DOCUMENT RESUME

ED 079 870 . EA 005 383

AUTHOR Hettich, Walter; And Others

TITLE Basic Goals and the Financing of Education. .CTF
Project on Education Finance: Document 3.

INSTITUTION canadian Teachers®' Federation, Ottawa (Ontario).-

REPORT NO CTF-C-72305

PUB DATE sep 72

NOTE S54p. .

AVAILABLE FROM Canadian Teachers® Federation, 110 Argyle Avenue,
Ottawa, Ontario, Canada K2P 1B4 ($1.25)

DESCRIPTORS cost Effectiveness; Educational Development;
*Educational Economics; *Educational Finance;
Educational Objectives; Equal Education; Public
Support; *Resource Allocations; School Taxes;
Statistical Data; Tax Allocation

IDENTIFIERS *Canada; *Efficiency (Education); *Equity
Education

ABSTRACT

This booklet is the third in a three part series
dealing with individual and societal expectations of education in
canada and the relationship between basic goals and the principles of
financing. . This document examines some of the economic factors basic
to the design and planning of school financing..The autbors first
examine the growth of education in the 60s and the consegquences for
the 70s..Included are data on educational enrollment apd expenditure
patterns in the 1960s, characteristics of Canadian school teachers,
capital expenditures of schools, operating expenditures per pupil in
relation to GNP, and projections for future expepditures in the
1970s. Various efficiency and equity goals in the financing of
education are then considered..Within the framework of efficiency in
resource allocation, the authors consider the methods of determining
the resources designated for education, the alkocation of these
resources among different levels of education and at a particular
level, the level of public support of education, the cost
effectiveness of education, and the benefits of education between the
public and private sectors..To point up equity goals, the authors
then discuss equal educational opportunity, education and income
distribution, the division of the tax burden among communities, and
decentralization and the willingness to pay taxes. Additional data
about educational finance in Canada are included in a series of
tables in the appendix..Related documents are EA 005 381 and EA 005
382. . (Authoz/DN)




FILMED FROM BEST AVAILABLE COPY

U 5. OE PARTMENT OF HEALTH.
EOUCATION & WELFARE
NATIONAL INSTITUTE OF -
EOUCATION -

THiS DOCUMENT HAS BEEN REPRO $+72305
DUCED EXACTLY AS RECEIED FROM
THE PERSON OR ORGANIZATION ORIGIN
ATING 1T POINTS OF VIEW OR OPINIONS
STATED DO NOT NECESSARILY REPRE
SENT OFFICIAL NATIONAL INSTITUTE [«13
EDUCATION POSITION OR POLICY

BASIC GOALS AND THE

FINANCING OF EDUCATION

ED 079870

Walter Hettich
Barry Lacombe
Max von Zur-Muehlen

CTF Project on Education Finance: Document 3

CANADIAN TEACHERS' FEDERATION
110 Argyle Averve
Ottawa Ontario
K2P 1B4

A BUs 383

September 1972




&

CTF PROJECT ON EDUCATION FINANCE

Document One:

Document Two:

Document Three:

Woodrow S. Lioyd. What Society May

Properly Expect of the School.

Guy Rocher. What the individual Expects

of the School.

Walter Hettich, Barry Lacombe, Max von
Zur-Muehlen. Basic Goals and the

Financing of Education.




P R

a s b

FOREWORD

The late sixties in Canada saw a rapid worsening of the climate for
educators, who had enjoyed something like unguestioning acceptance for a
brief period of years. American criticisms of the school system were gain-
ing wide currency in Canada. On the one hand, it was asserted that the
schools were tailored to the purposes of a specific economic system (with
its social and political concomitants), and that that system was faltering
if not altogether discredited. At the other pole, critics argued that the
schools had become inefficient in serving the essential purposes of the
prevailing social system. In the meantime, there was growing evidence
that young people were increasingly uawilling to accept the authority of
the school as a training and selecting device, and that parents and com-
munities were unable or unwilling to compe! them to go on doing so.

Against this background, the governmental agencies responsible for
raising money for the support of the schools were beginning to assert with
increasing firmness that taxpayers would no longer tolerate the growth of
educational costs, and various restrictive measures were making their
appearance.

The CTF Advisory Committee on Education Finance, which had for
many years been concerning itself with the problem of tinancing the many
unmet needs in education, conciuded that the time was ripe for an attempt
to define, at a basic levei, the nature of the gap between current con-
cepts of the proper function of the school in Canadian society and the
reality of that function, and also the nature of the gap between current
concepts of propriety in the public financing of schooling and the reality
of the present situation. This would be the starting point for an attempt
to explore the implications of an effort of improvement, and eventually to
suggest some basic principles on which a rationale for the public financ-
ing of education should rest.

Accordingly, invitations were addressed, in the summer of 1970, to
certain eminent Canadiansto present their view of the concepts prevailing
at the present time, in Canadian society, regarding individua! and so-
cietal expectations of education and the relationship between basic goals
and principles of financing. In this paper, three well known economists,
Drs., Walter Hettich, Barry Lacombe and Max von Zur-Muehlen, present
their views on some of the factors basic to the design and planning of
school financing, When this paper was written, all three were attached to
the Economic Council of Canada,




The other two papers in the series are by Dr. Guy Rocher and Dr.
Weodrow S. Lloyd. The three papers in the series have provided the in-
put for a series of seminars beginning in May 1971. A final report on the
enquiry is expected to be published by the Canadian Teachers’ Federation
during the winter of 1972-73.

Norman Goble
Secretary General
Canadian Teachers’ Federation
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THE GROWTH OF EDUCATION
IN THE SIXTIES AND THE
CONSEQUENCES FOR THE SEVENTIES

INTRODUCTION

Schoolsand institutionsof post-secondary education have functioned
as one of the most important agents for social transformation and as a
basis for economic growth in the development of Canada. Therefore, it is
disconcerting to observe that the public mood tends to regard further ex-
pansion in ‘‘education’’ with some misgivings and reservations.

The tirst section of this paper will trace the growth in enroiment and
expenditures at the various levels of education during the past decade, and
will extrapolate these historical series to 1980 under aiternative assump-
tions. At the same time, the changes in the educational system and its
characteristics will be explored and some general observations about
present conditions and future trends in education will be made. The sec-
ond section will focus on efficiency and equity aspects of education and
will provide a discussion of the available alternatives within a theoretical
framework for rational policy decisions.

EDUCATIONAL ENROLMENT AND EXPENDITURE
PATTERNS IN THE 1960°'S

As we all know, the decade of the sixties has beena period of
tremendous development in Canadian education. In many instances, pub-
lic attention has focused in these years on the growth of higher education
rather than on the changes which have occurred in elementary and second-
ary education. Not only have both the old established and newly developed
universities been subjected to an extraordinary expansion, but also new
forms of post-secondary education have been created, such as the Colleges
of Applied Arts and Technology in Ontario and the CEGEP's in Quebec.
fhese developments have somewhat overshadowed the equally important
changes that took place at the elementary and secondary school levels.

The outstanding feature of the sixties has been the growth in en-
rolment, particularly in secondary and post-secondary education. For




example, during the academic year 1960-61, 789,000 students were en-
rolled in secondary schools; in 1970-71 this figure has almost doubled,
reflecting not only a general growth in population but above all an in-
crease in the participation rate. During the same period the participation
rate of the 14 to 17 age group increased from 67 per cent to almost 92
percent (Appendix Table A-3). At the same time the retention rate — which
refers to the enrolment in Grade 11 as a percentage of Grade 2 enrolment
nine years earlier — increased from 50 per cent in 196061 to 71 per cent
in 196768 (Appendix Table A-2). Naturally there were provincial dif-
ferences, but during the sixties there was a noticeable tendency towards
a decline in regional variations.

It might be of interest to compare the growth of elementary and
secondary enrolment with that of post-secondary education. Elementary
enrolment increased during the above-mentioned period by 23 per cent,
secondary enroiment by 100 per cent, and univercity full-time under-
graduate enrolment by almost 200 per cent. Eve. more spe-=tacular was
the growth in graduate enrolment of over 400 per cent. Although the last.
percentage figure might seem impressive in absolute numbers, it meant
an increase from 7,000 to an estimated 33,000 full-time graduate students.
The enrolment at community colleges increased from 12,000 to almost
160,000 full-time students. This expansion is partly a reflection of the
structural changes which have taken place in higher education.

