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FOREWORD

Nearly 60 million Americans are enrolled in elementary and sec-
ondary schools, colleges and universities. The formal education which
these young citizens are receiving is probably the most important
determinant for their future. Yet, for miilions, our publi¢c education
system fails to prepare them for adulthood and for & productive life
with full opportunity.

As the Select Commitiee has studied problems relating to equal
educational opportunity it has become clear that inadequate educa-
tion is costly to our society in both economic and social terms. In
an effort to analyze thee:-costs, the committee asked Professor
Henry M. Levin of S.itord University to prepare a report for the
committee’s ve-. -

The (:sts_to the Nation of Inadequate Education analyzes the
costs to our Nation of failure to attain high school completion among
our male population at the age of 25 to 34. It comPares these costs
with the costs of providing a high school education for this group. In
addition, the report estimates welfare expenditures and the costs of
crime, and discusses other economic and social costs attributable to
inadequate education.

This study is reproduced here both because it represents the results
of new and signiﬂ%ant research and because its conclusions will be
of interest to all who are eoncerned with the need to improve educ-‘on
in our Nation.

WaLTER F. MONDALE,
Chairman, Selest Committee on Equal Educational Opportunity.

44
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SUMMARY OF FINDINGS

An inadequate education for a substantial portion of the population
not only handicaps those persons who are undereducated, but also
burdens society with reduced national income and government rev-
enues as well as increased costs of crime and welfare. The purpose
of this study was to estimate the costs to the Nation of such educa-
tional neglect where an inadequate education for the latter third of
the 20th century was defined as an attainment of less than high
school graduation. Using data from the U.S. Department of Commerce
and other sources in conjunction with extensive research literature
from the social sciences, this report obtained the following findings:

1. Tae failure to attain a minimum of high school completion
among, the population of males 25-34 years of age in 1969 was
estimated to cost the Nation:

e $237 billion in income over the lifetime of these men; and,
» $71 billion in foregone government revenues of which
about $47 billion would have been added to the Federal
Treasury and $24 billion to the coffers of State and local
governments.

2. In contrast, the probable costs of having provided & minimum
of high school completion for this group of men was estimated to
be about $40 billion.

e Thus, the sacrifice in national incorne from inadequate
education among 25-34-year-old males was about $200
billion greater than the investment required to alleviate
this condition.

e Each dollar of social investment for this purpose would
have generated about $6 of national income over the
lifetime of this group of men.

o The government revenues generated by this investment
would have exceeded government expenditures by over
$30 billion.

3. Welfare expenditures attributable to inadequate education
are estimated to be about $3 billion eazch year and are probably
increasing over time.

4. The costs to the Nation of crime that is related to inadequate
education appears to be about $3 billion @ year and rising.

5. Inadequate education also inflicts burdens on the Nation
in the form of reduced political participation and intergenera-
tional mobility, as well as higher inecidence of disease. It is
difficult to attempt any monetary estimate of these costs.

(1x)
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Chapter I
INTRODUCTION

It would be a severe understatement to say thati American society
is committed to schooling. In 1970 over 59 million persons were
enrolled in the elementary and secondary schools, colleges and univer-
sities of the Nation, and approximately 1 million were attending day
care and preschool programs. Twe out of every seven persons were
enrolled in some form of schooling, and over 6 mitlion people were
employed in the educational sector to service these students. Given
this deeply-rooted societal commitment to a single institution, it
is no surprise to find that the instituiion of schooling has a profound
effect on our society.

Of particular importance is the mark that schooling leaves upon
an individual in determirung his future. For better or worse, formal
education is one of the most important determinants of he lifetime
opportunities of individuals. In large measure the schools select persons
to fulfill the heirarchy of social, political, and economic roles of
society. Those who receive more and “better” s:thooling are in a
better position in a schooling-dependent society to obtain the highest
earnings, most pref.rable occupations, and the best jobs.

. A—Equanity or EpucaionaL OPPORTUNITY

Throughout most of the history of American education the institu-
tion of schooling has been considered to be a beneficent and remarkable
device for providing equal opportunities among youngsters drawn
from very diverse circumstances. Indeed, the discussion and ferment
that led to universal public schooling in America during the middle
part of the 19th century was largely predicated on the concept that
education was the best path to “equal opportunity.” In the words of
Horace Mann: “Education then, beyond all other devices of human
origin, is the great equalizer of the conditions of men—the balance-
wheel of the social machinery.” ?

This movement did not represent a quest for & classless society as
much as it reflected a search for fairness in the race for life’s rewards.
Equality of opportunity would not lead to equality of outcomes;
for it was recognized tacitly that an industrial society required manual
laborers, farmers, clerks, and mechanics as well as lawyers, physicians,
managers, and professors. By equality of opportunity was meant
“. . . an equal start for all children in the race for life, but their
assumption was that some would go farther than others.”  Differ-
ences in ability, effort, luck and preferences would create differences
in outcomes among individuals, but the common school would assure

Footnotes for Chapter ¥ on p. 49.
1)
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that representative individuals born into any social class would have
opportunity to achieve status as persons born into other social classes.
That is, the opportunities for achieving life success for a son would
not be determined by his father’s achievements, but only by his own.
Implicit in this policy was the view that the system of public
education would create equal opporturity through equal educationul
opportunity.

1t is now clear, in retrospect, that neither equal opportunity
nor equal educational opportunity has been achieved. The present
system of financing and operation of the educational system leads to
greater investments of resources in the rich child than in the poor
one Noreover, the schools tend to be far more effective in providing
mobility and status for the middle-class child than the lower-cluss one.
The result is that occupational success, scholastic achievement, and
edueational attainment of children are still positively correlated witn
those of their parents.t

I.B—Costs 10 SocieTry oF INaADEQUATE EDUTCATION

The case for equality of educational opportunity, its necessary
ingredients, and our failures at achieving it have been heavily discussed
and debated in recent vears.? Yet, what is ~ften ignored in such inter-
changes is the extent that such educationul inequalities represent a
burden 10 the Nation. It is clear that persons who receive insufficient
education in a society which rewards individuals according to their
educational attainment will suffer in comparison with those who have
received better education. Yet, it is not only the individual who is
adverselv affected, but our society as well; for the direct effects of
madequate education for any person are visited indirectly on the
Nation. In this study we wish to answer the question: “What are the
cosis to society of inadequate education”? That is, what is the magni-
tude of costs that the Nation must pay for undereducating a signifi-
cant seament of its population?

There are many weys in which the results of inade juate education
require a national sacrifice. For example, if persons are unemployed
or underemployed because of their low levels of educational attein-
ment, then social output is reduced below what it would be if these
Ei‘opulations had adequate edications for the existing job market.
Thus, the Nation foregoes output which might otherwise have been
produced and contributed to social welfare.

The reduced earning power of the less educated creates a particu-
larly burdensome condition on the public sector. Low earnings or no
earnings translate into little or no tax support for government-
supplied goods and services. Further, to support those families whose
incomes fail below a reasonable standard, it is necessarv to utilize
public budgets to pay for food, sheiter, medicine, and other services
that they would ordinarily be able to obtain out of their own resour-
ces. Moreover, low educational attainment may be an important
contributor to the problems of crime. The futility faced by such
persons in obtaining attractive legitimate alternatives can lead to
desperate attempts to achieve status, power, and money through
illegal pursuits. To the degree that low educational attainment ic
a contributor to crime, then a portion of the substantial resources
that the Nation allocates to crime prevention and detection, the
judicial system, and the penal system represent & social burden.

g
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Finally, there are other significant costs of low educational attain-
ment. In a democratic society the effective functioning of representa-
tive government depends upon the active political participation
of all citizens. The degree of political involvement of the populadion
seems to be directly related to its educational level. Persons with
less formal schooling are not as likely to be registered for the vote;
even when they are registered they are less likely to cast a ballot;
they are less likely to be informed on political icsues; and they are
less likely to be active in political organizations. The results is that.
the democratic concept works less well for the undereducated portion
of the population and thus for society as a whole.

And the social costs of poor education are not just limited to the
present generation. The offspring of persons with low educational
attainment are themselves more liely to suffer the same educational
consequences as their parents. Differences in the educational ¢har-
acteristics of their home environments as well as others mean that
chilaren whose parents have been handicapped by poor education
will themselves complete fewer grades of schooling and will show
substantially lower performance in standardized scademic achiev-
ment. Thus, they in particular and the next generation generally
will suffer from the low educational attainment of persons in this
generation,

A NATIONAL CONCERN

In a society characterized by high geographic mobility, the educa-
uional neglect of one local o: State government often contributes to
the burden of another. That is, the social costs of poor education are
often exported beyond the boundaries of the governments who have
been unable or unwilling to provide adequate schooling for their
citizens. Thus, the results of undereducation in the rural South often
show up as public welfare costs in the northern cities, The felon
who lacks the skills for legitimate employment does not limit his
criminal activity to the school distriet or State which failed to develop
his proficiencies. Moreover, the tax revenues that do not materialize
because of >ducationally related unemployment or underemployment
limit government services at all levels. In most res ects it can be
shown that the social costs of undereducation do not linit themselves
to specific State or local governments or to regions of the country;
rather their pervasive qualities have implications for the entire
Nation.

Since the entire society appears to bear much of the cost of inade-
quate education, it is important to estimate the magnitude of these
costs. 1f the social costs attributable to poor education exceed the
oublic investment required to alleviate this condition, then the

ation would be better off if resources were rllocated to improve the

arts of the educational system responsible for this dereliction,
nder such circi.mstances the level of social welfare would be im proved
by Incurring this investment since in the long run the benefits to the
Nation would exceed the costs. Of course the oft-cited doctrine of
equality of educational opportunity is in itself an importaut justifi-
cation for examining the sources and impact of poor education.
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I.C—DernNinGg A Poor EpvcaTtion

Before we can estimate the national costs ot inadequate education,
it is necessary to define what is meant by this term. The fact that
the words miseducation, poor education, or iradequate education are
used so commonly tends to mask the fact that there is no consensus
on their meaning. Yet if one is to hope to measure the impact of
inadequate education, one must define as carefully as possible what
it is that he wishes to use as a guideline for deciding what is inadequate

“and what is adequate.

Perhaps it is best to begin by noting that there are two ways
in which one can conceive of inadequate education. The first concept
deals with the overall educational approach of a society; is it good
or is it bad? The extreme reliance ofP the United States on formal
schooling has been criticized in recent years as a deleterious educational
approach. It has been charged as being wasteful, fostering dependence
and docility rather than independence, being inegalitarian in the
distribution of its rewards, Leing unable to adapt to social change,
as well as repressing systematically imaginasion and creativity.®
These criticisms suggest that the American educational system is
inferior to some alternative one tiiat might be developed for this
society. Yet most of the changes that are suggested—no matter
how desirable—are not easily iroplementable. Such global changes
would require a veritable revolution of the entire society before they
could be sustained, and they are bevond the scope of this study.”

The second concept of inadequate education is 2 much more modest
one. It is based upon the view that for the present there exists a com-
mitment to the existent, schooling-based approach to education, but
within our society there are persons who are the recipients of insuffi-
cient education, both in the quality and quantity of their schooling
experiences. This is a much more traditional approach to definin
educational inadequacies, and it is the general approach that wi
be used in this study. That is, we are taking for granted the basic
nature of the American educational system and we are defining
the dimensions of inadequate education within that system. Thus
our thesis suggests that when some citizens receive considerably
poorer education than the norm for the society, not only will those
persons suffer, but the larger society will suffer as well. )

If inadequate education can be defined in terms of the quality
and auartity of schooling received, how do we determine what level
of edncation is substandard? It would seem that a simple criterion is
useful. If education does not prepare a person for the normal demands
placed upon him, it is inadequate. In this case the characteristics of
modern industrial technology require u relatively high degree of
literacy with regard to both Ta.nguage and computational skills. To the
degree that schooling does not provid-: these skills, the schooling can
be said to be wanting. Moreover, if & verson’s level of education <
vastly inferior to that of the bulk of the population, it is likely thul ¥ .
will be at a considerable disadvantage with regard to other aspect - +..
his daily existence. Since our social institutions are oriented principais,
toward the average educational level of the population, a persen
who is severely disadvantaged educationally may find that he is
unable to cope satisfactorily with many of the routine demands

‘10

e -4



5

placed upon him.® The normal level of literacy required to prepare
tax returns, apply for insurance benefits, pass vritten examinations
for driver’s licenses and work permits as well as to perform other
such mundane tasks may exceed his capabilitics simply because the
tasks themselves have been designed for personz who have benefited
from normal educational experiences.® In those instances persons
who have received relatively less schooling than the population as
a whole are likely to find themselves educationally handicepped.

Though it is obvious that any demarcation line between adequate
and inadequate education is an arbitrary one, it would seem that in
the latter taird of the 20th century there is a rather natural place
to draw that distinction. Given the relative importance of the high
school diploma for job opportunities and for further study, it appears
reasonable to define inadequate education as any level of education
below high school graduation. Though there are some persons who
receive # perfectly adequate education for fulfilling both personal
and societal commitments even though tihey do not complete ivhe
secondary level and there are other persons who remain “poorly
educated’’ even though they obtain sc{xooiing at the college or uni-
versity level, it is our view that on the average the failure to graduate
from high school is a meaningful measure of the failure to obtain
an adequate education in our present society.

I.D—TuE IncipENCE oF INADEQUATE EDUCATION

What is the incidence of inadequate education among the pop-
ulation? Given the definition that anything less than high scLool
graduation will represent an inadequate educational foundation in
the 1970s and beyond, we would like to know the proportion of
our citizens who luck this attainment. Table 1 shows the years of
school completed by persons 25 years old and over by race and sex
in March 1969. The vast majority of the population have completed
their schooling by age 25, sa.this grcakdmvn shows the overall school-
ing attainment for thesidult population 25 or over. According to these
data almost half of #ll males and females lack. a high school diploma;
and about two-thjrds of the Negro population lack this credential.
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Yot to assert that half of the general population and two-thirds
of Negro citizens are inadequately educated probably overstates the
case severely. Many of the lesser educated persons in this sample are
older persons who are in the latter stages of their work carcors. When
they entered the labor force many vears ago the need for » high school
diploma was not well-established; there were abundant on-the-job
training programs and apprenticeships; and formal education was
much less important as a prervequisite to social mobility and to ful-
filling one’s civie and other needs. Such citizens have been mt h less
handicapped than will persons without high school completion who
are presently entering the labor foree. Indeed, many of our olde:
citizens i this educational eategory were not handicapped at all
becanuse they began their adult lives at o time when o high school
diploma was a mark of relatively high educational attainment,

In contrast, the youngsters who are beginning their work and life
carcers today without high school completion are in & much less
envious position. These persons are embarking on n journey of four
or more decades in \vhic‘h the educational handicaps afflicting them
at the outset are likely to plague them increasingly throughcut their
careers as the educational attainment of the general population
continues to rise. Of course, the general upward trend toward more
schooling has meant that among younger adults the proportion who
have not completed high school is much lower than among the pop-
ulation ws n whole. Table 2 shows the years of school comp]ete«ll by
persons 25-29 years of age by race and sex in March 1969. Only wbout
one-guarter of the population in this age range have failed to com-
slete high school, ullthough two out of five Negro males and almost
]mlf of all Negro females do not attain this level. According to these
ficures the iacidence of inadequate education affects about 25 percent
of this younger population with the familiar pattorn of a heavier
burden on Negroes than on whites.

