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«PREEACE

In September.l977, Dorothy Lint 'cum, a graduate student at the _
University of Maryland, joined the State Board for Communuty Cdlleges staff
as’ an intern to conduct the first complehensive Statewide, analy51s'of the
costs and benefits of Maryland's commbnity colleges. This’ doCument repre-
tsents a ‘summary of the culminatiom of her efforts. ‘ :

In additZon to the Statewide data siimmarized in this report
Ms. Linthicum also compiled individual impact statements for each ,0f the
seventeen public community colleges in Maryland. She has developed a
technical manual which contains instructions for updating information, “add-
ing survey'data, and using the computer model developed for this study. .
This technical manual ,has been made availablé to the colleges and a limited
number are also available from the State Board for Community Colleges.
Ms. Linthicum also prepared a.comprehensive documertt which: agoampletely
'describes the theories and computations involved in the study. This, docu-
ment is available from the State Board for Gommunity Colleges and through
the Educational Resources Information Ceriter (ERIC). :

This study was made possible through a grant received. from the Maryland
State Department of Education, Division of Votational-Tdchnical Education.
The cooperation of the community colleges, especially the institutional re-
searchers and the business‘officers, is gratefully acknowledged. James
Tschechtelin of the State Board: staff provided technical assistance durlng
the study and Maxine J .Pope prepared the manuscrlpt. ’
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Finally, the tate Board ‘for Community Colleges appreczgtes the efforts
of Ms. Linthicum, who compXeted this complex prOJect’on time, with ex1sting
data, in a highly professional manner.
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~ EXEC TIVE DIRECTPR <



.

INTRODUCTION : N

' The community college segment 1anaryland has offered un-
precedented access to higher education. By lowering the cost
of higher education to students and providing easy geographic
access, the community colleges have opened the ‘door to higher
educdtion to many citizens who otherwise would not have been
able ‘to obta1n any college educatlon *

The community colleges have provided- many bene¥its to.the
peopleﬂpf Maryland, not only in terms of the value of the edu-
cation provided to the students, but also:in the diversity of . .
the institutions themselves. ~These benefits and their associ- « =
gted dosts_have been identified in general terms, but no one
has ever- ass1gned numerical values to th@m.. The quantification
of these genef;ts and their associated costs could be a useful
tool in making: decisions, about the future direction and pri- -
orities of" the'. commUnlty college system. - The problem addressed ’
in this study 18 the identification of those economic benefits
and costs generated by Maryland s community colleges

What is cost-beneflt analysis? . ‘. o .

Cost beneflt analys1s is a technlque for making decisions
within a framework that has a wide range of considerafions, .
1nclud1ng those whlch are polltlcal or social. It simple terms
it is a way of comparlng all costs with all benefits. As a .
formal technique, cost-benefit analysis in the-Unitéd States .
dates back to the early part of the 19th .century. Since then =
techniques have 1mproved~ and cost- beneflt analysis has spread
to many fields.

Because oOstfbenefit‘analysis1is deriwved from the field
of economics, many equate the process with numbers, ‘dollars,
and cents. While a cost- -benefit study can be just as useful in
measuring such, noneconomic factors as the social-cultural bene-
fits a communlty college provides its students, this study will
examine only the econohic costs and beneflts—-ln other words
tthe numbers: qulars and centsJ ¢ . ,

- s . ‘
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Zr\ectly'in.more immediate community benefits by providing in- -

7

PURPOSE .
- ’. g )

Why look at economic costs arid benefits?

Taxpayers and ,their legislative representatives at all
levels dre seeking”evidence to justify the. investment made in
public community colleges. Part of the rationale for contin-
ued support comes from the belief in equalization of opportu-
nity. Many people fromdifferent socioeconomic levels, with
varying degrees of ability and of all ages, are obtaining a
higher educafion through the community colleges. Another part
of the rationale stems from the expettation of increased.eco-
nomic' benefits to both the individuals and socdiety as ‘a whole.
The economic benefits can be explained according to the
varying kinds:of impacts. .Firs?’and foremost is the invest-
ment aspect of education. As a'result of commynity college
education, both employees and théir émployers cah expect in-
creased productivity and income. o o -

: _ ' _ . .

A corollary to the higher incomes thaAcxﬂJegé education*
persons generally command is the increased taxes they also

pay. These taxes assist in repaying the public for its invest-

ment in the community college education.’ . . .
r~ P : ' o ! B
Finally, the operation of community colleges results di-

creased jobs through expenditure of funds, and indirectly as
a result of the multiplier effects of spent income.

°

2

Associated with these benefits are costé.k'These costs
include not only the capital and operating costs of the commu-
nity college program but also the opportunity costs associated

with the student's foregone income, tax receipts, and produc-

tion. Income is foregone because, obviously, a person cannot
be at work while he'is in class. Similarly, payroll .taxes are
not deducted when a person is not on payroll, and production
is lost. This is true of the traditional college student who
attends.college full-time. To the extent that community col-
lege students increasingly attend part-time while employed,
income is less likely to ge foregone with consequently less
loss in payroll taxes and production.:' The lost property tax
receipts for college property which is removed from the tax
rolls  also must be considered. While not all of these costs
are related to each benefit, they must be considered when ap-
propriate in the calculation-ef costs and benefits.

. % L4 ) . J
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How can; economic costs and benefits be 'measured in education?
= — . ; ; T
Eqonomic’ impacts of community colleges.can be examined in
two ways. In a short-term approach the expenditures of certain .. |
dollars are .traced throughout a certain yegion during a short
‘time span, usually one year. A long-term approach considers
impacts of investments-over a long period of time.

* -

Just a5 businesses invest in additional capital, e.g.,
equipment and new buildings, to expand their earnings, indi-
viduals and society can' invest in education to expand- earnings
and increwse productivity.- By paying some costs in.the present,
they can, generate greater returns in the future. This kind of '
long-term investment is often called hum?n capital investment.

Comparisons of future earnings -and the investments made .
by cammunity college students and the people of Maryland de- i
scribe which investments are most luerative. Those factors.
which are most’ critical.in decreasing or increasing ‘expected -
returns also are identified. What 'is the difference, for ex-
ample, between the studenht who works part-time, and the one who *
' is unemplowed? The State and 1?ca1 jurisdictions can.also get
" an idea of how much additional tax revenue will be generated,
+~  and to what extent their investments will be repaid.

" The human capital approach is a method of viewing long- .,
range economic impacts. A short-term impact study examine's *th
immediate affects of the income and expenditures of the colledes
"on the economy of Maryland and the local. jurisdictions. Funds
enter the .economy through the colleges from State and local ap~-
propriations, from out-of-state sources, and from student fees
and tuition. The funds are circulated through the economy by
expenditures of the college for salaries, purchase of matarials,
and capital building improvements. The impact, study can be i _
useful in showing the State and local jurisdictions the ways \
and extent to which community colleges contribute. to the edo- o
nomic base. KIn»additiaﬁ, impact information cah reveal.to ‘the : D
colleges how certain of their activities’, ‘which were thought .
to be purely internal matters, affect the community in direct
-and measurable ways. o ' | oo : '

[y

¢

?ﬁow can the numbers be used? - . C -

N 4

Cost-benefit analysis can cause officials and citizens to

. -look at problems in different ways and help to raise important s
* questions. Thgs study can improve commumnity and college rela-
tions. by revealing the interrelationship'.ghe ared and college
share. Public afficials can be made more‘aware of the -tax e "
costs and tax revenue benefits that fthe_collegé generates. , { /\\
Faculty and staff can be made more aware of their. immediate S
contribution to the.community and State. » Finally, State, offi-
cials and the citizens of Maryland ‘can see that the qutlay -of

< :
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"BIMITATIONS:

Lo 5 E "
funds in suggort of community colleges does not disappear but
rather suppetts the State's economy. T

., Citizens often only view the&community college as a cost"
to be borne. Educators, on the dther hand, are inclined to
dwell on economic, cultural, and-recreation contributions and *
the visibility an’ institution brings a community. Neither po-.
sition adequately portrays the true circumstances unless e
two are considered together in light - of the actual facts,iFThis‘
study provides some of the facts. e

" ' ) - Y N "/” : ! A % +
f AN . .
: .

i
-

What don't the numbers show? )

. ; P s
Colleges are not banks; they do not propose to make mongy
for investors. They do txy to enlarge a student's world by
introducing new people, new activities., and new ideas. Care-.
ful addition, in short, allows the determination/of the costs
of a community college 'education, but even the most accurate
estimates and projections of economic impact, salaries, fringe
bénéfits, and employment levels cannot reveal its itotal value. .

There are several technical limitations which also should
bg recognized. ;For example, in using a Tultiplier effect to
measure. the gexpansion of the.initial investment fyrom cycles of
respendings it is’ assumed that the money would not have been
‘spent otherwise.’ This can be argued readily at the local level
but is 'questionable at the State level. Multiplier effects are
generated only by spending that. does rot withdraw’resources ’
from alternativeises in the area. If no community colleges
existed, it could be argued that the money would have been

spent on the other segments of higher education or by consum-" .3
ers who would be paying less taxes. . This studv., however, which. .

attempts to estimate as closely as possible thé total impacdt of.
communitv./college spending in Marvland. will use ‘a multiplier

" effect. /The assumption is made that money spent in support of

community colleges would not have dtherwise been spent in Mary-

"*land. For comparison, estimates not including the muftiplier

effect. /are included.