The participation rate in post-secondary education for the 18 to 24
age group changed from less than 10 per cent to over 20 per cent, which
is still low in comparison to the United States participation rate. One of
the consequences of the expansion in education in the early 1960’s has
been a rise in the average years of schooling. Between 1961 and 1966 the
average years of schooling received by the labour force increased from
9.1 years to 9.6 years and is at present probably above 10 years (Appen-
dix Table A-4).

in spite of the growth in enrolment and the ensuing demand for
elementary and secondary school teachers, there was no general deteriora-
tion in the qualifications of teachers, only a reduction in years of teach-
ing experience. The proportion of elementary school teachers with a
university degree increased from 10.7 per cent in 1960-61 to 15 .4 per cent
in 1967-68 (Table 11), For secondary school teachers the percentage with
a university degree increased from 67.3 per cent to 72.8 per cent.

More impressive was the percentage increase in certification. Of
the elementary school teachers 65.3 per cent had more than one certifi-




cate in 196061 whereas in 1967-68, 86.5 per cent had obtained these
types of certification. A similar development can be observed for second-
ary school teachers. Even more pronounced was the increase in years of
professional training after junior matriculation. Within the same time
period the professional training of the average teacher increased from 1.8
years to 2.2 years. In contrast, the median years of teaching experience
declined from 7.2 years to 6.7 years. The median time period with the
same school board increased from 2.7 to 2.9 years; this change might re-
flect, among other factors, more favourable teaching conditions. Witain
this seven-year period the salary of elementary school teachers increased
in current dollars ‘;om less than $4,000 to over $6,000. Moreover, the
student-teacher ratio declined from 29 to 27.

The characteristics of secondary school teachers show a somewhat
different pattern. Due to the high demand for a large number of new teach-
ers, the median years of experience declined by over 50 per cent from
9.8 years to 6.2 years. Consequently, the median years with the same
school board decreased from 3.2 to 2.8 years. In spite of the influx of a
considerable number of young and less experienced secondary school
teachers, the average salary increased from $6,000 to $8,700. Even more
astounding was the substantial decline in the student-teacher ratio from
21 to 17, which was considerably below the student-teacher ratio in the
United States. (This comparison requires cautious interpretation, however,
since the difference may reflect definitional problems as well as varia-
tions in class size.)

Altogether, these selected characteristics show that, although a
substantial enrousent expansion occurred, mainly in secondary education,
this did not result in a deterioration in the quality of elementary and
secondary education.

This growth was accomplished only at a considerable cost. Total
educational expenditures increased almost three times, from less than
$1.7 to almost $5 billion in current dollars, between 196061 and 196768
(Appendix Table A<5). The operating expenditures for elementary and
secondary education per student almost doubled during this period, from
$238 to $455 for the academic year.

The capital expenditures for elementary and secondary school
building construction and equipment increased from an annual amount of
$256 million in 1960 to $689 million in 1967. In comparison, the rate of
growth of capital expenditures for universities was even more impres-
sive, from only $26 million in 1956 to $318 million in 1967 (Taole Il1).
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TABLE !l

SELECTED CHARACTERISTICS OF ELEMENTARY AND SECONDARY
SCHOOL TEACHERS IN CANADA, 1960-61 and 1967-68*

Elementary Secandary

—n.

1960-61 1967-68 196061 1967-68

Number of Teachers 76,619 95,592* 27,629 53,952*
Percentage with
University Degree 10.7 154 67.3 72.8
Average Years of
Prafessional Troining
After Juniar Matriculation 1.8 2.2 3.7 35
Percentage with
Certificote Levels (mare
than ane) 65.3 86.5 n.2 84.6
Median Years Experience 7.2 6.7 9.8 6.2
Median Years with the
Same Schaal Baard 2.7 2.9 3.5 2.8
Averuge Salary $3,745 $6,170 $6,059 $8,685
Student-Teacher Rotia 29 27 21 17
'Excludes Quebec
*1966-67
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This increase in educational expenditures is reflected in the pro-
portion of government expenditures that have been allocated to education.
From 1960 to 1967 the percentage of all government expenditures for edu-
cation increased from 14.6 per cent to 20.9 per cent, whereas the share of
the defense expenditures decreased from 14.1 per cent to 8.7 per cent
(Appendix Table A-6). In terms of the percentage of the Gross National
Product during the same time period there was an over 50 per cent in-
crease from 4.2 per cent to 6.6 per cent of educational expenditures.

PROJECTED EDUCATIONAL ENROLMENT AND
EXPENDITU2E PATTERNS IN THE 1970°S

If the trends of the sixties were to continue during the seventies,
the increase in educational expenditures would accelerate at a disturbing
pace. The "'A" projections have shown that undergraduaie and community
college enrolment might have doubled and graduate students tripled.
(Table I). In contrast, the ''B’’ projections show a very different trend.

Elementary enrolment will gradually decline, while secondary enroi-
ment will increase very slightly but will also decline eventually. Even
though elementary and secondary enrolments are expected to remain rather
stable, the cost per student is likely to rise due to increases in instruc-
tional costs as well as more comprehensive programs and a potential
reduction in student-teacher ratio at the elementary level.

In this context, we should always bear in mind that the extrapola-
tion of historical series to the future is subject to a wide variety of
rather narrow assumptions and errors. The main objective of the '*extrapo-
lation'* is to demonstrate that present trends could riot continue unless
society were prepared to reduce other areas of expenditures, such as
health, welfare, defense, pollution and transportation, in favour of edu-
cational expenditures. These statistical projections in our discussion
serve mainly an illustrative purpose and should not be considered as
predictlons.

For the ""A’’ projection, it has been assumed that elementary and
secondary cost per student will grow by 6 per cent in constant 1969
dollars and that post-secondary student cost will increase by 8 per cent
annually; this projection is based on the historical trends of the last
decade. The Gross National Product has been prajected to grow annually
by 4.5 per cent. This is one per cent below the potential projections made
by the Economic Council, but the 4.5 per cent reflects better the present
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economic reality. The number of part-time post-secondary students has
been converted at the ratio of 4 to 1 to equivalent full-time students.

The vocational training and retraining programs of the federal and
provincial governments have been excluded from this study. The expendi-
tures for these manpower prcgrams have grown from less than $50 million
in the 1950's to over half a billion today. Public policy seemed to favour
a further expansion of these institutionalized programs, for example, at
the community colleges. But preliminary evidence indicates that the cost
of these training programs might be much lower in a work environment.

If the Gross National Product grows by 4.5 per cent, education:i
operating expenditures at the elementary and secondary level will grow
approximately at the same rate, thus absorbing about 4.5 per cent of

‘Gross National Product (Table IV). University operating expenditures will

grow from 1.8 per cent of the Gross National Product in 1970-71 t0 5.3
per cent in 1980-81. Similarly, operating expenditures for community
colleges will more than triple from 0.4 per cent to 1.3 per cent during the
same period. Total educational operating expenditures will increase from
6.5 per cent of GNP to 11.2 per cent during this decade. If one inc'tles
the capital expenditure projections, the proportion of GNP absorbed by
education might increase from 8.0 per cent to 13.0 per cent. (Table VI).

The distinguishing features of these growth projections are that
elementary and secondary education expenditures which accounted for al-
most two-thirds of the GNP share in 1970-71 will decline to less than 42
per cent in 1980-81, whereas the share of university educational experic-
itures of the GNP will correspondingly increase from 27 per cent to 47 pe
cent. Considering that in the mid 1950's higher education accnuuied tor
only 05 per cent, this appears to be an extraordinary devs!uprert.

It has been estimated that during the decade under disci ision
elementary and secondary operating cost per student will increase from
about $600 to close to $1,100 in constant 1969 dollars (Appendix Table
A-7). Although elementary and secondary enrolment will decline from an
estimated 5.8 million in 197071 to 5.4 mitlion in 1980-81, total operating
expenditures will increase from 3.5 billion to almost 6 blllion.

If present trends continue, university operating expenditures will
increase by 360 per cent during the 1970's. The per student cost will
increase from an estimated $3,780 to $8,161 in constant 1969 dollars. The
total operating and capital expenditures for full-time equivalent university
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students will increase from 1.9 billion to 7.7 billion (Table V and Appen-
dix Table A-9). A similar development will occur in the expenditure
patterns for community colleges. Their per student cost will grow from an
estimated $1,728 to $3,731 and the operating expenditures for community
colleges might increase five-fold.