T2-095—72—u{;
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TaBLE 3.—Percent of persons age 25 to 44 who had not completed high
school by sex, region, and urbanism of aree, March 1969

Males Females

Region:
Northeast. o 3.7 28,1
North ecntral. .. __ e e —————— 30,7 27,8
South. .. af) 8 41. 7
West o L. T 23, 4 25,8
Metropolitan..._ . ... ______._ " 28, 0 28, 8
Coenteal eity-_ o ..o . 32,8 33. 8
Outside conteal eity . _________ ... 25, 4 4,8
Nonmetropelitan.____~_____________ 7" 39. 3 37. 6
Noofarm_ .. 38,03 37. 6
Farm____ . _ .. ... 46. 9 38,0

Sonreer U8, Departmens. of Commerer, Burean of the Crez-as, * Edacattonal Attudnment: Mareh (960,
Populition Charneteristle:, Current Population Reports, sedes P20, No, 194 ( Feb, 14, 1970), tables 2 and
3. g‘tgnms in this table were derived by uedding pereentages from appropriate sabeatesories, Beeause of the
rowevling ervors that ean oceur when following this procedure, thete imay exist very slight diserepaneies
between these numbers it those derived divectly from raw data,

Just as the incidence of high school completion is not uniform
across races, neither is 1t sindlar among section  of the Nations.
Table 3 shows the percent of persons age 25-44 wh i-ad not completed
high school by sex, region, and urbanism of area in March 1969.
Among the four major regions, the West showed the lowest coneen-
tration of persons who had not attained high school graduation,
ad the South reflected the highest incidence of this characteristie.
fegional differences appear to be substantial.

Moreover, the proportion of persons who failed to complete hieh
school differed substantinlly between metropolitan and nonmetro-
politun regions with the lafter showing a much higher incidence of
inndequate education as we have defined if. Within metropolitun
areas the central cities are characterized by a lower concentration of
persons who have obtained high school diplomas than the suburbs;
atel within nonmetropolitan sreas the farm portions show lower
educational sttainment than the nonfarm sections.

The implications of these findings are that u deliberate public
I)Oli('-y to promote high school completion—if successful—would
wve its greatest impact on the South I}ol!owod by the Northeast and
North Central States. The educational upgrading would be greater
for nonmetropolitan areas then metropolitan ones; for central citios
than for suburbs; and for farm aress than for nonfarm ones outside
of metropolitan areas.

I.E—AssessiNg THE Socian ('osTs op InapEQUATE EpUCATION

The costs of inadequate education can be divided into those which
are borne privately and those which represent a burden to society.!*
In general, when individuals who have received inadequate educa-
tion are disadvantaged directly by this insufficiency, we view the
burden as & private one. Whenever their neighbors or members of
a larger constituency are affected negatively by their low educational
attainment, we refer to these as socinl costs. Often the incidences of
both private and socinl costs overlap to such a great extent that the
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cutegorization of costs into separate components is necessartly arbi-
trary. For example, to the  aree that a person is deprived of employ-
ment and earpings bec. of inadequate edueation, he is bearing
the coxts of his under .. one Yet, i he requires welfare puyments
to survive und il the society foregoes tax payments that maght have
otherwise been roceiveil, there are associatod sovinl costs s well.

OF course the case for improving the cducational attainments of
those who sre most handicapped by the present system can be made
on the hasis of {airness alone. If all people are to have reiatively
cqual aceess to life’s rewards, then the raee for stccess should begin
on he sanie starting line for all competitors. It would scem that this
i> what is implied by equality of educational opportunity. As in any
competition, the race will still be won by the swiftest, but at least
evervone will start at the same place. Persons who lack high school
completion begin the quest for employment,, eatt iings, occupations, and
so ol with severe disadvantages relative to those who have received
high school diplonmus and further schooling. These inequalities in
oducntional attainment tend to exacerbate the inequalities in the
distribution of opportunity in our society. Reduetion of thesoe dis-
parities might be considered a worthy conl in itself.

In this study we are concerned primarily with estimaiing the
socinl costs of inadeguate education, More specifically  what does
it cost the Nation to “underinvest’ in the education of n substantinl
seement of its population? In particular we will attempt to estimate
the following social costs as they are imposed by present educational
policies:

1. Foregone national income;

2. Foregone tax revenues for the support of govermment
sorvices;

3. Inerease in the costs of income maintenance and welfare
programs;

4, Increase in costs of erime;

5. Reduction in political participation;

6. Reduction of intergenerationnl mobility ; and,

7. Poorer levels of health.

We will be handienpped in this endeavor by our considerably less
than perfect knowledge of the linkages between educational attain-
ments utl socinl consequences, That is, it is difficuly to trace precisely
the effects of inudequate aducntion on each of the social phenomena
that we wish to review., While each can be related theoretically and
some data are available for obtaining numerical estimates of their
itnpucets, the computational results must be corsidered to be tentative,
Indeed, they should be scrutinized for their overall magnitude rather
than for their precise values, Yet the importance ot these estimales
as potential inputs into publie policy meuns that even approximate
vahites can be very usefnl.

Essentinily the approach that we will use to measure the costs
of inadequate educeation is to follow a procedure that we will call
tpansoned estimation.” This process represents an attempt to show the
reader the stop-byv-step construction of the estimates with emphasis
on the logic of the procedures and the evidence supporting the vari-
ous underlving assutnptions. First, an analysis of the conceptual
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relationships between inadequate edueation and the phenomencn we
are concerned with will be presented. Second, these il be translated
into a set of empirical procedures for estimating related social costs.
"Third, the best available set of data will be applied 10 this framework;
and last, the resulting estiinates will be interpreted. For those readers
who might question us at any of these stages it should be a rela-
tively easy tusk to impose different assumptions or data on our analysis
in order to see if one comes out with substantially Jifferent results.

17



Chapter II
INVESTMENT IN HIGH SCHOOL COMPLETION

Since we defined an educational attainment of less than high
school completion as inadequate for our highly technical society, it is
useful to explore the social implications of failing to invest in that
level of education for a substantial segment of the population. It is
not possible to do this for the entire society because the data are not
available and our underlying knowledge of these complex relation-
ships is sparse. Yet is is possible to trace the sacrifice in national
incomo reflected in the undereducation of a specific and well-defined
subpopulation. In this chapter we will estimate the loss in national
income and tax revenues attributable to insufficient education ~mong
a group of young men who have recently entered the labor force, and
we will compare it with the public expenditure required to provide
this group of men with an adequate education.

II.LA-——ADEQUATE EDUCATION AS A SocIAL INVESTMENT

More specifically, we will review the incidence of failure to com-
plete 12 years of schooling among a cohort of voung males who nre
old enough to have compﬁeted their education. Second, we will ¢.-. 1
pare this to a hypothetical distribution of educational attainment tor
these adults if public policy required a minimum of high school
completion for all citizens. Third, we will compare the estimated
contribution to national income for this population under the exist-
ing distribution of education and under the assumption that all had
completed a minimum of 12 years of schooling. The difference between
these two contributions represents one aspect of the social costs of
inadequate education, foregone national income. Fourth, we will
estimate the loss in tax revenues to the Federal, State, and local
governments that results from this foregone incotne; and last, we will
compare these social cos*s of educationui neglect with the cost of
providing adequate education to this cohort of young people.

EDUCATIONAL ATTAINMENT AMONG MALES, 26-34 YEARS OLD

Table 4 shows the distribution of educational attainment among
males, 25-34 vears okl in March 1969. This cohort of young men
was selected for the analysic because they represent a group with
recent educational experience who have geuerally completed their
schooling and are beginning their v-ork careers. Moreover, there exist
abundant census data for this group which enable us to link their
income with their education and other characteristics. In 1969 there

Footnotes for Chapter 11 on p. 49.
(13)
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were some 11.§ million men in this age category of whom about 12
percent were nonwhite. It should be borne in mind that the nonwhite
group is predominantly Negro (over 90 percent), but that it does
include members of other races as well. Following the familiar pattern
established in earlier descriptions of educational attainment, about
44 percent of the nonwhites have not completed high school in con-
trast with only 25 percent of the whites who fall into this grouping.
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Table 4 represents the actual distribution of educational attain-
ment for males 25-34 years of age in 1969, Since we wish to calculate
some of the national costs of failing to provide sufficient education, we
wish to compare the actual distribution of educational attainment with
one that might exist if public policy provided a mirimum of high
school completion for all persons.

TasLe 5.—Hypothetical distribution of educational attainment for males
25 to 84 years of age, March 1969, by race under minimum requirement
of high school completion *

Number in thousands]

Collego
High school  1to 3 years 4 years 8 or mote
years
White males  cvececcemcncaeenaan- 5, 919 2, 020 1,414 1, 135
Pereentages. .. ceecvcmameee- 56. 5 19.3 3.5 11,0
Nonwhite males. oo cconocccnaea 886 210 121 105
Percentagee e 67. 2 15. 9 9.2 £0

* Based upon assumption that all complete high school and that continuation bevond high school will
{follow pattern for nonwhite males 25 to 20 in March 1969. Data on nonwhite rates are taken from U.S.
Debartment of Commerce, “Educational Attainment: Mareh 1969,” Population Characteristics, Current
Population Reports, series P-20, No. 194 (Feb. 19, 1970), table 1.

Table 5 shows the hypothetical distribution of educational attain-
ment for males 25-34 years of age, March 1969, by race, under mini-
mum requirements of high school completion. Since the high school
di;})loma also makes an individual eligible for further schooling at the
college level, it is reasonable to believe that some of the additional
persons who graduate from high school will continue their education.
In Table 5 we have assumed that the rates of continuatien beyond high
school for all additional graduates will be similar to the present ones
for nonwhites. Since only about 19 percent of the nonwhites compared
to 36 percent of the whites had completed one or more years of college,
the use of the nonwhite continuation rates represents a very con-
servative assumption of college participation for a group of high school
graduates that is predominantly white.

We have hypothesized that by undereducating a vast segment of the
population, the Nation endures a loss of potential output that world be
realized had the Nation provided adequate education for all of its
citizens. Since Table 4 represents the present distribution of educa-
tional attainment and Table 5 depicts the “minimum desired” dis-
tribution of educational attainment for the male population 25-34
years of age, we wish to estimate the sacrifice in national income
created by the present educational neglect. That is, we wish to deter-
mine what the additional output and earnings of this segment of the
population would be if society had provided the levels of education
reflected in Table 5.
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TaBLE 6.—Kstimated numbers of additional males 25 to 34 years og
age completing education at each level under public policy of hig
school completion.

College
Migh school 5 or more
completion 1o 3 years 4 years years
White males. oo 1, 758, 000 418, 000 223, 000 195, 000

Nonwhite males. ... 395, 000 94, 000 50, 000 44, 000

Table 6 reflects the number of additional males 25-34 years of age
who might have completed their schooling at each of the educational
levels had government policy provided a minimum of high scheol
graduation. It is estimated that almost 1.8 million additional white
males .nd 400,000 more nonwhite males would have obtained high
school diplomas before entering the labor force had suri an educational
policy existed. Moreover, under relutively morlsi assumptions of
continuation beyond the recondary level, it is estitaated that some
800,000 white males and 200,000 nonwhite ones would have obtained
training at the college level.

Before calculating the loss in national income reflected i the sub-
stantial numbers of young males who fail to complete high school,
there are a number of conceptual and empirical issues that need to
be addressed. First, how do higher levels of education lead to higher
levels of p.oduetivity and income? Second, are present relative differ-
ences in carnings by level of education—for example, between high
school graduates and drop outs—appropriate for caluclating the
income foregone by not investing in a minimum of high school com-
pletion for everyone? And, third, how should additional income that
might have been produced in the future by a different educational

rolicy be weighted relative to additional income produced at present.
ach of these represents a rather complex set of phenomena for which
we need tentative s: ~wers in order to proceed with our caleulations.

The next three <ections address themselves to each of these ques-
tions: In II.B the relationships between schooling, productivity, and
income are explored. The criteria for caleulating relative differences
in income and earnings by level of education are established in 11.C;
and the problem of evaluating future increases in incom:2 is assessed
in IT.D. The resolution of these issues paves the way for the ensuing
estimate of the national income and government revenue lost because
of inadequate education among young males.

11.B—Scnooring, Pronverivity, ANpD INCOME

If we compare persons with less than high school completion with
those who have obtained their high school diplomas and perhaps have
even attended college, we note that the former are likely to be found
in the lower paying occupations, to be receiving lower earnings even
within an occupation, and to be more susceptible to unemployment
and underemployment than the latter.! These differences in experiences
reflect_themselves in differences in economic productivity and ecarn-
ings.* Yet, one must ask why persons with higher levels of education
are more productive than ones with less schooling.

e
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Phere are at least three reasons that workers with more education
are likely to be more productive and derive higher carnings than those
with lower eduentional attainments. The fivst 1s that additional school-
ing provides one with a greater set of skills, both specific and general,
which improve productivity.? These skills include improved numerical
and language proficiencies, as well as conceptual skills that enhanee
the ability + » make deeisions in planning, organiation, and production,
Thev mav alse include particular voeational skiils that are imparted
in the educational process.

Second, additional sehooling tends to inculeate persons with specifie
attitudes an:d behaviors that help them to function in the large
bureancratic enterprises that characterize much of both the govern-
ment and the private sector.t Relationships of the individual to the
organizational hierarchy and to the reward structure are two siteh
arens whose acceptance by workers improves the efficiency of the
organization as a1 whole. Sinee schools tend to be organized much like
other organizational units with high degrees of internal s ecialization
and similar inteastruetures, it is believed that schools t('m'l to socialize
wotkers to accept the complex work relationships that they will face
in their oceupational roles. Students who complete fewer erades are
Joss riolded into this organizational labyrinth and are thus less able
to qualify for positions which require such intruorgunizational skills,

"Third, it has been suggested that in a society characterized by rapid
technologieal change, education makes a contribution to productivity
b ereating a greater ability to adapt to such change. In particular,
the higher the level of managerial functions roquirmiz, the greater will
be the requirement to adapt to technological change.® Thus, the as-
sut:: *ion is made that the more educated u manager or professional,
the qaicker he will introduce new technigues of production; indeed,
st-dies of agriculture have found that the more highly edueated
farmers tend to adopt productive innovations earlier than those with
Jossor odueation.” To the degree that there is a general relationship
betweon the level of education and the ability to adapt to changing
conditions of production, the person with more schooling will benefit
more in a period of technological progress.