-

¥y ~ It should also be noted that this study.makes use of exist-
idg data from the State Board for Community Colleges and the
‘seventeen Maryland community colleges; from federal,®*State, .and
‘loc¢cal. agencies! and the literature in general. - Betause no new"
data were compiled, estimates based on similar studies, aggre-
gate data, and judgment were necessary. prever, actual figures
‘for most of the critical linformation were available. Some.

"error also might have been introduced, in' the attempt to repre--

/

sent all values in 1976 dollars. /Fofﬂexample; the-Censusg%f

. . N = .f ,f".. S : 3 \f\§ﬁ. L
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Manufacturlng, which was used. to assess the economic base of
the State and local subd1v151ons is taken every five; years.
Because the’ 19%2: version, which was published in 1976, was,

used, it was necessary to estlmate the growuh between 1972 "and
1976. . V R _ L
. One dther word. of\cautlon should ‘be mentioned. There is
no way tojadd all benefitsein a credit column and all costs in
a debit column to come out with one heat answer. First of gll,
some expendltures nd .cost's would be. listed more than once.
Secondly, the 1mpac ahalys1s computes both-stoc¢k dnd flow fig-
ures These  are ecomomic' terms which refer to spendlng on
item# which are quickly consumed (flow), and spending on; items
that have a longer life span (stock). Theoretically, these
cannot. be added to, or subtracted from, one another, A ‘third
related point deals with the use of human capital and impact &

‘analysis in one study. Like the stock gopdg¢, human capital

studies deal with long-term investments. The results reflect
increased earnings or taxes over a lifetime. The impact analy-
sis is comparable .to the flow good because an assessment of:
the expendlture impacts is made only for the 1977 fiscal year.
B 58

Cost-benefit analys1s does not pretend. to he a perfect
technique. Although economic analys1s has many imperrfections;
it can be an effective tool. )'The djfficulties are nat cre-:
ated by cost-benefit analysis. Morewwer, they do not render.~

‘quantitative analysis useless. They’ ly mean that one h s .

to be dlscrlmlnatlng about when and how to use varlouS toe}
[18] : : : - :
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PART I: ECONOMIC, IMPACT. OF EXPENDITURES . = =~
* ’ 0 . i B .

» . . . .
. b

- INTRODUCTION . T B

P

i
t

o The seventeéen Maryland community colleges circulage funds
through the economy by expenditures for salaries, P se of
materials, 'and capital building improvements. The £ ds . 'come
from internal sources, including State and local appropriations,
student fees and tuition, and from external sources, such as.

the federal government. It is through the circulation;déf these
» .funds that the colleges genetate their economic impdct. .  / S

4

-
-

- The purpose .of this part of the study is ‘to estimatg, the
effdct of the Maryland community colleges on the State's econo-
my. In-the past higher educatjen haé not been measured by eco-..
nomic~criteria; more idealis#ic goals have -been used-‘instead. -,
. These goals are probably still”the most valid measures of.suc-
N cess, but ds the cost of higher education increases, other '
criteria have become increasingty important. The utility of
. . education in the work force and the economic impact -of higher -
‘ education on a community and a state are two such criteria. o
.. The effect of ‘the product, or..the educated tridividual, will be
discussed in Part II. This section.will look at the actual
effect of the income and, expenditures of the seventeen commu-
nity colleges on the State's economz. - ' s

N
-

, . ‘ : . L f .
Linear cash-flow equations are used in this: study and in-®
clude only. yhat ‘can be readily &ounted. Théy attempt to iden-"
tify whq is5 spemding, How muck is spent, and where spending is
being done.’ No“Singls}figur%‘tells'the story. A eollegé can .
.have several kinds of”economic impacts, some of ‘whHich might be. .
“more importanteéthan others. The impacts considered in this -
part' of the study are current: (fiscal:year 1977) and shoért
"range.. This' study also tries to look at both side ?f the
picture, not only the benefits of spending b§‘cqlléges and
their staffs in-the State, .but also the. costs of supporting
. them. AP e

-

14
L .
o4 . .

. - : : - L o
ITIlustration 1 portrays in a $cBgmatic formythe income-
“expenditure relationship betwgen the colleges,. income recipi- .

ents, and the surrounding busgness commuity. The direction:

of the arrows indicates the directiof of ‘eithet an income pay-
ment flow (I) or a purchase expenditure flow %P)" _They term

"income payment' refers primarily to wages and salaries paid
~by employers to employees. The term "purchase expenditure"

- refers to purchases by consumers and purchase of intermediate
praducts by business.. A dain objective~of this stfidy is to

i 7 » ‘ gv_",/, L w .

Y . . . .
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estimate, where feé81ble ‘he magnltude of cash flows{in Mary-
_land Whlch are related to ‘the seventeen onmunlty colleges.

" The- only out-of-state flow: estimated in thPs s tudy is| the level
of in- State expend@tﬁ?es by “out-of- state - facufty and staff. o g
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) ’ ILLL’STRATION 1

\ﬂf\RYLAND COMMUNLTY COLLEGES
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s College-related . - A . .
" ‘business volume . -~ wﬁ } ] :f ' Jobs attributable
. Va}lue o{)coliege— P ‘ : - 1 | " to presence of
, . related business . \ N MARYLAND i : . ¥ college. Lt N
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.\ * Governmeft costs of college-related influences | kS c .
1 = Income p‘aym'ent ) ..P = Purchase expendifu’ré | = Indibates direction of cash flow
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, > C ‘
FA ‘

An essentlal poiny whlch is not exp 1ﬁ1tly shown in Illus-
‘trationr 1 is that an ifncreased level of
Maryland and out-of- state, gus1nesses resultts in jncreased income
1ﬁ¢the'form of wages, interest, rent, and profit’.” Additional

income flows generate~add1tlonal purchases - which in turn create

additional income. A circular process results WLtEﬁn the perlod
of a year causing in economic terms a 'multiplied effect. This
means- that the total income for the particilpants as a group is

increased.’

¢ Y

&

(_The models’ or formulas used in this st dy are not. appro-

—prlate for either planning or forecasting purposes. They do
not include business cycle 1mpacts on the State nor do they

" : v
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take into consideration multi-region interdependence. This
. means they do not take into account the tempo of economic ac-
tivity, the economic calendar, or economic stability. The
models do describe, however, what is happening to the money
‘the public invests in Maryland's community colleges.

The'models are also limited to estimating short-term eco-
nomic impact. They are no§g9qpcerned with the ultimate eco-
. pomic impact of the colleges”upon the State, and they do not
: consider what the State might have been like without the col-
leges. The typé of impact reported in this study applies to
. operations 'in a typical year, with the assumption that this
‘would be similar to other years. : ‘

The models provide a built-in understatement since %he
, ‘actual economic impacts are probahly greater than the figures
K - slggest. The models also are flexible and comprehensive in
. the measurement of dollar outlay, and they indicate where and
“~how the dollars invested in commun%ty colleges were spent.

: - The equations.or models use data that are available from
the State Board for Community Colleges and college records,

' State and local governments, federal and State statistical
publications, and the literature in general. A balance was

> .attempted between accuracy and ease .of data acquisition., The
models developed by Caffrey and Isaacs and published by the
American Council on Education [7] were modified to apply to : "
community colleges and a statewide system of higher education.-

- They should not be expected to reflect a comprehensive, in-
depth’ picture of all possible economic relationships between -
the colleges and -the State. The precision of' the figures. in
this part of the study may not be as important as ftheir clarity.
The assumptions behind them are specific but may be modified if.

- additional information becomes available. As a general rule,
the approach has been conservative in nature. If a larger
'benefit could not be documented, even though it appeared to be
~accurate, the more conservative figure was used. .

In one regard, the stud @?aSU?E§“T}PQLUSiY¢vimPaCES,.iH\:__&"i_}g
T the sensée thatit 1ncIﬁd€§f§{B full-time employees who might b %
or might not hjve lived and worked in Maryland if the colleges EN
did not exist.”- However, student impacts were not assessed be-
\ cause it could be argued that they would have lived and, there-
fore, spent their’monty in Maryland regardless of the community
colleges. (Only 3 percent of the total student population came
from oyt-of-state.) The younger students, for example, might
, have entered one of the State colleges or universities, while
".  older, part-time students might have elected to go to a State
_ institution or a R;?ﬁ?ietary school.
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The study area includes the entire State of Maryland : : T -

including those counties which 'do not have a community col- ' '

lege. The State Board .for . Communlty Colleges estimates, that '~ .

over 98 percent of the: Maryland population has direct access SRR

to a community college. The colleges serve .rural -students.as

wéll as suburban and urban populations that live in the three . . ' %
Standard Metropolitan Statistical Areas (SMSAs) of Baltimore . .-
City, Washington, D. C., and Wilmington, Delaware.. {n the .© < ., *~

Fall of 1976, almost.80,000 students were enrolled in credit '
programs in Maryland»communlty colleges . and thousands more at- ;"_L”*,H

tended noner&d“b\gla§ses , ; A
. . .

