that information on small regions is very limited in the database used.
Although using average data from a time series could have provided more reli-
able information on operational costs, the consideration of using as recent data
as possible also had to be accommodated. The compromise has been to make
calculations only for the year 1996.
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THEORETICAL BACKGROUND

The concept of economies of scales states that when an increase in output by a
constant of (k) does not result in a k-times increase in total costs of production,
then economies of scale exist and production is more cost-efficient if output is
produced in large quantities. When this basic principle is applied to education,
the question is whether it would be more cost efficient to produce more outputs
in the existing units of education, or alternatively, whether there is a better struc-
ture of the school system so that the same amount of children could be educated
from less resources.

It is important to note that efficiency in this interpretation refers to cost effi-
ciency only. Nevertheless, it is not obvious that large school size accompanied
with low per capita expenditures is a proof of efficiency if not only output quan-
tity but quality also matters. This question is addressed in the literature as the
problem of output of public services. Pupils are not only outputs but they repre-
sent input also to education. Accordingly, the output of education largely depends
on the characteristics of this key input (abilities, pre-existing skills), and it is
difficult to grasp what the output of the education process exactly is. To solve
this problem, the concept of intermediary output is often used whereby input, for
example the number of pupils enrolled, is used for approximating output (Cohn
et al., 1989). Education in this approach is more efficient the bigger number of
pupils are educated from a fixed amount of resources.

With respect to economies of scales in primary education in Hungary, this
paper utilises the existing literature, and takes findings of recent empirical analyses
as its starting point. 7able 1 below indicates that in settlements where the aver-
age size of schools is bigger, the unit costs of education are lower. Herman et al.
(1998) have found proof for this negative correlation. They have estimated im-
pacts of pupil numbers on the unit costs of education (returns to educational popu-
lation scale) by using the overall number of pupils at a settlement and the aver-
age number of pupils in a school. The first figure represented the size of the local
educational sector while the latter one stood for the possible returns to scale at
the school level. They found that the overall number of pupils had significant
effect on the unit-cost expenditures in education both in towns and villages, while
the average number of pupils had significant effect on educational costs only in
villages. The authors claim that returns to scale are highest in the lower range of
pupil numbers: average costs of education decline tremendously in the range of
500-2,000 pupils per school.

There are two normative policy implications of the findings on economies of
scales. On the one hand, it seems worthwhile to increase the demand side of the
local educational market. On the other hand, with respect to the supply side, it is
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cost-efficient to educate pupils in schools sized between 500 and 2,000 children.
The rest of the paper tries to establish an optimal-sized market with optimal-
sized institutions and investigates whether unit costs of education would indeed
be smaller.

Table 1

Operational expenditures per pupil and distribution of primary schools by size (1996)

Average number Average per pupil costs Number of Number of

of pupils 1000 HUF settlements schools
0- 49 120.5 365 380
50— 99 123.1 282 294
100 — 149 107.1 407 412
150 - 199 94.2 306 327
200 — 249 90.1 206 224
250 — 299 89.2 137 157
300 — 349 88.8 87 130
350 — 399 86.0 88 204
400 — 449 91.7 82 414
450 — 499 90.4 57 288
500 — 549 87.5 53 202
550 — 559 84.7 41 136
600 — 649 79.1 25 55
650 — 699 79.9 14 31
700 — 749 70.9 7 10
750 — 799 77.3 11 12
800 — 849 81.4 9 13
850 — 899 78.2 7 9
900 — 949 77.0 3 3
950 — 999 73.7 3 3
1000 — 80.8 1 1
Total 102.3 2191 3305

Source: TAKISZ Database.

Demand: optimal local educational market

Using the findings of Herman et al. (1998) that the overall size of the educa-
tional sector has an effect on unit costs in both towns and villages, this paper
assumes that the hypothetical new educational structure is based on a sufficiently
sized local educational market. To obtain a sufficiently large educational market,
demand is taken into account not at the level of small regions, but at the level of
individual local governments.
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There are several arguments for treating small regions as the appropriate units
of the local educational market. First, small regions are not only administrative
units, but the results of symbiotic development of towns and settlements in their
immediate environment. Hence, locating educational services in the capital of
small regions does not seem to contradict urban development. Second, geographi-
cal relocation of services does not seem to be unmanageable from a transporta-
tion point of view. There were 160 small regions in 1996, in a country of a size
of 93,000 square kilometres. As a rough approximation, no small region capital
is further away than 13.6 kilometres from the edge of a small region on average?.