The '"A’" projections are based on the assumption that the trends of
the 1960's will continue in the 1970's. Yet recent developments seem to
indicate that the expansion of educational expenditures might substan-
tially moderate in this decade. For this purpose, the "'B'* projections have
been developed. These "'B'' projections assume that the real growth of
GNP would be 5.2 per cent annually, that university enrolment would
increase by 4.5 per cent each year and that community college growth
would be 6.5 per cent each year. It has been further assumed that the
unit cost increase at all educational levels would be only half of the "'A"
projection. Similar modifications have been made for capital expenditures.
As a result of these adjustments, total operating educational expenditures
as a percentage of GNP might decline during the 1970's from 6.6 per cent
to 5.4 per cent (Table V). This reduction in educational expenditures is
mainly attributable to the smaller number of elementary and secondary
students and the levelling off of post-secondary enrolment.

Tables V and Vi provide additional information about the expendi-
ture patterns in education according to both the *'A'* and ""B’' projections.
One could speculate that actual expenditures would fall between the two
alternative projections provided. At this point in time, it appears that
the "'B'* projections are more reasonable, and careful attention should be

given to the "'B'’ projections.

OBSERVATIONS OF THE DEVELOPING PATTERNS

Canadian society will be faced not only with the difficult decision
regarding how much it should and can afford to spend on education, but
also will have to appraise what proportion of its financial resources
should go to each level of education. Is it justifiable that an increasing
share of resources be allotted to university education and especially
graduate instruction? How can a proper balance be achieved between
elementary, secondary and post-secondary education; between university
education and community colleges? One might argue that from a social
point of view pre-school education might provide greater benefits to soci-
ety than other forms of education.
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There is no question that expenditures in educatior will become
more selective and a trade-off is required with the academic aspirations
of the educational establishment and the existing eccromic restraints.
Questions will arise as to what criteria should be used in the allocation
of educational expenditures. Later in this paper a rationxl framework will
be provided for decision-making on the basis of .effic.ency and equity.

There are indications that all levels of education are less relevan.
in their teaching than present-day society requires.This is particular-
ly true for the available teaching material such as Canadian textbooks
and the inability to develop educational strategies for the utilization of
television and programmed learning. It might be desirable to design many
more work-study programs where students are exposed to a working en-
vironment which would have an impact on their attitudes and motivations.
These integrated programs could be developed for post-secondary students
as well as for secondary students.

In the past, university graduates have frequently regarded them-
selves as a privileged group within the labour force. In Canada the de-
mand for educated manpower exceeded supply in spite of a considerable
influx of well-trained immigrants. The inadequate supply of university
and other post-secondary graduates led to substantial improvements in the
employment conditions for these groups during the 1960's. Moreover, the
professional organizations representing these graduates became much
more powerful and effective in their negotiations with school boards, uni-
versities and govarnments. Some fear has been expressed that in future
these professional bodies might have a detrimental impact on the rising
costs of education.

Although there is a substantial need to upgrade the academic
qualifications of teachers, particularly at the elementary school level,
employment opportunities in elementary and secondary education will be
limited in the 1970's. But on the supply side, there will be a growing
number of graduates whose aspirations have been conditioned by the very
favourable circumstances of the last decade. There are strong indications
that university and other post-secondary graduates will be subject to the
same vicissitudes of the labor market, such as potential unemployment
or under-employment. as experienced by the less educated segments of
our society. This will be especially true if the growth rate of the Canadi-
an economy continues to remain at an unsatisfactory level.

13
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As already mentioned, the growth rate of public expenditures for
education, particuiarly at the post-secondary level, has grown to a de-
gree which society is unlikely to maintain in the future. Although schools
and institutions of higher education have subjected themselves to seif-
examination and self-improvement, many of the changes which have
occurred in the more efficient allocation of resources were caused by
outside pressures. It is only natural that there should exist in the edu-
cational establishment a certain amount of resentment against the super-
visory and controiling functions of governmental bodies and against the
concern of the public. But it is also unlikely that schools and universities
would reform themselves without the impetus of these interested groups
and outside pressures.

A number of questions require much more attention than they have
so far received. For example, is it necessary that many employment posi-
tions in our society require 17 or more years of uninterrupted education?
Could the same results be achieved with 15 years of schooling? There is
impressive evidence that the home and school environment determines who
goes to institutions of higher learning. Although the universities and
community colleges stress their ‘'open door'’ policies, they have been
only partially successful in improving access to higher education for the
lower income groups.

The services and resources provided by many universities for part-
time students and adult education programs appear to be inadequate in re-
lation to the demand and the social and private benefits. From a public
policy point of view, the continuous education programs have an addi-
tional attraction since the students frequently absorb a much larger share
of the operating costs than in the more conventional forms of education.

Particularly at the post-secondary education level, much greater
emphasis should be placed in the cost analysis on the foregone income of
students, which is a large share of their contribution to education. At
the same time, the various federal and provincial student suppurt pro-
grams require not only synchronization but also more adequate attention
to the impact of these programs on the accessibility of higher education
and other equity considerations.

Recently the concern with efficiency aspects of the educational
system has overshadowed the other causes of the growth in educational
expenditures. There is no doubt that under the conditions of rapid ex-
pansion, the schools and post-secondary institutions have experienced in-
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efficiencies in their operations, but the changes in the educational mix,
the improvement in quality of education and the large increase in student
numbers have contributed much more to the increase in educational cost
than these existing inefficiencies. Therefore, it is unlikely that, in the
future, substantial savings could be achieved through greater internal
efficiency of the educational institutions. In the past few years, many of
these institutions have developed criteria and methods to cope with
internal inefficiencies and to improve the decision-making process. These
developments will soon become much more noticeable to the public.

A greater hope for a deceleration of the growth rate in educational
costs lies in the development of alternative approaches to education, ina
division of labor between the various types and levels of education, and
in restricting the length of the educational process. At the post-secondary
education level, an Educational Opportunity Bank appears to be feasible,
where the students could borrow and thus pay a much larger share of the
educational costs. The repayment of these loans would depend on earn-
ing power after graduation and could take the form of a surtax on income.

Furthermore, through the uncoordinated growth of graduate programs
and the tremendous expansion in the number of graduate students, a sub-
stantial burden has been placed on society. Although many favour a
curtailment in graduate education at the time, a longer-term view in this
matter seems desirable. In this context it should be remembered that the
underinvestment in graduate education during the 1950's seriously con-
tributed to the shortage of highly qualified manpower which existed in the
1960's. One of the resuits has been that close to 40 per cent of Canadian
university teachers are foreign born and over 75 per cent foreign trained.

The time period to produce graduate degrees is many years; also,
market forces are already at work which will induce many undergraduates
notto undertake graduate education. But there is, however, a definite need
to achieve better co-ordination among the graduate programs, not only
within each province but also at the national level. For example, there
are over 325 doctoral programs at Ontario’'s universities and probably over
1,500 master's programs in Canada. Many of these programs are relatively
small and below the quality of the better Canadian programs. Under these
circumstances, it appears desirable that some of these marginal programs
be phased out and the better graduate departments further strengthened.
This could also result in economies of scale and specialization in unit
costs of graduate education.
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At the undergraduate level, it appears that the usefulness of a gener-
al B.A. degree has declined considerably and does not reflect market
requirements. It is, of course, not the main purpose of a university train-
ing to acquire marketable skills, but to obtain an education and cuitural
values. Moreover, it is rather expensive for society to utilize university
as a screening device for certain jobs; other forms of education, such as
community colleges, might be cheaper and more effective.

It appears that manpower analysis is a very underdeveloped '‘art”
in Canada. Although there are considerablie limitations to the usefulness
of manpower planning (particularly for highly qualified manpower as dis-
cussed later in this paper), there is a definite need for basic research in
this area and for the integration of manpower planning concepts into
economic analysis.