It has never been the primary purpose of gommunlty col-

leges to create jobs, generate business for entrepreneurs, or . X
boost sales of durable goods in Maryland--such functions alone e /
can be better performed by a variety of other instgtutions in ~ .

the public and private)sectors. Community colleges.do make = -~
higher education accessible to a diverse cross-section of Mary-
land, citizens and in carrylng out this primary task, create

jobs, generate bu31ne%s and increase sales. : )

S / *‘ ;\?;;

———
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._théthwgs the’ total impact of expenditures by the Marylﬁnd

T

oy

«* - The numbers in this section attempt to estimate ‘economic

: ( o v v
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SUMMARY OF .THE. STATEWIDE ECONOMIC IMPACT
' T OF MARYLAND COMMUNITY- COLLEGES -

This section discusses. the major findings and results of ,
the Statewide Economic Impact Study. Although all the impacts
originate with the activities of the seventeen Maryland commu-

'nity colleges, there are two basic channels. through which they

flow int6 the State: the institutions themselves acting as
*corporate entities; and the faculties and staffs of the col-

leges-acting as individyals. The details of  each calculation

and. sources of “data are {included in the comprehensive report
., available at the State Bbard for Community Colleges. All

- figures are for the 1977 fiscgl year unless otherwise specified.

BUSINESS. SECTOR

5 |

-+impacts®of' the Maryland community colleges on State businesses. ' . L

This study estimates impacts oOf the 'expenditures in Maryland

of the colleges, their faculties and staffs; additional spend- '
-ing stimulated by college-related/purchasés; the value of State
business property committed to college-related business; expan-

sion of Maryland banks' credit base xe€sultimng from.college-.

-~ related deposits; and the business volume unrealizéa"because

the colleges' auxiliary enterprise@,g_ ~ S P,
: L : ; T IR Vo ~ :
Y : o q

N

community colleges and their staffs?

ot

‘The Marylandlcommun;ty colleges rival many of the Staté

Dbusinesses in total volume of business expenditures in' the, -

Stat@ and locecal subdivisions. Total direct and indirecgnex-n

)

~penditures attributable to .the seventeen colleges in X976-77
were almost $124 million. Of this, .almost $62-million-were

direct expenditures by the' colleges and their staffs. This

includes in-State expenditures by’ colltges for supplies and

other goods and services: by in-State faculty and:staff for

, of

!st

)

B

housing, goods, and services; and.by out-of-state employees for |

‘goods and services. Another $62 million were indifect expendi-
**“turesfbyf@bCEI“businesses“aﬁd“in61VidﬁéI§’ﬁf?ﬁﬁ¢6¥f"6fffﬁéiff””*

college-related business volume. “Total direct and indirect
expenditures are computed by applying the accepted Statewide
multiplier effect of 2.0 on the.direct State expenditures.

The multiplier effect is an economic gauge of the expansion

. of dollars injected into an atea from a single source resylt-

ing-from cycles of respending. s

One of the ‘reasons the colleges' impact is so significant
is that more than 95 percent of their. staffs live in Maryland.
" Because education is labor intensive, about 75 percent of the.
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colleges' budgets are for compensation of employees, and glmost:
all of the more than $62 million of disposable income (net in-
come after deduction of taxes and Social Security contributions)
that faculty and staff receive from the colleges is spent in
Maryland. The colleges themselves also buy almost 70 .percent

of their goods and services from suppliers and individuals in
Maryland. ' Lo -

What were the sources of fundé for Maryland commuﬁiﬁy?c01léées y
in FY 19777 o — ~

Ay

’ Mafyland commﬁnity colléges:ih FY 1977 reéei&'. ékﬁbfal‘mf Lo
$28.6 mildion from student tuition and fees, $37.7f{snillion from .
State sources, $31.8 million from local sources, .4 million '

from féferal sources (not including pass-through funds received
k by the colleges for student aid), and $2.1 million from other
*  sources. ‘ ' e oo -

¢

How muchrMaryland business property exists ‘%in support of the ex-
- penditures of Maryland community colleges and their employees? -

} The direct expenditures by the colleges and their faculties
and staffs do not capture the full impact of sugch activities on
.the economic base of’the State. The,value of Maryland business

. property, including both feal.estate/ﬁhdginvéntofies that existed
"in order to service the colleges and college-related business
transactions, was worth an estimated $33 million in 1976-77.

How much did the credit base of Maryland's banks expand as a
result of Maryland community colieges? '§_';; e, .
Both personal and business incomes related to college ac-

tivity have an additional impact on the State, through their eXx-
. pansion of the credit base in State banks. .The Maryland credit
base was increased by about $25 million as .a direct conseguence
of college-rélated deposits. A large percenfage of this éffect,
comes from the gersonal accounts of .faculty and staff,{as well R Y
as the caghjdepdsits of business related to their college trans-

actions. Hie colTeges themselves‘deposited an averagepeR S11
~miltlton—in tjimeand demand accounts:in State bankg, et e
L S N : T .
How much State bus?¥ness. volume was?dnrealiZed in the business
sector because of Maryland ‘community colleges? _ i

o - : bl €
:To the extent that the colleges ‘operate enterprises or %ﬁ
provide services in competition with business, the receipts from .
these activities shoulld be recognized as nét subtractions froim
potential business volume. The rectipts from college-operated .
cafeterias, bookstores, \day care cengers, and other auxiliary- .
ion of féregone business by ‘

enterprises make up abou $5.m%11
State enterprises. -This mounu;ghém1d be netted out against

‘ SV




* the posiqive impact on Stateeusiness volume detailed arliery
«  This figuré is probably high because it does mot akeinto ac-
. count the business. that exists cause\ghere is- a college, suth
as book sales in a bookstore. ro - 7

v
r
N

v o . )

U GOVERNMENT SECTOR

| Educational “institutions not only hold significant amounts.
of nfal property exempt/frog taxation, but colleges and their
,sta&fs also make demands oﬁyéovernment for a variety ©f services,
- from education to health. The.follgwing figures outline the
' llege-relatéd influences.to the public
the cost to.the State in terms of fore-
S, sts of services, and the operating costs
attributa&%s-to the ‘colleges and the households

gone propart
~of public sc OOl%\
of their staffs, ' r |
“How much’tax revenue and transfer péyments did the State of - )
. Maryland receive because of. the presence of the collegés? '
iy by - - ; I

. -Although the collegés operate under a tax-exempt status,
~ they are nonetheless responsible ‘for digect and indirect cash
payments to the.State. It is estimated that Maryland in 1976-77
- received cash revenues of about $9 million from taxes paid: by
. faculty 'and staff, ‘from the federal government, and from, taxes
on business property allocable to college transactions. ‘The.

ol sdurces of-these’revenueS'werg,real.and nonéggl property ‘taxes
(8153,000), federal aid to public schools fér children of college-
related families ($286,000), federal aid fo community-colleges

'AG$4,4OO,OOO;,éxcluding student aid), State-income taxés:

($i?445,000); and State sales taxes ($1,506,000). (See Table 1,

page 14.) . o - o

How much revenué. did the local jurisdictions receive because
» . of the presence of the collepes? | | T

7 Local jurisdictions reteived an additional $48.7 million
directly or indirectly from the community colleges. This in< @ @
‘cludes State and-federal aid (igcluding aid for the colleges,
~but not federal student aid) and other local government receipts
\ ~derived from the colleges, their faculties and staffs, and the
y ‘related business activity, such as income:tax. (See Table 1,

‘page %4.) , A | a

- “How much did it cost the State of Maryland to provide services
... ftor colleges and their. staffs? — . . e e
. oo e, e - b ST ’ : ’
The'%tate'provided services for the faculties and staffs
., of the colleges valued at more than. $8.8 million: $1.9 million
-+ of this fepresented the cost to the‘State of -providing public
school education for the children of college personnel, and th
Rikjbalgnce,v$6.9 million, represented the e penditu;es-for seryizgs

. I

v
Ll A v peoviea vy emc .
~ \ . . . - -
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TABLE 1
a '( - ' ; v “
| - MARYLAND COMMUNITY COLLEGES . | | -
COLLEGE-RELATED REVENUES RECEIVED BY STATE AND LQCAL GOVERNMENTS _
o Variable - / State "Local
. | ] \\. . 1 ] /_ o , ' . i
TOTAL REVENUES,RECEIVED ~ © = . o $ 8,977,224 © $46,583,793
. ) | - [N ':'.. ) . N . | ‘ /. . 3
College— éléfed real estate taxes , [ 153;282 1,585!659
.Real Estate taxes paid by colleges. S o 50 . 1,368
" Real estate taxes paid by gaculty and staff . - 110,437 . 1,359,086
College—related real estaté taxes paid by businesses o0 62,795 225,205
e 6 o t Ca :..‘“ oo : '
Other college—related property taxes o 131120 oot 2444684
Nonreal property;tax paid by faculty and staff . . 38,953 . 203,740
College-related inventorz\_axes paid by businesses 34,159 40,944
%ales tax received from college-related purchases - | 1,506,055\. - \
College—related inkome taxes . : 2,445,167 - 939,866
B B | o T -
College-related ald to’public sch o | 286,196 ~1,533,5432
0 ege elated aid to’ pupllc schools ' — , : i
College-related revenue sharing - S | v13924061 T 184,797
Aid to community colleges | o 4,374,009 - 42,095,2443
: : ' , - ' ‘ e T
_ { \ 5 L .,
. . ) ' B D
L _Federal aid. , .
2 State aid. , H
3 Federal and State ajd. > *

P



other than educafijon. qupult and staff members are estimated’
to have 2,761 chS%Hign in public schools. Because no al-

- lowances were mad r personnel who would:live in Maryland in

47 - the absence of community colleges, ;the estlmate of total costs
- may have been overstated (See Tagle 2, page 16.) .