Supply: optimal size of schools

Regarding cost efficiency of the educational institutes, Herman et al. (1998) claim
that while average costs decline continuously with increasing numbers of pupils,
the decline is the most dramatic in the range of 500-2,000 pupils. Accordingly,
this paper ideally assumes that the hypothetical educational system would con-
sist of schools with 2,000 pupils in the capital of small regions, and operational
costs of these schools would be the proxies for the operational expenditures of
the hypothetical new system.

Nevertheless, the dataset does not provide information on the size of indi-
vidual schools, only on the total number of schools and the total number of pu-
pils at a given settlement, that is the average size of schools. Due to data con-
straints, it is not obvious what size of schools should be used as a reference for
the hypothetical new system. The only guidance is that size should be within the
range of 500 and 2,000. A possible option would be to rely on schools with the
highest average number of children. However, it is crucial to note that looking at
the average size of institutions per settlements, and using per pupil operational
expenditures as proxies for the costs of the hypothetical new system might be
distortive. There might be settlements with a few highly cost-efficient big schools
and a good number of less efficient smaller schools which might show up in the
dataset as settlements with average-sized schools and cost-efficient education.
The dataset will have a bias towards showing settlements with only one school
and relatively big number of pupils to be cost-efficient, because the equalising
impact of making averages is not prevalent. At the same time, it tends to hide
truly cost-efficient institutions in the middle range.

Per pupil expenditures by average size of primary schools have been lowest
in institutions with an average number of 700 students (see figure below).

2 The average size of small regions is 581 square kilometres. Assuming that each region has a

shape of a circle, the average distance from the middle point of the circle is 13.6 km.
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Nevertheless, regarding averages, this information cannot directly be used as a
benchmark for schools with the lowest operational costs. The benchmark school
size has to be characteristic for schools in the entire low-cost range, that is, aver-
age schools size of 700 or above. Among settlements with at least 700 pupils per
school on average, settlements with schools sized between 800—850 occupied
the median place. The number of settlements with an average school size smaller
than 800—850, but bigger than 700, was 18, while the number of those above 850
was 14. Hence the paper assumes that schools in the range of 700 pupils or above
are best characterised by schools with a number of 800—850 pupils and the bench-
mark school has 825 students. It is important to note that no primary school has
to be of a size of 825, but the system shall be designed with a reference to that
school size.

COST-BENEFIT ANALYSIS: THE BASIC FRAMEWORK

A cost-benefit analysis of the operation of a hypothetical new system is based
on the following simple logic. In a system with optimal- (efficient-)size schools,
economies of scales are utilised, that is, the operational expenditures of the new
system are smaller than those of the fragmented system.
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Due to the fact that the new hypothetical system would consist of big schools
at the capital of small regions, some of the small, inefficient schools would be
closed down and some pupils would have to commute in order to get to school.
Recurrent costs due to changes in location (that is pupils’ transportation costs)
would be taken into account as an integral part of the total operational expendi-
tures of the new system. In sum, the following relationship will be investigated
to identify operational cost efficiency of a hypothetical new system:

operational cost (old) <= > operational cost (new) + cost of transportation

Restrictions

The simple formulation of the question above contains several implicit restric-
tions with regard to implementation costs of the hypothetical new system and
the transportation market. On the one hand, it is assumed that there is an ad-
equate infrastructure in the country to accommodate increases in transportation,
and that there is a flexible transportation market from the supply side, so that
higher needs for transportation would not result in an increase in costs of trans-
portation.

As far as the costs of introducing the new educational system is concerned
(e.g. extra class rooms to be built), it is assumed for the sake of this paper that
the general government is ready to bear the cost of restructuring the institutional
system and no economic viability in the strict sense is expected: the costs of one-
time expenditures are financed from resources external to the hypothetical edu-
cation project. This could be either an operational surplus in other public ser-
vices, revenues from operating or selling assets or, finally, issuing new debt. While
possibly no rational private agent would implement a project which is unable to
finance itself, that is, to generate revenues which also cover investment costs, a
government might have several reasons to do so.