Finally, as en adjunct of this, 1t is possible that the technology of
production in a society refleets the educational mode of the labor
foree. That is, as average skill levels rise, the nature of capital that
is introduced into the production process eapitalizes on the greater
abundance of such labor force capabilities. The result is that low skill
opportunitics declive us the educational attainment of the work foree
rises. Technology that requires higher skill levels replaces technology
that utilizes lower skill levels as the persons with higher skills become
more plentiful. Unfortunately this means that the portion of the
pepulation with considerably less than average attainment finds that
the relative demand for its services is declining.®

Today the proverbial low status oceu mtion of ditehdigging requires
more than a strong back and a shovel. These attributes have been
replaced by expensive and sophisticated trenching equipment which
requires higher skill levels to operate and maintain. Industrial main-
tenance is no longer identified with the broom and the dustrag as
much as it is with vacuum sweepers and other uq}uipmont which
requires judgmental skills that are not inherent in the broom tech-
nology. fi\'on when these innovations arve introduced to save man-

Tz D
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power, they are likely to use a more highly skitted 1abor force in place
of the larger number of lower skilled workers whorn they veplace,
With the introduetion of new technology, labor productivity may rise
among workers with higher skills; but such changes may be at the
expense of less educated workers.

Finalty, it is important to note that while there are several reasoas
posited for schooling-relaied productivity of persons, it is diffieul to
pinpoint the combination that is most relevant for explaining inerensos
in productivity in speeific instancoes. Attempts that have been made 1o
specify the exaet skills required for particular job functions have mint
with fittle success becanse such requireinents are probably very
diverse, multidimensional, not easily subject to measuremont, nol
not always obvious to the researcher.? In wddition, the productivicy
of the organization may be related to schooling produceid attribuses
that are not reflected in individual <kill and productiviiy measures,
Thus, our coneeptual knowledge linking productivity and schooling
is not easily verified quantitatively amd studies that have attemp.ed
to explore the link have been anecdotal or eagmentary at best o

T.C —Carcvrating ReErnarive Dirrenreyces 1x INcoME BY
Leven or Evucarion

The .S, Census reports income by educational attainment, ne-,
sex. raie, region, and other characteristios. Since we can caleulwo
tncome by level of edueation, it would appear to be a simple task 10
relate additional vears of schooling to additional national incon o,
Aceordingly, we could obtain estimates of the national income sacri-
ficedd by not investing in n minimum of high school completion for il
citizens.

Yet, there are cortuin questions raised by such a naive approach.
First, how do we know that the present relative differences in earnings
by level of education nre appropriate for caleslating income foregene
uneler a poliey of high school completion for evervone? Second, what
adjustments should be teade for the possibility that present linaneial
returns to high school graduntos and college attendees miay reflect not
onlv schooling differences but also “ability” differences s compared
with the returns to high school dropouts? And, tkird, how should we
treat racial differences in income?

INCOME AND EARNINGS

.

Before proceeding, it is important to emphasize that earnivgs and
income are not svnonvmous. While income reflects the cconomic
returns to both physical eapital inputs (land, buildings. oq.:ipment)
and human capital ones (labor). curnings inchule only the latter
component. In general we expeet additional schooling to bave its
areatest impaet on the returns to labor and thus carnings. Tt i« likely
though, that the effect of more edueation on the individual’s ability
to aceess and proces< information may enable him to make more
productive investments in physieal capital which angment the non-
earnings components of his income as woll, The available censdas data
refer =pecifieally to income rather than to the carsings suheategory,
but it does not appear that the use of income data will impari . sericus
bias to our ealculations.t
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STABILITY Of INCOME DIFFERENCE

Although the census reports the income level associated with each
level of schoeling, how <o we know that these relative income dif-
ferences are stable ov.r time? More specifically, let us consider the
income differentinls hetween persons who have attained various
levels of schooling below high school completion and those with
high school diplomas. Can we use these differentials to assess the
national income foregone as a result of not investing in a minimum of
high school completion? Economic theory would suggest that as we
increase the supply of high school graduates »/s @ vis ones with less
than high school, the relative incomes of the former will decline. If
this is true, then by applying the present observed differences in
incomes between the two levels of schooling we would be overstating
the returns to the higher level.

In this case, howev r, the evidence suggests exactly the opposite
tretdd. That is, as the supply of high school graduates has increased,
the incomes of high school graduates relative to elementary graduates
or high school dropouts has also incrensed.* Welch has suggested three
possible reasons for this paradox:™

1. It is possible that the most rapidly expanding industries
tend to be those which utilize higher skill levels thus increasing
the demand for persons with more education at a faster rate than
that for persons with more .. .odest schooling;

2. Tec}mologicul progiess may impreve the productivity of the
more educated worke: at a higher rute than the less educated
one; and,

3. The quality of schooling itself may be impreving over time.

The point is that concomitant with the increased supply of high
school graduates and persons with college training is an increase in
quality or such a large increase in the demand for more highly edueated
persons that their incomes have risen relative to persons with less
schooling. In 1949 male high school graduates were receiving abhout
134 pereent of the income of male clementary school graduates. By
1966 the differential had risen to 156 percent despite massive increases
in numbers of persons with high school diplomas.

This evidence sugmests that it is unlikely over the long run that the
present relutive income differences between high school graduaies
and those with less than hich school will decline as the number of
stieh graduates rises. Accordingly, the use of the present differentinls
appears to be justified and may even tend to understate the value of
higher educationul attainments.

CABILITY ADJUSTMENTS

It is reasonable to believe that a portion of the difference between
incomes of persons with varying amounts of schooling is attributable
to factors other than schooling per se. In particular, individuals
with higher educationul attainments may possess greater intellectual
skills, motivation, and vther attributes that enable them to go further
in school and that also increase their produetivity in the marketpluce.®
Unless we adjust the income differentials associated with more school-
ing for such “ability” factors, we will tend to overstate the sacrifice
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in nationel income reflected in the failure to bring significant portions
of the population up to high school completion or bevond.

While several studies attempt to pursue the ability-education-
income relationship, their findings are far from uniform. Indeed,
some studies find no effect of ability on income while others find
that the effect f ability on income is enough to reduce the apparent
relation between schooling and income by one-third. Actually, the
differences in findings are not surprising given the large variations
in sumple populations and measures of uT)ilit-y. Some studies have
carried out these analyses on low achievers alone, those who failed
the Armed Forees Qualification Test,'” while other studies have used
more representative samples of army veterans or general populations.!s
Ability measures in these studies Lave varied from the use of test
scores alone to composites of social class, race, age, marital stutus
and other nonschooling influences on income.

Based upon these studies, it is not possible to know the exact pro-
»ortion of income differences among persons at the various education
‘evels that is attributable to differences in ability. Yet it is pessible to
make a reasonable assessment of the “ability” effect. Iu this study we
will deflute income differences associated with schooling by 25 percent
in order to account for the higher abilities of persons who have attained
more schooling. That is, we will presume that three-fourths of income
differences between persons who have completed different levels of
schooling is dircetly related to education and one-fourth is related to
the higher “abilities’ of persous who have completed more schooling.

It appears that this adjustment will ter.d to yield relatively con-
servative estimates of schooling effects on income for two reasons.
First, a 25 percent correction for ability is within the proper range of
ability effects implied by studies that have exumined the ability-
education-income nexus; and second, ability seems to be a more
prominent factor in explaining income differences at relatively high
levels of educational attainment than at lower ones (e.g. college
level).’® In this respect our estimates of foregone national income due
to undereducation of a particular segment of the population are
derived primarily from comparing income differences for persons at the
lower end of the educational spectrum where “sbility effects” are
likely to be less prominent.

RACIAL DIFFERENCES IN INCOME

The recent census data that are availuble on lifetime income by
educational attainment are reported for males without regard to their
racial backgrounds.®® Yet, nonwhites show much lower incomes at each
level of education than do whites. Table 7 shows the median income
for Negro and white men 25-54 years old in 1969 by highest grade
completed. Ai each educational level the income level of Negro males
is only about two-thirds to three-quarters the income of white males.
To & large extent these differences appear to be attributable to dis-
crimination practices in labor markets that prevent Negroes and other
nonwhites from obtaining more productive employment positions
within industries and firms.#
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TABLE 7.—Median income for Negro and white men 26 to 54 years old
in 1969 by highest grade completed

Median income Neogro tncotne

Years of schoul completed Negro White 9'so wl';n(xé:}
Elementary:

Less than 8 years o ccommecmaaacaan $3, 922 85, 509 71

8 VORI e ccecmmmmmmcmmeanann 4,472 7, 018 64
High school:

110 83 YOAIS e cncnacccecccnccmmc——nan 5, 327 7,812 68

4 YORIS e eccamcmcce——————a—- 6, 192 8, 829 70
College:

Tto3years . maccoccccamcmcaccccaaaa 7,427 9, 831 76

4 years OF MOTe. - ccvccaneovemcacamaaa- 8, 669 12, 354 70

Source: U7.S. Departmoent of Commeree, Burean of the Census, “The Social and Ecotiomic Status of
Nuogroes in the United States, 1970, Speclal Studles, Current Pepulation Reports, series P-23, No. 33, p. 3i.

If nouwhites represented the same proportion of the population at
each edueational level, the lack of separate lifetime income estimates
by race would not represent a severe problem. Yet, nonwhites appeat
to account for 18.3 percent of males 25-34 vears of age who failed to
graduate from high school; 10.6 percent of high school graduates in
this age bracket; and 7 percent or less of those who have attended 1
vear of college or more. This pattern suggests that a portion of the
higher incomes for males in the general population that is associated
with additional schooling is certainly attrivutuble to the fact that
there are smaller concentrations of nonwhites —who are diseriminated
aeainst —at the higher educational levels. Yet, as we raise the educa-
tional attainments of nonwhites it is reasonable to believe that dis-
crimination at the higher level will continue.

Accordingly, educational gnins for nonwhites should be weighted by
associnted income gains for nonwhites; and educational advances for
whites in the sample should be adjusted for associated income in-
creases for whites, This is the procedure that we have used to calculate
estimates of national income lost by not investing in a minimum of
high school completion. Such un appreach assumes that the present
relative discrimination against nonwhites will continue over t&w fife-
time of the present group of voung males. This assumption may be
unduly pessimistic gisven the recent modest guins toward racial equal-
itv.® Yet such an assumption will tend to lead to an understatement
in our estimate of income lost because of inadequate education rather
than to overstate 1t: and it is the overstutement that we wish to
avoid.

11.D-—Evarvansc Furvre INcomes

A final issue that must be resolved before ealculating what it costs
the socicty for inndequate education of this group of males is that
pertaining to the relative values of future versus present income.
Ordinarily the investment decision is based upon devaluing income
obtained in the future in comparison with that obtained in the present.
The underlying assuniption is that a given amount of income received
today vields more satisfaction to society than the sume amount de-
forred until the future. The usual way of handling this phenomenon is

<7
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to discount future income streams by some interest rate to reflect
that income received in the future has less value than the same amount
of income when it is derived in the present. This adjustment enables us
to compare the income benefits of tgis possible investment with others
that may show different time patterns over which the benefits are
received. That is, investments with vastly different time horizons
can be standardized to their “present values®.

The particular rate of discount selected for assessing future benefits
depends upon the nature of the investment as well as a complex set
of other rather subjective factors; and the selection of criteria for
choosing the “optimal” rate is fraught with controversy.® There ar-
two aspects of government investment in high school completion which
should be considered in choosing a discount rate: The specific implica~
tions of improving educaiional attainment among those with the
greatest educational handicaps and the fact that our lifetime income
estimates are based upon present income levels that are unadjusted
for future increases in productivity.

An investment in raising the educational proficiencies of the most
educationally neglected segment of the population is not only one
which incresses national income; it also reduces the disparity in
educational attainment and opportunity within the society thus
giving those who would otherwise have insufficient education a fairer
chance. Moreover, this improvement in opportunity is also trans-
witted to future offspring thus obvic "ng much of the need for similar
types of investments in subsequent generations since the most im-
portant single determinant of & child’s educational attainment appears
to be the schooling of his parent.? Since this type of investment pro-
duces a better distribution of opportunity in the future as well as
increases in national income it seems reasonable to minimize the
penalty attached to future income benefits particularly if no short-run
alternative to improving opportunity exists. That is, the nature of
this investment suggests a relatively low discount rate.?

Second, the estimates of lifetime income by level of educational
attainment that we will use for this study are based upon present
incomes that do not account for future incresses in productivity.
Based upon the experience of the 1960s, a 3-percent increase in labor-
Froductlvity can be expected over the long run. The lack of accounting

or such a faetor in our lifetime estimates means that our dats are
already discounted or genalized to this extent. That is, by not adjusting
future income upward for increases in labor productivity, we have
tacitly assumed a discount rate of about 3 percent.

Accordingly, we will not apply an explicit discount rate to adjusting
future income streams, since such an adjustment is implied by our
lack of correction for productivity increases. The outcome is an
implicit discount rate which is also relatively low, satisfying the first
criterion for an investmnent which affects both income and the dis-
tribution of opportunity.

II.E—EstiMATES OF INcOME FOREGONFE

In summary we will use the following tprocedures to calculate the
income that the Nation has lost by having failed to provide & minimum
of high school completion for all men in the 25-34-year-old group.

72-090—172——5
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First, we will preseut census data on lifetime incomes by oducscional
level for both white and nonwhite males. Second, we will appliv these
to the additional educational atteinments of the 25-34-year-old male
oup had all of these men completed a minimum of high school.
hese income figures will be adjusted for the racial composition of the
men whose educational qualifications would have been upgraded. In
this manner we will obtain a gross estimate of the income foregone
by having failed to provide an adrguate level of education for all
members c¢f the group under scrutiny. Finally we will deflate this
gross figurc by 25 percent in order to account for nomschooling
differences or “ability” factors reflected in the existing income-
education relationship in order to obtain & net estimate of income
lost by the Nation over the lifetimes of this cohort of young men.

TABLE 8.—Estimated lifetime incomes from age 18 for males by race and

educational attarnment
Lasetime income

Level of schooling completed All males * White Nonwhite
Elementary:

Less than 8 years_ . _______ $206, 000 $219, 500 $155, 900

Syears.._____ . __.___ . _____ 263, 000 276, 100 1795, 700
High school:

lto3years__.._ ___ . _____ 282, 000 300, 400 204, 200

dyvears_ . ____. e 336, 000 347, 000 242, 900
College:

Tto3years ________ _____ 378, 000 384, 600 202, 300

4dvears._ ... ______ - 489, 000 497, 500 348, 200

6+ years. ____________.._. 544, 000 554, C00 387, 800

Sotirce: See appendix B, p. 50.
* Rounded to nearest thousand.