In summary, the benefits of the considerable investment in educa-
tion during the 1960°s will manifest themselves over many years to come.
But in recent years educational expenditures have .been growing much
faster than anticipated or planned. Moreover, it not only is important to
create educated manpower, but to utilize it effectively. It appears that
certain distortions are developing in educational expenditure patterns and
that there is a need for a delicate balance among the various needs and
resources of Canadian society. Unfortunately, our ' affluent society’’ has
remained an illusion.
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GOALS IN THE FINANCING OF EDUCATION

In general, it is useful to classify the goals pursued in financing
education as efficiency and equity. The efficiency goal recognizes that
resources are scarce, that society has many competing needs and many
altemative uses tc which resources could be allocated, and that educa-
tion is only one among these many alternatives. Consequently, the
efficiency goal means that the resources ailocated to education not be
capable of producing more valuable outputs in some alternative pursuit
and, similarly, that the resources allocated to other endeavours could
not be better used in the educational system. The equity goal takes
cognizance of the fact that education has certain distributional effects,
some of which may be desirable, others which are not. It is concerned
with the question of who benefits from the educational process and who
does not benefit. As such, it tempers efficiency analysis in the sense
that an activity may be undertaken which is not as efficient as another
but which does have more appropriate distributional consequences.
Society is pursuing many cads Simultaneously. Two of these are eco-
nomic growth and equality of opportunity. The efficiency goal is mainly
related to the achievement of economic growth while the equity goal is
related to equality of opportunity. Over some range these two goals may
be compatible; however, it is also possible that some efficiency may
have to be given up to achieve some desired equality of opportunity or
vice versa. It is thus necessary to analyse both the efficiency and equity
aspects of education, or any other activity, if its full effects are to be
determined. The final decision between efficiency and equity rests with
society.

EFFICIENCY IN THE ALLOCATION OF RESOURCES

We live in a world in which resources are scarce and needs un-
limited. Consequently, it is necessary to ensure that available resources
are used to best advantage if it is desired to satisfy human wants. The
allocating of resources to best advantage has been termed efficiency. it
is a major goal running through the economic system, and as ‘uch is a
major gaal in financing education. However, several variations flow from
this common definition. It can be used to signify that the resources
allocated to education not be capable of producing more value outputs in
altemative pursuits. Similarly, efficiency can mean that the total re-
sources allocated to education be distributed among the various levels
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of education in relation to their success in producing outputs more valu-
able than inputs.

The term can also be applied to a particular level of education to
denote the relationship between the inputs used at a particular level and
the outputs of that level. Further applications of the term include the
success of education in providing the skills required in the labour market
and in the relationship between the skills acquired in the educational
system and those needed in the labour market. In addition, the relation-
ship between the benefits which are received by those involved in the
educational process and the benefits which accrue to society in general
also influences efficiency. These topics are not new and have generally
been associated with one form of educational planning or another. This
section will look at a few of these zafficiency questions in more detail.

It may be worthwhile to make one further point. It is often thought
that economics as applied to education is concerned solely with money
or monetary gain. Economics, however, does not preclude the inclusion
of humanistic values in its decision models. Indeed, most of the econom-
ic literature on the topic of education is quick to point this out. Further,
monetary gain is not an end in itself. It is an indicator used in deter-
: mining if available resources are being used in the best manner possible.
f This, in turn, allows zvailable resources to go further in pursuing the
other objectives society desires.

5
P

Education Vis-a-Vis Alternative Uses of Resources

Given resource scarcity, it is essential to ask if the volume of
resources allocated to education is appropriate. Phrased differently, the
question becomes, can some of the resources allocated to the educational
A system be used to better advantage in some alternative way or can some
/ of the resources not allocated to education be better used in the educa-
. tional system? To danswer these questions certain theoretical and ana-
lytical techniques have been developed. For example, the concept of
‘*human capital’’ was developed which viewed education as an invest-
3 ment similar to that of a capital good. This enabled education 1o be
evaluated as other investment projects and allowed for a comparisun of
the ‘‘profitability’’ of alternative investment projects with educ .ti.a.
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The more specific questions to be addressed are: What is the size
of the net gain! from postponing current consumption in favour of alterna-
tive investments? And, secondly, how does the net gain on educational
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' Net here refers to consideration of benefits in relationshin to costs.
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investments compare to those on other investments? Early work on the
economics of education was addressed to answering these questions.
These studies generally concluded that the net gains to society and to
the individual from investments in education were substantial and com-
pared favourably with the gains from alternative investments.’ Such
findings in the early 1960’s resulted in the conclusion that more re-
sources should generally be allocated to education, and to higher educa-
tion (post-secondary) in particular.

The ‘extent to which this stiil holds true is unclear in view of
the magnitude of the increase in such investments. Assuming that techno-
logical change has not been rapid enough to absorb the increasing sup-
plies of more educated labour, one would expect that the gains from
investments in education have declined. However, it is impossible to
accurately assess what has occurred over the past ten years. Moreover,
as shown earlier, costs of education on a per pupil basis have increased
rapidly and this is a further reason for suspecting that returns may have
declined.

In addressing these questions, three methods of relating benefits
and costs have been used. Essentially, all are very similar in that costs
and benefits are treated in like manner. The costs of undertaking some
activity, in this case education, are related to the benefits which will

_arise from allocating resources to that particular activity. The costs

include the operating costs such as teacher salaries and administration;
capital consumption allowances to take into account the use of capital
facilities; and the opportunity costs of the student, such as the income
foregone because of staying in the educational system as opposed to
employment. Other costs, such as expenditures for books, travel, and
other expenses incurred because of pursuing education, as well as the
interest on the cost of capital, are also included. The benefit stream
includes the enhanced productivity of the individual as indicated by the
higher income earned, the cultural enrichment both of the individual and
the community, and the number of other benefits both to the individual and
to the community

However, since both costs and benefits may occur over a period of
years, it is necessary to take into account that a dollar received today
is worth more than a dollar received at some future time. Alternatively,
if current consumption is to be foregone in favour of future consumption,

? Economic Council of Canada, Second Annuval Review, and "‘Incomes of Con-
adians’', J.R. Podoluk, Chapter 5,
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some compensation must be received to induce the foregoing of current
consumption. People are willing to substitute future consumption for
present consumption only when compensated for doing so. This con-
sideration leads to the necessity of discounting to the present costs and
benefits that will be obtained in future periods.

The rate of return is the rate of discount which eq:-ates the present
value of costs with the present value of benefits. That is, the discounted
flow of costs equals the discounted flow of benefits. The rate of return is
expressed as a rate of discount, such as 10 per cent, 12 per cent, 15 per
cent, etc. It means that, by discou.ting costs and benefits to be received
in future periods by a particular discount rate, benefits will equal costs.
Projects can then be ranked and undertaken in accordance with the rate of
return, undertaking those with the highest return initially.

Benefit-cost calculations are different in that the rate of discount
thought to represent the rate at which future consumption will be sub-
stituted for present consumption is used to discount both benefits and
costs to the current year. The resultant discounted benefits are then di-
vided by the discounted costs. If this ratio exceeds unity, the project
should be undertaken; if it is less than unity, it should not be undertaken.

Net present values are similar to benefit-cost calculations since
the rate of discount thought to represent the rate of transformation of
present consumption for future consumption is explicitly introduced to
discount the future flows of benefits and costs. However, discounted
costs are subtracted from discounted benefits. Projects having the
greatest discounted value of benefits minus discounted costs are under-

taken.

Under certain conditions allyield similar results. In the real world,
however, net present values offer the advantage that large projects
having large net present values but lower internal rates of return will
not be overluoked in favour of smaller projects having high internal rates

of return.

In applying these techniques, it is necessary to €xpress all bene-
fits and costs in monetary terms. The application of these techniques
from society's viewpoint has not been an overwhelming success for the
reason that it is extremely difficult to place a monetary value on some
of the outputs of the educational system. The major benefit that has been

20



quantified, in monetary terms, is the influence of education on the pro-
ductivity of inaividuals receiving education. The results provide a ball-
park minimum figure of the social net gains associated with investments
in education. There are a number of other technical limitations which
will not be elaborated here,

Consequently, it has been argued, and correctly so, that education
provides benefits which are not captured in the types of calculations al-
luded to above. The benefits which are excluded range from benefits
which accrue to the individuals receiving education, such as the con-
sumption benefits flowing through the satisfaction and enjoyment of
learning, the consumer durable benefits brought about through cultural
enrichment, to a range of benefits not directly captured by the individuals
involved in the educational process.

Estimates of the monetary value of some of the benefits not cap-
tured directly by individuals, at the elementary and secondary levels,
have been made for the United States. Their magnitude on the basis of
this study would seem to be not negligible, but very large indeed. The
study, performed by Professor Weisbrod, indicated, for example, the value
of the tax return services performed by taxpayers themselves and made
possible through the effects of education on literacy to be about $250
million; the income tax is easier to administer than alternatives and he
estimated a saving of $66 million because of this; elementary school
support provides a return of 25 per cent of cost as a by-product because
of child-care services, ignoring the value of these services to mothers
who do not desire to work.