* What is the value of State property related to serv1ces Erov1ded
for the colleges and their empl‘yeeST’ . _

: Ansdry dlrect cost is the walue of State properfy wh1ch71s
'allocatéd to that portion of services the State provides for
\ _college related activities. This represents the public invest-
" ment in State propérty necessary to service the college arid its
- staff. It is similar to the  investment ﬁn plants, equlpment s
. and inventqries in the business sector that exlsted in support
. of. the colleges and their staffs. | . ,

- & Earlier it was estlmated that the wvalue of the services
~Maryland provides the colleges and their staffs was over $8 mil--
qllon This study attempts to calculate what proportlon of all

o State-owned property exists in support of these services required.
by the colleges and their staffs. The value of State property
related to-the colleges is estlmated to be $1.3 million..

.Hdw much State real estate taxes. were foregone by the State
of Maryland because of the tax-exempt status _of_ the colleges
1n FY 19777 _ o

. ’ u
o . Foregone State real estate taxes on the colleges tax-
. exempt’ property-are es d at’$22,000, based on-a tax r*ge
~,0f 23 cents per $100 of ssed value. The simplified pro¥e-
.dure which was used to dvoid’ complex estimations of property

values has probably resulted in an understatement of the value
of both State and local foregone propékg;,taxes ‘ .
How ‘much local real estate taxes were foregone by the local
jurisdictions because of the tax-exempt -status of’the

- colleges7 ) . -

ir The local Jurlsdlctlons were not able to reallze another
$557,000 in real estate taxes because of the colleges.

. p" -

)

o These estlmates for both local and State foregone taxes
are‘based on a simplified procedure wh}ch essentially multlplles
the total property «tax revenues of the” jurisdiction by the-col-"

“5 Tege's’ proport10na1 share of the -geographical area. This was
» done to avoid-fxking specific assumptions’ about ‘the value of each
&P A4 and, more importantly, its rglation to the
value of surrodnding property It also shouldibe noteld that the
eGllegds self- pro:;ggd over $1 million in public municipal-type %
ion

serviges, such as s urlty, street llghtlng, ad maintenance,

R T Y
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TABLE 2 N ﬁﬁ
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e | !
MARYLAND COMMUNITY COLLEGEé . '

) COLLEGE-RELATED COSTS TO SQATE AND LOCKL GOVﬁRNMENTS ‘

N S . ‘ Chy o -

e l Vo ‘ ° ‘ ‘,';3".:: . . # 7
G ‘ ‘ ’, : } 30 :
" v ‘ T C ! : PRSI

o ]Variable o IR
[ i

Y . -State + Local \\
\ | o >
College-related costs td. goveYnments fbr public and other services

_ $8,80,718 6,540,713
College-related costs of services other_than publieﬁschools S 6,917,480
College*related costs of qperating public schools

- 3,078,626
‘ Gl 1,912,234 3,462,087

t.‘- ” ,‘ ) . _ ‘ - . X! '

Value of cdllege—related gd§e§nment propefty o =

o G 1,302,939 6,666,880 -
MR 4 R -
K BN & o
Real estate taxes,foregopexehpbugh fax—exempt status of the,cdiieges 217814 *557,026
S R ' ' oo v
. AN H

Real estate taxes paid b fﬁeieolleges

| o /50 1,368
Value of local government—type services se1f~provided |
by the colleges

e 1,290,864
. ’; . ' : o Y r...; ‘ L
Variable not used in: State model ~ o, y .
» : IR : ‘ - T
L ! “" . . e , ' "\; ‘ 1 ' \
R . S, ‘ & K
O . ".‘4\ O . - o . .
RN A R o - ‘
b7 S : o
T \ . . v.a‘; 0
/ 3 ‘ , e :1 *' 1 R
' , - N ‘/‘ ,21
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. \ " GENERAL EMPLOYMENT
AN

. How many full-time jobs are avallable in Maryland‘because ‘ ‘
n of the calleges? : . =

.

: Impacts from the seventeen communi y colleges on prlvate
individuals in ‘the State of Maryland are largely through jobs
and employment opportunltles It is estimated that about 6,700
jobs in Maryland are a result of the activities of the community
colleges, .4,450 of these directly with the colleges and 3,250
created as a consequence of college-related business and;govern—'
ment expenditures. The total jobs are‘calculated by multiplying
a conservative employmerit multiplier effect of 1.5 by the number
of full time jobs at Maryland communlty colleges .in 1976-77 .

!/ et

i ~ . . \ . % " .
as DL J - : . . . | ‘
. ‘L - J L] . . N .
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'[ = PART I(I: HUMAN CAPITAL INVESTMENT A
' - : ] L - A o ) - l i
INTRODUCTION ~N S -

-

Education is one way'tﬁat péople inVest.in~themse1ves..“

By paying some costs”in the present, they can .generate greater

returns in the futyre. ' As the term "human capital' implies,
~ individuals have certain capacities or skills of a cognitive,
physical, social, or psychological nature with which the earn.

o

a living. ' Higher education is capable’of tkaching a person.-

general facts, the use of specific tools, and general problem-

solving techniques. Higher education also can influence a
person's behavior by making him more tolerant of diversity,-
better able to stand stress,.a better leader, and mentally more
disciplined. All these factors' could makeéé‘perSon a more pro-
ductive and effective worker and therefore' able to command a
better income. ' ’ L

There has'been considerable study and much controversy

about how education and earnings are eausally linked. While

there may be some doubt as to whether eddcation is a sufficient
condition for obtaining a higher paying job, it does appear tg

be a necessary catalyst for at least the 'majority of the popu-

1ation§-

>

Economists have known a long time that people are an im;.

/portant part of the wealth of .nations.  .But what many have

-

failed to examine is the simple truth that~péqp1e*iﬁvest-'
themselves and”that:thgse‘investﬁents are very large. MMy
paradoxes about a dynamic economy can-be resolved once human

‘investment is taken into account.

- How are human capital investments measured? - _ ﬁ“{
: Threeraﬁproaches4have beeh~uséd‘to quantifyﬁthe‘impactﬂbf
human capital. . - B S -

Often_a simple correlation-is made between-some—measure—
of educational activity and an index of economic activity:

For example, enrollment ratios’ have been correlated with GNP -

per capita, indicating a positive relationship. However, this
fails to show cause and effect relationships?. )

Second, the ”reSiduaI apprqachﬂ{agé%sses the total tn- v
crease in.the economic output of a region for a period of time,

measuring’ the impact 'of identifiable inputs and then attribut- .

ing the residual to'unidentifiable.inputs,'the most important

rof/which is human capital. : S .

* 19
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‘ The third approach, which is used most often in human
<ze ~capital research, contrasts the future lifetime- earnlngs of
people with less education with people that have greater edu- '
cational attainment. The rate of return method seems to be ,
. the'most precise becausé’it rélates not only benefits but also - .
- costs B

Yo : . - - “

i}

» To calculate a rate of return, it is necessary to know .
how much education costs, how much the college -educated earn

' compared ro those without’ a college education, and how much .
those future earnings are worth today: The comparison of these
cost’s and. benefits results in a measure of human capltal in-
vestment. . : \ . .

.

-~

How are future earnings estimated in terms of today'suvalue?

2 "Present values',are obtained from expected future values o
~ byra method. economists call dlscountlng This comncept is as :

 {mportant in the financial world as it is in the economlst s - - R
theoretical world. Prospective purchasers of any asset have ’
their eyes on future income or increased wealth from the owner-

R Shlp of the asset.. Thein demand for the asset reflects their

> estimate of the- total future egrnings. That is why, for ex-

* ample the stock of a4 corporation that is not earning any net
income now may still sell for a hlgh price. It-is also the
reason that some people invest in education even though there
‘may be a net loss in the present or immediate future.

AN . :

Wealth in the future, however, is not worth as much as
-+ wealth now. Consider the investor that can ordinarily earn
10 percent on his money. For 'him, $110 a year from now is
. worth onlty $100 now. To determine the present value he dis- -
counts future wealth at the rate of 10 percent. He d1v1des ' S
$110 by '1.10 (1 plus 10 percent) to obtain %he present value.
of $110 a year from now. , o

, Money Jvallable today can begin t//pay d1v1dends 1mmed1-
ately, while money available .in the future cannot. .Even though
.a person with hlgherweducatlon may be able to earn more than
“semeone with less education when~he is in his forties or fif-
_ties, he might have come out aliead if he had continued working o
and 1nvested his ‘money in a certificate of depos1t oo

‘The same theory is used to determine present value from
" any point in the future. For>example, hbw would our -investor:

.determine the. present value of $100 four years from now? The
;presen value of $100. received four -years: from now, is $1OO
“ diviged by 1.10 to the fourth power (1. 4641) whlé% works “out
' $68.30. . ] , . .