LIFETIME INCOMES FOR MEN

Table 8 reflects the estimated lifetime incomes for men by level of
schooling completed, based upon 1969 data.?® In order to estimate
income gains separatety for whites and nonwhites according to educa-
tion level, we have weighted the nggregate figures provided by the
census according to the relative income weights reflected in Table 7.
Thus, the lifetime incomes of nonwhite males are assessed at about 70
percent of those of their white counterparts. According to the estimates
in Table 8, the difference in expected lifetime incomes between men
with 8 yvears of schooling and those with high school completion is
about $73,000 for the overall population; and differences in lifetime
income between high school dropouts and graduates are in the $40,000-
$50,000 range. Differentials at the college level are substantially larger
with college graduates expected to receive about $150,000 more than
high school graduates.
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TABLE 9.—[stimates of number of males 25 to 34 years of age who
would have increased thuir educationel attainments under a national
poliey providing a minimum of high school completion

{In thousands}

Number of additional persons completing level

White Nonwhite Total
From—
Lessthan 8 years._. . _____ . _ . .__ 537 145 682
8 YeArS. o eccccmemaacmecm— s 561 85 646
1 to 3 years high school _ ... __.._____.. 1, 499 353 1, 852
To high school completion.
%rom high school completion:
o—
1to3yearscollege ... ... 418 94 512
4 yearscollege_ .o ... 223 50 273
& or more years college. . __________... 193 44 239

INCREASED EDUCATIONAL ATTAINMENTS UNDER POLICY OF HIGH
SCHOOL COMPLETION

Table 9 shows the estimated additional educational attainments
for men 25-34 years of age that might have been derived under a
national policy providing e minimum of high school completion. This
table was compiled by comparing the actual educational distribution
for these men in Table 4 with the hypothetical one reflected by the
social investment policy that would provide a high school diploma in
Table 5. It will be recalled Table 5 was constructed on the assumption
that a portion of the additional men who would have completed high
school under such a policy would have been expected to have obtained
at least some college training.® Since Table 8 reflects the additional
lifetime income generated by greater schooling attainments and Table
9 represerts the additional educational attainments, it is a relatively
eagy task to estimate the total income lost by not having invested in a
minimum of high school completion for this group of men.

Tasre 10.—Estimate of incomes forgome by failure to invest in e
minimum of high school completion for all males 25 to 34 years old *

Gross {ncomo After 25 percont
forgone (billions)  ability adjustnent

White:
High school completionacee v ccacceacaans $178 $133. 5
College . n - oo rcamaman—aee 90 67.5
Total whites - oo eeeec e 268 201. 0
Nonwhite
Hi%h school completion woo oo oo o 32 24. 0
Collegee mn o e 16 12.0
Total nonwhites. ... o ccmn e aeo 48 36. 0
Total all males 25-34 vears old_ ... ... 316 237. 0

Detalls for computations are in appendix B, p. 503
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NATIONAL INCOME SACRIFICE

Table 10 presents the estimates of income foregone by our society
because of its failure to invest in & minimum of higi school completion
for all males 25-34 years of age. The gross income loss caleulsted in
this table is about $316 billion over the lifetime of this group of men,
but this amount is unadjusted for “ability” factors. After reducing
this amount by 25 percent to account for the lower “abilities” of
persons who have not completed a minimum of 4 years of high school,
the net amount of national income lost is estimated to be a very size-
able $237 billion over the lifetime of this group. This amount is com-
posed of about $157.5 billion that emanates directly from the addi-
tional high school completions and another $79.5 billion for the men
who would have continued their education beyond this level had they
received high school diplomas. That is, the failure to have invested in
adequate education among men 25-34 years is likely to cost society
about $237 billion in lost income over the lifetime of these men.

II.F—Loss 1IN Tax REVENUES

Any substantial loss of national income is also tantamount to o large
loss of tax revenues at all levels of governme.t. In 1969 government,
tax receipts represented about 31 percent of personal income, rising
from 23.5 percent in 1949. About two-thirds of these public revenues
went to the Federal Government and about one-third was collected by
State and local governments. (See Appendix C* for details.) Thus,
almost a third of the reduction in national income will represent a
dinaunition in revenues for the support of public goods and services.

On the basis that about 30 percent of the national income lost by not
investing in adequate education will represent a reduction in tax
collections, the sacrifice for the public sector from having failed to
make this investment for the 25-34 year old group of males is about
871 billion. That is, approximatels $71 biﬁion in additional tax
revenues might have been realizod over the lifetime of the group of
men surveved in this analysis Lad & minimum educational attainment
of high school completion been provided. Of that amount, about $24
billion would have represented the additional contribution to State
and local governments, and about $47 billion would have been added
to the Federal Treasury. Given the fact that an increasing proportion
of national income is being channeled to the government sector over
time, the $71 billion estimate is likely to be a conservative one.

*See p. 60.
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II.G—TuE Cost or ProvInING ADEQUATE EpucaTion

We have estimated two types of social costs of Jailing to provide
adequate education for a large group of young males:

1. Foregone national income; and,
2. Lost government revenues.

It is useful to compare these costs with the cost of providing
adequate education for this cohort. That is, what would it have cost
society to have provided a minimum of high school completion for
all of these citizens as well as the additional education that would
have been undertaken beyond high school by the additional high school
graduates? More specifically, W%mt would have been the additional
investment required to provide these incressed educational attain-
ments reflected in Table 9? Given this information it is possible to
ascertain whether the costs to the Nation of inadequate education
are likely to exceed the investment required to have remedied the
situation.

There are two basic methods for assessing the investment costs of
raising educational attainments and each has different implications for
estimating the magnitude of such costs. The first approach is to assume
that additional costs for elleviating undereducation can be ascertained
by computing the prevailing level of expenditure for each year of
schooling and multiplying it by the additional years of schooling that
would be generated. That is, if educational policy provided that a
man would complete 3 more years of schooling at a cost of $1,000 per
year, this method would calcuimte the total cost of additional education
at only $2,000 for that man. Such a technique assumes that by chang-
ing their focus, schools can upgrade the amount of education that
students will obtain while spending at the existing rate for each
additional student year and it probably represents a lower limit for
estimating the cost of providing higher educational attainments for
the educationally handicapped.

The alternative method of estimating investment costs is to assume
that massive increases in expeaditures o: potential dropouts would be
required in order to fulfill the minimam goal of high sehool comple-
tion. This approach would -ecessitate the determination of higher
expenditure levels and applying them to the schooling of students who
would otherwise end up wich insufficient education. By making a
generous estimate of such remedial or compensatory expenditures it
is possible to derive an upper limit for the public investment required
to provia. an adequate education for all citizens. We will use both
methods in order to calculate both the low and high values for such
investment costs, and we will select the midpoint of the range as
representing the most reasonable figure.
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TasLe 11.—FEstimates of investment costs for provding e minimum.og
high school completion and monwhite continuation rates beyond hig
school for all males in 25 to 34 year age grovwp

Number

of ad-
ditional Number
persons  of yeam

complet- acditional Total
ing level schooling cost per
(h. thou- per Cost por lavel (In
sands) person year billions)
From elementary to high sechool completion:

lessthan 8 years_ oo occonomnn-- 682 7T 81,214 $5.796
8 YOAPS_ . ooomommmommmmemoommne 646 4 1,214 3.137
1 to 3 vears highschool ... ... 1, 852 2 1,214 4, 497
Total. - oo eeeeommmmme——ammmmmmmm—mmeameams=essomecs 15. 430

From high school eompletion to— )
1to3 yearscollege . - .- onvciomnn-- 512 2 2,54 2. 606
4 years college. .. __ . e imme——a 273 4 2,645 2.779
5 or more years college_ .- ..o~ 239 6 2, 545 3. 650
Total costs, COMege. - - oo cmccamammcmemmmmmammemmemm oo 9, 035

Total investment costs for high
school completion and college
AttendaNCe oo oo mee o oecmeaemmmmmmm—mmmmmaeeeomeesoeoss 22. 475

LOWER LIMIT OF INVESTMENT COSTS

Table 11 estimates the lower limit on investment for obtaining a
minimum of high school completion for all males in the 25—34-year-old
age group as well as college participation for some of the additional high
school graduates based upon the nobwhite continuation rates. (See
Appendix D* for details.) It was estimated that $1,214 per year repre-
sonted the additional cost for the secondary grades and $2,545 was the
additional annual cost for each year of college attendance. Theso
ﬁ%‘m‘es will tend to overstate existing costs for reasons noted else-
where.2® Assuming that all of these added expenses are borne by gov-
ernment, but that they apply only to the additional years completed,
the cost of providing a minimum of high school completion for all
males who would otherwise not graduate is estimated at about $13.4
biilion; and the cost of providing additional education to those persons
among this group who would continue their education beyond high
school is about $¢ billion. Thus, the lower limit on public investment
for oliminating inadequate education among this group of male: is
estimated to be about $22.5 billion.

UPPER LIMIT OF INVESTMENT COSTS

In or.. * to calculate an upper limit to the costs of providing ade-
quate eq:i »tion for the group of men in our analysis, we assume that
massive incrveses in spending on potential dropouts must take place
in both the elementary and secondary grades.® That is, in part the
incidence of undereducation is attributable to inade%uate spending
during the period that youagsters are enrolled in school. andeed, most

- *See p. 60.
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yvoungsters who do not complete high school are found among the
poorer States and poorer school districts of the Nation, and much less
1s presently spent on their education than on that of other children.3¢

In order to derive an upper limit to investment costs, we will
asstune that we will have to provide additional erpenditures for each
potential dropout over his entire elemoentary and secondury career that
would equal the average of what is already being spent. According to
our estimates of per pupil costs this policy would provide increased
expenditures of $728 for each of the elementary grades and $1,214 for
each of the secondary grades for each of the men in the 25-34-year-old
age bracket who did not complete high school. Summed over the ele-
mentary and secondary schooling period we would add about $10,700
to what was presently being spent for each of the almost 3.2 million
men who would otherwise have failed to complete high school as
reflected in the data for the 25-34-year-old group. Assuming that
these men had already been receiving expemﬁtures at the national
average, the additional investment would raise spending to about
$1,450 & year for each eligible person at the elementary grades and
over $2,400 a year at the secondary level. This amount would surpass
by several factors the present efforts at providing compensatory
expenditures for children from disadvantaged backgrounds.’* Such a
substantial infusion would represent an investment cost of about $34
billion more than the lower limit of $23 billion. Thus, we can view a
figure of $57 billion as the approximate upper limit on spending re-
quifed to alleviate undereducation ainorg the 25-34-year-old group cf
males.

SUMMARY OF INVESTMENT COSTS

In summary, the lower limit on investment required to remedy
inadequate education among the 25-34-year-old male group is esti-
mated to be about $23 billion, and the upper limit is assessed at about
$57 billion. Selecting the midpoint of this range as the most reasonable
estimate of costs, the investment figure required to alleviate the social
costs of poor education among this group of men is approximately $40
billion. Clearly, the more effectively that the Nation can focus its
schools on the needs of potential dropouts (within their existing re-
sources), the lower the additional investment required to attain a
minimum of high school completion. in this respect it seems that
schools have not yet made the serious efforts that are necessary to
construct programs and utilize resources that build upon the unique
expgrieg{lqces of minority youngsters and those drawn from lower-income
origins.*

1L.H—H1iau ScrooL CoMPLETION AS A NATIONAL INVESTMENT

According to our estimates it is clear that a national investment in
high school completion has a large payoff to society. Put in another
way the costs of educational neglect would far exceed the social
investment required to alleviate this problem. Among 25-34-vear-old
mules alone it appears that the expected increase in lifetime income
would have been about $237 billion had all members of the group
completed & minimum of high school. In contrast, the national invest-
ment required to fulfill such an objective would appear to have cost
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only about $40 billion. Thus the social costs of inadequate education
seem to be some $200 billion in excess of the social costs of policy of
high school completior for the group of men under scrutiny. Each
dollar of social investment in this direction would generute an addi-
tionul $6 of national income over the lifetime of the 25-34-year-old
men.

Not only does such a policy imply no additional tax burdens for the
Nation; to the contrary 1t appears that the provision of & minimum ot
high school completion would generate 2 surplus of government reve-
nues over costs. The additional $237 billion in lifetime income that is
presently foregone by insufficient educetion would have provided
about $71 billion in additional revenues to Federal, State, and local
governments. Government treasuries would have received an excess
of more than $30 billion over the costs of the program.

Because of lower labor force participation rates for women as well as
discrimination against them in the job market, it is clear that a program
that would provide a minimum of high school completion for all citi-
zens would show somewhat lower relative payoffs than for men alone.
Yet, even if the foregone inccme for women were only about a third of
their male counterparts for the same relative investment cost, the
total program would still show a large surplus of lifetime income over
expenditures and the government revenues would still appear to exceed
the government costs. Moreover, the fact that an educational policy
providing a minimum of high school completion would also be likely
to reduce the costs of wellare and crime while incressing political

articipation, intergenerational mobility, and health benefits rein-
orces strongly the highi payoff reflected in increased income and
government revenues.
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Chapter III

INADEQUATE EDUCATION AND WELFARE
EXPENDITURES

In the 1970 fiscal vear so-called welfure programs cost the Nation
about $12.8 billion. and unemplovment compensuation added another
$4.3 billion. This chapter attempis to estimate the nmonnt of welfare
expenditures that is attributable to the provision of inadequate educa-
tion, Families and individuals whose incomes fall below a minimal
level or who fall into other specified categories of need are eligible for
financial support puyments from the government. While the set of
programs providing such payments is referred to ns public assistance,
general assistnce, unemplovment compensation, or by the name of
the specific category of eligibility, it is common to speak of these as
welfare expenditures.

HILA—PvBLIC ASSISTANCE AND GENERAL ASSISTANCE

Table 12 shows the specific types of public assistance and general
assistanee programs for fiscal year, 1970. While the specific types of
public assistance are jointly funded by Federal, State, and local
governments, the general assistance payments are supported only by
the latier two levels for purposes of alding persons who do not gualify
otherwise under the federally funded categories. Genernl assistance
puyments accounted for only about $640 million or about 3 percent of
the total. In contrast, Aid to Families with Dependent Children and
Medical Assistance Payments represented about two-thivds of the
total, and almost 90 percent was accounted for by these two categories
and Old Age Assistance. With regard to the sources of support, the
Federal Government was responsible for slightly over halt of these
welfare costs, the States for about 38 percent and the local goveri-
ments for just under 11 percent.

vonamme

Footnotes for Chapter 111 on p. 50.
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TaBLE 12.—Special types of public assistance and general assistance
for frseal year 1970

[Dollars in thousands]

Sotireo of expundditure

Total
Program expenditures Federal State Local
Old age assistanee. ..o __ 81, 873, 505 $1, 211, 302 8§57, 826 $84, 378
Aid to the blind_. ... .= 96, 460 33, 447 34, 881 6, 632
Aid to the permanently
and totally disabled ... 903, 398 4935, 609 3436, 904 70,795
Aid to families with de-
pendent children_____. 4. 081,850 2,187,002 1,442 484 432, 363
Medieal assistance______. 4, 794,473 2,440,204 1, 865, 545 484, 722
Other =peeinl pregrams__. 363, 180 210, 686 139, 964 12, 531
Genernd assistanee. ..o - 639,615 ____ . ... 304, 266 245, 349
Total. .. ooao-- 12, 752,482 6,600,314, 790, 369 1,361,771
Pereentage distribution
of total ... __... 100.0 51. 8 37.6 10. 7

Souree: U.8. Department of Health, Education, and Welfare: Sorial and Rohabilitation Ssrvics, Sourees
of Funds Expended for Public Assistance Payments, {iscal year 1870 (Washington, D.C.: 1971), table 1.