Another type of empirical evidence that has been used to show the
relationship between education and economic growth is the Denison type
of analysis. It is designed to ascertain the factors which have contributed
to economic growth over some past period. This type of study has been
used to argue that more resources be allocated to education, a purpose for
which it is inappropriate. It tells us nothing about the efficiency of
education in pursuing growth. Reliance must be on the types of analysis
noted in discussions of efficient resource allocation.

A Digression on Public Support of Education

A topic that seems useful to raise at this point concerns the ration-
ale underlying public support of education. The most general reason for
this support is that private and social benefits diverge, such that invest-
ments undertaken by private individuals would be less than the social
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optimum. The reason for the divergence of private and social benefits lies
in the fact that certain benefits of education cannot be captured directly
by the individuals. For example, in so far as education contributes to
good citizenship, this will influence the total tenor of society. Many such
examples of benefits which accrue to society in general exist. This
rationale for public support represents an efficiency argument. The magni-
tude of these types of benefits has not been fully measured although the
study noted earlier indicates that they may be very large at the lower edu-
cational levels. Theoretically, under this approach, all who receive bene-
fits should pay in accordance with benefits received.In practice of course,
this is a very difficuit principle to apply.

A further reason for public support of education revolves adout
society’s notion of equity or social justice. That is, society may desire
to ensure that the burden imposed upon individuals in pursuing education
is in some sense equitable, and provide equal opportunity to all children
regardless of the parents’ ability to support expenditures. In addition,
part of the reason for government support may represent a concern for
protection of children. The efficiency criterion for public support gives
major consideration to the maximization of real income. Equity, by con-
trast, forces attention on the distribution of income and in off-setting any
unfavourable effects for the education of children stemming from the
distribution of income.

A tinal consideration for government support lies in the imper-
fections thought to exist in the capital markets and which prevent access
to capital for educational purposes. This, if not offset in some way,
would result in underinvestment in education. It is perhaps on this topic
that major emphasis has been placed.

The spillovers of educational benefits between political juris-
dictions are an important consideration in determining the political juri ;-
diction that should finance an activity. In education, it is likely that
spillovers between school districts within a province would be large,
given pattems of mobility. The same may be true at the provincial level.
The critical consideration is the net position of the jurisdictional area.
This may well influence the willingness of a particular jurisdiction to
finance education, particularly if the jurisdiction views the additional
taxes paid by those having higher education as a form of repayment for the
educational services provided. Similarly, the geographic area over which
benefits extend is an important consideration in determining the juris-
dictions which should bear the financial burdens.
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Allocation Among Levels of Education

The techniques outlined in the previous section can be used to
determine where resources should be allocated within the educational
system, subject to the limitations noted above. While these techniques
have not been developed very far in this direction in Canada, a study
using these techniques has been performed in the United States. In
general, this study found that the largest net gains % were to be found
at the lower levels of education with the exception of the last years of
university. This conclusion would be even stronger if it were recognized
that some portion of the benefits from higher educational levels are at-
tributable to lower education, since it is lower education which opens
the option for the individual to receive higher levels of education. The
monetary value of this option has been estimated to increase the rate of
return on an elemantary completed education from 35 per cent to 53.9 per
cent and on a secondary completed education from 14 per cent to 17 4 per
cent in the United States. While Canadian data are not available on this
topic, it would seem to be at least a reasonable postulation that perhaps
too muck emphasis has been given to post-secondary education relative to
the 2lementary and secondary levels. The answer to this question is funda-
mental for it may well cast a great influence over educational policy.

It is also important to obtain information on the relative merits of
particular programs at the various levels of education if an attempt is to
be made to determine the proper distribution of resources between pro-
grams at a particular level. Again it is conceivable that too much empha-
sis has been placed on one type of program relative to others. Moreover,
perhaps the common areas between programs can be expanded to ensure
that cultural or other values are not shortchanged in favour of labour
market values or vice versa, depending upon the desires for the education-
al system. It is important to know what each program is producing in
terms of skills and aptitudes ranging from cultural development to skills
useful in the economic system. The question can be posed as follows: Is
the student getting out of education the mix of skills which is desired in
particular programs? Again, no evidence can be brought to bear upon
these questions. Nevertheless, the importance of seeking answers cannot
be underestimated.

——————

3This study utilized the rate of return technique,
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Allocation in the Provision of Education at a Particular Level

The previous sections outlined the aggregate methods used in
determining the relative efficiencies of allocating resources to partic-
ular activities. Underlying the cost figures noted above are a set of more
detailed economic relationships. Among these are the manner in which
inputs are combined to produce the skills and attitudes developed in
children. This relationship, termed a production function, attempts to
determine the influence of schoo!l and student inputs on a measure of
school output. This enables one to see if inputs could be combined in a
different and more efficient fashion to produce the desired outputs. For
example, this type of analysis would allow determination of whether a
reduction in the student-teacher ratio or improving teacher qualifications
is a better way of obtaining the desired output. Similarly, it provides
information on the relative contribution of school factors and home fac-
tors on the acquisition of particular skills. Of course, the inputs have
costs, so it is necessary to compare the relative costs of changing, for
example, the student-teacher ratio as opposed to improving the qualifi-
cations of teachers to the relative influence each has in contributing to
the acquiring of knowledge. Output data which measure what has been
learned are practically non-existent in this country unless one views
graduates, retention rates, pass rates, failure rates, etc.,, as output
measures.s These have, however, very serious limitations if one desires
to relate outputs to inputs. Thus, output measures designed to determine
what students actually do learn would seem to be an important prerequi-
site for meaningful analysis.

in the absence of such information, recourse has to be made to
the available measures of output such as retention rates. Retention rates
represent, in part, the accumulation of students’ decisions to remain or
leave the school system. These rates express the number of students
in some particular grade to the number of students in some lower grade
under an assumption of ‘‘normai’’ progress through the school system.
They provide gross measures of the holding power of provincial educa-
tional systems. Thus, part of the variation in retention rates would seem
to represent the varying capacities of educational systems to hold stu-
dents for reasons either inside or outside the system.

4This 1s not tatally correct os the CAC project and Atkinson studies have mea-
sured what a student learns in part. The forms of these analyses seem to be
more on the lost potential in the society rather than the factors which contribute
to outputs and the way in which they influsnce outputs.
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Among the factors outside the school sphere which would seem to
impinge on the student’s decision to remain or leave are the aspirations
of the student and the parents' aspirations for the child. In addition,
the method by which aspirations can be realized is also important. In
our society, the primary method is through the educational system;
however, if the student finds this method unacceptable, he or she may
well leave and seek another vehicle. Similarly, students may not be
prepared to accept the time perspective involved in reaching aspirations.
The aspirations-related factors are outside the control of the school
system, per se, although factors operating within the system may have
some influence on aspirations. Among the factors indigenous to the
educational system are the frequency of contact with teachers and the
amount of individual attention; the competence of teachers; the number
of guidance teachers and the frequency of contact; freedom in the choice
of courses; the range of courses offered; and the existence of services
to complement the classroom. Data on all these factors are limited so
that what follows must be treated as no more ihan speculaiive.

In an effort to see how these factors influence students’ decisions
to leave or stay within the school system at the secondary level, some
preliminary analysis was performed. The data were derived in part from
the Careers Decision Project data collected by the Department of Man-
power and Immigration. Students who leave the system were divided into
two groups — those who did not expect to leave at the time of the man-
power survey but who did in fact leave, and those who had a prior expec-
tation to leave before in fact leaving. In the case of the former group, it
seemed that factors operating within the schoo! system played a heavy
role in the decision to leave. In the case of the latter group, factors

outside the education system seemed to provide the reason for leaving.
<
The important factors within the system based upon this rather

imperfect analysis seemed to be the student-teacher ratio, the course
choices open to the student, the quality of teachers, the number of
guidance teachers per pupil, the time allocated to guidance, and the
quality of guidance teachers. The factors operating outside the system,
influencing those with a prior expectation to leave, included parental
aspirations, decisions of friends to lenve, and the desire to get a job.
This is designed to provide a very rox * approximation of the relation-
ship between outputs of the education . .35 as measured by retention
rates to the inputs into the system. ldeatly, one would like to relate
measures of output of particular skills learned to the inputs into learn-
ing those skills. The above analysis points out that it may not be pos-
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sible to do very much within the educational system, per se, to improve
student retention. This, however, should be viewed as only a very pre-
liminary analysis designed to illustrate the more fundamental analysis
required to relate proper output measures to inputs.