.

\ 24‘.
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Thé following is an examplgaof how discounting wofﬁS'in L
making an inyestment decision an why present values aré nec- D

! .
. ta

gssar¥.' g

Joe Jones has $10,000 ‘which he can” invest in.a savings
account that earns 10 percent interest a‘year. He could aiso
buy into a new company with anticipated net revenues of ‘0 the
first two years, $1,500 the third year, $2,000 the next two .
years, $2,500 the sixth, seventh; and eighth years,. and $4,000 °
the following two years. Profit becomes negligible past that . =
point. - } a : ' :

At first glance,.by adding up the profits, it would rap-

pear that Mr. Jones would receive $21,000 return”on his, $10,000 ‘
investment, which -would be“greater than the return from the a
savings account. But the€'$4,000 he.edrns in 10 yéars is not -
worth as.much .to ‘him as it would be if.he could invest /it'now.
By estimating the present value of .those met revenues, he can
decide if he\ghguld invest his money in the new business.

X

The discount rate used_ i$ the best interest available in
a guaranteed investment, which for Mr. Jones is 10 percent. :
The present value of- the net gains is. $10,834, which is only
slightly greater than his initial investment of $10,000‘and
significantly less than-he could earn by putting his monéy in
4 savings account.. Part of the reason for this is the low rer
turns early in the life of the investment. Had he ‘earned _
$4,000 after the first or second year of operation, the results. ,\
would have been sfgn%ficantly'difﬁerenq, ' .

1

A . .
The concept ' of present value is meor%én%’because human
capital benefits accrue over a lifetime.- It #s necessary to -
know the present value of increased earnings due to education . !
‘during a person's entire productive lifetime. t R
Lo » ~ : . * R \
It would seem to be a lot easier’ torjust add all earnings ,
differentials instead of geing through the complicated dis- B
counting procedures. That sum, however, -would npt mean very
much' to the: student thinking about .making an investgient, in edu-
cation or ® government trying to assess costs and befiefits. : o

——Justas applés and oranges cannot beé added together, dollars

- from different years cannot be added together without distort- - .
ing the yesults and overestimating true values. ’ L S

- What are the »costs.of human capital investments in éducatibn?\\

The costs of educatign can be divided into two, categories.
First, there are the direct costs ¢0f sdlaries,”supplies, build- _
~ings, and student tuition and fees. .Then there are indirect,or.- -
. oppertunity costs that take the form of foregone st?dent_income.

¥

oifégpegone tax revenues, = ..- . Sl -y Ly

Ly - g



cost of direct’ ‘and indirect expendlt res in education, This ,
is the income that a student could hdve earned if he worked *
full-time rather than attend school. From SOciety s point of

view’ ! forf®gone income reflects outpgt that is not being pro- " .
duced because a potent1a1 1abor source, has been w1thdrawn from
- - . the, 1abor market . ., '

.

) Many researchers feel that fore§9ne income is the.primary

»

..
—

oo It is true that the foregone earnlngs cost’ 1s not out -of+

_ pocket but it does 1mpose a financial sacrificé; partlcularly"_f'

4+ -, on low income families. Illustration 2 indicates how the Aint
clusion of foregone earnings affects the total gost of higher:.
education to the 1nd1v1dua1 and hlS or her famlly (Illustra—
tloﬁ‘Q page 23.) ‘ : . 4

What are the beneflts of human capital investment in education?
W LT . . : s .

' . On the plus sfde of. the question is the increased prqduc-i

_tivity that comes as a, resuIt\Qi education., The main measure
~of this productivity is the h1g er earnings¥students get be- .
‘caus$e they. attended college.. This study was interested in °the
difference in.earnings ! ‘between high school graduates and those:
with some collége education. Students can also receive bene-

" fits'in the form of financial aid or scholarships while they
are in schoobl. Society as a whole-benefits from the increased
productivity as well as the greater tax revenues from the in-

creased wages e . N SRR

What is the difference. between social human capltal as opposed?ﬁ
,+ to private human cap1ta1° . _ N '

b

vy " When 1boking at prlvate human caplbal 1nvestments ~only
factors affecting the individual are considered. On the cost
/ ~ side are tuition and fees, books and supplies, and foregone
earnings. -On the benefit side 'are financial aid and the pres-
ent value of earning differentials. This is the same informa-
tion that a studefit probably uses in making his decisions ébout
-whether or not he wants to go to college, whére he wants-£0 go,
‘and what his future benefits will be. It does not consider
other noneconomic factors which may for sdme people be more
Timportant. than theé ecoromic omes. ~ T T T _*“759"‘”7”“““*‘““”*“
e ' ‘
°® The 3001a1 human qapltal model takes into account all costs
and benefits to society as an economic entity. To the student
costs are added the public costs of sub51d1es to higher educa-
tion. For Maryland community colleges the laFgest portions aze
‘contrlbutlons from the State and local governments.- The final
figures reflect the value of the 1ncreased productivity of sa- .
ciety as a whole. : , : .

L . o
°,

e
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What do the numbers mean?

¢ There'are two ways of calculating humdn -capital invest-
ments. The simplest is to estimate.the present value of all the
costs and compare it with the present value of all the benefits.
This results in a dollar amount that can.be compared with other
investments. Much depends on the discount rate selected since
a high rate will yield lower returns than a low rate. This is
illustrated by going back to the example of the investor who
was computing present values of $100. The present value of
4100 a. year from now at a 10 percent discount rate is $90.91.

If a 5 percent discount rate is used, the value would be $95.24.
For investments-that stretch out for long periods of time, such

/«\\\is education, this can have a huge impact.
| <" ) .

Another "'way of looking at human capital investment is by

i, v, computing the "internal rate of return.'" Instead of the dis-

C e count. rate being selected because of present market conditions
or common assumptions, the Hdiscount rate is computed. This is
used more often because it allows comparison with those invest-
ments which have a guaranteed rate of return. -For example, this
study estimates’ that a woman who is unemployed and attending a
community college full-time can expect a 5 percent return on her
investment in education. Although she probably could get a
better return if she worked and invested the money ‘spend on
tuition, fees, books, and supplies, she may feel that the non-
economic benefits combined.with the expected economic benefits
make .higher education worth her time and expenditures. -

y

o -

SUMMABY OF HUMAN: CAPITAL IMPACTS - . 4
& ‘ - |
How-much more money in present dollars will a Marywand
community college student earn during his or her Y ife
than a high school graduate? -

o

I g
- On the average, a student will earn between 8% ,346 and
$17,345 more, depending on the assumptions made and the dis-
count rate selected. In computing these amou tg, costs include
the amount the student spends for tuition aﬁdniﬁgg, books and-
. supplies, ‘and foregone earnings. Benefits are the difference
X iff earnings between a high school graduate and a- person-with
\Jngs than three yea§s of higher education. The first number
s a more conservative estimate that was computed with a .
10 percent discount rate. The second used more liberal assump- .-
.. tions, including a 5 percent discount.rate, a 3.5 percent growth .
.~rate adjustment, and an ability factor of 15 percent as opposed -

{

-7 to 25 percent. (See' Table 3, page 25.) . o

- ' - 8 ¥
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Vo TABLE 3

MARYLAND COMMUNITY COLLECES
HUMAN CAPITAL '

_ S ‘
@ " | Present Value of Investment . .
i in Community College Education! ~ Al
Private Return, Social Return ' :
for Individuals for Individuals | Internal Rate of Refurn2
_ : ' Private Social
Category Conservative? Liberal® | Conservative? * Liberal Investment Investment
Average student $ 4,36 §17,345 | 3,078 $16,008 | 26.85%  14.97
M.‘:’g:.g« 'I | ‘l b . '
| Péft/::;; student o | : ~" - ,. " |
Employed full-time | 15,335 40,960 14,110 39,648 77.5 40.5
Employed part-tine 9,540 34,751 8,315. 33,479 18.7 16.8
Une?ployed., 2,547 27,260 | 1,122 25,948 11.3 10,7
. ’ ? ! = ,

Full-¥ine student . o | N '

+ Employed full-time 11,224 34,372 1 9,909 32,994 | 108.5, 45,8
Employed part-time 8,567 31,588 1,252 30,210 | '23.6 - 18.6
Unemployed . 5,361 28,229 4,046 26,851, 14.9 13.2

. / ! ,
. "l » \
Female 0]

Part-time. student o . : - -

- Employed full-time 1,203 4,231 -22 2,919 | 214 100
Employed part-time -916 1,960 | -2,141 648 1.2 Q}Q ¢
Unemployed ~3,179 =ho4 | <4404 0 21,776 KNG 2.4

nemp oye’ » ' \i ' , ° NG, g

Full-time student | ” o : h , '
Employed full-time 1,308 4,165 -7 2,787 3.1 9.8
Employed part-time |  -144 2,643 ~1,459 1,265 9,2 5.8
Unemployed - -1,694 1,019 -3,009 . =359 5.4 3.8

v

11976 dollars. .