In addition to the public and general assistance programs the costs
of wolfare brondly construed should encompass the unemployirent
insurance system. The major burden of this prograin is financed by a
tox on emplovers of 3.2 percent on the first $4,200 of wages for each
employee. While the 3.2-percent tax is a Federal one, it can be offset
by a tax of up to 2.7 percent for States that are willing to undertake
th.c unemplovment burden. The remainder of the tax is transferred to
the Federal Government for administrative expenses. In 1970 over $4
billion in benefits were paid under the various plans.

III.B—Epucation-RELATED WELFARE CosTs

Not all welfare costs are education-related, and those categories
that are linked to education are not likely to show the same relation-
ship among categories. Particular expenditure components that scem
to be unrelated to educ ational attainnents are the programs for assist-
ing the uged, the blind, and the permanently and totally disabled.
Though it is true that benefits to the aged are partially related to
income levels during the work life of the recipient, any effecs of edu-
cation on the ability tv save income over the work career is cifficult
to ussess,

In contrast, there ave several categories that seem to ear a divect
relationship to inadequate education. These include Aid tor Depend-
ent Children (AFDC), Medical Assistance Payments related to AFDC,
and Unemployinent Compensation. Each of these is directly related
v odueational attainment because eligibility for them is contingent
on income or ewploviment which ave in turn a partial funetion of
education. It is useful to review more specifically the effects of insuf-
ficient. education on eligibility for benefits under each of these
programs.
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AID FOR DEPENDENT CHILDREN (AF¥DQ)

It order to receive aid for dependent children. a family must have
a dependent child under the age of 18. “Dependency” s dlescribed
by the death, incapacity or eontinued absence of at least cne purent.
States may elect to define a child as “dependent”—i.e. deprived of
the care and support of at least one parent—if the parents are unems-
ployed and unable to provide support.? By far the most prevalent
case is that in which the mother is the only parent present. In 1967
out of almost 1.3 million fumilies receiving aid, a father was present
among only 17 percent of families.?

In order to ascertain the role that inadequate education plavs in
affecting costs of AFDC, it is useful to analyze separately the situations
where women are heads of households. It apoears that AFDC women
have substantially less educuation than other females who head fumilies
or than the general female population.* A study carried out in 1967
found that among all women about 55 percent had completed a mini-
mum of high school; among female heads of families the figure was
42 percent; but among AFDC mothers only 20 pereent had reached
this level of attainment.? Moreover, the AFDC mothers were relatively
young. While 83 percent of the AFDC recipients were less than 45
years of age. only 19 percent of female heads of household in the
general population were less than 45,

Among AFDC mothers it is clear that low educational attainment
is not the only obstacle to employment and earnings. Such women
tend to have more children than other vomen which in itself reduces
the probability of labor force participation.® A recent survey found
that the greatest hindrance to employment was child eare, while
insufficient education runked fifth.” Yet among women who were
considered to be “unemployable” insufficient education was ranked
third in importance.®

TaBLE 13.—Nwmber of months of employment during 37-month period
prior to receipt of AFDC payments, 1967

Number of months smployment

Unem-

Education level ployed Uptol2 UptoM Upt,3s 3r
None . . 73 4 1001 D0 2.0 7.9
N e e e - 48. 7 20. 6 1.7 KK 8.8
Oto .. R 25,0 152 12,1 87
| G P B 24, 9 20. 4 14. 6 9.8

Source: U.S, Dopurtmeont of Henlth, Feueation, and Welfare, Soclal and Rehabilitation Service., “Wel-
fare Policy nnd Its Counsoquences for the Recipiont Population: A 8tiwly of the AFDC Program’ (Wash.
Ington, 194}, table 5.8,

The itereased employability of AFDC recipients when they have
higher edtcational attainment is reflected in Tuble 13 which shows
the number of months of employment in the 37 months prior to receipt
of AFDC puyments in 1967. The probability and duration of employ-
ment was o direct function of the education level. Moreover, even
when women with low educational attainient were employuable, the
earnings were frequently too low to make them financinlly independent.
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A New York City study found that although 83 percent of the welfare
recipients had some work experience (78 percent with more than 3
vears and 28 percent with more than 10 yvears), work was not enough
to keep them off the welfare rolls.*

TaBLg 14 —Ed«cational attainment for meles, March 1967

{In percent}

AFDC Ao

Edurational attainment All males 1Sto &4 incapacitated unemployvd
Dtod years oo a.as 3.9 40). 2 16. 8
Sto8 years o .ll.eea 18,8 36, ! 34,4
Gto Il vears . L.____.. 19. 0 14. 2 348
12 vears ..o ... 327 6.7 128
More than B2 vears..________.._ 25.3 2.2 3.2

Sonree: Forall malez, 17,9, Dapartinent of Commeres, Buresttof the Censug, Curreat Population Reports,
<erios 17220, No. 189, “Eda.ational Attaienent:; Mareh U857, table 1, For AFDC males, U.S, Departnient
of Health, Education, and Welfure, Social and Kehabilitution Servies, ' Findings of the AFDC Study,
1. 17 (Washilngtoin. July 1970) tubles 2 and 33.

In the eases where fathers are present we see a similar pattern of
educational disability as reflected in Table 14, While about 55 pereent
of the male adult population in 1967 had completed at least 12 years
of schooling only 9 percent of AFDC incapacitated males and 16
pereent of AFDC unemployed males had attained this level, While the
icapacitated fathers had physical and mental disabilities which kept
them from competing in the lubor market, an analyst who has studied
this population of men believes that their poor education is relevant
to their status as welfare recipients.!* Though only about 10 percent of
the men had never been (\mpllo_\'(‘d, their smm‘vr education often ied to
hazardous jobs and greater possibility of becoming ineapacitated. The
combination of poor job fringe benddits »nd low income of the poorly
educated creates a situation where it s Hkely that the breadwinner will
have insuflicient insurance to cover a petiod of ineap witation,

In a survey of unemployed AFDC males, it was found that the
lurgest obstacle to etaplovability was “limited skills,” @ factor which
itself has strong implications for education. Even so, insuificient
eduention was considered to be the third most serious obstacle!

MEDICAL ASSISTANCE AND GENERAL ASSISTANCE

Medical assistance payments for AFDC recipients is also an educa-
tionallv relevant category. Such aid (Medieaid) is desiened to provide
medical aid to public assistanece recipients. The qualifications require
that the recipient be medically needy. In some cases, persons not
oligible for aid under the regular four programs will become eligible
for medieal assistance because the inclusion of medieal needs brings
them into the needy eategory. Under this contingeney there are
probably individuals and families who lack adequate income to pay
for required medical services beeause of low educational attainment,
just ax in the AFDC eategory.

General Assistance is the residual program of Public Assistance
and it too appears to be linked with educational factors. The function
of general assistance aid is to help the poor who are ineligible for
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Federal programs: single persons; childless couples under 65 who are
not disabled or blind; families with children and employed male heads;
unemployed male heads in States without AFDC-Unemployed Parent
provisions. Because of the vast differences in practices among States
and even among counties and localitios within States, it is not casy
to generalize about the specific provisions of Goneral Assistance pro-
grams. Yet the basic nature of these programs in providing support to
low-income households suggests the same type of ties to insufficient
ecducation that are evident for the AFDC programs.

UNEMPLOYMENT INSURANCE

In addition to the A¥DC, Medical Assistance, and General Assist-
ance programs, the objective of unemployment insurance is to provide
cash benefits to regularly employed workers during limited periods of
involuntary unemployment. Accordingly, a jobless worker who meets
the eligibility criteria of the State unemployment insurance laws is
paid a weekly benefit based upon his earnings'experience. The program
15 designed to cover nondeferrable expenses without reducing the m-
centive to work.” Unemplovment compensation also appears to be
connected with the educational attainments of benefits recipients,
After the amendments to the Emplovinent Security Act were passed
in 1970, 65 million out of a total of 77 million workers were covered by
the unemployment insurance system.

Since persons who have never held jobs or have worked only for
short intervals are not eligible for benefits, many persons who are educa-
tionally disadvantaged are not covered by the program. Morecover,
the fact that benefits are related to previous earnings means that
persons with lower educational attainment and carnings will receive
lower benefits, Thus, the offect of inadequate education on unemploy-
ment insurance expenditures is lower than it might be if all unemiploy-
ment were covered under a uniform s»t of benefits.

Obviously, cconomie conditions affect the number of people receiving
unemployment benefits: and not all those on unemployment are educa-
tinnal&y disadvantaged in a conventional sense (witness the current
plethora of unemployed engineers). Yet even during periods of very
high employment there are substantial numbers of unemployvment
benefit recipients. During 1967, a vear defined as one of “full employ-
ment,” there were 4.6 million workers who received benefits totaling
$2.1 billion. But it is the so-called marginal worker who is most
stsceptible to unemplovment created by downturns in economic
activity. He is the last to be hired and the first to be fired. Moreover,
it is the worker who is least able to adapt to new technology hecause
of his limited skills who iz most susceptible to uneraplovment in
industries charaeterized by wechnological change.!? Accordingly, there
are a number of reasons for concluding that inndequate education is a
partinl cause of unemployment insurance expenditures.

INCOME MAINTENANCE PROGRAMS

Before estimating the public expenditures on welfare that are
attributable to insufficient education, it is important to note that our
assesstent will be based only on existing benefit levels and eligibility
requirements. There are a large number of proposals on the horizon
for altering substantially the present welfare system. In general these
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would replace the present system of categorical aid with one that would
guarantee the maintenance of a given income level for all families or
individuals.t* Under the vresent system there are a large number of
families with very low . _come who receive no assistance because the
head of householil is employed and there are no dependent children.
In such cases a shift to an income maintenance approach frem the
present categorical approach would increase the amount of benefits.
Because of the rise in benefits that would probably be associated
with an income maintenance plan and because such a plan would
tond to make benefits more closely related to education, it is likely
that our prr ~nt caleulations will understute the mnportance of in-
adequate edueation in affecting the level of expenditures for possible
income maintenance programs. This probability is heavily under-
scoredd by a study which attempted to examine the determinants of
avoiding or escaping from poverty income levels.” Families headed by
persons who had attained a minimum of high school completion
escaped from poverty levels at a rate from 1.5 to 2 times greater than
those headed by a person with less than high school graduation. It
appeared that if 10 percent of those family heads with less than 12
veors of schooling were to achieve high school diplomas, and other
things remained constant, the poverty population would have deelined
by 3 percent between 1965 and 1966 rather than only 1.6 percent.

11.C—Carcurating THE CosT oF WELFARE ATTRIBUTABLE TO
InaADEQUATE EpvcaTioN

The education-related costs of welfare are very difficult to estimate.
For each of the programs that we reviewed it can be shown that the
probability of welfare eligibility and in zome cases the levels of benefits
are linked to low cducational attainment. For example, a poorly
educated woman is more likely to be the head of a family, and among
family heads is more likely to be receiving benefits under the AFDC
program. Yet the precise nature of these relationships is d.flicult
to ascertain because the lesser educated woman may differ in other
ways from the more educated one; and these “hidden” factors that
coincide with education may also be partially responsible for the
higher incidence of welfare expenditures on women with low edu-
cational accomplishments.

Given the relative uncertainty of how much of the welfare burden
should be allocated to inadequate education, it seems reasonable to
estimate such costs on the basis of two presumptions:

1. Only the edueation-related cutegories of welfare should be
considered in the analysis; and,

2. Both an intuitive upper limit on the proportion of these
expenditures attributable to poor education and a lower unit
should be estimated.

Tt would seem that the midpoint of the range established by these
boundaries would be the best assessment of the welfare costs associnted
with undereducation.

11



37
SETTING THE UPPER AND LOWER BOUNDARIES

In estimating costs we will set the upper boundary by assuming
that 50 percent of the costs of AFDC, Medieal Assistance payments
for AFDC fumilies, and General Assistance payments are attributable
to educational attainments below high school cempletion; and 25
percent of unemployment compensation is attributable to this caure.
The lower proportion assigned to unemployment compensation is
based upon the fact that two provisions of this coverage make it less
sensitive to low educational attainment than the other categories:

1. National economic conditions can cause highly educated
people to be unemployed; and,

2. The minimum term of employment required for compensa-
tion coverage along with the fact that benefit levels ave related to
previous earnings act to diminish the role of insufficient education.

The lower boundaries on costs assignable to inadequate education
are set, at 25 percent of the public assistance programs, and 15 percent
of the unemployment compensation.

TABLE 15.—FEstimated cost of welfare erpenditures from (nadequate
education in 1970

Millions

Aid to families with dependent children. .. . . _ . . &4, OS82
Medienl assistance. . ... 1, 199
General assistance. .. ...__ e e e e —————— 640
Public assistance total oo - e e e cnm— - 3 921
Unemployment compensation. ...« ..o oo 4, 322

Upper estimate:
Public assistanee tote? X 30 pereent - o oo 2, 061
Unemployment compensation X256 pereentoaow oo oo oo ool.- 1, 081
Upper estimate total . - 4,042

Lower estimate:
Public assistance total X253 pereent . _ - __._.. 1, 480
Unemployment compensation X 13 percento o L. (48
Lower estimate total .o o o e e 2128

Source: AFDC. General Asslstance and Moedical Asststance Expenditurss—Sonrces of Funds Expended
for Public Assistance Puyments, table 1. 25 pereent of medical assistance fra_\'zmems were approximated as
AFDC share. The 1068 share was 27.0 pereent. See U.S. Department of Health, Educatlon, and Welfare,
Socinl and Rehabilitation Serviee, Medicaid, Selected Statistics 1951-69. Unemployment compeusation
payments are taken from U.S, Department of Health, Education, and Welfure, Seciul Becurity Bulivtin
(April 1671), table M1,

ESTIMATED EDUCATION-RELATED COSTS

Table 15 shows the estimated costs of welfare expenditures attribut-
able to no% providing a minimum of high school competition for all
citizens. The upper limit of sucle costs is estimated to be about $4
billion a vear and the lower limit is set at about $2.1 billion a year.
The midpoint of this range is about $3 billion » year, o figure which
we will consider as being the most reasonable overall estimate of
costs of welfare incurred beeause of insufficient. education.