If the data did exist which allowed an analysis of the more funda-
mental relationship between inputs and outputs, it would then be possible
to relate these relationships to the costs of the various factors influenc-
ing output. This would allow for the best combination of resources to be
used in producing the outputs of the educational system regardless of
whether the outputs were for the development of economic or other skills.
Indeed, the way in which resources are currently combined represents the
views of decision-makers on what makes ''good" education.

Viewing the relationship between inputs and outputs in cost terms
has resulted in the widespread notion that economies of scale exist in the
educational system. That is, the larger the school, the lower the cost for
each additional pupil. In addition, administration costs may be reduced
with school board consolidation. However, if economies of scale exist,
they do not go on indefinitely as school size increases. The evidence is
not clear on the topic of scale economies, although the existence of
economies up to some point is intuitively appealing.

If it is found that resources at a particular level can be combined
more effectively to produce the outputs of that level, then its relationship,
in terms of allocating resources, with other programs will be altered. For
example, a particular program is not undertaken because it fails to meet
the efficiency criteria mentioned earlier. Suppose, however, that it is
found that resources can be more effectively combined. The costs of the
program will decline and let the value of the outputs remain unchanged.
This means that the program may now be undertaken as its position is
enhanced. Thus, even if a program is found to be inefficient in the sense
stated above, it may be worthwhile to ask if resources could be combined
differently and consequently, alter the costs or improve the outputs of the
program. To do this type of analysis effectively, output measures related
to what students actually learn must be developed.

An Analytical Tool to Complement Cost-Benefit, Rates of Return and
Net Present Value Analysis — Cost-Effectiveness Analysis

Cost-eifectiveness analysis can be usefully applied to public invest-
ment projects when the output of the activity cannot be expressed in

26




T

monetary terms because there exists no market where this output is priced.
This is applicable to education as was noted earlier. It has been suggest-
ed that the difference between cost-benefit and cost-effectiveness analy-
sis is that the former is specifically concerned with the economic tenefits
of projects while the latter takes account of a variety of non-ecoromic
objectives in addition to economic benefits. This perhaps inflates the
case. In any event, given the difficulties in placing monetary vaiues on
certain educational outputs, this type of analysis serves as a useful
complement to cost-benefit analysis. It can be performed on a number of
projects at a point in time to determine which is the most preferred, or
it can be done on one project over time to see if resources are being used
more or less effectively. It essentially relates indexes of outputs to
indexes of inputs. While this type of analysis would seem to have a high
utility, it has not been wide'y used in the area of education.

Sectoral Efficiency — Relation Between
Educational System and the Economy

While it is important to use resources efficientiy in the school
system, it is equally important to have the proper relation between the
educational system and the rest of the economy. There is a direct link
or connection between schools and the labour market. After passing
through the educational system, most students must seek employment in
industry, government or other branches of the economy. Those who go on
to college or universitymerely postpone their entrance into gainful employ-
ment by a few years; they too will become part of the labour force in due
time. *

To what extent should the schoo! system prepare Students for the
1abour market? Is it the task of educational authorities to assure a smooth
transition between school and work? Or, going a step further, shouid the
requirements of the iabour market dictate the nature of instruction and the
content of the curriculum?

Throughout this paper, it is emphasized that the educational system
must pursue a variety of goals. To prepare students for their ‘working life
can be only one aim among many. Few of those who have studied the
true nature of education would claim that the needs of the labour market
should dictate the content of instruction. At the same time, responsible
educators are concerned with helping students to make a successful
transition between school and work.
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The problem of sectoral efficiency would be more tractable if we
could specify clearly what the requirements of the labour market were
going to be. If we knew in advance how many skilled workers of one type
or another would be needed a fixed number of years from now, we could
“*plan” the educational system to produce the right number of skilled
people. There are some social scientists who look to manpower planning
as the policy of the future. Some even have visions of industrial and
educational blueprints valid for ten or twenty years to come.®

A complete framework for planning requires several elements. Since
the planner cannot establish the proper targets himself, he must start
from a political document — the National Plan — which indicates desirable
ievels of gross national product for a period of at least five to ten years.
He asks himself in effect: What are the manpower requirements for achiev-
ing the targets set in the Plan? It is not simple to arrive at an answer to
this question, especially it a detailed answer is required. Targets must
be broken down by economic sectors, sectors by industry, and industries
by occupation. After the occupational breakdown by industry has been
established, the required educational levels for each occupation must be
determined. Finally, educational systems must be brought in line with
manpower needs.

To anyone familiar with the Canadian economy, it will be obvious
that such a planning process cannot be applied in Canada. Furthermore,
it is difficult to implement such a process even in those countries which
do have a National Plan. The major pitfalls arise from the necessity of
projecting detailed industrial output targets and manpower requirements.
In advanced economies, changing technology makes the task of projection
a very difficult one. If the planners’ foresight is less than perfect, they
are likely to create much inefficiency in manpower utilization. In fact, the
results may be a great deal worse than with no planning at all.

While strict planning is not feasible in the Canadian political frame-
work, it is still possible to devise policy measures to influence the
supply of manpower. Could we use forecasting of manpower needs to
assist us in making better choices? Two points are important in this
connection: {1) Whose decisions are to be improved? (2) How reliable are
manpower forecasts?

S The Socialist countries have also not succeeded in developing
manpower planning policies which appear adequate.
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As far as the reliability of forecasts is concerned, the previous
discussion suggests caution. If they are difficuit to make with planning,
they are even more difficult to turn out in a market economy where we
must contend not only with a changing technology, but aiso with shifting
consumer tastes. Furthermore, one must realize that most jobs do not
have precise educationa! requirements; many skilis can be.used in a
variety of pursuits and occupations. As a result, manpower projections
merely indicate the direction. 'If they are used with this limitation in mind,
they do have their place in policy-making.

When we turn to the decision-makers, we have two groups — the
students and the educational authorities. Both musf play their role. The
educational authorities must keep in touch with major developments in
the labour market. The needs of the economy should be considered when
vocational programs are designed and when the curriculum is determined.
Changes in economic conditions — as reflected in manpower forecasts —
should lead to a re-evaluation of existing programs. Most im.ortantly,
however, educational authorities should assist students in making career
choices. They should not, however, try to determine their choices. There
is no evidence that decisions by educational authorities lead to better
allocation of human resources than individual career decisions by stu-
dents who were supplied with accurate information on empioyment oppor-
tunities.

Balance Between Public and Private Benefits

Educators at times reject the emphasis on sectoral efficiency by
pointing to the public benefits of education. It is not only the student who
gains from education, but also the community where he lives. The full
development of his personality will make him a better member of the
collectivity; instruction in history and social studies may transform him
into a politically active citizen or at least into an informed voter.

it is of course true that education creates public benefits or ‘'exter-
nalities'” to use a term favoured by economists. This is an important
aspect of the educational enterprise and it provides a major reason for
publicly operated schools. One may question whether prnivately operated
schools, even if subsidized by the state, would produce the proper amount
of public benefits. On the other hand, it should be recognized that it is a
major purpose of the school system to transmit skilis which will enhance
earning power in later life. One may perhaps question whether the public
operation of schools has not at times led to an under-emphasis on directly
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useful skills. Educational administrators must strive to establish a proper
balance between private and public benefits.

EQUITY

Efficiency is not the only goal sought in financing education. Equity
is also an important goal. As with efficiency, equity has a number of
possible definitions. Perhaps it is best to categorize these as equality
of opportunity and fiscal equity. At the elementary and secondary level,
emphasis is more likely to be placed on equality of opportunity, aithough
fiscal equity (who pays and who benefits) may be very important, given
differences in expenditures on education. In general, equality of oppor-
tunity is concerned with who is getting education and the type of edu-
cation being received. Fiscal equity carries this one step further by
attempting to relate the beneficiaries tosthose who bear the tax burden.
The purpose isto determine if the net effect of educational expenditures is
regressive, progressive, or neutral. For example, to ascertain if particular
groups {e.g. income) receive benefits greater than costs or benefits less
than the cost.