Based on 10 percent diécount rafé, 25
Based on'5 percent discount rate, 15 p

,\)

percent ability factor, no -growth rate adjustmgnt. . ,
ercent ability factor, 3.5 percent growth rate adjustment.

oy
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How much more money in present dollars will be earned
by Maryland community college students enrolled in college
in the Fal] 1976 semester because“of the total investment
by ‘the State of Maryland, the local jurisdictions, and the
students tHemselves? - '
. T )
X? The social human capital model which takes into account
all costg and benefits go s@ciety as an economic- entity, is
used to #nswer this qugftign.. The present value of the in-
creased earnings from nity college students attending ~
schools during the 19 all semester is between $236.7 million fﬁf

and $1,230.7 million ‘depending on the assumptions made and the £
discount rate uded.. To calculate these figures, the social v
returns for individuals had to be computed. The average social
returns accrued by each student,  including full- and part-time

students, ranged from $3,078 to $16,008 depending on the as-

.

- sumptions. . This amount was then multiplied by the total number
of students attending a Maryland community college d%fing the
1976 Fall semester. ' o Y e

What is the ‘present valug of the additional State and local

tax revenues generated ¥rom the increased earnings?
. { N

The present value of the additional taxes the State' and
. local governments will collect on the increased earnings of
community college students' is between $25.2 million and $77.6
million depending on the assumptions made and. the discount rate
.. used. Thg cost side of thg equation was primarily the' amount
& of foregone taxes the State and local jurisdictions did not
‘recejve for those stidents who were either unemployed or em-
Ployed part-time. The tax differentials, which made up the
benefits, were calculated by multiplying the earning differen-
tials by 5.6 percent, which is an estimate of the ave? ge frac-
tion of personal income paid in State and local taxes' exclusive -

~of the property.tax. ; _ : ) :
.

How much money did Maryland and the local jurisdictions inve

X The total contributjon from State and local sources in’.
FY 1977 was $68,316,884 for credit enrollment, includingire-(\’
stricted and unrestricted funds. A little over $55 million
was spent for operating or unrestricted expenditures for credit

enrollment.

What was the internal rate of return for Maryland community
college students¢in FY 19777

: The average' co  unity college student who attended college
~during gge 1976 Fall semester will receive almost a 27 percent
return his or her investment in higher education during a

-

S
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1ifetimg;' The percentages are widely varied according tJ the

‘ status &f the students, whether they were full- or part-time, . .

//éﬁploye or unemployed, male or female. The internal rates of

return"rapge from 3.6 percent for part-time female students
who were unemployed while in college to more than 100 percent
for full-time male students who were employed full-time while
in college. Two major reasons for the disparities in the‘'rates
of return were the foregone earnings of, the unemployed studerits)
and the' tendency for women tq drop out of the labor force dur-

ing, some part of their careers. Women who do Fp;interrupt

their work careers can expect returns similar to those of men.
" N * . V

vﬁ What was the internal rate of return for the social investment
¥ made by the public and the students in FY 19777 :

The average rate of return for the social investment in
an individual is almost 15 percent for Fall 1976 students. 5
‘The same method used. to determine the p¥esent value of the -total
social investment was used to calculate the social return. o
First,athe individual social rate' of return was computed fromg
which Ehe systemwide average was determined.. 7 The social rate
of return for the . different kinds of students ranged from 2.4
percent for part-time female students who were unemployed while ~
i‘;college;t0v45,8‘percent for full-time male students who were-
employed full-time while,in college. ' SR

~
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e - PART III. SUMMARY

] <\ Cost-benef#t analysis is a technique for making decisions
within a framework that has a wide range of considerations,

‘ both political and social. In simple terms, it is a way of
comparing all the costs with all the benefits. -Because cost-
benefit analysis comes from the field of economics, many
equate it with numbers, dollars, and cents. The process can
.be just as useful in measuring noneconomic factors,. such)as
the socialtcultural benefits a community college providesg its
students. This study, however, focuses only on the econbmic
costs and benefits, in other words, the numbers, dollars, and

cents. ‘

[

i How can _economic:costs and benefits be measured in education?

o
4

Educational expénditures have both long-range and short-
range impacts on the economy: From this perspective, the eco-
nomic impacts of education are very similar to the impacts of
businesses. ’

- *_ Just asfbusinesses iﬁbest in additional capital (e.g..

- new buildings and equipment) to "expand their earnings, indi-

- viduals and society can invést in education .to expand e nings

* and increase productivity. . By paying some costs in the present,
they can generate greater returms in the future. This kind of

long-term %nvestmént is often called human capital.

-

‘v
.

\ . . . .
By measuring short-term impacts, businesses can better
gauge the effects of their activities on a community. Colleges
cdn ‘make similar assessments by tracing their income and ex-

- pénditures throughout a region during a year. Funds enter the
economy through the colleges fromg#State and local appropriations,
from out-of-state sources, and from student fees and tuition.

The funds' are circulated through the economy by expenditures of
the colleges for salaries, purchases of materials, and capital

‘building improvements.: s ' :

How can the numbers be used? o Lo : ‘ ®

-

! This study can improve cbmmunity and college relations by
revealing the interrelationships that the area and_college
share. Political ledders$ can be made more aware of the tax

burden and tax revenue benefits that the college generates. .
‘Faculty and staff can be made more aware of their immediate

\ E ~ .29
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ommfity and State. And flnally, tax-
he outlay of funds  in support of community
disappear.

contrlbutlon to. the
payers can see that
colleges does not jus

¥

Wh&£ don't 'the numbers\ShoW?  . _ .

they do not propose to make money
to enlarge a student's world by

activities, ‘and new ideas. Even
the most accurate estimates \and prOJectlons of economic impacts,
salaries, fringe benefits, an

, employment, levels. cannot\reveal
the value of a college. N . o , ;\;5_/>

Several technical limitations also should be recognized in
thls study. Actual figures for most of the critical i formation
were available. Because new information was not collected, es-
timates based on similar studies, aggregate data, and Judgment
sometimes were necessary. There-also is no way to add all- bene-
fits -in a credit column and all costs in a debit'column to come

Colleges~are not - banks;
for investors. They do t
introducing new .people,. ne

-out with one neat answer. ' Some expenditures and costs could be

listed-more than once, -and other values cannot be. &dded™to, or
subtracted fromﬁ\one another }) "

Cost benefit analysis does not pretend to be a. per?ect
technique, ‘but-it-can be gn effective tool. Decisions rarely
should be 'based on numbers alone, no matter how sophisticated
the technique. This does nof render quantitative analysis use-
less. When and ‘how to ‘use! agy ool 1nclud1ng,quant1tat1ve
arlalysis, require care ul, dlég;lmlnatlon “ .

 STATEWIDE ECONOMI IMPACT.OF"MARYLAND‘COMMUNITY COLLEGES

t Although all the impacts originate with the activities of

the seventeen codbunity COlleges there axe two basic channels

througHﬁwhich they flow into the State: the institutions them-

selves acting as corporate bodies and the faculties and staffs

of the colleges. All figures are for the 1977 fiscal year uﬂ%

less otherw1se spec1f1ed : ' % .
o Q - , l

- BUSINESS SECTOR

' What was the totaI impact of. expendltures by the, Maryland

community colleges and their staffs?

E
Total direct and 1nd1rect expendltures attributable to.the

- seventeen colleges. in 1976-77 were almost $124 million. Of
"this, almost $62 million were direct expendltures By the col--¢

. Jeges and their staffs, 1nclud1ng in-State ex nditures by.col-

leges for goods and services, by in- State faculty and staff for .

housing, goods, and services, vand by out-of- state. employees for

[

L
)
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. . N, - .
goods and services. Aﬁbtﬁer $62 million were indirdct expendi-
tures by local businesses and individuals in support of their-
college-related business volume. Indirect expenditures®are
computed by applying the dccepted multiplier effect of 2.0.

What were the sdurces of funds for Maryland community colleges .
in FY 19777

- Maryland community colleges in FY 1977 received a total of
$28.6 million from student tuition and fees, $37.7 million from
State sources, $13.8 million from local sources; $4.4 millidn
from federal sources (not including pass-through funds received
by the colleges for student aid), and $2.1 million from other °

sources: '

'How much Maryland business property exists in support of the ex-
penditures of Maryland community colleges and their employees?.

Almost $53 million worth' of business property, including
both real estate and inventories, .exists in order to service
the collé§eD and college-related business ‘transactions.,

B Y
b

How much did the credit base, of Maryland's-bank$ expand as a
result of Maryland community colleges? B .

Maryland's credit base was increased-by abou£u$25 million
as a'direct consequence of college-related deposits of faculty

-

and staff and the colleges themselves. ° .