First, the government faces a decision-making problem of investing into a ser-
vice which produces public good (Lott, 1987). It could be argued that primary
education is a good which not only provides individuals with knowledge, but
also contributes to the acquisition of basic knowledge and skills necessary for
the smooth operation of democratic societies. Such basic social skills and the
resulting well-functioning system is a public good, characterised by non-exclud-
ability and non-rivalry. As a consequence of the non-excludable nature of the
public goods, there is an inherent free-rider problem: it is difficult to make ben-
eficiaries bear the costs of education. As a result, public goods are usually under-
provided if their production is left only to the market (Stiglitz, 1988). The gov-
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ernment might intervene and make arrangements for additional educational ser-
vice provision either by financing education, or by directly producing education
in state institutions, but cannot expect that the system would finance itself.

Other arguments can be brought up for why governments would not require
an education project to cover its investments costs. Unlike in case of other mar-
ket actors, governments can get indebted in order to finance their already exist-
ing debt. If debt financing moves on a sustainable path, whereby costs of debt
grow in line with the capacity of the government to finance debt (increasing rev-
enues), the government might want to choose a strategy to roll over its debt con-
tinuously. This would result in permanent interest expenditures, but would not
require the repayment of the capital. Hence, the costs of a government invest-
ment would be considered only insofar as they would result in an increase of
interest expenditures of the government.

Data sources

The cost—benefit calculations of this paper are based on the so-called TAKISZ
database on local governments. While this is a very rich dataset providing mon-
etary and other information on local services, two major problems hindered its
use. On the one hand, the available data set does not contain information by small
regions. Information of counties and individual settlements is obtainable only.
Second, while the database is extremely large, it is far from being coherent, hence
the amount of data to be omitted is large.

Due to the above considerations, instead of looking at the costs and benefits
of the hypothetical education system in small regions nationwide, small regions
of only two counties out of the 19 have been selected, assuming that the new
education system is only in a pilot phase. The selection of the two counties was
determined by the relative goodness (fullness) of data, and representativeness
for settlement density.

As has been argued above, that fragmentation, and hence high costs of public
services at the local level are due to the fact that each settlement has its separate
local government with an equal number of tasks independently of size. Accord-
ingly, settlement density seems to be a factor determining the costs of education
services in a given part of the country. One of the counties selected (Baranya)
represents parts of the country with high settlement density, that is, a large num-
ber of small individual settlements. The other selected county (Békés) is charac-
teristic for parts of the country with low settlement density and relatively large
individual settlements by number of citizens (7able 2).
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Table 2
Number of settlements, and number of settlements with primary schools in selected small regions
(1996)
Small regions Number of Number of Number of
settlements settlements schools
with schools
Baranya county 302 106 183
Small region
Komlo 19 9 15
Mohacs 48 19 22
Pécs 69 26 60
Pécsvarad 13 7 8
Sasd 27 5 37
Sellye 30 11 11
Siklos 50 12 13
Szigetvar 46 17 17
Békés county 75 72 111
Small region
Békéscsaba 17 17 41
Mezdbkovacshaza 19 17 18
Oroshaza 10 10 17
Sarkad 11 10 11
Szarvas 7 7 11
Szeghalom 11 11 12

Source: TAKISZ Database.

Characteristics of the old structure

The main characteristics of the old structure are summarised in 7able 3. Per capita
operational expenditures varied from 80,000 HUF to 101,000 HUF in Baranya
county, and from 73,000 HUF to 96,000 HUF in Békés county in 1996. The av-
erage school size by small region was rather small, it varied between 109 and
300 in Baranya and 231 and 416 pupils per school in Békés. 183 schools oper-
ated in the 106 settlements of Baranya, and 111 schools in the 72 settlements of
Békeés. The effects of settlement density is clearly observable: both the number
of schools, and per capita expenditures are higher in Baranya, a densely settled
part of the country, than in Békés.