According to our estimates the alleviation of inadequate education
would reduce the Nution’s welfare bill by about $3 billion a vear.
This would represent a reduction of about 15-20 percent of the
present welfare burden carried by the taxpayer. To the degree that
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the Nation shifts to an income maintenance program it is licely that
the impact of inadequate education on welfare costs will be even
greater.

o
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Chapter 1V

INADEQUATE EDUCATION AND THE
COSTS OF CRIME

For the year 1965, the President’s Commission on Law Enforcement
and Administration estimated that the economic impact of erime and
related expenditures was about $21 billion.! A large volume of research
literature on the determinants of juvenile delinquency and adult
crime concludes that low educational attainment and poor schooling
are important contributors to crime. The purpose of this chapter is to
estimate the role that insufficient education plays in burdening the
Nation with crime and its extensive system of prevention. An attempt
will be made to assess the costs to the Nation imposed by erime and
the massive resources devoted to deterring it, with a specific focus on
that part of costs which appears to be attributable to inadequate
education of the population.

IV.A—CRriME AND Low EpUCATIONAL ATTAINMENT

There is a substantial body of statistical evidence linking low
educational attainment to crime. Studies of the populations of cor-
rectional institutions have shown that inmates have completed far
less schooling than the population as a whole, and achievement test
measurss of their proficiencies reflect the same picture. For example,
when newly received felons in California institutions were tested in
1968 it was found that about 56 percent of them scored at eighth
grade or below in standardized achievement, and only about 6 percent
scored at the level of 12th grade or higher.? In comparison, the median
level of attainment for the general adult population in California
was more than 12 years. Further, those new inmates who had been
arrested for homicide or assault had a median score at only the
saventh grade level. Parallel studies for Texas and New Jersev showed
similar educational retardation of inmates.?

EDUCATION AND DELINQUENCY

The tie between education and juvenile delinquency has been
heavily documented. One study among vouth in a large citv found that
dropping out of school doubled the probability of delinquency.?
Further, the relationship between low educationnl attainment and
delinqueney appears te be an international vhenomenon.? An extensive
study of juveniles in Oakland found a high negative correlation be-
tween the amount of schooling and the probability of being arrested
for committing a juvenile crime.® Even when other possible explana-

Footnotes for Chapter IV on p. 51.
(39)
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tory factors that coincide with education were taken into acconi

such as race, family size, family income, IQ scoves, and presence of
both purents in the home, it was found that high school dropouts were
three to five times more likely than high school graduates to be ar-
rested for committing a juvenile crime.” Similarly, a study of youths in

Mexas and Mexico found the expected negative association between
educational attainment and delinguency.® This study concluded that:

_. . While many studies eve poorly controlled and the data
are undoubtediy influenced by the fact that the more igno-
rant offenders are more likely to be apprehended, convicted,
and sentenced to prison, there appears to be little doubt that
the educatior.al level of adult and juvenile offenders is below
average, even for their own ethunic and ccononiic reference
groups.®

[V.B—EXPLANATION OF THE RELATIONSHIP BETWEEN CRIME AXND
IxsUFFICIENT EDUCATION

Though the statistical studies which relate «ducatioral at.ninment
and crime are addressed to both adult crime and jt cadle dclingueney,
ihe theories linking education and the effects of schoo. with crime
concentrate on juvenile delinquency. In part this derives from the
fact that a high proportion of delinquents become adult offenders,
<o that the schooling effects ure likely to originate early in the develop-
ment of the individual. In a study of male delinquonts in Chicago it
was discovered that 60 percent of the delinquents arrested were later
artested as aduits.’® In addition, it is somewhat easier to observe the
schooling-crime link among vouth than among adults.

\Most of the theories posited for the higher delinquency rate of school
dropouts charge that the poor quality of schooling is Tesponsible for
the low educational attaininent and the related delingquent behe vior.
Yeot, several different reasons are given for this assertion. Several
researchers have concluded that the perceived irrelevaree of education
for later life is the major school-linkeA cause of delinquency.! In partie-
ular, those students whom the schools treat in low-status fashion
(e.g., in noncollece preparatory curricula) feel that the school is pre-
paring them for low paving jobs and so thev rebel.’?

1t is also suggested that the academically competent are lexs Yikely
to be delinquent because they relate well to school norms and the larger
<ot of socinl norms.”® In contrast. the delinquent is caught up in acasual
chain beeinning with his academic difficulties and leading to a dislike
of school. rejection of school authority and finally, delinquency.“ The
school is further implicated in this ehain by a study which measured
intelligence test scores of juvenile delinquents.’® 1t was ascertained
that the delinquents performed in the normal range on such tests, and
ihat their difficulties in school Jid not seem to result from deficiencies
in their abilities. Rather, it appeared that deficiencies in the schools
prevented such stucdents from applying their abilities in ways meaning-
ful and useful to the students.

Since education is an important determninant of both income and
employment, it is usefui to note the evidence that relates income and
emplovment to criminal behavior. One statistical study found that a
10-percent rise in family income may be expected to reduce delin-

a w
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queney rates by between 15 and 20 percent when the income change
occurs in highly delinquent areas and is of the type that will reduce
the number of broken families as well.’® In an analysis of three U.S.
cities it was estimated that for cach 10-percent increase in the rate of
uncmployment (e.g., from 5 to 5.5 percent), there appeared to be an
associnted increase of about 2.5 percent in the delinqueney rate.?

In summary, there is a consistent body of evidence that ties low
cducational attainment to criminal behavior. Of course it should be
noted that there arc other possible reasons that less educated persons
appear to have a higher level of criminal participation. In part, the
crimes that they commit are more likely to be detected than tha
“white collar crimes” committed by more highly educated individuals.
Further, the lower incomes of the less educated mean that they are
less able to afford good legal counsel. Finally, the person with poor
educational attainment is more likely to come from a less advantaged
background (low income, broken home, ete.) which may in itself con-
tribute to the likelihood of criminal behavior.!®

IV.C—Cavrcurating THE Costs or EpucatioNn-RELATED CRIME

The President’s Commission on Law Enforcement and Administra-
tion of Justice ¢stimated the economic impact of erime for the fiscal
year, 1965. Table 16 shows the magnitudes of these estimates by
category. Though the total “cconomic” impact of crime was estimated
to be about $21 billion for 1965, not #ll of these amounts are truly
social costs in the sense that society has made sacrifices of these mag-
nitudes. Moreover, some of the categories that are social costs do not
appear to derive from crimes that are closely related to insufficient
ecucation, Further, there are other important costs that are not
shown in Table 16.

Tasue 16.—Lconomic impuct of erimes and related erpenditures, 1965

Crimoes against persons: Mitlions
Homeide. ..o e e 8750
AR e e 65

Total. o o e R15
Crimes against. property:
Property destroyed: Arson and vandalism - o oo oo . ___ 300
Involuntary transfer:
Unreported commereial theft .. ... 1, 400
Robbery L e e e e
Burglary e e 600
D eIy e e e e e e
Auto theft . . e e
Embezzlement . .. L. e 200
Fraud. e 1, 350
Forgery and other . oo e e m N2
Total . o o e e 3, 932

Other erites:

Driving under influence. - o oo o e e e i, 816

Tax fraud. o o e 100

Abortion . o e 120
Total . e . __ e et e e e e 2, 03
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TaBLE 16.—Economic impact of crimes and related exrpenditures, 1965—

Continued
Illegal goods and serviees: Millions
N TCOtI0N - o o o o o e e e mcmcm e ——— e K350
Loan-sharking e diiaeaaa s 350
Prostit IO - o o o o e e e e e e e mmammmmmmm—m—mmam e 225
Alcohol (tax loss) _ o aaloa- e e e mmmmm e —————— 130
b liRg L L e e cemm e mmmmaimemeceem—o e 7. 000
ot e o o o er e mmeacicceemme—eecmmemem—m—————- 8, 07
Public law ¢nforeement and eriminal justice:
FOolee . oo o o e e e e e mm e aamamemwanmmam - 2, 792
O OPEECIONS - o e o e e e e e e e e mmemmem; e e m— e mam i ————— 1, O34
Prosecution and defense. - o o oo i cc e aeu - 125
COUPES o e e e e e e e e e e e e e e m e mmmmmameme———— - 261
Ot - e e o o e e e e mmmmmmmmammemmme— o ——————— 4, 212
Private costs related to crime:
Provention serviees . @ e e i d e e casmmmm————— 1, 350
Prevention equipment . _ . .o . .o eecaaccemmaaan 200
Insurance (overhead costs) mnaono - e e e e mmmm———m—m————— 300
Private counsel, bail, witnhess expenses . oo cmamcanaaaaaos 60
Ot R o o e n e e e e e e mmee e mmmmam—cm e ————— 1, 810
Total. . e memec e ecec—camcmcmmammaeme—m = 20, 980

In order for a cost category to be considered for inclusion in our
estimates of the cost burden imposed by education-related crime it
must satisfy two criterin. First, it should reflect crimes that are likely
to decline if there were a reduction in the incidence of inadequate
education. Second, it should measure n “real” sacrifice in the Nation’s
resources rather than just a transfer of them from one group in society
to another. Three of the categories presented in Table 16 fail to meet
at least one of these eriteria:

1. Involuntary transfer;
2. Other crimes; and,
3. Illegal goods and services.

In the case of involuntary transfers the erimes do appear to be edu-
tionally related in the sense thut they would piobubly be reduced if
cduecational attainments were raised. Yet, it is not correct to suy that
the value of the transferred property is a cost to society. Such acts
imply that property is being transferred from one group to another
within society rather than being destroyed. Such a transfer creates a
socinl burden only to the degree that the redistribution mukes society
less happy. From the viewpoint of the person who has been robbed,
the loss is a real one; but from the vantage point of society the property
is not lost but has just changed ownership. Accordingly, it does not
seem appropriate to include the involuntary transfer category among
the social costs of crime due to poor education.'®

Likewise, though illegal goods and services have been estimated at
about $8 billion, they too do not represent a loss to society of that
amount. Rather, the value of such illegal transactions merely assesses
the volume of such activity taking place. Within this category goods
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and services : e exchanged for money, and the itHegal nature of the
services does not, in itself, connote a loss of resources. The only social
cost attached to these activities is their repugnanee to societv, and it
i difficult to measure the costs of such displeasure, The evee stions to
this generalization are the tax losses from illicit sales of . .cohol, and
the unieported income derived from illegitimate sousces, primarily
gnmbling. Yet, it does not scem reasonable to believe that such ac-
tivities ns gumbling will he severely attenuated by raising educational
attainments to a minienun of high sehool completion, Therefore we will
not incliude the costs of tlleeal goods and services in our estimates of
socinl costs which micht be alleviable through better education.

The “other crimes” category, too. does not seem to be closely related
to educational attainment. Though driving under the influence of
aleohol or drugs may indeed be responsible for $1.8 billion in loss of
mcome and property, it is not clear that inadecquate education is n
significant eanse of such costs, The same appears to be true for abortion
and for the estimated $100 million government loss due to tax fraud.
In fact it is likely that the latter is an “educated” eritme. Accordingly,
it appears to be incorrect to use the costs of other ertmes as & compo-
nent of the total which might be reduced by improved educational
levels among those with low attainment.

In contrast, the following categories seem to reflect a social burden
atdl appear to be related to poor equcation. Crimes against persons
accounted for about $815 million i 1965 in foregone income and med-
ical  expenditures. Property destroved by arson and vandalism
amounted to about $300 million and also appears to meet the criterin
for being relevant to our estimntoes, Sinee it would seem that mueh of
public law enforcement and erininal justice expenditures are attrib-
utable to education-related crimes (rather than such erimes as driving
under the influence of alcohol or drugs), much of this category of
over $4 billion should be applied to our estimates. In addition, the
private costs related to crime of almost $2 billion should be con-
sidered for similar, reasons.

Not reflected in T'able 16 is the loss of income and national output
reflected by the large source of manpower that is imprisoned. Tn 1965
the average daily adult popnlation of correctional institutions was
approximately 363,000 and the median wage for males for that vear
was about $4,400. Beeause of the lower educational attainments of
inmates and the fact that a portion of them were female, it is certain
that the median wage for all males overstates the loss in income for
each prisoner. Using a more modest figure of $3,000 per person to
approximate the annual income foregone, the national sacrifice in
income reflected by the prison population was about $1.1 villion in
1965. In order to account for tlw modest amount of work done by
prisoners and for time allocated to training programs that were
sponsored by the institutions, this amount can be reduced by $100
million. Thus the net estimate of foregone income of inmates for 1965
is about $1 billion.

[}
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TARLE 17.— Estimated costs of erime aitributable to inadequate edncation

Costs of erimes agninst persons and property: AMitlions
Homieide.. oo L 8730
Asmandt e 65
Arson and vandadisme. oL R

Total 1, 113

Luw enforeement and judiclal. - . 4,212

Private costs_ . . e e —————— i, 910

Foregone income of inmates. ... .. ... 1, 000

Tottd oo e e e e 8, 237

Attributable to inandequate edueation:

Upper linit, 50 pereent of total.. oo . 4,118
Lower litnit, 23 percent of total . ____ ... 2, 009

Tuable 17 shows the estimated costs of crime attributable to inade-
quate cducation. The eategories of costs that we selected as being
relevant amounted to an annual burden of about $8.2 billion in 1965.
Unfortunately our present state of knowledge does not enable us to
know the exaet proportion of this amount that is attributable to
insufficient education per se. Thus, any specifiec guideline must be an
arbitrary one. Placing the upper limit on educational-related costs
among these categories at 50 percent, the estimated cost of crime due
to poor education is about $4.1 billion. Assuming that & ressonable
lower limit is 25 percent, the lower boundary of the estimate is set at
about $2 billion. Using the midpoint of this range as the best estimate,
the costs of crime attribitable to inadequate education for the year 1965
were about $3 billion. Assuming that our method “of estitation is
acceptable, the comparable burden should be cousiderably higher for
1971 becnuse of rising costs and rising crime rates.

49



Chapter V

OTHER SOCIAL COSTS OF
INADEQUATE EDUCATION

In preceding chapters we reviewed the social costs of inadequate
education as they were reflected in foregone national income and
government revenues, costs of welfare and costs of crime. In this
chapter we will explore some of the evidence linking inudequate educa-
tion to low political participation, lack of intergencrational social
mobility, and poor health. Although it wus possible to estimate che
dollar value oll socinl costs in the preceding section, it is far more
difficult to puit 2 monetary cost on the social burdens imposed by these
three categories. Accordingly, the following brief analveis will be
limited to the implications of insufficient cducation for political
participation, mobility, and health.