How much State business volume was unrealized in‘the, busindss)
sector because of Maryland community colleges? : '

- The _receipts from college-operated cafeterias, bookstores,.
day care centers, and other auxiliary enterprises made up
about $5.6 million of foregone business by.State enterprisesy
This dods not take into account the proportion of business that
.exists only because there are colleges.. '

e

s

GOVERNMENT SECTOR

. ; ' \
'How much ‘tax revenue and tra er ﬁ%yments.did the State
,of Maryland receive becausé Jof the, presence of the colleges?
. i :

Maryland in 1976-7Z/received'cash revenues of about $9
million f¥om taxes paid by faculty and staff, from the federal
government, and from taxes on business property allocable to

college transactions. /
: _ - . N

J
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How much revenue did the local jurisdictions rece1ve because
of the presence of the colleges7 ‘W- '

Local Jurlsdlctlons received-an addltlonal $48 7 mllllon
’ - directly or indirectly from the community colleges through
State and\federal aid «(including aid for the colleges but not
federal student.,aid) and other local government receipts de-
P . rived from the.colleges, the1r faculties and staffs ~and the
related, bu51ness activity. : ‘

4. -
How much did it cost the State of. Maryland to prov1de services
for colleges and their staffs7‘

4 R

el

_ , On the cost-side of the ledger the State prov1ded services:-
- for the faculties and staffs of the colleges valued at more than
$8.8 million; $1.9 million of “this represents the cost to,the -
State of prov1d1ng public school education for the children of
‘'college personnel and the balance, $6.9 mlkllon represents the

expendltures for services other than education, =~ , - ‘

What is the value of State property related to services prov1ded
for the colleges and their employees?

) The value of State property that exists in support of.
. collegerrelated personnel and business is estlmated at $l 3
million.

; . g N

How much State real estate taxes were foregone by the Sgate
of Maryland because of the tax-exempt status of the_ colleges
- wln FY 19777" P , B ‘
4 Foregone State real.estate taxes on the college s tax—
*  exXempt property were estimated at $22, 000, at a tax rate-of
©8.23 per $lOO of assessed value. S .

' How much local® real estate taxes were: foregone by the local

jurisdictions because of the tax-exempt status of ‘the - .
collgges7 ' , o N

The local jurisdictions were not able to realize another
$557,900 in real estate taxes because' of the colleges 1
FY 1977. However, the" colleg%s self=provided over $1 1lllon\:
in public municipal type services,, K such as security, street
. llghtlng, road ma1ntenance,'and garbage collection. ‘_é e
- T\ . N .

: N : N
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GENERAL EMPLOYMENT |

How ﬁany full-time jobs are avadilable indMaryland because |/
~of the colleges? . \( . i .

About 6,700 jobs in Maryland are a result of the activities
of the community colleges, 4,450 of these directly with the cql-
leges, and 3,250 creatéd as a consequence of college-related '

.business and government expenditures, -The total number of jobs
. were calculated with a conservative empqument multiplier ef-

fect of 1.5. ’ ‘ f

) L e o 5 - '
IMPACTS OF -HUMAN CAPITAL INVESTMENT IN MARYLAND. COMMUNITY
- _.COLLEGES | ' o , .

»

"How much mbre money in present dollarS'ﬁill a Maryland

community college student earn during his or her life
. than a high school graduate? -

On the average, between $4,346 and $17,345,'dependingfon

‘the assumptiorfs made and the discount rate selected. Costs

igclude the amount the student spends for tuition, fees,. books,

supplies, and foregone earnings. Benefits are the difference
* in earnings between a high school graduate and a person with

less than three years- of college. The cons tive estimate
was computed with a 10 percent discount raﬁgf no' growth adjust~
ment and a 25 percent ability factor. The more liberal esti-
mate used a 5 percent discount;rate, a 3.5 percent growth
adjustment and & 15 percent ability factor. -

" HoW much more money in present dollars will be earned /

by Maryland community college students enrolledgin-colfége‘

in the Fall 1976 semester because of the total investment

by the State ofiMaryland, the Iocal jurisdictions, and the }

students themselves? . ' ' . K o

P - 2
Uéiné social humai\ capital estimates, the present véldeg

of the increased earnings of students is between $236.7 million
and $1,230:7 million depending on the assumptions made and the
discount rate usedTa The social benefits for individuals range
from $3,078 to $16,008. " ‘ o o

What is the present value of the additional State and local
- tax revenues generated from the increased earnings?

- The present value of the jadditional taxes the State and

"local governments will collec on the increased earnings of

community. college students is jpetween $25.2 million .apd $77.6

» million (exclusive of property tax) depénding on the assump-
tions made' and the discount rate used... . . : o

e
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How much money did Maryland‘and'the local jurisdictions invest?

The total éontribution from State and local Sources’in

FY 1977 was $68,316,884 . for,credit enrollment, including re-

stricted and unrestrlcted funds. A little over $55 million
was spent for operating or unrestrlcted expenditures for credit

'enrollment /

What was the 1nternal rate of return for Maryland communlty

. college students in FY 19777

‘The, average community college student w1ll receive, almost
a 27 percent return on his or her investment in higher educa-
tion ;during a lifetime. 'The internal rates of return ranged

°from 3.6 percent for part-time female students who were also

,unemployed while in college to more than 100 percent for full-
- time. male students who were employed full-time while in col-
lege. \

What was the interhal raté of return for the social 1nvestment
made by the public and the students in FY 19777

The average rate of return for the social 1nvestment‘in
an individual is about 15 percent. The social rates of return
for the different kinds ,of students ranged from 2.4 percent
for part-time female students who were unemployed while in col-
lege to 45.8 percent for full-time male- students who were em-

: ployed full- t1me wh1B! in college L ST e

4 : L ~
R .

./_' . . S . ) - )\ . o .



10.

11.

13.

14,

3Charles B. Garrison. 'New Industry in Small Towns The Impact on Local

R :
REFERENCES

»

‘Kern Alexand®r. "The Value of an Education." Jaurnal of Eduecation

Financ% 1 '(Spring 1976): 429-67.

Neale Baxter. '"Payoffs and Payments The Economics of a College
Education." Oceupational Outlook Quarterly 12 (September 1977) 28-33.

Gary S. Becker * Human Cbpttal. ‘New York: ,Columbia University Press,.' o

1975. | _
Robert L. Bish and Candis L. Brown. "Issues in Energy Facility Imﬁﬂ\\“%) - .
Forecastlng." Prepared for the Office of Coastal Zone Management,' : v

June l977.

ﬁark Blaug. Economics of Education. New York: Pergamon Press,~1970.
P - -
G. Geoffrey Booth and Jeffrey E. Jarrett. "The Identification and

"Estimation of a University's Economic Impacts." The Journql,of’HLgher -

dhcatton 47 . (September/October 1976): 565-76. ‘ _
—— -

Joha Caffrey and Herbert H. Isaacs. Esttmatzng the. IMpac f a College

or University on the Local Economy. Washington b. C. American -

Council on Education, l97l Z o y
i J N A '1’ . el o - . ',"',: 4
'Elchanan Cohn 'Investmant Criteria and the Ranking of ducatiqnal'“h o, oY

N Investments Publtc Ftnance 5 (1972): 355-60 K SR S

P

Larry J. Dobesh and Mark S Henry Ebonomzc IMpact of Higher Education
‘ in North Dakota. ,Grand Forks, N.D. University of North Dakota, 1975.

P

Gerald K. Gamber. MWhat's a College Worth to a Town?" _AGBAReports 10

' (January/February 1977) ~ll—llr

Government "' N&tzonal Tax JournaZ 24 (1976) 493-500. g
WS Lee Hansen and Burton. A. Weisbrod Benefits, Costs, and anance of
Puhltc Htgher Education. Chicago * Markham Publishing Company -1969.

, g \

John €. Hause 'J"Earnings Profile Ability and Schooling Journal of.é
Pbltttcal Ebonomy 80 (May/June 1972) 108—38 : _ , :

. :
Fred Hines, Luther Tweeten, and ‘Martin edfern "Social and" Private
Rates of Return to Investment in- Schooling by Race-Sex Groups and

Regions Journal of Human Resources (Summer 1970): 328-43. P



15.
16.

17.

18.

19.

20.

21.

22.

2.

25.

Pay7" " Small Town 7 (L977)- 4-11."
23,

*"JburnaZ of Education Finance 2 (Fall 1976) . 209~23. 'N< S L

- Norval L. Wellsfry. ~"The Economic Impact of the Virginia Community

36

Barclay M. Hudson. "Regional Economic Effects of Higher Education -

Institutions." Socio-Economic'PZanning Sctence 8 (Spring 1974): 181-94.

Harold H. Kiastner, Jr. '"'Cost-Benefit Analysis of Community College
Education." Journai of Higher Education 2 (Summer 1977): -17-26.

Katherine Lyall and Roger Stough Estimat%ng the Impact of the

Baltimore Based Johns Hopkins Institutions on the Baltimore City Economy.
Baltimore: The Johns Hopkins University, 1973.

Roland N. Mc ean, Public Spend%ng. New York: McGraw-Hill Book ‘ N
Company, 196 . ) . ‘

£

Richard Raymond nd Michael Sesnowitz. "The Returns*to Investments in

Higher Education: .Some New Evidence." Journal of»Human_Bésources 11
" (8pring 1975): 139-53.. : v “

Theodore W. Schultz. Investments in Human Capital. New York: The Free -
Press, 1971. ) ' -t e
.