In the two selected counties (and 14 small regions), the average size of schools
varied between 109 and 416 in the small regions of Sellye and Szeghalom, re-
spectively. This implies that reorganisations would be necessary at the capital of
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Table 3

Main features of the existing primary educational system in 1996

Small regions Number Number Average number Operational Average
of schools of pupils of pupils expenditures operational
per school (1000 HUF) expenditures
per pupil, HUF

Baranya county 183 3570 236 4082 468 114 291
Small region

Komlé 15 4205 280 337 930 80 364
Mohéacs 22 4532 206 431 769 95 282
Pécs 60 17 991 300 1 809 574 100 585
Pécsvarad 8 1012 127 87 006 85974
Sasd 37 8737 236 111 289 88 102
Sellye 11 1198 109 121 033 101 071
Siklos 13 2770 213 264 045 95323
Szigetvar 17 2758 162 261 412 94 800
Békés county 111 37616 339 3251988 86 453
Small region

Békéscsaba 41 15372 375 1364 938 88 797
Mezdkovacshaza 18 4697 261 453 180 96 493
Oroshaza 17 6094 358 506 622 83 135
Sarkad 11 2542 231 230 585 90 728
Szarvas 11 3920 356 328 537 83 821
Szeghalom 12 4993 416 368 126 73 736

Source: TAKISZ Database, file-in-kind data on institutions.

every small region in order to create optimally sized schools. As it can be seen in
Table 3, per pupil operational expenditures are well above the cost-efficient level
in the small regions selected for this analysis, except for the small region of
Szeghalom, which fact indicates that a new structure could be expected to bring
significant increases in cost-efficiency.

Full merger: A hypothetical new system

According to the basic framework outlined above, the operational costs of edu-
cation in the old structure in a given small region are supposed to be compared
to the total operational expenditures in the same small region under the new ar-
rangement. Education would be provided in the headquarters of small regions
only, in schools with a benchmark size of 825. Total operational expenditures
incorporate transportation costs as well.

Acta Oeconomica 52 (2002)
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Schools of the new system may diverge from the benchmark-sized school,
but it is assumed that no school below a size of 700 children and above 1,400 is
allowed to operate. Accordingly, school size is flexibly altered upwards (but not
beyond 1,400) or downwards (but never below 700) compared to the benchmark
size of 825, if the number of children to be educated in schools is not an integer
multiplier of 825.

With regard to operational costs, the reference per pupil operational expendi-
tures is assumed to be 77,000 HUF per child, that is, average per capita opera-
tional expenditures in the range of cost-efficient school of 700 children or more.
For schools bigger or smaller than the benchmark size, the average per capita
operational expenditures are varying according to school size applied (7able 1).

With respect to costs of transportation, it is assumed that only those pupils
who live outside the capital of small regions have to commute. Transportation
costs within the capital of a small region were not taken into account in any form,
although the size of schools was increased in the capital towns, too. This assump-
tion can be justified by the claim that capitals of small regions tend to be towns
big enough for pupils to have to travel within the town under the old system as
well. Total transportation costs for pupils outside the capital of small regions were
calculated by multiplying the number of commuters by the cost of bus transpor-
tation for an average distance of 13.6 kilometres twice a day.

The new hypothetical school structure is summarised in 7able 4 below. The
calculations show that the new system has lower operational costs even allowing
for transportation costs. In general, transportation costs do not seem to signifi-
cantly change total expenditures. As can be seen, cost-efficiency improvements
of the new system are rather uneven depending on the original structure of edu-
cational service in a given small region.

According to the new structure, average schoolsize would vary between 841
and 1,256 pupils per school in Baranya county. The number of schools would be
reduced to 42 from 183 in the county as a whole. In three of the small regions
one school would be enough to cover the entire school-aged population of the
small region. Per pupil operational expenditures, including transportation costs,
would be within the range of 77,200 and 88,500 HUF, well below the expendi-
tures under the old structure. Approximately half of the pupils would have to
commute every day.

In line with the statement that settlement density in a county affects costs,
Békés county shows different results. Average schools size in the small regions
would vary between 832 and 980 pupils per school. The number of schools would
be reduced to 45 from 111 in the county as a whole. Per capita operational ex-
penditures would be between 73,900 and 81,600 HUF in the new system. More
than half of the pupils would have to commute.
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It is important to note that the distance and costs of commuting are based on
the same hypothesis both in case of Baranya and Békés. This is a simplification
whereby small regions are approximated as equal sized circles covering the area
of the country. At places with small settlement density these “circles” (small re-
gions) are likely to be bigger, hence their radius is expected to be bigger. Pupils
here are likely to have to commute more than the average. These considerations
were not incorporated into the calculations.

Social cohesion perspectives: a modified hypothetical education system

A hypothetical new system based on cost efficiency is a rather simplified ap-
proach to restructuring the institutional system of public education. There is an
often used sociological argument against school mergers which states that schools
contribute to social cohesion at the local level. They link individual families,
provide cultural events and enhance identity towards the locality. These non-mon-
etary benefits should also be taken into account when education is supposed to
be re-designed.