The existence of the equity goal alters to some extent the deci-
sion-making rules outlined above. These rules need to be supplemented
with an analysis of the beneficiaries of particular educational programs.
The extent to which efficiency will be foregone in favour of equity cannot
be accurately determined. Nevertheless, it is possible that a less ef-
ficient allocation of resources in education may be undertaken because
such an allocation has more desirable equity effects. However, if pro-
grams are designed to provide equity, it is important that they be efficient
in achieving this objective.

E qual Educational Opportunity

It is not clear what is meant by equality of opportunity nor is it
clear how it can be athieved. Equality of opportunity may refer to equal
expenditures per pupil, it may refer to compensatory education, it may
refer to equal rates of participation for students of equivaleni ability, it
may refer to equal participation for students of all social classes. At the
elementary level, it would conceivably refer to either access to equiva-
lent types of resources for all students, or the offsetting of exposed
learning deficiencies, or both. At the secondary level, it may indicate the
above, but aiso encompass equal rates of participation for students of
equivalent ability and for students of all social classes.
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Empirical evidence shows that participation rates for education do
vary by income and social class, that ex;--nditures per pupil do vary by
income level of the community, and that these bring consequences which
are undesirable. This evidence has led to increased awareness of the
extent to which equality of opportunity is not being achieved. The ques-
tion which cannot be accurately answered is the extent to which the
differences in participation rates by social and ability class reflect
financial barriers to continued education, stem from other socio-conomic
causes, or result because of the differences in resources allocated to the
educational process. Nor are the answers clear and, of course, the an-
swers may influence the manner in which one approaches equality of
opportunity. In simple terms, those who advocate equal access to re-
sources within the educational system must think that the observed
differences in participation rates resuit to some significant extent from
this inequality in resources. Those who argue for greater financial assis-
tance must think that this provides the key barrier.

Alternatively, child psychologists think that environment plays a
crucial role in determining learning abilities such that the observed
differences in participation rates reflect this fact. If this approach is
correct, it is necessary to offset those aspects of environment which
contribute to exposed learning deficiencies. Indeed, child psychologists
favour offsetting the negative effects of environment through preschool
programs rather than having the elementary and secondary school system
play the full compensatoryrole in offsetting exposed fearning deficiencies.
However, even with the case of preschool programs, it may be necessary
to have these levels of education turn to a more compensatory role.

Perhaps it is best to use the following division. The empirical
evidence shows large differences in participation rates. The question is
to what extent does this represent financial barriers, differences in the
resources allocated to schooling and ditferences in environment?

Depending upon what is desired, it is possible that equalizing ex-
penditures per student may not provide the impact on equality of oppor-
tunity desired. Much has been accomplished on the question of students
having the ability who do not continue their education, a'though much
may remain to be done. Very little has been accomplished on finding
answers about the factors which contribute to the process of learning. This
would seem to be of more importance than simple consideration of cost
differences.




Education and the Income Distribution

The concept of human capital has led to the recognition that this
concept can be effectively used in studying the income distribution. Con-
sequentily, if such a relationship exists, the educational system and its
policies can greatly influence the distribution of income. This influence
can be favourable or unfavourable, given that certain goals for a more
equitable income distribution may exist within society. Therefore, one
can attempt to measure the degree to which the observed inequality in the
income distribution is attributable to individual differences in the size of
human capital investments.

Empirical analysis of the topic, using Canadian data, has revealed
that the distribution of schooling produces a considerable amount of the
inequality in the income distribution. Thus, it would seem that policies
desighed to improve the distribution of schooling can contribute to the
goal of greater equality in the income distribution. In addition to the dis-

tribution of schooling, the rate of return on schooling is also thought to,

influence the skewness in the income distribution. Thus, holding every-
thing else constant, the higher the rate of retumn from schooling, the
greater the inequality in the income distribution. It is possible to analyse
contemplated changes in educational policy in this respect. For example,
a study of minimum schooling laws in Great Britain and The Netherlands
indicated that these laws were likely to decrease the inequalities of
years of schooling and income.

5haring the Tax Burden Among Communities

In Canada, provincial and local governments share the major burden
of financing elementary and secondary education. Both levels of govern-
ment raise taxes to support the schools and both have a say in how ex-
penditures are allocated.

While many countries assign a role to local boards or governments
in raising funds for education, there are others which concentrate all
taxing power at the provincial or even the national level. What are the
advantages — and what are the problems — of decentralization? Should the
Canadian provinces move toward concentration of fiscal responsibility at
the provincial level?

The advantages can be understood better if the problems are out-
lined first. Most dissatisfaction with decentralization in taxation can be
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traced to the great variations in wealth and income among communities.
Differences in wealth lead to differences in tax burden; the richer com-
munities are able to provide the same services at a lower average bur-
den to the taxpayer. This may occur in two ways, each implying @ some-
what different meaning of the word ''be'rden’’. If we compare first two
communities which are identical in all 2spects with but one exception -
the second community has a higher average income — we can give the
word ''burden’ a relative interpretation. Each taxpayer will pay the same
total amount for education — the absolute burden is the same. However,
the tax payment will constitute a larger proportion of the average person's
income in the poorer community. In the terminology used by economists,
the tax is regressive.

In reality, local boards do not levy income taxes; their taxing power
ralates to property. This gives rise to a second situation where burdens
ditter. Some communities have industries or commercial properties within
their boundaries which can be taxed for school revenues. |f we now com-
pare two communities which have the same school population and the
same averagc value of residential property, but which differ in industrial
tax base, it becomes clear that even absolute tax payments will differ.
Home owners in the community with little or no industry will have to make
a higher average tax payment than home owners in the other community.

' Business or industrv pays the difference — at least in appearance. In
. reality, the affected enterprises will shift the tax onto their customers
. through higher prices. Since most of them live in other communities or

even outside the province. the focal board with industry can in effect
""export’”’ some of the taxpaying burden away from home.

Reliance on the proprty tax has some other disadvantages which
should be mentioned. If we compare different groups within the community,
it becomes clear that not everyone is treated quite the same under this

tax Since the tax is not assessed on net worth but on market value (or

some percentage thereof), owners with a large mortgage on their property
pay the same tax as owners who have little debt, a feature making the
propeity tax r-.ticularly burdensome to farmers. On the other hand, one
must be cureful to avoid a much current fallacy, namely that people
living in apartments gain at the expense of home owners. Property taxes
lead to higher rents and apartment dwellers must pay their full share.

The discussion so far suggests that many problems can be traced
to the property tax. Is it only the type of taxation being used which
creates the difficulties; could we maintain decentralization of fiscal
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responsibility but make use of a different tax base? The answer, un-
fortunately, is '"no'*. While it has many faults, the property tax is still
the best candidate for riising locai revenues. Other taxes either cannot
be conveniently collecte . by local communities or they lend themselves
to damaging competition between localities. Except for a few large cities,
income and sales taxes do not provide a proper or attractive alternative.

Some students of local affairs have suggested that all school taxes
should be imposed by the provinces. The problems raised so far can
lead one to sympathize with this position. However, one should not over-
look the advantages of decentralization. These advantages are real and
worth some cost. Control of the schools lies at the heart of the matter.
1t is difficult to imagine a system where fiscal responsibility is central-
ized totally at the provincial level and where local boards and the local
community retain a strong voice in the management of their schools.
Historical experience has demonstrated repeatedly that fiscal responsi-
bility and self-determination go together. in most centralized countries,
local government presents a poor picture, being often no more than the
appendage of a large bureaucracy.

Centralization inevitably leads to similarity or even sameness.
The present system allows differences among communities: some have
better schools than others; some are known for innovation, while others
are more traditional. This affords the citizen some choice. He can move
to a community which is well known for its educational system, and sur-
veys show that many parents do so, even if it means higher property taxes.
On the other hand, most students of education would agree that certain
limits should be imposed on variations among communities. Many have
proposed the so-called foundation plan, a plan which was invented in the
United States and which forms the basis for state-local relations in
several states and, more recently, in some provinces in Canada.