V.A—InapeEQuaTE Enpucation AND Pouiticarn ParrticipatioN

The generul phenomenon whereby educetional shortroming for the
individual harm the entire society is exemplified by the particular
relution between low educational attainment and political participa-
tion. As the most noted authority on the subject has stated, “the
surest single prediction of political involvement is number of years
of formal education.” ! That is, the ‘)oorly educated eitizen is less
likely to participate in the normal political processes of our society.
Thus, he not only deprives himself of & voice in the functioning of the
government, but he is also likely to feel powerless to exert influence
on public policies that affect his existence. The socinl costs of this
phenomenon are visited upon the Nation in three wayvs:

1. Government decisions will be less likely to represent the
views of “all of the people” particularly the less educated; this
will tend to impart a Lias to public policy that will favor the more
educated and wealthy than would be the case if political partici-
pation were more representative.

2. This bius in participation creates a crisis of legitimaey of
political processes among those who, beeause of their insufficient
education, do not participate. Government decisions are likely to
be looked upon with suspicion us ones which are designed to work
ugainst the interests of the poorly educated.

3. As a consequence of their frustration, such citizens may turn
to other forms of activity to express their dissatisfuction with
existing government policies and public services. In recent years
demonstrations, riots, and other disruptions have represented an
alternative form of aetivity that has been used to express dis-
satisfaction with the results of the traditional political processes.

Footnotes for Chapter Voon p. 51,
(45)
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THE ROLE OF EDUCATION IN POLITICAL INVOLVEMENT

The reasons that persons with lower educntional attainments are
less likely to pariicipate i conventional politieal processes are prob-
ably complex. In part the lowly educated may be less likely to par-
ticipate politically because thev don’t believe that it will make any
difference in their plight. To the degree that most of the under-edu-
ceuted are themselves born into poor familics, their outlook may be
more conditioned by what they pereeive as the overall hopelessness of
improving their condition rather than by their educational level per se.
Yot the impact of the «hool on the political attitudes of children
appears to be cubstantial, In a study of some 10,000 elementary school
stidents in grades two through eight it was concluded that the school
is the “central, salient, and Jominant foree” in the political socializa-
tion of the young child.””*

What are some of the specific ways in which more education might
tend to increase political participation? First, schooling inculeates
persons with a knowledge of the overall governmental structure; how
representutives are clected ; how laws are pussed; the role of the
executive branch of geverninent and the courts; and how laws might
be changed. Knowledge of the institutions and their formal purposes
emphasiue the faliness of a system of representative government and
its theorotical set of checks and balances, and this familiarity is likely
to connote an impression of legitimacy. Second, schooling gives
information on the practical aspects of how the political system works;
the importance of voter registration; referenda that can be placed on
the ba{lot by citizen initiative; and the importance of exercising one’s
franchise. Finally, education s an important input for access to
information on many important politicni and socinll issues and tends
to create a greater personal predisposition towar.a concern over
political matters.

STUDIES OF POLITICAL BEHAVIOR

These factors linking education with political behavior have been
supported by numerous studies that have explored various aspects of
pollitical involvement. A recent survey by the Bureau of the Census on
the 1968 presidential clection us .ol as earlier surveys carried out by
other groups has confirmed that the likelihood of voting is directly
reluted to the educutional attainment of the population. Table 18
shows this pattern for the 1968 presidential election, and curlier
studies have confirmed this finding even when the data are analyzed
separately by age, sex, and region of the Nution? Indeed, the
conclusion of these studies is that . . . no other social characteristic
bears such o strong relationship to turnout in presidential elections as
education.”

ol



47

TaBLE 18.—Reported voler participation in 1968 presidential election

Proportion voting

Whites Blacks

Years of schooling Males Femalos Males Females
Otod . _______. 45. 4 32.0 43. 2 M. 7
53 70 N S 60. 5 46. 1 o4 9 a3
b S (8. 4 N1 5.7 a3
9to 11, ... 67. 9 62 7 61. 7 a9 4
12 .. 76. 3 sy i 748 64, 3
Btold. ... R80. 7 82 S 79. 7 0.4
16. . 8o, 2 S84, 2 N3 8 837
17 or moreo-. .. 86. 4 %, 3 88.4 .

Souree: U.8. Department of Commerce. Bureau of the Census. “ Years of 8:hodat Com ploted—Ropnrted
Voter Participation in 1988 and 1984 for Parsons 25 Years 0ld and Over, by R 1+ and Sex. for the United
States: Novembor 1868." Current Povulation Reports, series P 20, No. 192, table 11,

Researchers have concluded that the deeper political invoivement
of the more highly educated stems not only from the direct schooling
effects outlined above, but from several indirect ones as well, Persons
with additional education seem to come into contact with more
political stimuli and they have attitudes, beliefs, and behavior which
are more politically oriented.

An environment containing political stimuli will tend to incrense
both the likelihood of an individual participating in politics and the
depth of participation.! The lower the level of educational attainment
of an individual, the less likely that he will have extensive contact
with other persons who are pol’iticully involved ; this in itself reduces
the stimulus for him to hacome politically concerned. Thus it was found
that the proportion of ;- sons who discuss politics among both males
and females increases uccording to their educational attainment.’
Moreover, the level of sophistication for evaluating the good and bad
points of particular candidates and issies seems to be directly related
to the amount of schooling completed.t

Psychological involvement with political life is not only related to
the likelihood of voting; it is also associated with other political activity
such as campaigning;? and psychological involvement in politics
appears to be strongly dependent upon formal education.® Research
has also tied a sense of political efficacy—the sense of ability to affect
political events—to be positively associated with schooling attain-
ment.? Even such politically related attitudes as a “sense of citizen
duty” seem to be closely related to education. Thus, the deleterious
effect of inadequate education on political involvement appears to
be substantial and tends to impair the effec.ive functioning of our
political system.

V.B—InNapEQUATE EpucaTioN AND INTERGENERATIONAL MOBILITY

Tne children of parents with inadequate education are themselves
likely to suffer from inadequate education, low income, and low oc-
cupational status. This vicious circle of low attainment and poverty
tends to repeat itself generation after generution unless there is
powerful social intervention. To the degree that we can raise the
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educational attainments of future parents, we have also succeeded in
isine the educational levels of their children. That is, the amount of
sch(mi-ing which children complete is heavily dependent upon their
parents’ education. Research has shown that not only is a child likely
to attain more schooling the higher his parents’ educational attain-
ments, but he is also likely to show higher scores on standardized
achievement tests at every level of schooling.!® Thus the alleviation of

inadequate education in this generation will likely have a salient effect
on reducing it in the next generation as well. Conversely the present
burden of undereducation will likely translate into future costs for the

society that our children inherit.
V.O—IxapeeuaTE Evvcarion annp Poor HeavLrit

A number of studies have explored the relation between education
and health, Inadequate education can affect health levels in a variety
of wavs. First, less educated persons are not as likely to be aware of
the syvmptoms of certain serious illnesses whose early detection is
crueinl for cure or control. Second, knowledge of nutritional require-
ments, prenatal care, aud preventative health precautions for such
conditions as venereal disease are apparently less widespread among
persons who lnck adequate schooling. Finally, since insufhicient educa-
tion leads to lower occupational attainments and earnings appears to
create both psychological and other health or disability problems.

The specitic role of education in exacerbating health problems has
been addressed in several studies.!t Usually though, the educational
factors are subsumed under other related socioeconomic factors such
as oceupation, which are in themselves heavily influenced by edu.ca-
tional attninment.? The lower the occupational level of fat}ners, for
example. the higher the rate of infant mortality both during the fetal
stage and during early childhood.® A similar pattern is reflected in
Jeath rates of adults und the incidence of disease according to occupu-
tional category. A study of severe psychological disorders found that
the lower socioeconomic groups were much more likely to f all prey to
schizophrenin and paranoia than the higher groups.'* Here again the
role of inadequate education was strongly implied.

V . D—Stvumvary or OraEr Socian Costs OF InaDEQUATE EDUCATION

Some aspeets of inadequate education represent burdens to the
Nation that cunnot be assessed according to their monetary values.
Included in this category are the lower levels of political participa-
tion, intergenorational mobility, and health that seem to be associnted
with low educntional attainment. In each of these cases there is evi-
dence suggesting that national welfare is reduced because of inadequate
oducation, but the dollar value of such saerifices is impossible to
estimate. Nevertheless. these aspects of inadequate education represent
national costs in addition to tLOS(‘ reflected in foregone income and
tax revenues, higher welfare burdens, and the greater incidence of
crime,
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FOOTNOTES

Cuaprer I—INTRODUCTION

1. See Horaee Mann (1849), p. 60.

2. Arthur Mann (1968), p. 14.

3. For a diseussion of the moechani~m that leads to this result see J. Coons, W.
Clune, and S. Sugarman (1970).

4. For some evidence on occupational attainment see Peter M. Blau and Otis
D. Dunean, (1967). Bowles has asserted that the role of education in improving
occupational attainment has been overstated by Blau and Duncan in Bowles
(1971). The 1elation between parental social elass and children’s scholastic achieve-
ment is documented in James 3. Coleman ef al. (1966), Chapter 3. Evidence on
educational attainment is found in M. David, H. Brazer, J. Morgan and W. Cohen
(1961); B. Duncan {1963); and S. Masters (1969).

5. See particularly, J. W. Guthrie e al. (1971); H. M. Levin (1971); Harard
Educational Review (1968); S. Bowles (1972).

6. The most severe criticism of the institution of schooling is found in I. Tllich
(1969) and (1971). The repressive effect of the present schooling approach is em-
phasized in C. Silberman (1970). The role of the schools in sustaining social class
inequalitics is emphasized in 8. Bowles (1972).

7. The present auther believes that vast structural reforms of our society wonld
have to take place before schools would alter substantially their functions. That
is, the schools reflect well the social demands placed upon them. Thus, no signifi-
cant chaunges in schooling will oecur without profound changes in the underlying
social, politieal, and economic structure of the Nation. This view is much closer
to that of Bowles than to that of Silberman who seems to think that his criticisms
result from outcomes that are only the unintentional by-produets of institutional
‘(‘ixéi;xglcs-mess". Compare Silberman (1970) with Bowles (1972). Also see Carnoy

8. This fact ix well documented in a study which examined the ability of
respondents to fill out correctly the standard applications for licenses, Medicare,
and so on. The number of errors on these applications appeared to be particularly
high for the least educated. For example, a’lmust half of the respondents with 8
vears of schooling or less tilled out Zncorrectly at least 10 percent of the items on
the application for Medieare. See L. Harris Associates (1970).

(13:1'0‘)& diseussion of literacy concepts is found in Hamard Educational Review

10. For a thoughtful purview sce B. Weishrod (1964).

CuaprTer II—INveEsTMENT 1N HicH ScHooL COMPLETION

1. Examples of the literature reflecting this are R. Weiss (1970); L. Thurow
(1969) ; and 8. Michelson (196%).

2. In addition to the sources cited in footnote 1, sce G. Beecker [1964); and
R. Hauser, K. Lutterman, and W. Sewell (1971).

3. (i. Becker (1964), pp. 29-30.

( 4_}1')I‘his thesis is developed with substantial supporting evidence in H. Gintis
1071).

5. R. Dreeben (196R).

6. Sce . Nelson and 5. rnelps (1966) for a diseussion. Also see T. Schultz
(1963), pg. 40-41. For interesting sociological perspectives sce L. Reissman (1954).
7. D. P. Chaudri (1968) and F. Welch (1970)

8. F. Weleh (1970).

9. R. BEckaus (1964).

10. Ivar Berg (1970) has questioned the schooling-productivity link, but his
empitical substantiation has been eritieized on many grounds. See for example the
comment: in M. J. Bowman (1970). pp. 106-110.

11. According to data derived from 1964 tax retiirns the proportion of adjnsted
gross income attributable to salaries and wages varied between 75 to 90 percent for
income elassex up to $25,000 with no obvions trend within that range. C. H.
Kahn (1964), p. 28.

(49)
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12. E. P. Miller (1960); Z. Griliches (1970).

15. Welch (1970).

14. Further discussion of relative carnings by eduicational category is found in
S. Bowles (1970) and G. Johnson (1970-71).

15. In this context “ability” means all of the non-=chooling influences that affect
income such as social class and geographic location a= well s intelleetual abilities.

16. Compare Griliches (1970) with Taubman and Wales (1970).

17. L. Hanwon, B. Weisbrod, and W. Seanlon (1970).

18. Z. Griliches (1970); Z. Griliches and W. Mason (1971); J. Hause (1971);
D. Rogers (1969).

19. J. Hause (1971).

20. U.8. Department of Commerce, Bureau of the Census, “Annual Mean
Income, Lifetime Income, and Educational Attainment of Men in the United
States for Selected Years, 1956 to 196K,

21. L. Thurow (1969); R. Weiss (1970); F. Welch (1967); B. Bergman and J.
Lyle (1971); G. Hanoch (1967).

22. U.8. Department of Commerce, Burean of the Census “The Scciul and
Economic Status of Negroes in the United States, 19707,

23. 8. Marglin (1963); Arrow (1966); Weisbrod (1969).

24, S. Masters (1969); B. Duncan (1965); M. David, 1I. Brazer, J. Morgan,
and W. Cohen (1961).

235. See Weisbrod (1968) for a discussion of the necessity for considering the
distribution as well as the level of benefits from publie investments, The probuble
improvement in income distribution in the next generation is a benefit that is
not measured by lifetime income streams for this generation.

26. See Appendix B for information on construction of Table eight.

27. 1t should be noted that the continuation on to college was based upon
nonwhite continuation rates. These rates of college attendance are only about half
those of whites.

28. See Ap{)endix D for details. The overstatement of costs results from the fact
that potential dropouts are more likely to be attending schools in low expenditure
states and school distriets. In part their tendency to drop out is related to low
spending as evidenced in G. Johnson and F. Stafford (1970). Therefore, the
national average for per student expenditures overstates what would have been
spent on dropouts had they continued. It might also be noted that estimates of
the national average were based upon generous assumptions. This over-estimate
might be offset by the fact that we did not take into account the ‘“‘opportunity
cost” of expenditures up to the beginning of the earnings period, at which point
the investment is being evaluated.

29. A recent econometric study has demonstrated a relationship between
educational expenditures and the amount of schooling attained. See G. Johnson
and F. Stafford (1970).

30. The system of financing edueation that leads to this result is deseribed in
J. Coons et. al. (1970). The educational effects of this system are explored in J.
Guthrie et. al. (1971).

31. Rarely do present programs provide more than $300 in additional fund= per
eligible student, and many potential dropouts receive no assistance at all becanse
of inadequate appropriations,

32. For a discussion of these issues see 8. Michelson (1970) and 1I. Levin
(1971a). This may also be the reason that at least one dropout prevention program
has shown poor results. See B. Weisbrod (1963).