With respect to the above consideration, this paper assumes that school merg-
ers make more harm than good, that is cost efficiency does not outweigh the
reduction of social cohesion, if there are no other cultural-social organisations at
the local level but the school. The paper investigates the operational costs of a
modified hypothetical education structure where schools are closed down only if
there is at least one additional cultural-social institution.

Looking at the number of cultural institutions would be the bent proxy for
identifying whether there is a substitute for the school at the settlement. Never-
theless, information about these kinds of institutions was not available in any
form. Alternatively it was assumed that the existence of day care for the elderly
could be a potential substitute for schools with regard to social cohesion. This is
because these institutions not only provide physical care, but they also organise
cultural and social events, hence they contribute to community building in a similar
fashion to schools.

The characteristics of a new educational system where schools are relocated
to the capital of the small region only if there is no day care for the elderly at a
settlement are presented in Table 5.

As the table shows the modified system has a significantly lower average school
size, and larger number of schools but still would operate more cost-efficiently
than the fragmented system. Cost savings would be smaller than in the non-modi-
fied hypothetical case presented previously. This is because the presently exist-
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ing structure would be modified only moderately, particularly in the densely settled
county of Baranya.

The average schoolsize in Baranya county would be smaller than in case of
full mergers: the number of pupils would be between 150 and 628 under the modi-
fied hypothetical system. The number of schools would decline but not as sig-
nificantly as under a full merger. Per pupil expenditures would vary between
77,700 and 90,800 HUF, considerably exceeding the corresponding sum of the
full-merger case. The number of commuters would be significantly smaller, only
4800 out of 35,700.

Changes in Békés county would also be more moderate if compared to the
full-merger case. Nevertheless, the full-merger and the modified hypothetical new
system show less drastic differences than in the case of Baranya county since
Békés county contains relatively bigger settlements with a number of
institutionalised services. Hence, merging schools is not hindered by the lack of
alternative social—cultural institutions which could overtake the community-form-
ing role of schools. The average number of schools would vary between 407 and
890 under the modified new system. The number of schools would be 59 as op-
posed to 111 under the old system and 45 under the full-merger case. Per pupil
expenditures would be higher than in the full-merger scale, but still lower than
under the old system: costs would vary between 76,000 and 87,200 HUF. Com-
muters would still be substantial, 20,000 out of 37,600.

CONCLUSIONS

The results of the paper shall be treated as rough calculations rather than sophis-
ticated computations based on advanced theoretical models. They only provide
guidance on what kind of questions might arise and what the approximate mag-
nitudes of expenditures of a new system might amount to under specific condi-
tions of reorganisation.

First, changes in the structure of education cannot be justified on the basis of
cost efficiency only. Improvement in the professional aspects of education to-
gether with some cost measures might provide a rationale for changes. The cal-
culations show that cost efficiency could be increased if education were provided
in a different structure. Assuming that the decline in operational costs in the two
counties truly represents potential savings for the country as a whole, the decline
in operational expenditures at the national level would be around 1.0 billion HUF.

Second, transportation costs do not seem to hinder rationalisation of the edu-
cational system. As a result of increased travel costs, total costs of education
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would increase only by 0.14% compared to education expenditures under the old
structure.

Third, according to the calculations, a fully merged system would not bring
improvements in cost efficiency in every small region, though the counties as a
whole showed significant improvements. This means that small regions could
not be treated in the same way: where the structure of education is close to the
benchmark efficiency, more harm than good could be done with reorganisation.

Fourth, if the impact of education on social cohesion are taken into account as
well, a new system would only be slightly more efficient in those parts of the
country where the structure is most fragmented. In this respect the entire purpose
of a restructuring attempt could be questioned: potential economies of scales would
be deliberately not utilised due to community-building considerations.

Fifth, making school mergers dependent on the existence of alternative so-
cial—cultural organisations might not be a sufficient condition for maintaining
social cohesion. Other aspects, such as demographics should be taken into ac-
count, too. Where the relative number of children is high, the day care for the
elderly might not be an adequate substitute for schools. If pupils commute, some
families might find it worth moving to the capital of the small region, and the
dynamics of the process might lead to devastation of social cohesion as in case
of full merger.
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