Gene S. Summers and Jean M. Lang: '"Bringing Jobs to People: Does It

:James W. Selgas, John" C Saussyu and Clyde E Blocker. The Impact of
. the College on the Loeal. ‘BEconomy. 'Harrisburg, Pa.: Harrisburg Area
‘Community College, 1973. “ } ' - v K ,

..
I3

Lillian Dean Webb. "COSc;BenEftc Analysis: An Accountability Asdet."

vooa

¢

Burton A. Weisbrod and Peter Karposf. 'Monetary Returns t0'College
Education, Student Abil}ity and College Quality." The Review of Economics

and Statistics 40 (November 1968): 491-7. .

College System, 1966-74. Dissertation. Virginia Polytechnic Institute
and State University, 1976. o e <

P




¢ “

REVIEW OF THE LITERATURE ) Sy
¥ . ' ’ . l ’ » -. uh 4 ) P
HUMAN CAPITAL INVESTMENT : .

3

Intensive interest in the prOposition that education is an investment
,in human beings originated with Theodore Schultz in 1960. Since then,
establishing the specifics of a causal relationship between education and’
income has continued to dominate the ﬁriting in human capital investment.
. Kastner" [16] notes that research no longer is directed toward the alidity
©of the human capital\concept but is now concerned ‘with determ1n1ng its

-

valdge. - . , "

The approach most used in human capital research c ntrasts the future
lifetime earnings of people of less education ‘with® peoﬁqe of greater edu-
cational attainment. Alexander [1] believes that this rate—of-return method
is the gost, precise because it related not only benefitF but also costs.:
Becker's [3] classic study, for example, showed a very suybstantial private,
gain to white male college graduates as compared to high school graduates

To calculate a rate of return it is necessary ‘to know how much an
education costs, how much the college-educated earn compared to those with-
out a college educatlon, and How much those future earnings are worth today.

[2] . . 8 K _ s ST ;ﬁ:',."";,‘ -

The costs of education nclude direct expendltures for salaries, sup-
plies, etc., and indirect or opportunity costs that take the form of fore-
gone .student incomé or foregone tax revenues. 1231 Thexe has been some
controversy about including forégone Ancome as a cost component. Schultz, .
Cohn, Blaug, and oth feel that it should be. included and that a downward
bias in costs will be created if if is excludeds [20, 8, 5k Becker claims
the dominance of foregone earnings and the relative unlmportance of tuition
can be vividly demonstrated with rate of return calculations. [3] )

* The ecohomie value of education is d1storted by factors, such as’
intelligence, parents' education, sex, and race The degree to which edu-
cation contributes to higher economic returns is often disputed. Raymond
and Sesnowitz [19] contend the income differences between educational cate-
gories are likely to be overstaged since those with more income are more
"apt to have greater ability. Much work has been done recently in an.at- -
tempt to separate the effects of ‘education and ability on earnings, but no
clear consensus has been reached. Becker, however, points, out that econo-
mists ‘have been aware that conventional measures of ability, while relevant
at- times, do not reliably measure the talents required to succeed in the’
economic sphere. [3] Hause [13] also feels that. adding an ability bias
‘has been somewhat misdirected. Others have consistently corrected final
earning differentials by 15 to 33‘percent td.aeccount for ability differen-
tials. - [12, 19, 3, 23] In a study designed to determine the ability factor

37 | .
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Weisbrod and Karpoff [24] estimated that about one fourth of the difference
between the mean earnings of college graduates and the mean earnings of
high school graduates as shown by Census data is due to noneducational
variables. , L

. Ly Long payoff periods also effect the rate of return on a college edu-
’ cation. . Becker notes that the length of the-payoff period increases the . )
© difficulty of -anticipating a’ ‘gain from collgge. While business investments
often pay off within five or ten years, the ’ayoff from college takes much \
. longer. [3] is affects the determination of an appropriate discount rate.:
T Selected discoggt rates-used to ‘compute lifetime earnings were usually 3 to
5 percent. [12] Internal rates of return, or computed discount rates of .
g _ community college students, ranged from (6.8 percent’ for white males with
Y no ability adjustment [19] to 2.2 percent for nonwhite males. [14] Kastner.
found the direct returns-to individuals who acquire a,community college edu-
. cation represent an annually compounded interest or discount rate of at
-. least 5.6 percent for males and 5.88 percent for females. [16] * %}

Ly . Another factor affectlng the time span is the normal growth of the
ecbnomy Studies show that some allowance\for growth rates are probably in
order for cross-sectgonal studies, wHich measure earnlngs at one\p01nt in-
time as opposed to cohort studies which trace a group's earnings over a

s period of time. A 3.5 percent increas€ per year seems to be an accepted
rate. [19] : v ) :

’ , N . ' .
Becker also suggests that data sheuld be corrected for mortality [3],
: but Raymond and Sesnowitz argue that it has virtually no impact on the 1ates .
‘of return. [19] : K » :

The social economic gain from education,'the gain to society a.'op—'“
posed to individuals, dﬁffers from the private gain in costs and vbenefits.
Direct .costs are obviously greater to. society than to students because som

. of the expend1tures of students are paid out of public and private subsi-
dies. Raymond and Sesnowitz shpw that in all cases the social rates fall
short of the corresponding private rates. [l9]

Anothbr way of looking at social benefits is by estimating the bene-
. fits’in the form of future tax returns. Hansen and:Weisbrod found that in
o no case do State and local taxpayers recoup., the full value of their invest-

-ment, in higher education [12] ' .

v

T ' Economlc benefits found by rate~of-teturn analysis,.or any other eco-
nomic tool curreptly in use, fall far short of a complete determination of
social and private benefltS accrued from investing in education. Education,
however, still p¢ssesses formidable economtc belﬁfats ‘implying’ that in-
vesting greater sums i the development of human capital through education

.1s sound economic policy. : ) +
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' ECONOMIC IMPACT ANALYSIS

~The economic impact analysis is actually a series of linear cash-flow
formulas which include only what can be readily counted. The formula at- : .
tempt to identify who is spending, how much is spent, what is being bought,
and where spending is-‘being done.  They do not show polltlcal social, or
aesthetic impacts or the effects upon the - ‘community of the colleges human'
resources. They do measure dollar outlay and provide simple fndicators for

planning. (7]
Most of the effects con31dered in an economic impact analyses are cur- 7)’/‘
rent and short range. They are not concerned with the ultimate impact of
the college upon the community, and they do not consider what a communlty
might have been like without the college
One of the problems assoc1ated with economic impact analysis is the \\
determination of the multiplier effect. The purpose of a multiplier is to
reflect the final impact of an initial e enditure. The smaller and less
self-sufficient the region, the larger the portion of gespending that leaks
.out and the smaller the multiplier effect of the orlgigal investment. Thé «~
larger the region, the greiter is the total cycle of respending recaptured
- by the region, -and the larger the multiplier. [15] A multiplier effect of
< 2.0 is génerally accepted for a Statewide region. '[4, 11, 21]

o
]

;o The results of studies employing techniques of e numic impact analysis .
have geherally founkathat nonprofit, nontaxed institifions have a capacity to : .
generate employment \and millions of dollars in personal income through what ) : o

~ is in effect interregiopal *trade. In addition, the sub ent”’ expenditure of

> that income in the local economy can make an 1mportant contrlbutlon to eco-

&

_nomic growth. . .

S A study of Virginia community colleges, for example, demonstrated that
hlgher education institutions give more to the communities than they .take.

The business volume genérated by the presence of the community college system
exceeded the ‘Stdte's appropriation for the system by 142 percent for the
eight-year period of the study. [25] Other studies also have shown signifi-
cant benefits. The operation of Harrisburg Area Community College contributed-
from $2 to $4.5 million annually to the cash flow. of the local economy, while
the wmotal operating budget of the college was "$3. 8 million for the year in '
which the estimate-was based.: [22] .

et

The .Johnis Hopkins: Unlver51ty, through nonproflt was found to rival a
number of. Baltlmore s major local businesses in total volume of local busi-
ness expenditures.® Total direct and indirect expenditures attributable to.
Hopkins in 1972-73 ‘wer€ more than $137 million. However, it receives more
in services® from.the City than it contributes in taxes. The tax-exempt status / \\\

perhaps recognizes contributions of those unpa1d services to the communlty.
7] . ) e \ - _

A similar study at the University of Rhode Island showed it -generates
about 381 millionh of business in the state and $31 million in the local

A . o ) . .
' : 9
. 2 ‘

~

[y

T




2

. fourl® that

40

. A Y i
ARother study of higher education institutions in North Dakota
for each dollar the state appropriated to higher education, the
colleges and universities returned $2.10 to the economy of the state, and .
that total college -related spending provided the state about 10,000 JObS
[97 Gamber's study of St. Cloud State University, Minnesota estimates that
university-related, spending in the St. Cloug area in 1975 amounted to more °
than, $27 million with an ultimate effect of nearly $59 million. [10]

area. [6]

Most studies indicate that by its presence a college can generate a
considerable dollar volume of spending, create jobs, and add stability.
Measuring a college s economic accountability'.can also provide a frame of
reference in which to evaluate the college on other more important criteria.
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