CaaPTER IIT—INADEQUATE EpucaTioN AND WELFARE EXPENDITURES

1. Until January 1, 1972 the tax was on the first $:3,000.
2. See the President’s Commission on Income Mauintenance Programs, Back-
ground Pupers, p. 272,
3. U.S. Depurtment of Health, Fducation, and Welfure, Findings of the 1967
AFDC Study, Part I, July 1970, Table 22.
. J. Cowhig (1970); 1. Cox (1970).
. 1. Cox (1970).
. Ibid.
. %..dWarren and S. Berkowitz (1969).
. Tbid.
. E. Durbin (196%), p. 68.
10. R. Mugge (1964).
11. M. Warren and S. Berkowitz (1969).
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12. For more details see U.S. Department of Labor, Manpower Administration,
Historical Statistics of Employment Securily Activities, 1938-1966, pp. 10-11.

13. In a US, Department of Labor Study comparing “job losers” with “job
leavers"”, it was found that male ““job losers” had a median level of schooling 10.7
years while “job leavers” had 12.1 years. For women the comparable figures were
11.3 vears vs, 12.3 years. U.S, Department of Labor, “Job Losers, Leavers, and
Entrants,” Specinl Labor Foree Report No. 106 (April 1969), Table 2.

P 14. Sce the Reports of The President’s Commission on Income Maintenance
rograms.

15. T. Kelly (1970).

Caavrer IV —INADEQUATE EpuUcatiON anND ThHE CosTS oF CRIME

1. The President’s Comniission on Law Enforeement and Administration of
Justice, Task Force on Assessment, Crime and Its Impact—An 4 ssessment (Wash-
ington, D.C.: 1967).

2. Staze of California, Department of Corrections (1970).

3. Summarized in E. . Sutherland and Donald Cressey (1966).

4. E. Palmore (19632).

S, J. Tohy (1967).

(75. j}r‘;._.;piegelman el al. (1967), pp. V.6-V.24.

. ML,

8. C. Rosenquist and E. Megargee (1969).

9. Ibid., p. 201.

10. . McKay (1987).

11. See for example L. Berg (1967); A. Stinchconmibe (1964); W. Schafer and
K. Polk (1967).

12. A. Stinchcombe (1964).

13, T. Hirsehi (1969).

14. Ihid.

15, N. Prentice and F. Kellv (1963).

16. B. Fleisher (1966).

17. B. Fleisher (1963).

18. J. Toby (1967).

19. The fact that we are not imputing any social cost to the involuntary transfer
and illegal goods and services categories will tend to underestimate the social
costs of crime. Yet this alternative scems superior to setting an arbitrary value
for such costs in such an unknown domain.

CiapPrer V—OTHER Soctar Costs oF INADEQUATE EDUCATION

1. .\, Campbell (1963), p. 21.

2. R. Hess and J, Torpey (1967).

3. A. Campbell, P. Converse, W. Miller, and D. Stokes (1960), p. 495.

4. These issues are disenssed in L. Milbrath ( 1965). Particularly tvpes and
effeet= of politieal stimuli are studied in G. Almond and 8. Verba (1963); B.
Berelzon, P. Lazarfeld, and W. McPhee (1954); P. Converse and G. Dupeux
(1962): 8. Lipset (1960); and M. Miller (1952).

3. A. Campbell, P. Converse. W. Miller, and D. Stokes (1960), p- 491,

6. Ibid.: al<o (i. Almond and S. Verba (1963); M. Benny, A. Gray, and R. Pear
(1956); and other references in reference 4.

7. A, Camgbell, P. Converse, W, Miller, and D. Stokes (1960); A. Campbell,
G. Gurin, and W. Miller (1954); Y. Kuroda (1964).

% AL Campbell (1962), p. 20.

9. (. Almond and 8. Verba (1963); and A. Campbell, P. Converse, W. Miller,
and D. Stokes (1960),

10. M. David, H. Brazer, J. Morgan, and W. Cohen (1961) ; B. Duncan (1965);
8. Masters (1969) ; J. Coleman ef al. (1966).

11. B. Benjamin and H. Huycocks (1970); National Institute »f Child Health
and Human Development (1969).

12. That is, many studies use occupation, income, or other measures of social
status rather than educational attainment to indicate socio-erconomie lev -l But,
both income and ocecupation are themselves substantially determined by educa-
tion. See for example P. Blau and O. D. Duncan (1967).

13. H. Chase (1962).

14. 1. Mouyania and L. Guralnick (1938); J. Daric (1951); J. Downes (1948);
‘W. Logan (1934).
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Appendix A

NONWHITE MALES AS PROPORTION OF ALL MALES
25-34 YEARS OLD

Numbers in thousands Nonwhite

. ) - as parcant of
Educistional attainment Norwhite Whita total
145 337 21.3

85 561 13.2

353 1,499 19.1

481 4,161 10.6

116 1,602 1.2

71 1,101 5.6

61 860 6.0

Source: Based on data in U.S. Department of Commerce, Bureau of the Consus, “Educational Attainment: March 1969,”
Poputation Characteristics, Current Population Reports, Sarias P-20, No, 194 (February 1970), table 1.

Appendix B

PROCEDURES USED TO OBTAIN LIFETIME INCOMES FOR WHITES
AND NONWHITES

The U.S. Department of Commerce reported estimates of Jifetime ineomes by
both age and educational level for males in 1968, (Current Population Reports,
Series P-60, No. 74, Table 10). These estimates were not reported separately by
race. Given the objective of obtaining expected lifetime incomes by race we used
the following steps:

1. Estimates of lifetime income for all males from age 18 were selected for
each edueation level. Persons who had not completed high school would likely
have received some income before age 18. Therefore, we arbitrarily added
four years of income to the expected lifetime incomes for these with less than
eight vears of schooling and two vears of income for those with some high
srhool. Annual earnings at age 18 was the level for this extra supplement.
This adjustment resulted in estimates of lifetime income at the time of
departure from school. These figures were based upon the assumption of a
zero discount rate and a zero rate of increase in labor produetivity. To the
degree that the expected annual increase in labor productivity is about th
percent these estimates assu. ne tacitly a three percent discount rate.

2. Conversion of these overall figures for all males to separate estimates
for whites and nonwhites was done by using the relative incomes of the two
groups by educational level that were derived in a.nilier Department of
Commeree study (*“The Social and [Economie Status of Negroes in the 'nited
States, 1970,” Special Studies; Current Population Reports, Series ¥-23,
No. 38, p. 34.) These weights are shown in Table seven on page 36 of this

leport. In this adjustment the relative incomes of Negroes were used to
represent those of all nonwhites since specific data for the nonwhite group
were not available.

(39)
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Appendix C

TAX REVENUES IN THE PUBLIC SECTOR
TABLE C.L—FEDERAL AND STATE-LOCAL TAX REVENUES AS PROPORTION OF PERSONAL INCOME,

1968
! [Totals in miliions of doliars}

Type of tax Federal State-local
L0 95, 822 13,876
Corporate profits. ... _«ceo oo il ieia. emmeeeeeassicsseccmmneenaineen 39, 169 3.433
INdIreet DUSINESS e e o oo eeeecmremaiceacancesmncasancsmeanesncaranenansatnn 17,99 63,935

{1} | 152, 987 81,204
Porsonal INCOMeer .o cncanacsecmamarssnanaconncanmcanonenccamanerasannmsanass 748,874 el '

Note: Federal taxes/personal income—20.4 percent. State-local taxas/personal income—10.9 percent. Total taxes/
personal income—31.3 percent.

2 s‘iogrcles; g.glg)epadment of Commerce, Office of Business Economics, Survey of Current Business (July 1970) tailes
-1, 3-1, an .

TABLE C.2-—GOVERNMENT TAX REVEMUES AS A PERCENTAGE OF PERSONAL INCOME 1349-6"

Revenue source 1949 1854 1959 1964 1969
Faderdl. ..o ceeeeeiineecenaccemnacannan 16.3 19.1 19.4 18.2 20.4
3 Y| I 7.2 2.6 8.7 10.0 10.9

Totaloae... esammmmaa. mmmesmeemm——reona. 23.5 26.7 28.1 28.2 33

Source: Tax data: U.S. Deganment of Commerce, National 1ncome and Product Accounts of the United States, 1929-65.
(Washington, D.C.: 1966), tables 3-1 and 3-3 and U.S. Department of Commarce, Survey of Current Business (July 1970),
g:tiles 3-1 and 3-3, Parsonal income: National Income and Products Account, table 2-1. Survey of Current Business, table

Appendix D

ESTIMATES OF EDUCATIONAL INVESTMENT COSTS

The costs of educational investment can be divided into direet and indirect
ones. The direet costs include the expenditures on schooling whether from public
or private sources, and the indirect ones include the earnings foregone during the
additional schooling period. Since the estimates of lifetime income by educa-
tional level already account for the faet that those with more schooling forego
earnings during the schooling experience, the estimates of costs in this analysis
are estimates of direct costs alone, so-called educational expenditures. More-
over, it was assumed that such expenditures are borne completely by the
government.

ELEMENTARY AND SECONDARY EXPENDITURES

The U.S. Office of Education reported that average current expenditures per
student (in average daily membership or enrollment) was $812 in 1970 at the
elementary and secondary level.! Sinece per pupil exwenditure at the elementary
level is estimated to be only about 60 percent of that at the secondary level,
current average expenditures were assessed at $1,065 per secondary student.?
Capital outlay was estimated by the U.8. Office of Education at $35.1 hillion for
a per-pupil average of $149. Adding the average capital outlay of $149 to the
average current expenditure of $1,065 vields a total annual expenditure for a
secondary student of about $1,214. This value was used to assess the costs of
of additional years of schooling at the elementary and secondary levels to bring
all persons up to high school completion.

t {J.8. Department of Health, Education, and Welfare. Office of EQucation, Fall 1970 Statistics of Public
Schools, Advance Report, OE-20119-70, (Washington. 1>.C.: February 1471). .

2 See W. Lec Hansen, “Total and Private Rates of Return to Investment in Scheoling.” Journal of Politi-
cal Eeonomy (April 1868), pp. 128 40, and T. W. Sehultz, *Capital Formation by Education.” Journal of
Political Economy (December 1960), pp. 571-883.
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HicueErR EpucaTioN EXPENDITURES

The U.S. Office of Educatior also publishes financial statisties for institutions
of higher education.? Based upon these figures the average educational and general
expenditure per student in 1967-68 was $1,905.¢ This figure does not include
the annual stream of capital costs, The book value of physical plant assets of
all institutions was $34.6 billion.? Using a ten percent combined rate for interest
and depreciation and dividing it among students yields a capital ecost of about
$640. The average total annual cost per ecollege student is about $2,543.

OTHER FacTors 1N AsskssING INvesTMeENT CosTs

When evaluating an investment it is important to assess both costs and bene-
fits in term= of their present value (at the time the evaluation is made). Sinee the
eduecational investment is incurred at the beginning of a person’s lifetime and the
income benefits are recouped much later in time, the proces= oi discounting future
cost or benefit streams would reduce the niesent value of benefits relativelv more
than that of costz. Though we did not apply an explicic discount rate to future
incomes, the fact that we failed to adjust incomes upward for future inereases in
productivity was tantamount to using a tacit discount rate of 3 percent where the
benefit stream was evaluated beginning at age 18 for all except those who did not
complete high school. But if edneational investments are evaluated at age eighteen
then tiie expenditure stream must be inflated by an interest rate {0 account for
the opportunity cost of educational investment up to that point in time. Since we
have not done so there is a tendeney to understate educational costs relative to
income benefits. .

The downward bias in estimates of costs would scem to be more than offset by
other factors that lead to overstated costs. These factors include the following:

1. We have used cost data from 1970 for clementary and secondary
education and for 1967-68 for higher education. Yet the average 25-34 vear
old in the sample was at the middle of his elementary-sceondary career some
20 years prior to the present period. Since the real costs of edueation mere
than dcubled over that span of time, we are using cost estimates per pup!
that are tw'ce the level of those that actually produced the observed income
patterns for 25-34 vear olds.

2. Higher education cssts are overstated for identical reasxons as well as
the fact that our estimates include such non-instructional costs as rescarch
and extension serviees.

3. Persons who did not complete high school were mare likely to be found
in States and school districts with less than average expenditure. Therefore
our use of an average expenditure measure will tend to overstate the lower
boundary on costs which was computed on the basis of applving the pre-
vailing level of expenditure to additional years of school completed.

Appendix E

COMPARISON OF EDUCATIONAL ATTAINMENTS BETWEEN 1969 AND
1971 FOR MALES 25-341 YEARS OF AGE

At the time that this study was executed, the best data available for linking
_r-choolinf to income were those collected in the 1968-69 period. Aceordingly,
Section II of this Report utilizes census data from 1969 to explore the number of
males 25-34 yvears of age who had not completed high school. In December 1971
the Bureau of the Census released data on educational attainment for Mareh
1971. Table E.1 shows the distribution of educational attainment for Males
25-34 vears of age by race. In comparing this table with Table 4 of this Report
which shows the comparable figures for 1969, we observe that:

1. Among nonwhite males in this age bracket, 44 percent lacked high school
completion in 1969 and 43.6 percent lacked this attainment in 1971.

3 U.8. Department of Health, Edqueation, and Welfare, Office of Education, Financial Statistics of Inatitu-
tli;m(g ?q gf{')h" Education, Current Fund Revenues and Exrpenditures 1967-68, HE 5.252: 5201068 (Washington,

¢ Ibid., p. 8,
8 Ibid., p. 3.
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2. Among white males in this age bracket 24.7 percent lacked high school
completion in 1969 and 21.6 percent lacked this attainment in 1971.

From these observations it appears that there has been n3 cnange for nonwhites
and a rather significant change for whites. Had we used data for 1971 in the
analvsis the overall conclusions wotlld have been similar to the present ones
although the total national income foregone and investment costs for alleviating
inadequate education would have been reduced by a modest amount. The rela-
tively large soeial payoff to each dollar of investinent in reducing inadequate
aducation would remain unchanged.

TagLE E.1-—EDUCATIONAL ATTAINMENT FOR Mares 25-34 Years oF AGE
Marcu 1971, By Race

AN
Etemuntary High school College
Less 50r
Number in thousands than 8 8§ 1t3 ) 1 2 3 4  more
and percentage years years Years years year years ylars  yeals  years Total
WHite M8 eeoammmmmmenn 457 554 1,392 4,535 703 808 3486 1,317 1,035 11,149
(percentage).......-eeassaan @n (6.0 125% @7 6.3 a.3» @1 4Ly 9.3) (100)
Nonwhite males. ..coccaee-- 152 99 381 514 53 69 24 91 65 1,448
(PerCentage) . ..ccomccacance 165 6.8 @3 G55 @& @8 An 6.3) @5 (100)

Source: U.S. Department of Commerce, Bureau of the Census, “Educational Attainment: March 1971" Population
Characteristics, Current Popuiation Reports, Series £-20, No. 229 (Dacembar 1971).
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