Discussion of the foundation plan raises a fundamental point and one
which is perhaps not fully understood by the advocates of centralization.
Provincial governments have a tool in grants-in-aid which can be used to
offset many of the disadvantages of shared fiscal responsibility. Grants,
e.g. transfers from the province to the local communities, can be made
steeply progressive, favouring the poor localities heavily over the richer
ones; or they ~an be used to maintain (or worsen) inequalities in fiscal
ability. At the same time, grants can attempt to stimulate local effort.
Most grants-in-aid are compatible with a large degree of self-determina-
tion at the local level. Analysis of grants systems in Canada suggests
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that this policy tool has been used without much imagination in a number
of provinces. While there are many areas where experience in the United
States has little relevance to policy in Canada, grants systems are ones
in which fruitful comparisons could be made. Of course, the Canadian
provinces would also learn much from each other.

Decentralization and the Willingness to Pay Taxes

Those who study education and those who work in the school sys-
tem are often concerned with the apparent unwillingness of some citizens
to pay school taxes. Resistance is focused most often on the local share
and it may take the form of protests by home owners who refuse to pay
higher property taxes. It is tempting to argue that centralization of fiscal
responsibility would eliminate much of this friction. One may also sus-
pect that pressure groups who support the educational course can operate
more effectively at the provincial level when making their influences
felt. As a result, it is possible that centralization might increase the
total amount of funds going into education.

In the preceding discussions, we have drawn attention to the dis-
advantages of centralization. We clearly have a situation here where
costs and benefits of policy must be evaluated carefully. One should
also keep in mind that changes in grant policy could well be made to
weaken local taxpayers’ resistance. The foundation plan, for example,
enables each community to achieve a set level of expenditures per pupil
at the same tax rate as all other communities, regardless of the size of its
tax base. Only if it wants to provide educational services beyond this
level is the community called upon to shoulder higher tax rates than its
neighbours. The foundation plan can be amended in such a way that the
province pays some percentage of expenditures beyond the basic level,
and it is easily possible to relate the provincial share of such extra
costs inversely to community wealth.

Finally, one should not forget that education must compete with
other public needs for tax resources. This is as it should be in a world
where needs seem unlimited, while resources are not. More funds for
education does not always serve the educational cause. There are many
children whose families depend upon welfare services provided by govern-
mental agencies. There is some historical evidence that taxpayer resis-
tance is related to the total tax bill and that attitudes change only slowly
in this regard. If successful pressure for more funds to education results
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in a decrease of available resources for public health and welfare ser-
vices, many students may be ill served by such pressure. Citizens have
many needs: education is but one of them, although an important o1e.
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CONCLUSIONS

This paper has attempted to provide measures of the magnitude of
future resources that will need to be allocated to education based upon
certain assumptions and the experiences of the sixties. Enrolment and
expenditure patterns which may develop in the seventies have been pre-
sented. In addition, some observations about the consequences of the
emerging patterns have been offered.

Moreover, a «iscussion of the goals pursued in financing education
was presented. It was pointed out that there exist many competing claims
; for resources, with education only one among many. This leads tothe
need to ensure that resources allocated to education represent an effi-
. cient way of using these resources. However, education is also used to
. pursue a number of goals other than economic growth. The result is that
it is not entirely appropriate to analyse only the efficiency aspects of
education. For example, education also contributes to equaiity of oppor-
tunity and this aspect of education also needs to be analysed in con-
junction with efficiency aspects.

A number of questions were raised both about the goals being
sought by the educational process and on the techniques used to provide
answers. The general tenor of this section revolved about the desirability
of taking a more rational approach to studying education, both in relation
to other uses of resources and to alternatives within the educational
system. The late sixties and early seventies have been marked by much
questioning of education. If the questions raised are to be adequately
answered, more analysis and improved and different types of information
will be required. This paper has attempted to provide some flavour for
the analytical techniques for answering the relevant questions.
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APPENDIX TABLE A-2

PARTICIPATION RATE OF FULL-TIME SECONDARY AND POST-
SECONDARY STUDENTS BY SELECTED AGE GROUPS AND YE ARS

Community

T otal

Secandary Callege University Post-S5econdoary
14-17 age 18-21 age 18-24 age 18.24 age
1951.52 46.4 3.2 4.2 6.0
195657 56.2 3.8 5.0 7.1
1960-61 66.5 5.2 6.7 9.8
1963-64 771 6.6 8.6 12.6
1967-68 86.2 7.7 1.3 16.1
1970.71 91.8 1.0 12.7 20.5
1973.74 92.6 14.4 16.4 24.9
1975-76 93.6 15.9 18.3 27.8
1977-78 91.8 17.4 19.9 30.2
! 1980-81 92.4 19.5 2241 33.2

Saurce: Ecanamic Council of Canada, Staff Study 25,

ERIC
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APPENDIX TABLE A-3
RETENTION RATES, BY PROVINCE*

Percentage
1960-61 1967-68 Chonge
Newfound lond 38 49 29
Prince Edward Island 36 66 84
Nava Scatio 47 65 37
New Brunswick 44 60 35
Quebec 33 70 113
Ontario 56 73 32
Manitobo 61 80 32
Soskatchewan 56 70 26
Alberto 64 79 23
British Columbio 68 82 22
Canada 50 n 42

Grade 2 enralment nine years earlier.
Source: Ecanamic Council of Conodo

g R

Hriim

APPENDIX TABLE A-4

*The retentian rote refers to enralment in Grade 11 0s o percentage of

AVERAGE YEARS OF SCHOOLING OF THE LABOR FORCE

, BY REGION

:

é 1951 1961 1966

; .

i Atlantic Region . 7.9 8.8 9.3

; Quebec 8.1 8.2 8.7

Ontoria 9.1 9.5 9.9

; Prairie Regian 8.5 9.3 9.7

British Calumbio 9.3 10.1 10.5

Cenade 8.6 9.1 9.6
Q Saurce: Ecanamic Council of Canada
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APPENDIX TABLE A-5

EDUCATIONAL EXPENDITURES IN CANADA FOR SELECTED YEARS
IN CURRENT DOLLARS

Operating -
Total Expenditures

Educational for Elementary &

Expanditures Secondary Students

Millions (1956-57-100) {1956-57=100)
1956-57 $ 929 100.0 $172 100.0
- 1960-61 1,657 178.4 238 138.4
R 1963-64 2,485 267.5 290 168.6
1967-68 4,928 530.5 455 264.5

APPENDIX TABLE A-6

EXPENDITURES OF ALL GOVERNMENTS BY SELECTED FUNCTIONS
AND SELECTED YEARS

Year

1950 1955 1960 1965 1967

As Percentage of Total Expenditures

Defence 14.7 24.6 14.1 9.9 8.7
Health 5.6 5.2 7.8 9.0 11.7

Education 10.7 11.4 14.6 164 20.9

As Percentage of Gross National Product

Defence 3.4 6.3 4.1 2.9 2.7
Health 1.3 1.3 2.2 2.9 3.7
Education 2.5 2.9 4.2 4.8 6.6

Source: Dominion Bureau of Statistics and Economic Council

of Canada
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APPENDIX TABLE A-10

EDUCATIONAL EXPENDITURES PER MEMBER OF THE LABOR FORCE
(in current dallars)

Educotional Per Lot or Farce
Lobor Force
Expenditures MemLer
(millions) (thousands)
1957 1,100 - $ 181.00
1967 4,900 7,637 642.00
1975 13,307(a) 9,545 1,394.00
1975 18,165(b) 9,545 1,903.00

(o) Based on 10 per cent growth rate for e lementory and secandary education,
and 20 per cent for higher education

(b) Histarical grawth rate between 1957-1 967

APPENDIX TABLE A-11

EDUCATIONAL EXPENDITURES IN RE _ATION TO GNP
(in current dallors)

Grass T atal Percentage Higher Percentage
Natianal Educational of i of
Praduct Expenditures GNP Education  oyp
1957 31,900 1,100 3.5 160 0.5
1967 64,500 (est) 4,900 7.6 1,300 2.0
1975 113,333(0) 16,175(0) 14.3 6,811(0) 6.0
1975 123,879(b) 11,706(c) 9.4 5,590(d) 4.5

(o) Bosed on historical growth between 1957-1967.

{b) An annual grawth rate of 8.5 per cent has been assumed, including inflatian.

(c) A grawth rate of 10 per cent for elementary ond secandary education and
vocatianal training has been ossumed, and 20 per cent faor higher educatian.

{d) A 20 per cent growth rote has been os<umed.
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APPENDIX TABLE A-12

Total

FORMAL EDUCATION AND VOCATIONAL TRAINING EXPENDITURES

IN CANADA

(current dollars)
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